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<ABSTRACT>

Study of Construction Bidding Collusion :
the Realities, the Causes and the Remedies

YSYOON T HKIM S H LEE & S H LEE

The purpose of this study is to analyze the characteristics of the construction
bidding behavior in terms of successful bid rate distribution and to suggest an
institutional improvement. Recently, the Korean government has pointed out the
pressing necessity of an institutional proposal in order to prevent constractors from

forming a collusion during the process of bidding for construction contracts.

After examining the sucessful bid rate distribution of the construction contracts
over 10 hillion wons that were procured in the public sector from January 1997 to
July 1998, it was found out that the total average rate was 86.9%. More
specifically, the proportions of the rate over 0% and under 80% were 62.9% and
27.3%, respectively, and on the other hand the proportion between 80% and 9%
was at most 9.8%. These polarized phenomena have revealed a possibility of
colluding bidding and dumping bidding. These bidding behaviors can be
characterized according to the project owner, the type of works, the amount of

construction contracts and the bidding period.

The construction firms could participate in a collusion to maintain and maximize
their profits in confrontation with dumping bidding. In a way, the bidding collusion
can be considered as a countermeasure of the firms in response to the monopsony
structure of the construction market; in other way, it gives rise to an increase In
the social cost on the account of deadweight welfare loss, X—inefficiency or rent

seeking behavior cost.



According to the current bidding system, there are some structural problems by
which the construction firms may be led to forming a collusion. The bidding
system, mainly focused on the bid price, tends to incite the bidders to a lowest
price and then to a simple adjustment of the bidding price between them, so that
they could share the profits of a higher price. In addition, as this system puts in
practice the unit price type based on quantities, the contractors have no incentive
to economize the unit price or the quantities, and they would be involved in a
quantitative competition in terms of a bidding price. In the process of this uniform
price competition, the bidders can keep a homogeneity so as to facilitate the

bidding price adjustment among them.

As a conclusion, the bidding collusion 1s caused, in one sense, by the moral
hazard of the construction firms, and on the other sense, by the institutional
conditions of the current bhidding system. In order to improve the institutional
problems, the bidding system focused on the single-lined price criteria must be
replaced by the composite bidding—contract method according to which one can
evaluate original(heterogeneous) charateristics of each firm in an integrated
viewpoint : not only the level of bidding price, but also the level of technology,

project management capability, contribution to the social welfare, etc.



