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CONSTRUCTION BUSINESS UNDER ECONOMIC CRISIS: RESPONSES
FROM THAILAND

Abstract

The Construction industry has contnbufed signiicantly fo the conomis dow-bpmwf of Thadand,
However, duo 10 ECoNOVNG Casis wihvch began i July 1997, the growth of the consiruction industiy dechined
fo uprecedented low jevels. This became a big problem in he couwntry since the construction indusiry s a
labour-indensive industry and A also atfects the other industres as well Some companas have respandod 10
the crisis by implemanting & number of MEasuras 1o suvive. [n adodon, the Thal governmént has introduced
some povcins 10 reduce the impact of the cnsis on contractors. However, thase maasurms seem Madeguats.
a5 othar inlegrated survival siratagies are needed 1o enhance the long-term deveiopment of the industry
Maintaining good relatonship with other stakeholiers seems necessary in the struggle to break owt of the
chgls. Howaver, it shoukd be suppored by pood adude and mtentian from all of the stakehokiers

Introduction

This paper cescnbes the construction busness dunng the economic cnsis in Thaldand If stasts with
8 review of Thaland's economic condition and the crisis. Then the performance of Thatand consteuation
ndustry curing the crisis 1s reviewed by showing majr faciors for busness fafures and the factors that
affectos DUSINESS Cecs0ns on enlering the ndustry. Responses lowards SOme Severa economi Issues
from four 10p CoNStruction companies in Thailland are also presemed. The paper is Dased on e researches
done in the Schoal of Ceil Engincening and the Schoot of Management in the Asian Institute of Technalogy.
Thadand

Thailand's Economy and the Economic Crisis

Thailand expenenced amazing ecanomic growth from 1985 to 1996 It Attanesd two digl BConomc
growth during the penod 1988-1920 and around 8-9% In the period 1991-1995 (Table-1), Beskies the
cheap production facilitics avalable n Thatand, the economic growth was driven Dy Several econoaics
fACI07S SUCh 8% NCTeasNg expor, ncreasng public investment on Infrastructure, expansion In the
produchon capacily of privale nvesimen, and boost m agricuitural output (Bank of Thailand, 19859-96)
Dunng the boom period, higher domestic expenditre wss caused by the increase n private consumption
significantly as a result of the higher income in nan-agncultural seclors, suCh as real estale, tradling. expost,
tourism, and increasing income. Therelore, the domestic purchasing power showed a higher trend which
signaled to the investors 1o ncrease nvesiment. Private investment significantly expanded from 1887 up 1o
1950 wah e growth of 41.1%, 41.9%, 37.4% and 36.2% respeclively due (0 fofeign mvestment as a resull
of relocating procuchon bases from Japan and other newly indusiralized counines (NICs). However, due 1)
rapd nvestment in 1980, the growih rate in 1891 decined to 15.2%. Meanwhile, the public invastmant
Sector mereasad by 43% in 1990 and 35% in 1981 with emphasize on infrastructure projects such as roads.
axpressways, porls. and basic ublities

Table 1 Selected Key Indicators

tems | 1983 | 1984 | 1985 | 1986
Bopulaton (Milion People) | 4968 | 5064 | 51.58 | 525
Growth rate (%) 183 1.86 1 80
GOP 3 Constant 1988 Prce 1076 1,138) 1,191 1,257
{Bihon Bant)
Growth rate (%) 575 465 553!
Construcnion (Bdlicn Bant) 54 59 ﬂ 60!
Growtn rale (%) 1045- O 147
finterest Rate on Saving Dep. (%)l 85 900 50,
Average Exchange Rate (Bant) |  2300] 2384 i
' ' ) |
stalt : - |-‘7 d




Hems 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999p zc

Popuation (Mition Peopis) 5720 | 5801 | 5871 | 504 | 60 | 606 | 612 | B18 | 6
Growth rate (%) 121 1 121 118 1o 100l osal 100
GOP at Constant 1968 Price 228y 2474 2089 2848 3120 3075 2743 2859
{Baicn Baht) '

Growh rate (%) sosl 838 89n 03] ses 14 1077 422
Construction (Bilion Bant) 1:j I L .
Geowth rate (%) 4 866 1415 695 GEB7- 2640 3895 5.

