
 



 



 

 
 
 
 

CHAPTER 1 

 

 

 

 

INTRODUCTION 

 

 

 

 

This study is engineered to investigate the impact of recession to the construction 

industry in Malaysia namely contracting organization.  Following the impact is the 

measures taken by the contracting organization in addressing financial constraint during 

financial crisis.  Finally is to gather the contracting organization perception towards the 

success factors.  All these attributes are contributing to the aim of the study which is to 

identify the critical success factors (CSFs) during recession and this aim is to focus on 

contracting organization.  In this chapter, introduction is made on the general 

information regarding economic recession and the impact to construction industry, 

problem statement of the research, research objectives, scope of project, methodology in 

brief, and summary of all chapters. 
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1.1 Background  

  

 

Periods of recessions have followed dramatic increases in the price of oil.  The 

industries that depended on energy prices suffered a sharp decrease in business and 

subsequently, reduced output and staff.  An economy-wide decline in demand and 

reduction in real is influenced greatly by the higher cost of oil imports and a stringent 

monetary policy.  The influencing factors slow down overall demand, and lead to 

subsequent recessions.  The economic recession is the outcome of the impact on the 

economy by drop in demand, role of aggregate forces and the allocated forces.  

According to Brandel and Betts (2010), with the economic meltdown in 2008 and 2009, 

the pendulum swung all the way back to total budget lockdown, where governance was 

centralized.  Maty (Ed.) (2008) affirmed in his words about the possibility of reeling in 

new-construction scene due to economic downturn but not on the maintenance and 

restoration side. 

 

 

The Malaysian-German Chamber of Commerce (MGCC) exposed the 

construction industry growth level in Market Watch 2009.  Due to economic hibernation, 

this result to higher price of building materials, especially in cement and steels prices 

followed by the abandoned projects in 2008, several measures has been taken by 

government to improve the delivery system for construction industry.  In the previous 

recession, the Malaysia government had allocated RM 18 billion under 2000 Budget to 

pump primp the construction sector.  The results have been favorable as reflected in the 

growing optimism and rise in construction activity.  Loans approved by the banks for the 

construction sector has also risen in tandem with the rise in Gross Domestic Product 

(GDP) growth rate and per capita income.   For the ensuring year, the 2001 Budget has 

forecasted and growth rate of 5.5 per cent for the construction sector (Construction 

Industry Development Board, 2008a).  Added to this, the employment opportunity for 

building and construction graduates across the country is supported by the data obtained 

from the survey done by Bank Negara Malaysia (2008a) on employment outlook in the 
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manufacturing, services and construction sectors, 24 per cent of the companies stated 

that they would reduce number of jobs in 2009.  

 

 

According to Construction Industry Development Board (2008b), government 

budget and expenditure reacting to economic tidal may well portray the condition of 

industry as well.  In the mid-term review of the Ninth Malaysian Plan (NMP), 

government announced an additional budget of RM 10 billion, and increment from RM 

220 billion to RM 250 billion.  Up to now, there has been no evidence of reduction in 

government expenditure especially for construction activities.  In year 2008, RM 63.15 

billion worth of projects was awarded (of which 43.7 per cent of RM 27.60 billion, is 

from government coffers) compared to 2007 and 2006 values of RM 47.48 billion and 

RM 22.45 billion respectively, that is, no cutback in government spending for 

construction activities.  Kaur (2009) in Business Times reviews that the government 

awarding contracts under RM 60 billion stimulus package.  The first stimulus of RM 7 

billion had benefited some 15,000 small contractors who were given contracts for 

building works, maintenance and repair, and the extension of schools. 

 

 

Referring to Business Monitor International (2009a) on Malaysia Infrastructure 

Report for Quarter Four 2009, Malaysian water firm, Puncak Niaga’s subsidiary Syabas 

has halted a USD 7.14 billion project to repair and replace old pipes, which was due to 

start in early 2010, as it is restructuring its water assets, according to Bernama.  Rozali 

Ismail, executive chairman of Syabas, stated the federal government has instructed 

Syabas officials to delay the works including its repair works under the third program.  

No restart date has been agreed. 

 

 

Further to construction review made by Business Monitor International (2009b), 

in June 2008, government officials said that they would remove the price cap on cement.  

