UDC: 624:616.9(497.6) Ananu ExoHomckor dakynteta y Cy6oTuuy — The Annals of the Faculty of Economics in Subotica
DOI:10.5937/AnEkSub2200013T Vol. 59, No. 49, pp. 147-161
Received: 18/09/2022
Accepted: 30/11/2022
Original scientific article Published online: 14/12/2022

Effect of the COVID-19 pandemic on the
profitability of construction companies:
evidence from Bosnia and Herzegovina

YTuuaj naHaeMumje KopoHaBupyca Ha NpopuTabunHocT
KoMnaHuja n3 obnactu rpaheBmHapcTBa: UCKYCTBO bocHe un
XepuerosuHe

Teodora Tica
University of Novi Sad, Faculty of Economics in Subotica, Subotica, Republic of Serbia, teodora.tica@ef.uns.ac.rs
https://orcid.org/0000-0002-7376-2124

Dragana Pordevié’

University of Novi Sad, Faculty of Economics in Subotica, Subotica, Republic of Serbia,
dragana.djordjevic@ef.uns.ac.rs https://orcid.org/0000-0002-5668-8647

Dusan Sakovi¢

University of Novi Sad, Faculty of Economics in Subotica, Subotica, Republic of Serbia,
dusan.sakovic@ef.uns.ac.rs  https://orcid.org/0000-0003-2742-2388

Abstract: This paper aims to demonstrate the theoretical and empirical impact of the COVID-19 virus
pandemic on profitability. The analysis was performed on a sample of 131 actively operating companies in Bosnia
and Herzegovina between 2014 and 2020. Applying panel regression methodology, an empirical study was
conducted. The assessment of fixed-effect model revealed the presence of a negative and statistically significant
effect of the coronavirus pandemic on profitability as measured by return on total assets (ROA). The findings
validated the curiosity of the construction sector in Bosnia and Herzegovina, suggesting that it is among several
sectors with increased demand for its products - residential and non-residential buildings, throughout the
pandemic crisis and recession at the beginning of 2020. The results of this study could help construction
companies to develop operational performance and risk management in pandemic situations, and the flexibility of
their actions in the face of future crises of a similar nature, given that the construction sector has played a crucial
role in supplying construction of all types of residential buildings, buildings for industrial production, e.g. factories,
workshops, assembly plants, parking garages, warehouses, schools, as well as, hospitals in challenging times and
has met the increased demand.
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Caxetak: OBaj pag “Ma 3a UUIb [a NpuKaxe TEOPUCKM U eMnnpUick1 yTulaj naHaemuje Bupyca Koeua-19 Ha
npochutabunHocT. AHanu3a je n3BpLieHa Ha y3opky of 131 aktueHux gpywTasa y BocHW U XepueroBuHu y
nepuogy og 2014. go 2020. roguHe. MpuMeHOM MeTOAOMOrMje NaHen perpecuje CNpoBEAEHO j& eMMUPHICKO
uctpaxmare. OueHa mMopena ca (MKCHUM edekTMMa nokasana je MpuUCycTBO HEraTWBHOT W CTaTUCTUYKM
3HayajHOr yTuUaja naHaemuje KOpoHaBMpyca Ha NpodMTabMIHOCT MepeHy MPUHOCOM Ha YKYMHYy WMOBUHY
(POA). Pesyntatu cy noTBpaunu 3aHUMIbLUBOCT rpafjeBUHCKOT cektopa Y bocHu n XepLerosuHu, ykasyjyhu ga je

' Corresponding author.



148 | Teodora Tica, Dragana Dordevié, DuSan Sakovi¢

OH Mefly HEKONMKO cekTopa ca noBehaHOM NOTPaXHOM 3a CBOjUM MPOM3BOAMMA - CTaMOEHUM M HecTaMbeHUM
3rpagama, TOKOM Kpu3e u3as3BaHe naHgemujom u peuecuje novetkom 2020. roguHe. PesynTati oBe cTyauie
Mornn 61 ga nomorHy rpafeBMHCKMM KOMMaHWjama fga passujy onepaTvBHe nepopMaHce U ynpaBrbatbe
PU3NKOM Y MaHOEMMWiCKMM cuTyaumjama, kao 1 cnekcbunHOCT HUXOBOT [eNoBatba Y cyouaBatby ca byayhnm
Kpu3ama CrimyHe npupoae, ¢ 063MpoM Ha TO Aa je rpafieBMHCKM CEKTOP OAMIPao0 KibyuHy ynory y cHabaesarby
cBUX BpcTa cTambeHux objekata, objekaTa 3a WMHAYCTPWiCKY NPOM3BOAHLY, HMP. dabpuka, pagvoHWua,
MOHTaXHMX MOTOHA, MapKUHT rapaxa, CKNaguwTa, LKkona, kao u GonHuua, WTo je nocebHo 3HauajHo Y
113230BHWM BPEMEHMMA, YCTEBLUM 1 1a 3a10BOIbY NoBENaHy Tpaxiby.

KrbyuHe peun: Kosua-19, naHaemuja, npodputabunHoct, rpafeBuHcka uHaycTpuja, bocHa n XepuerosuHa

JEN knacudpmkaumja: L23, 1125, 1174

Introduction

Since the declaration of the COVID-19 pandemic by the World Health Organization
(WHO), many countries of the world have introduced measures to combat the virus, which
included a complete lockdown. Such changes affected all spheres of life, reduced quality of
life and weakened world economies. Success in dealing with natural disasters, such as
climate change and pandemics, has so far been limited due to the fact that human powers in
many areas are still quite limited (Radi¢ et al., 2021). Figus (2021) states that coronavirus
pandemic reminds us of the interconnection of medicine with other branches, where
multiple disciplines converge. COVID-19 drastically affected narrowly specialized
businesses that had to adopt new environmental requirements, such as construction industry
(Sahaidak, 2021). Businesses that are flexible adapted their operations to home
environment, while numerous economic branches, where the presence of workers is
required, had to suspend their activities completely. The construction industry is a
significant driver of the economic growth of every country, so the suspension of actions and
the postponement of all projects until further notice, certainly had to leave consequences on
the economy (Gamil & Alhagar, 2020).