Intevast Rate on Saving Dep. (%) 6525 5.00 500 5.00/ 5.00 5.00¢ 4500 300

: Amvsoeﬁxchumﬂamleaﬁlli 2640 2532 2515 2492 2534 3136 41346 37.813
Source, Asan Development Bank

Due 10 msulficient assembly of gomesbc saving and in oroer ta cope with the rapid growth of
| investment, domestic investors turmed to foraign sources for funds These foreign Sources were mosty i iha
| form of short-term foreign currency debts. This condition caused huge defices i the current account which
exceaded the offical reserves Mast of the investments were in the speculaive products such as slock
markel, 18nd, housing and condommum and only smalk amounis wera wested in productive actvities such
38 agneuliure and manufacturing

The first Sign of the economc crisis was Indicated by the collapse of the property secior i the
country wah total dedt around 800 bilion bahl. Developers were faced with problems af cash flows anad
defaults on interest payments In addtion, this non-perorming loans condiion affectad Ihe ability of banks
and financal insthutions 1o pay back the foreign lenders. As a result, many financidl instdutions and banks
were suspended of closed permanently. The domino effect then affected the olher SOCiors causng severe
sninkage in production, investmant, employment of labor, and consumption

Performance of the Thai Construction Industry
Duting the booming period, the Thai constructon industry experienced a growtn raie of 28 3% in

1889 and 22% In 1930
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Figure 2 GDP growth rate and Coastruction growih tate

" Source: NESDB and Bank of Thaiand
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The geowih rate then reduced 1o 13.6% in 1991 and further decreased to 4. 7% in 1992 oue 1o the
cecrease in Ihe national economic. In recent years, the consiruchon ndusiry has baen expenencing Negatve

growth rate of -6.9%, -264% and -~389% n 1996, 1997 and 1998 respectvely. Thus, the econamic
- shualion was the man factor that afactad the performance of the Thai consiruction indusiny. Fgude 2 shows
ihe growih rates of natena GDP and the construction noustry, while Figure 3 shaws the consiruction
nvesiment axpenditure on GOP for both publc and peivate sactors in Thadand from 1584 - 1950
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Figure 3 Conslructon Invesiment Expendiure on GODP at 1988 prices
Source Bank of Thailang

in the prvate sector, the bulk of the nvesiment was concentraled in resxdental development, such

real estale, condorminium. About 50% — 60% of this nvesiment was in the residental gavelopment

while, the seconc place s In commercial budding, it is around 30% - 40% and INAuSInal sector covers
y 7% - 10% Figure 4 shows the percentage comparison of the project types
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Figure 4 Percentage companson in the private sector by project types
Source: Bank of Thailand
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doveiopment plan shows that for the energy, communication, transportation and utiites sactors, Mkd
signdicant ncrease in the Seventh Development Plan (1962-1996) and the Eight Develcpment Plan (fm

2001) as shown in Tabie 2,
Table 2 Construction Budget in Development Pian
Items Sixth Development = Seventh Development Eight Dwdomnl
Plan (1987 - 1991} | Plan (1992 . 1997) Plan {1997 - 2001)
(Billion Baht) (Billion Bant) (8illion Baht) il
1. Energy | = 233, 359 81 8850 '
2. Communication 695 2488 612.0)
3 Transportation | 1891 ‘_ 567.9 1379, J
4. Utlities 29.‘1 1068 2820!
__Totad 621.8' 1.2833 3. mol
Percentage change 145,94 144,53
Source: NESDB

Responses to the Economic Crisis

During the economic cnsis, a total of B84 construction related compames, out' of which 599 are
contraciors were closed down (Thitipalsan, 1999). Meanwhie, 90 companses abandoned thow pbo oue 1o
Iiquidity problems since they are unable to finance work. Table-3 shows the number of oocmm: that were
closed dunng the crisis, while Table-4 shows the number of contractors that abandoned jobs.

