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Abstract : Companies make decisions with risks such as choosing an investment plan in order to pursue profits. This study
explained the decision making of the management of construction companies in South Korea using the tendency to avoid losses
in the Prospect Theory. To this end, 20-year financial data of 2,881 companies engaged in real estate development, which have
to bear the greatest risk among the construction industry, were collected. The collected companies were roughly classified
based on the reference point, and the causal relationship between average return on equity and risk preference by group was
empirically analyzed through regression analysis. As a result, it was confirmed that if the average return on equity of a company
decreases for the group above the reference point, it tends to select an investment plan with low uncertainty in order not to
lose additional money. In addition, it was confirmed that if the average return on equity of a company decreases for the group
below the reference point, it tends to select an investment plan with high uncertainty to move to the profit area. This result is
exactly consistent with the loss aversion tendency of the Prospect Theory.
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Table 1. Frequency of reporting financial statements
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o | compnis | Peen m
2 309 10.73 10.73
3 413 14.34 25.06
4 423 14.68 39.74
5 407 14.13 53.87
6 282 9.79 63.66
7 182 6.32 69.98
8 163 5.66 75.63
9 m 3.85 79.49
10 72 2.50 81.99
11 67 2.33 84.31
12 54 1.87 86.19
13 54 1.87 88.06
14 53 1.84 89.90
15 37 1.28 91.18
16 41 1.42 92.61
17 38 1.32 93.93
18 39 1.35 95.28
19 28 0.97 96.25
20 108 375 100.00

Total 2,881 100.00
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Table 2. Descriptive statistics

Cat. | Variable | Obs. Mean [S)te(\i, Min Median Max
E%E 2,881 2132 | 3536 0.001 1.04 34438
ROE

o 2,881 0489 | 1906 | -12.428 0.342 13.569

3 Avg.

C

] Asset | 2,881 | 23511 | 1.260 1834 | 23468 | 30.041
Debt 2,881 -50.5 | 6276.2 | -320462 1.229 76788
Year 2,881 | 2011.2 74 1952 2014 2019
FS{%E 1,441 2308 | 3.716 0.002 1.144 | 34438

S | ROE

ko] 1,441 1468 | 1.763 0.342 0.887 13.569

0] Avg.

Q

é Asset 1,441 | 23513 | 1216 18.34 23,505 | 27.952

©
Debt 1,441 | -1882 | 8609.9 | -320462 | -3.806 | 63691
Year 1,441 | 20127 57 1969 2015 2019
E%E 1,440 | 1956 | 3.338 0.001 0.936 30.919

-

% ROE 1,440 | -0490 | 1498 | -12.428 | -0.008 034

o) Avg.

Q

§ Asset 1,440 | 23511 | 1.304 18519 | 23.423 | 30.041

©
Debt 1,440 | 87.249 | 21484 | -10214 | 3.8445 | 76788
Year 1,440 | 2009.7 85 1952 2013 2019
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Fig. 1. Scatter plot of ROE std. dev. vs ROE avg. (Upper group’s
data including outliers)
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Fig. 2. Scatter plot of ROE std. dev. vs ROE avg. (Upper group’s
data excluding outliers)
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Fig. 3. Scatter plot of ROE std. dev. vs ROE avg.(Lower group’s
data including outliers)
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Fig. 4. Scatter plot of ROE std. dev. vs ROE avg. (Lower group’s
data excluding outliers)

Table 3. Regression models

Variable Upper group Lower group
S
ROE A2 000 00051
Cons 214.6238*%% 17.4715%*
- (10.5467) (5.7140)
Asset -0.0760%*** -0.0560%*
(0.0226) (0.0181)
Dett 00000 o000
Year -0.1057#*x -0.0076%*
(0.0052) (0.0028)
Number of observations 1393 1381
F value 1666.6027*** 1853.1445% %
R-square 0.8573 0.8708
Adjusted R-square 0.8568 0.8703

Standard errors in parentheses
*p<0.05, ** p<0.01, *x* p<0.001
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