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ABSTRACT

This article aims at illustrating the major factors of construction firms’ failure from the perspective
of constructors. Thirty-seven (37) factors are illustrated in this article. The factors are divided under
3 groups: financial, managerial and external. The study used the field survey technique (questionnaire)
to collect the necessary data that serves its purpose. Results illustrate that the top 5 contributors are:
delay in collecting payments from owner (financial group), poor work experience (managerial group),
bidding strategy (managerial group), local political conditions, low profit due to high competition
(financial group). Results indicate that the top factors are internal factors which could be handled and
controlled by the company itself. The results of this study are the first step towards identifying the
problems of contracting companies in order to understand them and try to find solutions that will raise
the level of companies and ensure their continuity and success.
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1. INTRODUCTION

The construction business is significant and large as it plays a critical role in economy.
However, there has been an increase in the number of financial failures in this business
during the past years [1]. Many previous studies have discussed the problems in construction
industry and suggested solutions to them [1–5]. However, slow progress was performed
to tackle these problems due to many reasons such as: unrealistic recommendations by re-
searchers, lack of required resources, poor attention paid by the governments to construction
industry, difficulties in measuring outcomes in improvement programs that targeted con-
struction industry. Refs. [6, 7] stated that the problems of construction industry in developing
countries come from three sources: problems due to poor industry infrastructure, problems
coming from clients and consultants, and problems coming from unqualified contractors and
subcontractors. It is important for organizations and companies to organize themselves
structurally and administratively and to create strategies aimed at their sustainability and
ability to compete [8].

The building and construction sector is an essential and pivotal sector as it plays an
important role in creating job opportunities, supporting the local economy and meeting the
needs of society in terms of buildings and infrastructure. Although it is a major player in the
local economy and its prominent role in providing various community services, it suffers
from problems and obstacles that led to the failure of many contracting companies. These
obstacles are due to local political, economic and organizational reasons. For instance, [1]
reported that 120 contracting firms faced business failure in Palestine during the period
2017–2019. Globally, the construction industry is one of the most risky businesses, which was
represented by the failure of a large number of companies. The risks are due to the many
changes associated with this industry, such as the prices of materials, equipment and labor, as
well as the presence of many parties related to the project, which may clash and differ among
themselves, which affects the success and failure of companies. Ref. [9] examined the risks
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and risk management experiences of Hungarian construc-
tion companies. They supposed that the risks management
and handling mainly differ by the position and size of the
construction party. According to [10], commercial banks’
real estate-related loans made the construction industry
extremely vulnerable in Ireland, so when the real estate
market collapsed, the construction industry went bankrupt
first. Ref. [11] examined the factors affecting collaboration in
construction industry. They concluded that the construction
industry suffers from a lack of trust that contributes to more
cooperation and exchange of information between con-
struction companies. This paper aims at exploring the causes
leading to business failure in construction industry from the
perspective of contractors.

In Palestine and neighboring countries, very few studies
have dealt with the issue of contractor failure. This study
came to fill this gap, as it aims to study the factors that
influence the failure of contracting companies from the
point of view of contractors in Palestine. The study used
the field survey technique to collect the necessary data that
serves its purpose. The results of this study are the first step
towards identifying the problems of contracting companies
in order to understand them and try to find solutions that
will raise the level of companies and ensure their continuity
and success.

2. PREVIOUS STUDIES

Business failure is defined as difficulties or inability of an
organization or a firm to pay its commitments [12]. Ref. [1]
defined failure as inability of an organization to adjust itself
with its strategic plans to achieve its financial and expan-
sion targets. Construction industry has a high rate of fail-
ure. In addition to its bad effects in term of financial loss
for owner and contractor, construction business failure has
adverse effects on society and on a country’s economy as
well [13]. A variety of characteristics were considered to
define the failure of construction project such as stopping
due to any reason, contract termination, stopping of sales,
and losses and inability to try [14]. Ref. [15] pointed out
that construction projects fail at a high rate due to many
causes. He found the root of construction firm failures
through questionnaire survey. In his study, 41 causes of
failure were identified and grouped under 4 categories:
management, politics, finance, and environment. The main
contributors to construction firms’ failures were: delays in
payment, high dependency on bank loans, high interest rate
on bank loans, fluctuation in building materials cost, poor
contract management, and lack of regulation. Ref. [1]
identified 73 factors affecting construction firms’ failure.
He divided them into 5 groups: contract issues, manage-
ment, organization, economy, politics and finance. The top
factors were: material cost, inadequate resources, payments
delay, suppliers’ commitment, political conditions, and
monopoly.

