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Influence of the Business Portfolio Diversification on Construction Companies’
Financial Stability

Jang, Sewoong”
“Construction Division at Daerim Industrial

Abstract : The objective of this study is to examine the relationship between the degree of business diversification of a
construction company and two of the indicators that represent financial stability, namely, a current ratio and a debt
ratio, in order to draw policy implications, The current ratio and the debt ratio were used as variables that represent
financial stability of a construction company, Berry—Herfindahl Index was used to measure the degree of business
portfolio diversification of a construction company, For the analysis, quarterly time series data were retrieved from the
financial information disclosure system of Korea's Financial Supervisory Service for the period between the first quarter
of 2001 and the third quarter of 2013, The analysis results showed that a higher current ratio and a debt ratio led to a
greater extent of business diversification, A higher level of business diversification led to a higher current ratio and a
lower debt ratio, It was also shown that the impact of business diversification on the current ratio and the debt ratio
outweighed the impact of changes in the current ratio and the debt ratio on business diversification, Meanwhile, an
increase in the level of business diversification showed a quite positive effect as it raised the current ratio and lowered
the debt ratio of a construction company. These findings suggest that diversification of business portfolio is essential for
construction companies to strengthen their financial stability,
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Table 1. Construction firms’ business portfolio literature
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Researcher Main results =
Limetal. |- This study empirically examined the relationship between stolgk 4= Q) SR A QA P AJ]] ZEEE]
firm value and work diversification strategy of insolvent - o e N T
(2014) construction companies. £ Z"@]—Q}QJ %7:"%]—5 ;th J— e ‘r'i‘—‘l— AOI—EH ‘ﬂq—
— This study analyzes the effects of diversification
Lim of construction companies on their firm value and Table 2. Construction firms’ business performance literature
(2012) profitability using the data collected from 30 domestic
large—scale construction enterprises. Researcher Main results
— This research firstly classifies into up—firms and Cho et al — This study conducted an empirical analysis on a
Piso down—firms and then analyzes their diversification (2013) ’ relationship between overseas project, and financial
(2011) levels according to business and local diversification. stability of a construction company
Furthermore, this researgh suggests a method of Hanetal |~ This research outlined the factors influencing the
quantifying those diversification trends. (2011) ' business management success via analyzing a survey of
Woo — Finding key factors and changing business strategies of business principles.
(2009) succe;sful. top tier construction firms are the fundamental — This study defined a KPI(Key Performance Indicators)
goals in this paper. applicable to local construction companies ranked in the
— This study verifies the correlation between the business Lee et al. top 30 in construction capability, and also introduced
diversification of the domestic constructions and the (2011) differentiated results from the earlier studies by reflecting
Kim corporate value, and is also intended to evaluate the more realistic corporate management based on the
(2007) business diversification of the corporate management existing studies and interviews with business experts.
strategy for increasing of the management efficiency and — This study evaluated the changes to the stability,
the consistent growth. profitability and the growth potential, and collecting the
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Lee et al. data on variation of the market scale, price of resources
(2009) such as material and labor and the financial environment,
thereby analyzing the correlation with the management
performance.
— On this study correlation between stock quotations
Kim et al. and promary financial factors of firms in order to grasp
(2003) actual management condition in construction firms was

analyzed.
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Table 3. Overview of variables

Variables Content

— Berry—Herfindahl Index

— In this measure, if a firm operates in a single classified
group, the Berry—Herfindahl index of diversification is zero
and it becomes close to 1 if the firm’ s total sales are
divided equally among any number of classified groups.

Diversification
Index

— It measures the ratio of a firm” s current assets that can
be sold to repay short—term debts, to assess a firm’” s
ability to meet short—term obligations

— (current assets / current liabilities) X 100

Current ratio

— It indicates the relationship between a firm’ s debts and
equity capital; a lower debt ratio indicates a stronger
financial structure

— (current liabilities + fixed liabilities) / equity capital x 100

Dept ratio
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Table 4. Tests for unit roots (Augmented Dickey—-Fuller tests)

Level 1stdifferencing

Variable — —
t-statistic | p-value | t-statistic | p-value

0.522329 0.8249 | —2.066330 0.0384
—3.620997 0.0380 | —7.533986 0.0000
—0.861238 0.9517 | =7.012799 0.0000

