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Dynamic Relationship between Domestic Construction Market Condition
and Overseas Construction Business

Jang, Sewoong”
“Construction Division at Daerim Industrial

Abstract : This study undertakes a comparative analysis of the correlation between the condition of the domestic
construction market and the expansion of overseas projects within construction companies, based on the vector error
correction model. The analysis results verified that, in the post-IMF crisis period, domestic construction companies
took on more overseas projects only when the residential construction market slowed down. Compared to the pre-
crisis period, construction companies grew more responsive to the condition of the domestic market for residential
construction, and they took on more overseas construction projects when the domestic market slumped. This is
because the business portfolios of Korean construction companies’ render them highly vulnerable to the condition
of the residential construction market. When the domestic residential market slows down, the business condition of
construction companies quickly takes a turn for the worse, and to cope with this, they turn to overseas projects to
compensate for the slowing of the domestic market. As the analysis shows, expanding overseas construction projects
as a way to turn around business condition amid a slow residential construction market actually undermines the
management of the companies even further. In other words, shifting business focus toward an overseas market during
a hard time might be useful for securing cash flow, but might not help to restore profitability. Thus, construction
companies need to carefully manage their level of business diversification to ensure strategic flexibility.

Keywords : Overseas Construction Business, Domestic Construction Market, Vector Error Correction Model

1. ME ) ARAe) A LAR) QE) FAS 27}
= AL Fols 4+ 9 Skxu}l A=A 5 A
1.1 94729 HjZ U =X H”fe AR 7 Aok AT A sheld et
= ¢ = BEeta, A E ALY+
2004 o] A AUNRE B SOC AL T o yapg g} wyael wet ol ARYAE A
A4 ) o7 &30 AAAS §x5 Atk orE AT oot
(SR R S .
(Yang 2011). o]2it s 9% Srefel siel =l NBHOZ SNALARES FUALA Hls) A
AAPNEL B350 HARYANLN ABHAL. uoo wam oo 2a U slole] Ho| QT
sk 2 seldane Aok O AAUAES o ga sz sge) wasel Ul Tl

AR Agesle] T8 A00E AMHT ek A9

o A2 e Aol FolTEE Ao 4
dEESl SRS dAnd MO SATETT g o) olggrin et al 213, AT ol vl
v}; Sl 71k A, 2010959 49+ 7109 g2z =M _4_741:11:4 X]—r—ﬂ o7 Aokt o g <l

Hojshty. Z Aol et 98N 50 T2

* Corresponding author: Jang, Sewoong, Daerim Industrial, Daelim A BEAAL o|E3t g3 Qo thE ggkaclo] AE
Building, 36, Jongro 1-gil, Jongrogu, Seoul, Korea e 7oz vk
E-mail: Jang1908@naver.com a0 - = a = -
Received April 2, 2014: revised April 29, 2014 AZ1ERD Aol A sl Y] 57 548l =
accepted July 3, 2014 7kek 2007 o] ¥= ml=d Sg-97]el s S

77 s=zsme|sts =27 w15 K5S 20143 9



B ATl e MY RIVEMS B
g3te] FNARA7IS} ARAG] SR FEA
H7Rro.R BRe] MmO A A

1.2 90| 9| U

flo
>
N
e
Al
=
R
il
L
N
g
b
to
%
o
Ry
il
o

:?1:4"
o
N
i
)
Jo
of
)
X
b
Bl
P,L
38
iu)

AL A5 199 18715E 20133 32717H419] #
718 Agolth & A= 1984 1871 3E IMF 9
381717F AR 1998 487174415 Model 12, 199
W 12715 E A2 0133 35717HKE Modd 22 -8
slod vl AT ARl A B A=
HE QA RS A Y3l W 718 A4
s ) ol F HAAHNE &8sl mdd
E A R ys AAst ASEMES AT &

AT A= Eviews-7.0 A AZEYOE &85

2. 0|2x D&

2.1 FALZHT| W HAAM ST HE Z0|

SR WE Folg Avng oy Fg 19} 2
oA SevdeRs G458 AAAg et ARy
AN ALHOE AFIYL. FAL, NFAL, ERE
AHEAY Fol g A u 1987 LE FFIA
AdEA] FAY AL olFAL FA Furt

TFAEE Ae &g ¢

d

30
£

(unit : billion KRW)
18,000 :