Ref. [16] studied the significant factors of construction
firms’ failure in Turkey through field survey. They revealed

that poor experience and economy of the country were the
main contributors to business failure. Ref. [17] concluded
that about 80% of construction firms’ failures were due to
5 factors: low profits, weakness of construction industry,
high expenses, shortage in capital and high depts. Four out
of the five mentioned factors are monetary factors that could
be handled and controlled by the firm itself. The top causes
were: poor experience in the business and national economy.
In the study performed by [12], 44 factors affecting business
failure in construction industry were identified. Eighty-four
(84) contractors filled a questionnaire survey. The top fac-
tors listed in the study were: material cost changes, payments
delay, poor experience in the business, political conditions
and closure. Ref. [6] indicated that several internal and
external causes might affect the construction firm’s failure.
They recommended that the firm should take into consid-
eration the adverse effects for managers, directors, staff,
auditors and government on firm’s failure. Ref. [18] con-
ducted a review study to explore the factors of failures in
construction industry. To avoid failure, the firms should
consider the influence of managerial negative effects, com-
pany conditions and characteristics, financial conditions
and work environment.

Ref. [19] conclude that poor labor productivity in
construction projects in developing countries is one of the
most significant problems that influence the project failure.
Ref. [20] carried out a survey to investigate the main causes
of construction companies’ failure. The questionnaire
included 6 groups with 59 factors. The groups were:
financial, political, expansion, environmental, managerial
and construction. The main factors concluded in their
study were: bidding strategy, bad regulations, poor labor
productivity, poor site managers, poor work experience,
project delay, low profits, high competition, inflation,
payments delay, unstable government policies, rework,
material waste, poor supervision and lack of control sys-
tems. Ref. [21] concluded that among the factors affecting
failure of construction companies, poor productivity, poor
experience, fraud and poor procurement system were the
top factors. Ref. [7] revealed that material waste and cost
overrun are highly correlated in construction projects.
Cost increase led to cash flow problems which led to con-
struction failure.

3. RESEARCH METHODS

This study aims to identify the factors affecting the failure of
contractor companies. First, the influencing factors were
identified from the interview and opinions of experts and
the factors found in previous studies similar to the study.
Thirty-seven (37) factors were identified and divided into
three categories: managerial, financial and external. Sec-
ondly, a questionnaire was designed to collect the necessary
data for the study. The questionnaire was divided into two
parts: the first part aimed at collecting general information
about the company such as specialization, experience, em-
ployees, etc., while the second part asked about the extent
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of the influence of the considered factors on the failure of
the company. The participants were asked to fill out the
questionnaire to determine the effect of each factor using
the following key: 1 – for very low effect, 2 – for low effect,
3 – for moderate effect, 4 – for high effect and 5 – for very
high effect.

Before sending the questionnaire to the participants, it
was sent to a number of local experts to evaluate it and
address its suitability for measuring the objectives of the
study. The experts’ responses were positive and they made
very small adjustments to the questionnaire. The question-
naire was sent to the participants in different ways, including:
direct communication, e-mail and fax. The questionnaire
was sent to 100 contracting companies of grade 1, 2 and
3 registered in the Contractors Association. The representa-
tive number of companies was determined according to
Equation (1) [22] and Table 1. Computations in Table 1
indicated that the required number of companies is 22.
The questionnaires were sent to a number greater than 22
(sent to 100 companies) to get more accurate and reliable
data. The companies were selected randomly.

Eighty-two (82) questionnaires were correctly filled out
and approved in the study (rate of response 5 82%). The
participants’ responses showed that most of them have
more than 10 years of experience in implementing and
managing projects. Their responses also showed the
diversity of their roles in the companies they work in: project
manager, contractor, financial manager, office engineer and
site engineer.

n ¼ ðts=dÞ2 � �
1þ ðts=dÞ2�N� (1)

Where,

n 5 representative number of companies
N 5 number of population
t 5 abscissa of the normal curve that cuts of an area of
α 5 0.01 at the tails (t 5 2)
d 5 expected estimate error (d 5 0.01)
s 5 maximum standard deviation 5 P3 q (P 5 0.5 and

q 5 0.5)

Table 1 represents the calculation of representative
number of companies. Calculations stopped when n and
n–1 are almost equal.