i' 'fi'aémmd Capitals Number | Percent Summary of Percent

| Capitals

‘ (Thousand Baht)

| Less than 1 mlhon Baht 173 196 64,280 k&)
1 mil = 2 mil. Bant 523 59.2 536.820 322
2 mi — 5 mil Bah 20| 136 288200 173
Smi - 10 mé Baht 32 3.6 166,200 10.0
10 mil, — 50 mil, Baht 34 38 460,000 27.6
50 il - 100 mi_Baht 2 02 150.000 5.0

Total 884 100 1,665,710 100

Taole-4 Number of Contractors that Left the Jobs (dassified by mnistry and department)

Ministry/Government Agency Number

‘Ministry of Interior 38
Munisiry of Ecucaticn 21

' Ministry of Public Health 10

| Manistry of Agnicuture and Cooperalives 5
Meaisiry of Transport and Communicabions 4
Maisiry of Defense 3
Menisiry of University Afairs 3 =
Ministry of Finance = 3 1
Ministry of ﬂ% : E

@ lecmclly eralion Authonty : T
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Trnose companies could not survive in the crisis due o maay factors, In ferms of business failure,
Ladpaa (1598) showed the most sericus factors responsible for fature from conlracions’ pownt of VIEWS 15
economc conditicn. The conlraciors think at the force from the crisis is beyond their control.
cash flow, asset and capial are considered 10 be the second major factor rasponsivle for oompmy mue
The third factor is customers {prwvate sector). Due to economic cnisis, the companies found il dificul to
collect money from their customers and moreover, the customers are urwiling 10 compensate fully for price
escalabons. The focth factor 1s human resource ethics. This concems fraudulent practices. Ladpala’s sutvey
of 12 construction companies i Thailand idenbfied the major factors nnﬂuencng business decson 0 enter
consiruction ndusity at establishing tme and dunng Ihe economic crss sdualion. Al 1ha time of
ostabiishment, relationship with clents is the leading factor that nfluenced business decision lo enter the
ndusiry. It s followed by source of finance, expenence in conskruction and econcmic condiion as the
second, third and forth factors respeciively. However, there is a pasilion change duning the crsis. Then,
source of finance become the leading factor influencing business decision o enter the ndusiry. Second
placed 15 aconomic condiion, followed by expenence in construction, and refationship with clienl Refaled 1o
the business falduce n the industry, the knowledge areas of the companas in prepanng for business before
enlening the industry, oaly 58% of the twelve contraclors had preparation on knowledge about economic
contitons Meanwhio, 92% had good knowledge of construction DUSINGSS Managemant and consirucion
lechniiues Consequently, they encouniered problems in deawing up COMPany sirateges.

Prathumsuk (1567) showed that there are twelve economic ssues brough! Dy Bconomic Crisis which
adversely affect the four top players of construction companies in Thakand. Thase four 10p players are pubac
cm‘oamcs that have registered with the Stock Exchange Commission. The issues are
Devaluation of Baht: Since the companes are the top-players in the nousiry, technology-oaentanion wih
foreign-mace machinenes and equpment have been employed, Foreign loans have also been uthized
for the COMPAanias’ operations,

* Increase in Vahe Added Tax (VAT) fom 7% to 10%. It narrowed doan 1he purchasiog power of (he
peivatle chems, Il a'so increased captal spendng

*  [nterest rates increases: This caused capilal cos! 1o incréase in the companies

«  Propedny secior colapse. Two of these companies concentrated in the private sector. The collapse of
property sector severely affectad the kquidity of those companies,

+  Gavernment Austerity Program (Budget Cuts) Posiponement and cancelislion of govermment oonlracts
oue 1o inabdity of government to pursue the projects further, imited the demand in the indusry.

s  Closure of 58 linancal companes: Created Equidity problems in private sactor anc affecied the chienls
wha are dependent on loans from those financid companies. '

«  Sincler bank credt requirements) This affecied the cash fows of e companses and also cblaning

funding became hardar

Energy pnce increases (e.g 0l gas). 1t increased opecating costs,

Construction matorials price increases, It ncreased operating costs,

Labour wage mcreases. It mcreased operating costs

High nfiahion. It in<reasec oparatng cosls

Poitical instabaty: This caused the stoppage of work due to conflicts with public nteresis or public

prolests. It also caused halling of foreign investment i the country’

The crganzatonal responses of the companes 10 those 8CoNOMC ISSUES bmugm by the economic
crisis ave shown in table.5.