16,000 |
14,000 |
12,000 |
10,000 |
8,000 |

6,000 |

INTSNT
4000 7

2,000

T T T T T T T T T T T T T T T T T T T T T T T T T T 17T
84 8 88 90 92 94 96 98 00 02 04 06 08 10 12
Residence Investment —---—- Non-residence Investment ===- Civil Investment

Fig. 1. Trend of the domestic construction business

L ALY7| Halef sl 7t

i
N
0z
A
ik

SR IVF 349171 o1 F9 190040l = 33
qel E2G AUTAE WEHe EARAY
AelH ERdo] FAHYAY AFFAT} =
S F78 AHRAS WFEAE ARAE
ARG AA FUT AL 00080 Sol
Jeg At A% REY F7H2 s
19 FHOE REAAGe BE WA Y
Colol weh FAG AUEAS NFAG AUFAE
A% AL o1 Btk AW 2008 v
9719 23 T UL FAT A A
glom, 53] Feloke] YAzt A2E ol ol

-

of
i
o
N
gt
X
L
2
M
M

>

HAok = A A 2EEYL A

e
Aol AAsh= HlFo] ul¢- E5ol et A8
3] S 7

Moo Mool e B @ o

U Fig 2= sjejiddsad WE FolE& yehd
Zlolt}. T Fig 2014 &ld 5= ol IMF ]9
71 M7= sjelddeFde] wddge A WA
A WHlelA MEAE e oz RIS
SHAIRE IMF 2]29]7] o] % Fig 1olA &<lgk niet

Mpzoe JHOR WE Fof u]$ sk
AT 4 Yo EF 0MARE 224 3 AHS
ofo] FlsHE Ao SAAHAT 2007 8 2008
ny F %

4% A 85F 3048 FAF 5 9ok
] =
A= QLY

Eog AL 2008 = 917100 wet 2y A
AL FHAMRRE B0 AT AAE 7

18,000
16,000 -
14,000 -
12,000 |
10,000 -

8,000 |

6,000 -|

YA
40004"

2,000
84 86 88 90 92 94 96 98 00 02 04 06 08 10 12

Residence Investment —-——- Non-residence Investment —--- Civil Investment

Fig. 2. Trend of the overseas construction orders
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Table 1. Literature review about the overseas construction

business
Researcher Main results
Anetal |~ This study utilized Pl scale and drew a conclusion about the
(2013) importance of overseas risk by participants and compared
its features from the risk factor based on Risk Matrix.
Lec of al. — This study suggested a methodology that find KRFs(key
(2012) riLt factors) in the ODPs and analyze them, using AHP
and Fuzzy theory.
— This study estimated the nine strategic index and four
Jung et al. financial index of 31 companies that performed 1920

(2010) international projects from 1993 to 2007 and evaluate the
performance as three periods by multi—regression analysis

— This study identified the key factors that affect the

H?;oztg)al. profitability significantly and analyzed the key factors by
using statistical methods
Hanetal |~ This study determined a national construction industry’s
(2013) competitiveness and established strategies to expand
into overseas construction markets.
— This study developed a framework for business evaluation
Choi et al. which considers external market condition, internal
(2012) competitiveness, and spin—off effects toward domestic

market.
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Table 2. Tests for unit roots (Augmented Dickey—-Fuller

tests)
Level 1°'differencing
Variable
t-statistic | p—value | t-statistic | p-value
Overseas order| —4.585160| 0.0026 |—11.16140| 0.0000
Residence 0.131634 | 0.9969 |-—7.506300| 0.0000
Model 1 Non—
) 1.880910 | 1.0000 |—4.750718| 0.0016
Residence
Civil —3.082831| 0.1199 |-9.856273| 0.0000
Overseas order| —3.277020| 0.0805 |—14.41851| 0.0000
Residence |—1.501212| 0.8180 |-6.591937| 0.0000
Model 2 Non—
) —2.435010| 0.3583 |-5.910105| 0.0000
Residence
Civil —2.846382| 0.1874 |-8.472363| 0.0000
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Table 3. Granger causality test results