4. RESULTS AND DISCUSSION

4.1. Ranking

Factors under each group are ranked from contractors’ point
of view based on calculation of factor score.

4.1.1. Factors related to managerial group. Results of
managerial factors causing construction business failure
are shown in Table 2. Twenty (20) factors are addressed
under this group from critical review of similar studies and
responses of local professional experts in the area. Results
reveal that the major managerial factors contributing to fail-
ure of construction firms are: poor work experience, bidding
strategy, poor contract management, lack of management and
motivation system for labors, and poor procurement man-
agement. While the lowest affecting managerial factors are:
bad relation between managers and labors, increased number
and size of projects, improper planning during the early
phases, improper planning techniques, and one man rule.
Results also show that all factors under this group have scores
of value greater than 3, which means that all of them have
high impact on business failure.

4.1.2. Factors related to financial group. Results of finan-
cial factors contributing to construction business failure are
shown in Table 3. Twelve (12) factors are classified under
this group from review of similar studies and responses of
local professional experts. The results show that the critical 5

Table 1. Computing of representative number of companies

Representative number of companies

n0 242
n1 118
n2 74
n3 56
n4 43
n5 38
n6 29
n7 24
n8 22

Table 2. Ranking of managerial factors leading to construction
business failure

Factor
No. Factor

Factor
score Rank

M1 poor work experience 4.33 1
M2 bidding strategy 4.32 2
M3 poor contract management 4.06 3
M4 lack of management and motivation

system for labors
3.89 4

M5 poor procurement management 3.88 5
M6 poor documentation system 3.85 6
M7 high competition 3.52 7
M8 lack of professional management

programs
3.44 8

M9 improper resources management 3.41 9
M10 lack of communication between

participants
3.40 10

M11 internal problems 3.36 11
M12 organization of firm 3.28 12
M13 lack of control systems 3.27 13
M14 fraud 3.25 14
M15 claims 3.21 15
M16 bad relation between managers and

labors
3.20 16

M17 increased number and size of projects 3.20 17
M18 improper planning during the early

phases
3.14 18

M19 improper planning techniques 3.1 19
M20 one man rule 3.02 20
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factors are: delay in collecting payments from owner, low
profit due to high competition, material cost changes, and
paying high interest on bank loans. While the bottom 5
factors are: controlling resources cost, dealing with change
orders, monopoly, material waste excess, and rework cost.
Results also show that all factors under this group have
scores of value greater than 3, which means that all of them
have high impact on business failure.

4.1.3. Factors related to external group. Table 4 shows
scores and ranking of external factors leading to business
failure in construction industry. Five (5) factors are indi-
cated under this group. The top factor is “local political
conditions”, followed by “closure and movement prevention
between areas”. “Natural disaster” is the factor with the
lowest score under this group (score 5 2.01).

4.1.4. Overall factor ranking. Ranking and score for all
factors causing business failure in construction industry are
shown in Table 5. Results illustrate that the top 5 contrib-
utors are: delay in collecting payments from owner (financial
group), poor work experience (managerial group), bidding
strategy (managerial group), local political conditions, low
profit due to high competition (financial group). It is noticed
that no factor related to external group is among the top 5
contributors to business failure. This indicates that the top
factors are internal factors which could be handled and
controlled by different teams of construction projects.

Therefore, the failure of business in construction industry
can be minimized if these results are taken into consider-
ation and managed in a way that reduces their negative
effects on firms’ success.

The factors with lowest effects on contactors’ failure are:
improper planning techniques (managerial group), rework
cost (financial group), one man rule (managerial group),
weather (external group), and natural disaster (external
group). Two (2) out of the bottom 5 factors are related to
external group, 2 factors are related to managerial group and
one factor is under the financial group.

