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A Study on Determinantg of Capital Structure of Ligted

Construction Companies

Yun-Jeung Chang

Major in Business Administration, Department of Business Administration,
Graduate School of Business Administration,

Pukyong -National-University

Abstract

This research analyzed the of capital structure’ in listed
construction companies' as a measure for strengthening competitiveness
of the construction industry currently experiencing’ hardship through
overall recession in Korea's construction business. A’ comparative
analysis on business condition has| been executed based on corporate
management analysis ‘of-Bank. of Korea -and 'empiriecal” analysis regarding
the effect on capital structure of listed construction companies by using
level 2 data in KIS-VALUE of KIS Credit Service.

To achieve this, a combination of literature survey and empirical
research was executed regarding capital structure determinants.
Hypothesis was established based on literature survey and change of
total debt ratio was verified before and after the foreign exchange crisis
based on listed construction company of 18 years from 1990 to 2007
According to the empirical results, debt ratio largely declined after the
foreign exchange crisis. Capital increase, along with debt decrease,
played a large role in such debt ratio decrease, and it is judged that

the problem is due to such methods as asset re-evaluation or

_iV_



increasing capital by issuing new stocks rather than capital increase or
profit increase from sales activities.

Research results regarding hypothesis verification can be organized
as the following. First, corporate size and debt ratio have a positive (+)
correlation and supports the hypothesis regarding business size and
total debt ratio. Non-debt tax advantage effect has a negative (-)
correlation with debt ratio and supports the hypothesis. Although
growth and profitability show significant correlation, it presents results
that are opposite to the hypothesis of this study. Thus, the main
factors deciding capital structure of construction company are corporate
size and non-debt tax.advantage effect.

Second, differences of capital structure determinants were analyzed
by classifying into two periods, before foreign exchange ‘crisis and after
foreign exchange crisis, with IMF foreign-exchange' crisis period as the
starting point. According to analysis results, tangible fixed assets
showed a negative (-) correlation before the foreign exchange crisis,
but presented a positive (+) correlation after the crisis. Thus, tangible
fixed assets ‘can be regarded as a significant variable in deciding capital
structure of construction companies.

Complete analysis-iof research' results is“the following. Financial
institutions place more.emphasis on tangible-fixed assets, which signify
the size, profitability, or mortgage value of relative company.
Furthermore, investment funds for growth are being delivered through
equity capital expansion rather than debt due to activation of the stock
market.

A more specific improvement plan is required to be presented in the
future by complementing necessary evidence in actual construction

company and limits in future research direction.
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1990 34.53 29.17 1.07 5.27 126,72 | 473.42 1.07 6.01
191 30.85 36.21 1.53 5.60 119.93 |- 474.82 1.20 6.69
1992 16.66 16.01 1.38 5.78 121.23 | 461.58 112 6.38
1993 1697 547 1.96 6.39 12362 | 432.63 1.16 6.29
1994 24182 13.67 2.13 6:49 12855 | 375.24 1.00 4.86
1995 2494 16.08 0.63 551 121.05 | 423.82 1.02 510
1996 14.53 16.45 0.10 5 | 114.28 | 562.67 101 6.53

1997 | 1433 16.29 -0.45 4167 112.69 | 655.70 |~ 0.93 6.77

1998 | -1.30 | -16.82 | -5:93 2.02 107.12 | 659.43 | 0.77 5.58

1999 -0.76 -2.27 Sy, 2.33 136.85| 406.94 0.76 4.28

2000 -6.21 -1.83 -8.00 3.03 124770 | 625.76 0.90 5.39

2001 -6.08 5.86 0.62 428 13651 | 352,51 1.07 545
2002 741 2.85 3.79 446 1561.34 | 196.83 1.21 3.86
2003 749 16.39 3.24 5.31 16321 | 164.96 1.38 319
2004 7.75 887 3.27 5.14 163834 | 165.77 1.35 3.62
2005 10.66 1.60 474 6.46 16768 | 143.68 1.40 347
2006 10.61 3.26 458 6.19 17433 | 121.4 1.24 217
2007 1450 743 434 6.07 174775 | 131.62 1.11 2.4
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1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998
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AEGoAs | 42 39 37 46 47 52 48 40 59
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