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A Study on Enhancing Financial Competitiveness of the Construction Industry
Conforming to the Change of Financial Environment

Currently, the financial environment of the Korean economy 1s drastically
changing, both domestically and internationally. Since the effectivation of the World
Trade Organization's (WTO) agreements from January of 199, the Korean economy is
in the process of gradually opening its financial services markets to foreign investors.
And, this process, including the opening of its capital markets, 1s expected to accelerate
now that Korea has become the twentyminth member of the Organization for
Economic Co—operation and Development (OECD) in October of 199%.

In order to effectively correspond to the opening of its capital and financial
services markets and to the world tendency of liberalization and internationalization of
finance, the Korean economy has been faced with the necessity of reforming
regulations and practices in the financial sector. All of these, along with a desire to
introduce market mechanism into financial system, have led President Kim to set up
the Presidential Commussion for Financial Reform, which is a purely non—governmental
organization, as an advisory committee to the president in January of 1997.

These ongoing changes in the Korean financial environment can be best
summarized as financial market opening and financial system reform, which implies that
the Korean financial market and system is currently in the process of restructuring.
Considering the important role of the financial sector in the whole economy, which
deserves being called the life sustaining blood of the economy, a change in financial
market and system eventually results in a significant change in the management
behavior of all firms in the economy, regardless of the industry where they operate
their business. And, the construction firms are no exception so that they also need to

be prepared for a change in their financial environment.



The purpose of this study is three—fold: the first is to present an outlook for the
future financial environment by simultaneously examining the progress of financial
market opening and financial system reform. The second is to analyze the impact of a
change in financial environment on the construction firms. And, the last is to make
some policy suggestions to improve the financial environment of the construction
industry and to enhance the financial competitiveness of the construction firms.

For these purposes, the current study consists of four chapters. The introductory
chapter reviews the opening schedule of the Korean financial services and capital
markets as stated in the agreements of the WTO and the OECD to examine the
progress of financial market opening from 1997 to 2000. Also, it reviews the
suggestions given by the Presidential Commussion for Financial Reform to examine the
progress of financial system reform.  These suggestions are briefly compared with
those given by the Ministry of Finance and Economy, the government—counter part of
financial system reform, and those by the Bank of Korea, the central bank of Korea.
Finally, an outlook for the future financial environment of the Korean economy is
presented on the basis of the analysis of financial market opening and financial system
reform.  As the process of restructuring the Korean financial market and system
continues, it is naturally predicted that the financial industry become more competitive
and recover the market mechanism in terms of pricing, supplying and operating
financial resources.

Chapter two examines the current state of construction finance in Korea in terms
of raising financial resources, and summarizes its characteristics on the basis of a
comparison with those of manufacturing finance. Also, based on the schedule of
financial market opening and financial system reform as considered in Chapter two, it
analyzes the impact of a change in financial market and system on the construction
industry itself, and on the construction firms by size and by market, respectively. In
general, it is expected that a change in financial environment shall have positive effect
on the construction industry, as financial environment since 1960's has been so poor in
term of inter-industry competitiveness when compared to that of the other industries,

especially the manufacturing industry.



However, it 1s also predicted that the change shall have somewhat differential
effect on the construction firms as they differ in size, implying that they have different
capacity to raise and operate financial resources. More specifically, the principle of
financial market opening and financial system reform aims at maximizing the
functioning of market mechanism, which could be obtained by minimizing the
intervention of the government in financial market, especially its involvement in
distributing financial resources among several sectors.  Thus, as the process of
restructuring financial market and system continues, the degree of the government's
intervention will eventually decrease and, as a result, some of the policies that have
functioned as protecting vehicles for small and medium—sized construction firms will be
abolished.

In order to make some policy suggestions to enhance the financial competitiveness
of the construction industry, Chapter three presents a principal direction for managing
the system of construction finance. Basically, the current financial system should be
reformed in a way to maintain the principle of equity in distributing financial resources
among various industries. In order to maintain the principle of equity, every financial
institute including commercial banks needs to revise the current credit assessment
system for the construction firms by taking their operational characteristics into
consideration.  As construction activities involve more risks and are executed on a
single project base, it is not unusual that the business indices of the construction firms
are poorer compared to those of the firms in the other industries. Thus, it is not fair
that every firm, regardless of the industry where it operates, should be assessed on the
same standard.

Along with the principle of inter-industrial equity in the distribution of financial
resources, the conventional system for construction finance needs to be significantly
improved in order to efficiently provide more financial resources to the construction
sector.  First of all, the functions of the Construction Financial Cooperative (CFC)
should be enlarged to support the activities of the small and mid-sized construction
firms. More specifically, the CFC should be allowed to float corporate bonds in order



to raise more fund, and to treat insurance business. Secondly, advance payment
system for public construction projects should be applied to every public project, and
the central government should monitor the other public organizations to check whether
the system is well observed or not.

Chapter four summarizes and presents the conclusion of this study. Also, it
discusses a direction for future researches to significantly improve the financial
competitiveness of the construction firms. Especially, future researches should include
a study on the behavior of the construction firms to raise and operate funds at an

individual firm's level and a study on the construction taxes.
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