Table 3. Ranking of financial factors leading to construction
business failure

Factor
No. Factor

Factor
score Rank

F1 delay in collecting payments from
owner

4.35 1

F2 low profit due to high competition 4.25 2
F3 material cost changes 4.23 3
F4 paying high interest on bank loans 4.20 4
F5 wrong cost estimate 3.86 5
F6 money change fluctuations 3.84 6
F7 cash flow problems 3.75 7
F8 controlling resources cost 3.41 8
F9 dealing with change orders 3.34 9
F10 monopoly 3.14 10
F11 material waste excess 3.13 11
F12 rework cost 3.04 12

Table 4. Ranking of external factors leading to construction
business failure

Factor
No. Factor

Factor
score Rank

E1 local political conditions 4.3 1
E2 closure and movement prevention

between areas
4.12 2

E3 changes in banks policies 3.56 3
E4 weather 2.82 4
E5 natural disaster 2.01 5

Table 5. Overall ranking of factors of construction firm business
failure

Factor
No. Factor

Factor
score Rank

F1 delay in collecting payments from
owner

4.35 1

M1 poor work experience 4.33 2
M2 bidding strategy 4.32 3
E1 local political conditions 4.3 4
F2 low profit due to high competition 4.25 5
F3 material cost changes 4.23 6
F4 paying high interest on bank loans 4.20 7
E2 closure and movement prevention

between areas
4.12 8

M3 poor contract management 4.06 9
M4 lack of management and motivation

system for labors
3.89 10

M5 poor procurement management 3.88 11
F5 wrong cost estimate 3.86 12
M6 poor documentation system 3.85 13
F6 money change fluctuations 3.84 14
F7 cash flow problems 3.75 15
E3 changes in banks policies 3.56 16
M7 high competition 3.52 17
M8 lack of professional management

programs
3.44 18

M9 improper resources management 3.41 19
F8 controlling resources cost 3.41 20
M10 lack of communication between

participants
3.40 21

M11 internal problems 3.36 22
F9 dealing with change orders 3.34 23
M12 organization of firm 3.28 24
M13 lack of control systems 3.27 25
M14 fraud 3.25 26
M15 claims 3.21 27
M16 bad relation between managers and

labors
3.20 28

M17 increased number and size of projects 3.20 29
M18 improper planning during the early

phases
3.14 30

F10 monopoly 3.14 31
F11 material waste excess 3.13 32
M19 improper planning techniques 3.1 33
F12 rework cost 3.04 34
M20 one man rule 3.02 35
E4 weather 2.82 36
E5 natural disaster 2.01 37
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Results also show that 35 factors out of the 37 factors
considered in this article have high or very high impact on
business failure. Only the following 2 factors have moderate
impact on business failure: weather (external group), and
natural disaster (external group). No factor is identified with
a score less than 2.

4.1.5. Top five major failure factors. The top 5 critical
factors of construction firms’ failure are listed in Table 6.
The following paragraphs discuss them:

1. Delay in collecting payments from owner: when the
owner of the project delays the payments due to the
contractor, the contractor, in turn, cannot pay the finan-
cial requirements of the project, such as payments for
building materials, labor, subcontractors, equipment,
staff, and others, which affects the progress of the project
and the company’s ability to continue. This result is
consistent with what was achieved by [1], [21] and [12].

2. Poor work experience: lack of sufficient experience in
executing and managing projects by the contractor
clearly and significantly affects the sustainability of the
company. As the lack of experience leads to wrong
pricing of projects, the inability to fulfill contractual
balances, the inability to manage project resources, the
inability to deal with changes on the ground, and the
inability to deal with project parties effectively, will ulti-
mately lead to the failure of the company. This is what
was concluded in the study of [19].

3. Bidding strategy: The policy applied locally in awarding
the bid, which depends on awarding the bid to the
lowest-priced contractor, contributes greatly to the failure
of companies in that the lowest-priced contractor may
not have the necessary qualifications to implement and
manage the project and pay the financial dues necessary
to continue the project smoothly and successfully.
Therefore, owners should focus on the qualifications of
the contracting company in terms of experience in the
market, the size of the resources, the qualifications of the
employees and the size of the capital to ensure the success
of the project and the company as well. The same result
was obtained by [19].