Diversification Index

Current ratio

Dept ratio
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Table 5. Lag specification results

Lag AIC SIC
0 -7.033492% -6.914232*
1 —6.796016 —6.318979
2 —6.842087 —6.007273
3 —6.503770 —5.311178
4 —6.701066 —5.150697

30 3l B AR el
$o| glom 15 Aole] HAAT T W= WAl o
oloj Folhe 1 FHH/el 0o olZrkz Al Ho]
Aso] EA 22 AAD Aol QA Az
S8 9 4 Slrke ek, h ARAAsrAR ol
£ Aolel] gato] ZAF 7 HEH B

rd
)

N
-~

oy 30 o

w ok

KeX
=

o)
L
s
_umlor'{g‘
—{fg
i)
g
o L
o 2
X
@
g &
ol
£
rh:?%
c
@)
Mo
2
>
o [l

‘T
>
>~
K3
<
%
i
©
rz};i
ol
M

Table 6. Cointegration test results

Null hypothesis Test statistic p-value
r=0x 37.26721 0.0282
r<1ix 14.49203 0.1617
r<2 1.036934 0.3085

LA A ZEE2|Q Ch2isfof o

i
X
X
e
>

o
3

%
HI
1z

e QA ol A AR ST oS eAte] ik
wafsto] o5 exte] Fato] AA W= Bl HhE o] o)
A ks AYEE7RE EAshs Aotk Exkdsl= ¥
5 9] ZRAR IRlE HoiRAs ko ol F
3l Aolt Aol A 2k Hig=e] Mg thE M9 o5
of & TR o AT P wx=r|S & 4 9}

(Cho 2007).

Farlg E FAMEY AAGA AR 2EZE| e ozt
S| 7F EARES A Avk= TR Fig. 1, Table 73k 2tk
CRztaR]4= wEol tiato] f-sHlee] A Algke] A
of wat F7tete] FF 108710= oF 1.27%5 YR o,
FAulge] Al f-sulge] Agey) nrr R A7
o] Xidof| whet F7Fste] 2F: 10E7]9%= 2F 0.80%2] A4
2 Yepith, vhH 54018 ol diste] thEir]4e]
e 27|oll= oF 6.79%= UERHOH, AJto] Ao
w2} Z71ste] 2 102700l oF 18.64%2] =S Lt
Witk E3 fAulg Wl diste] thztsia|4=e] el
Z710= oF 5.31%% YRR O, AJ7to] A|do] what )
assto] 255 108700+ oF 3.76%% UERIT

100 100
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(a) Diversification variance due to (b) Diversification variance due to

current ratio dept ratio
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(d) Dept ratio variance due to
Diversification

(c) Current ratio variance due to
Diversification

Fig. 1. Variance decomposition graph

Table 7. Results of variance decomposition

Period (quarter) (a) (b) (c) (d)
1 0.000000 0.000000 6.792447 5.314828
2 0.270384 0.169970 9.926978 4.984627
3 0.547394 0.344104 12.32833 4.651067
4 0.760348 0.477972 14.09108 4.393069
5 0.915545 0.575533 15.39387 4.204017
6 1.029040 0.646878 16.37829 4.064973
7 1.113815 0.700169 17.14109 3.960499
8 1.178785 0.741012 17.74649 3.879972
9 1.229848 0.773111 18.23736 3.816354
10 1.270903 0.798919 18.64285 3.764970
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Fig. 2. Impulse response graph

Table 8. Results of Impulse response

Period (quarter) (a) (b) (c) (d)
1 0.000000 0.000000 0.012646 —0.065175
2 0.002069 0.001641 0.014706 —0.053959
3 0.002948 0.002337 0.015581 —0.049195
4 0.003321 0.002633 0.015953 —0.047172
5 0.003480 0.002759 0.016111 —0.046313
6 0.003547 0.002812 0.016178 —0.045948
7 0.003576 0.002835 0.016206 —0.045793
8 0.003588 0.002845 0.016218 —0.045727
9 0.003593 0.002849 0.016223 —0.045700
10 0.003595 0.002850 0.016225 —0.045688
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