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Analysis of Correlation between Construction Business and Insolvency of Construction Company
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Abstract

The changes in construction business have impact on overall operation of construction companies, Poor business
of construction companies following a s low industrial cycle could have broader implications and influences on
the industry, Since a construction project involves various stakeholders including public organizations, financial
institutions and households, a downturn in construction industry might lead to significant economic loss, In this
regard, it is meaningful to examine the relationship between changes in construction business cycles and insolvency
of construction companies, This study conducts an empirical analysis of the relationship between construction
business cycles and how much they affect operation of construction companies, To this end, KMV model was used
to estimate probability of bankruptcy, which represents business condition of a construction company. To examine
construction business cycles, investment amount for different construction types—residential, non—residential, and
construction work—was used as a variable, Based on the investment amount, VECM was applied and the analysis
results suggested that construction companies should put priority on diversifying project portfolio, In addition, it
was shown that once a construction company becomes unstable in business operation, it is hard to recover even
when the market condition turns for the better, This suggests that, to improve business operation of a construction

company, internal capacity—building is as important as the market condition and other external circumstances,

Keywords : Construction business, Insolvency, Vector error correction model
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