Tasle-5 Organizatonal Responses of the Comparves to Economic issues brought by the Economic Gress

‘No. Economic Issues General Responses
1 | Devaluaton of Tha Bant * Sowed down on impois of equipment and om
machineries
! *  No new hrirg of foreign employees '

»  Exiended foreign loans -
*  More infernationa projects o Godinay

2 | Increase VAT fcom 7% 10 10% *  Addin the cost of projects R} |
* Gt more lumn-key projects R,

T3 Tlnlerest rates ncresses »  Enter only ino 10ng-1erm cooMacts i

*  Speed up project complesion. \ ;
*  Cul back investments:

4 | Froparly $6cior cofapse s Go for mare puble progects
.




Governmen!  Austenty  Progreen
(Budget Cuts)

*  Negolinte changes and delays
Concession-typa of works \

|
12 | Poitical instabity

Source; Prathiumsuk (1997)

.
Ciosure of the 58 foancial + Monitor clients wmmw
companies and negoliate ways for paymenis _
7 | Stricter bank credi requrements « Screens and prepares compiele cocumeants for the bank 7
* The man shareholders nead to support financng
o Apply credits only fof very aitractve projects t
8 | Energy price ncreases ¢ Effect sinicl savings -
*  Add additional costs in new conlracls
9 | Construction  matenals  poce » Efect sinicl savings "
Increases * Long-erm contract with suppliers
10 | Labour wage ncreases « Sub<ontract mast of the works requring high @bour
force
71 1 "High infation «  Strict budgel monitanng and more affacive planning

*  Cost saving/cost-cutling measures
*  Monitor payment
¢ Bule relabionshp with the governmant

in the managemeant and conyrol system, there are no signdicant changes Three of the companies
Wwho appiec centrabzation system shll keep the system. Mowever, information lechnology S used more in
oroer to have a goot monftoding and conrol of operations and budget. Meanwhie, cne company with
decentralization system due 1o s gecgraphical iocalion of ils othér companies. and as the company has
down-sized become ndependent, the control is now done by using matrix type. In the management and
SUPErVISION, particpation from lop management on financ:al matiars has increased,

The actions taken by the companies duning the crsis were not nocessanly the best actions or
without consequences. Table.8 shows the possitle consequences from the responses of the companes.

e g e o e WK i e it

Organizaﬁonal Responses Possible Consequences
1 | Cut on organszational May have adverse effact on the organzational simdhnﬁ
expenditures such as reduce quality or workmanship, reduce I

Coor cunalmg among depariments in the orgarszaton

7 | Restucturng and  down- Confusion and compication in new job specications
| s1IZNg Relatonal mteraction amoeng the ré-siructived grouped will
| ko tme to achieve synergy, as pecple and Lasks were
changead 10 1 Ihe new structure :
3 | Stop investments May further hamper the company’s growth ouring crsis.
since compeliive advaniage cin be acqured by iInvesing
in current  avadable peojects like: concession  anc
pvalizabion
4 | Posipone expansions May cause the company 10 ose the chanca of amaczng
clients
5 | Cut manpower requirements. Will show the inability of ihe firm to ‘mantan stabiity’ of its
numan resources n times of crisis, becomes a negative
o asses for the company in the fullve recruitment
6 Seek new market Can be faced with nigh-rsks, as other markets could tuth
out % be more twbulent than Thaiand, moreover. (he
inabiity to view the now mackel just like how | views the
local market, pauses b
7 |Usage of  information Very coslly and @ not properly planned and cesignec
lechnoiogy comdbocomoalowwamgeofwml vahelolm
company
8 [ Not 1o enter mio shoetenm May loose the chance ol enlenng In1o new eonmtsdui
crecis abroad 10 capilad constraints
5 | Employ Cosl-savng May miibt [he chance to maxemize mpuls nd oq‘lbo? ~a
measures Cause objections from staff and management
fesources
10 | Utiization of local resodrces Companies are top-players and
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efher nol avadabie, mswncient of are indence. s

compared with tha highdy-tech ones made abread

11 | Peopie in the organization are + Negative oulpol may cause confusion (ospm

kept  well-informed  of the unpredictabie penodic changeas)

changes and actions s Infiet low-morale of the parsonnel

*  Negative oulputs and nformation (even femporany) oom
spreac outside the wals of the company, which, coukd be
damaging 1o ils reputation