4. Local political conditions: the political circumstances in
which Palestine is going through clearly contribute to the
failure of contracting companies. Since local political
conditions contribute to dividing the country into sepa-
rate geographical areas, this limits the movement of la-
bors, materials and equipment, in addition to the

obstacles imposed on importing materials and equipment
from abroad, which reduces the availability of what pro-
jects need in terms of equipment and materials, in addi-
tion to the high fluctuation in their prices. Add to that
strikes and lockouts, which impact on projects progress
and performance. All these factors limit the company’s
financial capabilities and lead to its failure, especially if it
was originally weak in experience, capabilities and quali-
fications. This result was concluded by [1].

5. Low profit due to high competition: due to the large
number of contracting companies compared to the
limited local market and number of projects, some con-
tractors apply the low profit policy to win a larger
number of projects. This policy may be useless due to the
constantly changing prices of materials, equipment and
labors, and the high cost of living in general, such as
water, electricity and other life necessities. This may lead
to a loss for the company and its inability to keep pace
with market requirements. This finding is unique as it has
not been reported in previous studies.

4.1.6. Ranking of major failure groups (sources). The
scores and ranking of major sources of business failure in
construction industry are represented in Table 7. With a
score value of 3.71, the financial group is the top group
leading to construction business failure. This is followed by
managerial group (score 5 3.51) and external group (score
5 3.36).

4.2. Data dispersion and homogeneity

To test the responses dispersion and homogeneity, standard
deviation and coefficient of variation are calculated. Results
are shown in Fig. 1 (standard deviation vs factor score) and
Fig. 2 (coefficient of variation vs factor score). Figure 1

Table 6. The most critical failure factors

Factor
No. Factor

Factor
score Rank

F1 delay in collecting payments from
owner

4.35 1

M1 poor work experience 4.33 2
M2 bidding strategy 4.32 3
E1 local political conditions 4.3 4
F2 low profit due to high competition 4.25 5

Table 7. Ranking of groups of failure factors

Group Score Rank

Financial 3.71 1
Managerial 3.51 2
External 3.36 3

0
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Fig. 1. Factor score vs standard deviation
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shows a dense cloud (responses close to each other) that
indicates a small dispersion in the responses. Figure 2 also
shows a dense cloud for coefficient of variation in responses
which indicates a homogenous data.

Figures indicate an inverse relation between factor score
and standard deviation/coefficient of variation. This in-
dicates a high agreement between contractors on the effects
of the main factors concluded by the study. So, more efforts
should be made to minimize these factors in construction
industry to avoid the failure of contractors.

5. CONCLUSION

This article aims at illustrating the major factors of con-
struction firms’ failure from the perspective of constructors.
Thirty-seven (37) factors were illustrated in this article. The
factors were divided into 3 groups (sources): financial,
managerial and external.

Results illustrates that the top 5 contributors are: delay in
collecting payments from owner (financial group), poor
work experience (managerial group), bidding strategy
(managerial group), local political conditions, low profit due
to high competition (financial group). Results indicate that
the top factors are internal factors which could be handled
and controlled by different teams of construction projects.
Therefore, the failure of business in construction industry
can be minimized if these results are taken into consider-
ation and managed in a way that reduces their negative ef-
fects on firms’ success.

The factors with lowest effects on contactors’ failure are:
improper planning techniques (managerial group), rework
cost (financial group), one man rule (managerial group),
weather (external group), and natural disaster (external
group). The financial group is concluded as the main source
of construction business failure, followed by managerial
group and external group. The test of the responses
dispersion and homogeneity shows a small dispersion and
homogenous data. Results conclude a high agreement be-
tween contractors on the effects of the main factors
concluded by the study. So, more efforts should be made to
minimize these factors in construction industry to avoid the
failure of contractors.

The findings of this paper lead to the following recom-
mendations: (a) Owners should pay their bills on time to
enable contractors to pay their financial commitments.
(b) Qualifications of bidders should be the base for selection
not the lowest price. Lowest price bidders are generally weak
firms (firms with limited experience, staff and resources)
that cannot face the challenges and problems on the ground,
which leads to failure. (c) Government should take risks due
to local political conditions and support construction firms
morally and financially to avoid collapse. Contingency cost
should be considered in the government annual budget to
support construction firms due to unstable political situa-
tion. It would help companies to withstand the challenges.
(d) Limiting the impact of fluctuation in building materials
prices and currency exchange rates by updating and
amending special conditions in contracts.
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