This move was made to help the country’s building industry, which had been affected by 
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rising fuel costs.  As fuel prices rose, cement makers were more reluctant to supply their 

product to outlying regions because of the costs involved with transport.  However, 

cement prices have since fallen, as a far bigger preoccupation; the global economic 

downturn has taken hold of the construction market.  The outlook for construction is 

poor for 2009.  The global economic downturn bodes ill for exports and economic 

growth in Malaysia, so private commercial construction will be undermined.  

Furthermore, the government is limited in its ability to spend on public infrastructure 

construction. 

 

 

In contrary, approaches for improving business performance in the construction 

industry have evolved tremendously over the years, in example, from quality assurance 

to Total Quality Management (TQM).  However, there are several considerations to be 

taken to the implementation of approaches in contracting organization.  One of major 

deliberations is on the declining economics.  Setting up appropriate objectives to 

incorporate business aims is the essence of success.  The next stage involves 

maneuvering the strategic plan by establishing a set of measures.  Later is to take into 

action what has been planned as accordance to the guidelines set by the management.  At 

the core of a contracting organization business, assessment is important to determine 

whether there is improvement to be done, which includes process flow, profit making, 

efficiency and productivity.  Results then reviewed using key performance indicator or 

other tool to achieve key business result.  Hence, impact should be studied closely in 

order to get the clear picture of aims in determining the critical success factors. 

 

 

Despite seeing economy trend as the major factor to profitability in construction 

industry, there is no research or study has been carried out by researchers to unveil the 

impact of recession to Malaysia construction industry.  Literature review sighted from 

Emerald database shows few studies have been done but not specifically to the impact 

and contributed to other sector such as business.  Ilmakunnas (2002) as example has 

studied the turnover of jobs and workers in a deep recession by revealing the evidence 
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from the Finnish business sector.  Jannadi (1997a) studied the reasons for construction 

failures in Saudi Arabia, identified the major factors that contribute to the failure of 

construction contractors in the Eastern Province of Saudi Arabia.  Jannadi (1997b) 

ranked the factors according to their importance from the viewpoint of contractors and 

legal accountants and the Spearman rank correlation coefficient was calculated.  

 

 

According to Lam et al. (2004a), various research efforts in the context of 

Critical Success Factors (CSFs) were identified.  As construction projects are often 

initiated according to stated goals and objectives, most of the lists were based on a 

particular project scope and purpose.  As a result, the factors are very specific for a 

particular project scope and purpose.  Consequently, there is no specific effort to discuss 

on the CSFs for contracting organization during financial crisis. 

 

 

Lam et al. (2004b) also studied the CSFs concerns the features of a design and 

build project.  The CSFs are including project characteristics, project procedures, project 

management strategies, project-related participants, project work atmosphere, and 

project environment.  Therefore, this research is proposed to study the CSFs especially 

to contractors in Malaysia construction industry.  In order to derive the factors to 

success, impact of financial crisis to be identified and comprehended.  Accompanying 

the step is the measures taken by the contracting organization in addressing financial 

constraint during recession.  Lastly is the perception on business objectives or aims, 

which is later to be considered as factors to success.   

 

 

Different from the study made by Jannadi (1997c), the survey which is to be 

conducted will cover respondents from all major parties involved in construction 

industry and not solely focusing on contractors.  Lam et al. (2004c) once again 

specifically referred to design and build procurement systems in construction.  In further, 

most of the time the paper relates CSFs to the benchmarking.  Added to this, what makes 
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this study dissimilar compares to other studies is the focus on the contracting 

organization within recessionary period. 

 

 

 

 

1.2 Problem Statement 

 

 

Construction industry performance is improving through case studies and 

research.  This is motivated through benchmarking and stimulus injection by the 

government.  According to Bank Negara Malaysia (2009b), the implementation of two 

fiscal stimulus programmes, together with the easing of monetary policy, and the 

implementation of construction-related projects under the Ninth Malaysia Plan (NMP) 

provided support for domestic demand.  On the other hand, other sectors with the 

exception of construction, recorded negative growth in the first quarter of 2009.  Despite 

seeing the positive growth due to government helping hands, there is always a concern 

that financial crisis might arise again. Does Malaysia government might be able to be 

prepared for this at anytime in the future and does construction sector will always need 

support in order to be sustainable? 

