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Abstract

The analysis of Construction Contractors’ financing structure and its

implications

This work aims at analyzing what the sources of financing have been available for
Korean construction contractors by means of comparison of four surveys’ results of
construction contractors’ actual financial condition, conducted in 2001, 2008, 2011 and
2013.

The two dominant financing sources have been internal reserves and borrowings
from financial institutions including banks, nonbanks and financial institutions
specialized in the construction industry. Of borrowings, current liability is the type
on which construction contractors rely more than long term liability, which is one of
construction industry’s financing structure’s characteristics.

Internal reserves and current liabilities are financing sources sensitive to economic
fluctuations. If the characteristic of order-made production comes to that, the
economic—fluctuation-sensitivity of construction industry’s financing structure
increases further.

Given pessimistic outlook for the macroeconomic situation and the construction
industry, the profitability of Korean construction contractors and therefore the
amount of internal reserves available for them will be reduced for years to come.
Thus, the importance of borrowings as financing source will increase.

In order that borrowings can be more accessible to construction contractors, the
surveys have shown the financial institutions' most common opinion that the
contractors should make efforts to improve their accounting practices as well as to
render their business more profitable. However, according to the surveys, the

contractors have the most frequently found a solution to their financing difficulties in
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the increase of the amount of public work contracts.

With the financing structure and the insistence on the amount of public work
contracts, construction contractors have been vulnerable to economic fluctuations.
The vulnerability was much more aggravated by their reckless project finance
underwriting practices.

The enhancement of the lending capacity of financial institutions specialized in the
construction industry such as Construction Guarantee is proposed as short-term
solution to construction contractors’ financing structure’s vulnerability to economic
fluctuations. Furthermore, construction contractors are recommended in the long term
to develop future business strategies which could augment steady cash flow

independently of economic fluctuations.
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