Model causality

[y
Q

F-Statistic | p—value

Residence |—|Non—Residence| 0 | 6.42594 0.0032
Civil — | Overseas order | 1 4.41841 0.0401
Residence |—|Non—Residence| 1 10.2740 0.0022
Residence |—|Non—Residence| 2 | 6.42594 0.0032
Model 1 Civil —| Overseas order | 3 | 2.44445 0.0751
Residence |—|Non—Residence| 3 | 6.09400 0.0013
Civil —| Overseas order | 4 | 2.09224 0.0972
Residence |—|Non—Residence| 4 | 4.70702 0.0029
Residence |—|Non—Residence| 5 | 3.46040 0.0102
Residence |—| Overseas order | 0 | 2.45560 0.0959
Overseas order|— Civil 0 | 2.59932 0.0841
Civil —| Residence 0| 10.1742 0.0002

Civil —| Residence 1 20.7944 | 3.0E-05
Residence |—| Overseas order | 2 | 2.45560 0.0959
Model 2 Overseas order|— Civil 2 | 2.59932 0.0841
Civil —| Residence 2 | 10.1742 0.0002

Civil —| Residence 3 | 6.38262 0.0010

Civil —| Overseas order | 4 | 2.62165 0.0471

Civil —| Residence 4 | 5.02449 0.0020

Civil —| Overseas order | 5 | 2.53717 0.0429

Civil —| Residence 5| 4.15398 0.0037
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Table 4. Lag specification results for cointegration tests

based on SIC
Lag Model 1 Model 2
0 -5.391650% -8.598233%
1 —5.082147 —8.460078
2 —4.280360 —7.640163
3 —3.643312 —6.933272
4 —2.978849 —6.125617
5 —2.538474 —5.291652
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Table 5. Cointegration test results

Model Null hypothesis Test statistic p-value
r=0% 50.95404 0.0249
Vodel 1 r<ix 25.13768 0.1566
r<2 6.698047 0.6130
r<3 1.483169 0.2233
r=0% 77.87829 0.0021
Vodel 2 r<ix 42.91525 0.5594
r<2 25.87211 0.8088
r<3 12.51798 0.6851
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Fig. 3. Impulse response graph(Model 1 : 1984-1998)

Table 6. Results of Impulse response(Model 1 : 1984-1998)

(;je;?:r) (@) ) © (o @ M
1 0.00000 | 0.01255 | 0.00000 | 0.14184 | 0.00000 | 0.14776
2 —0.00036| 0.02416 | 0.00929 | 0.02040 |—0.00149| 0.21098
3 —0.00056| 0.03051 | 0.01437 |—0.04591|-0.00230| 0.24551
4 —0.00067| 0.03397 | 0.01714 |-0.08211|-0.00275| 0.26435
5 —0.00073| 0.03586 | 0.01865 |—0.10187(—0.00299| 0.27464
6 —0.00076| 0.03689 | 0.01948 |-0.11267|—-0.00312| 0.28026
7 —0.00078| 0.03746 | 0.01993 |—-0.11856|—0.00319| 0.28333
8 —0.00079| 0.03776 | 0.02017 |—0.12177|-0.00323| 0.28500
9 —0.00079| 0.03793 | 0.02031 |—0.12353|—0.00325| 0.28592
10 —0.00079| 0.03802 | 0.02038 |—0.12449(-0.00327| 0.28642
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Fig. 4. Impulse response graph(Model 2 : 1999-2013)

Table 7. Results of Impulse response(Model 2 : 1999-2013)

(O'::;fedr) (@) (b) © (d) e) )
1 0.00000 | —0.00048 | 0.00000 |—0.08572| 0.00000 | 0.08926
2 —0.02102| —0.00350 | 0.00337 |—0.11360| 0.04899 |0.20006
3 —0.02965| —0.00474 | 0.00475 | —0.12504 | 0.06910 | 0.24553
4 —0.03319| —0.00525 | 0.00532 | —-0.12973| 0.07735 | 0.26418
5 —0.03464| —0.00545| 0.00555 |—0.13166 | 0.08073 [0.27184
6 —0.03524 | —0.00554 | 0.00565 |—0.13245| 0.08212 [ 0.27498
7 —0.03549| —0.00557 | 0.00569 | —0.13278| 0.08269 |0.27627
8 —0.03559| —0.00559 | 0.00570 |—0.13291 | 0.08293 | 0.27680
9 —0.03563 | —0.00559 | 0.00571 |—0.13296 | 0.08302 |0.27702
10 —0.03564 | —0.00560 | 0.00571 |—0.13299| 0.08306 |0.27711
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