 

 

Managing a contract what else to sustain organization growth is to some extent 

decisive during depression stage.  The construction industry has been long depending on 

the world economic weather.  Making the right decision is crucial for the developers at 

time of recession to ensure that the choice made is not only an advantage for the 

company’s development and growth but the most essential part is making profit.  The 

biggest impact will be on the contracting organization, whereby they have to endure with 

smaller profit margin and more financial constraint.  This statement is supported by the 

data obtained from Construction Industry Development Board (2010c).   
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Figure 1.1   Histogram shows total number of projects awarded to by category as of 

December 2009 (Construction Industry Development Board, 2010d). 

 

 

 Figure 1.1 derived from a table obtained from CIDB official website.  The figure 

shows the obvious fall in total number of projects, during the years when recession 

occurs.  Number of projects awarded to the contractors dropped (-7.5 per cent) from 

7,358 in 2007 to 6,327 in 2008. This is followed by another plunge (-9.0 per cent) in 

year 2009 with total number of projects is 5,281, which made total percentile dropped 

from 2007 to 2009 is 16.5 per cent. 
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Figure 1.2   Histogram shows total value of projects awarded by category as of 

December 2009 (Construction Industry Development Board, 2010e). 

 

 

Figure 1.2 also derived from a table obtained from CIDB official website.  The 

figure shows total value of projects awarded to the contractors from year 2006 to 2009.  

Total value of projects awarded to the contractors depreciated as much as 6.97 per cent 

from 93,294.21 million in 2007 to 81,131.99 million in 2008.  This is followed by 

another fall in 2009 at 17.3 per cent from 2008 to 57,195.60 million in 2009, which 

made total of depreciation percentile is 24.2 in three years. 

 

 

The study of recession in construction industry has not been an entirely 

straightforward matter.  One of the main problems that arise is a common one in 
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research: how exactly does one define the impact?  That is to say, what exactly is 

recession?  People seem to see the recession in many ways for many different 

perspectives.  Adding to this confusion is the difficulty of disentangling the impact from 

other related, but decidedly different, processes such learning to adapt, struggling to 

survive, or ignoring the even altogether.  Does recession, as some have suggested, 

require conscious and deliberate effort by the construction players, or can it pass by 

passively?  Is there a consistent model that can be applied to the stages of recession?  Or 

do multiple stages necessarily have to occur at all?  Can recession be a state of 

equilibrium in construction process?  

 

 

Other major obstacles found when proposing the research is no suitable reference 

for analysis in this research title.  The closest information only can be obtained based on 

the survey and statistic prepared by the Malaysia Department of Statistic and 

Construction Industry Board of Malaysia.  Due to no topic of research found closest to 

the project title, the study has been proposed.  Consequently, recession impact is widely 

recognized in the construction industry but not specifically focused on the contracting 

organization.  The impact may be severe if not because of the government helping 

hands.  However, the problem is, do the contractors aware of the impact on their 

organizations and does they know how to adapt and successfully survive?  Other than 

that, number of projects dropped whenever there is financial crisis.  Thereby, a study 

needs to be conducted to understand the relativity of recession impact to the success rate 

of a contracting organization during recession.  Last but not least, company approach 

also to be taken into account.  This is because of the measures taken by the contracting 

organizations may affect the chances to successfully achieve their goals.  Due to the 

above problems, aim and objectives of the research are developed.   
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1.3 Aim and Objectives of the Research 

 

 

The aim of this research is to determine the Critical Success Factors (CSFs) for 

contracting organization during recessionary period.  To achieve the aim of study, three 

objectives have been determined as following: 

 

(i) To identify critical impacts on contracting organizations during recessionary 

period; 

(ii) To identify company approaches in addressing financial constraints during 

recession; and 

(iii) To identify the Critical Success Factors (CSFs) for a contracting organization 

during financial crisis. 

 

 

 

 

1.4 Scope of the Study 

 

 

There are few considerations have been taken while carrying this study.  Due to 

resources and time constraint, following are the limitations which have been imposed on 

the study: 

 

(i) Survey correspondence only done to 30 respondents in Peninsular Malaysia; 

(ii) Questionnaires only spread to respondents residing in Klang Valley area; and 

(iii) Samples may be biased because not all major contracting organizations are 

selected. 
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