12 | Seek (Ul cocpedalion and e May not gan full support of the personne! and
infict cscpine o management

managemant and statf * As most of the Tha workmen have been indined o
become easy-going and spodled Dy the comfors of the
past economic boom, hence any disciplinary measures
may take some ime

Source Prathumsuk (1997) ' o

Meanwhile, the government tried to relleve the suffars from Iquadity problems by launchng seyveral
actons (Thibpaisan, 1559), such as
* For the projects ihatl had contract before 2 July 1897, the duration can be ncreasec 180 days ana
120 days for projects after that date
The conltraciors are not required 1o submd bank guaraniee when requesting retainng fees
The government rapeaied the deduction of retaning fee for every contract in the public sector.
The advance payment has been increased from 10% of total value of projects 1o 15%.
Reducing working guaranioe penod from 2 years 10 1 year,
Appraving payment duration has been expedied within 10 days
Compensaling the conlractors cue lo escalation of consiruction matenals

Proposed Actions to Develop the Industry

Several actons have been taken by (he contractng companies in Thaland in order to sunvive 1 the
cconomic ansis period. The gavernment has also underiaken some measures o refieve the problems even
though the effects are imited %o the public sactor. However, these measures are still not snough for the
contractors to develop in the near future. The conlraciors are facing more challenges such as globalizanon
and Asean Free Trace Agreemant (AFTA) Not only do Thai coniractors fieed (o 1ake olher actions
immediataly, bul the government also needs o act. Moreover, the gavemnmment has introduced a free markat
legisiation 0 1954 that alow foreign companes to enter the Thal construction nousity

Some siratege achons that could be taken by the contractors and the government i facng the
AFTA era are as follows

For the contracting companies:

o Keeping Ihe cost-cutting polcy n the organizabons by nol negiecting the quaity of work and
balancing with the prorty needs of information technology. Increase procuctivity (efficeency and
effectiveness) in the ceganizatons

= Merger wah other construction companies in ordor 10 provide betler sennces [(contracioes and
CONaclons, Conlraclons and desgners, of Conlfactons and suppliers),

=  Maintsning good relatonships with the suppliers and create mutual undersiancng lt may creale @
system where the conractorns and e suppliers may haye 8 win-win sclution in the cnss penod d

*  Maintaining good relatonships with the faancial insttutions (local or foreign} by manlaving the
crecbnty of the companies,

s Secking other attractive construction markels abeoad,

*  Have a coordinabon with government and other professional assocalions of gences m smpmmg‘;
the procurement System and procedure (clear, iransparent and far), strengthemng ihe law and
reguiabons

*  Mave o coordnaton with the educalion instildions and other R&D centers in doho muirdl and
cavelopment and in developing (he human resoutcas of the oroamulbons

For govommonl the following can be done: .
Works togetner with the professnal assocslions of agences m.‘smmmmﬂ - procure
system and procedure, law and regumioos Create a fair and tra
business in Thaiand - "

= Mantan stadle W-poml and $0cio-
“condition of the country and provide legal 8ssurance cp_iwmi.
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Al of the strategies snould be implemented based on good atiitude and ihe good
each oiher 1o get out of the crisis and succeed In the globalizabon era.

Summary

Thatand has experenced construction boom in the past. However, Ihe economic cnss b,
the construction indusiry to suffer and & now noads serious attenton, Somohroo X
several aclions that might save them from the crisis. Cost-cutting policy, freeéze on invesimen
anc downsizing, gong for more public works. strict selection of crediblo chents in the prvate se
nyolvement from the management in the financial management are some of the approaches
governmen! also 1ed 1o relieve the problems by launching several actions. However, all the .
ﬂ\us far can help ondy the ocrganizations. Meanwhie, audmonal aclions are needed 10 devulop lhe

and nlem-on :wc needed 1o break out from the crisis and succeed in the 'uturo
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