The new situation created a disruption in the supply of raw materials, as well as in
their transportation. Sharif et al. (2020) analyzed the Dow Jones 30 index and concluded
that COVID-19 had a great impact on US geopolitical risk and economic uncertainty, as
well as that the COVID-19 pandemic affects the price of oil, citing restrictions on
movement and transport as one of the factors such influence. Delivery delays are a major
challenge impacting construction projects. Based on recent surveys, the most common
factors that cause delays are deficiencies of materials, lack of trained labour, price soars in
the market, delays in obtaining permits from authorities, etc. (Alenezi, 2020). Thus, even
after the termination of measures prescribed by government bodies that restricted the
movement of people, there would still be many obstacles slowing regular business down.
The slowdown in the transport industry caused a stoppage in the delivery of necessary raw
materials, without which business could not be possible. In a period of shortage of new
material, the one already in stock became more valuable, which could lead to rapid price
rises. Consequently, an increase in the prices of services and finished products would arise.
The slow performance of the construction industry led to a reduced supply of construction
facilities. The unstable economic situation during the pandemic also reduced the demand
for construction facilities, which put the construction sector in an unfavourable situation.
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Furthermore, the problem of unemployment has risen. In industries where it is not
possible to adapt to work from home conditions, a large number of workers have lost their
jobs, which is the case with construction industry, when in the first months of the pandemic
they lost their jobs and the necessary income. In his research, where office workers and
field workers of a construction company were interviewed separately Bsisu (2020)
observed that almost 40% of field workers were worried about possible job loss.

Finally, the COVID-19 pandemic, like numerous other pandemics in the past, has
left its mark on finances. Since the profitability of a company's operations is one of the
conditions for its long-term survival and success on the market, it is necessary for it to be
measured constantly (Mitrovic¢ et al., 2021). The economic crisis causes the decrease in the
sales of products, as it is the case with the construction sector (Devi et al., 2020). The
decline in total sales could undoubtedly have an impact on financial performance and
profitability, and some companies may be liquidated due to financial difficulties (Bintang et
al., 2019).

Based on the Annual Report on Construction Works in Bosnia and Herzegovina
(Agency for Statistics of Bosnia and Herzegovina, 2021), it can be noted that in 2020 there
was an increase in the number of working hours compared to 2019 by 1.7%. The number of
workers increased by 1%, and also, the value of completed works in 2020 was 10.7%
higher than in the previous year.

The purpose of this research is to investigate, from both a theoretical and an
empirical standpoint, how the COVID-19 virus affects a company's profitability. The
findings reaffirmed the unique characteristics of the construction business, demonstrating
that it is one of the very few sectors to have increased its profitability despite the global
financial crisis and economic downturn that began in the beginning of 2020 as a direct
result of the pandemic.

This paper consists of three parts. The first part includes reviews of the results of
previous research regarding the impact of the pandemic caused by the COVID-19 virus on
financial performance, as well as the impact of other factors on the profitability of
construction companies. Based on the literature review, hypotheses that will be tested in the
rest of the work were derived. The following section presents a more detailed composition
of the sample and the source of data used in the research and explains the chosen
methodology that was implemented in order to confirm or reject the set hypotheses. The
third part presents the results of the empirical research, followed by a discussion of the
results.

1. Theoretical background

Although it is believed that the first cases of infection with the COVID-19 virus were
confirmed in China, and subsequently in South Korea, the epidemiological situation in
those parts of the world quickly improved, while the epicentre moved to Europe, and later
to the USA. In this regard, since the beginning of 2020, authors around the world have
analyzed the impact of the pandemic caused by the COVID-19 virus, considering different
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markets, economies, as well as sectors. There are different points of view when it comes to
the direction of the impact of the COVID-19 virus on financial performance, i.e.
profitability and yield.

On the one hand, some authors established negative impact of the pandemic caused
by the COVID-19 virus on the financial performance of companies belonging to different
sectors, based in different countries of Europe and the rest of the world, while on the other
hand there is a group of authors who managed to prove that the pandemic brought
improvement and increased financial performance to certain sectors and economies.

The negative impact of COVID-19 on the construction sector was presented by
Nguyen et al. (2021) who found that 80% of construction companies experienced a drop in
profitability due to the pandemic. Only a small number of companies (0.81%) noticed an
increase in profitability. The reason for this lies in the cost structure of construction
companies, where 60-70% of costs are material costs, 10-20% labour costs, and the
remaining 10-20% are machine costs (El-Gohari & Aziz, 2014). Research by Suiko (2020)
on 45 construction projects completed during the pandemic revealed a productivity loss of
around 7% as a result of labour shortages and the impact of social distancing. Devi et al.
(2020) shows the negative financial impact of the pandemic on Indonesian construction
companies through DER (Debt to Equity Ratio) and ROA (Return on Assets) indicators.
The observed companies recorded an increase in DER indicator during the pandemic
period, which indicates a decrease in the company's profitability. By analysing the ROA
indicators, it is shown that the return on funds of the observed companies was significantly
higher before the start of the pandemic than the return on funds during the pandemic. This
decline in value also indicates financial problems caused by the health crisis. Liu et al.
(2020) investigated the stock market indices of the countries most affected by the
pandemic, such as Japan, Korea, Singapore, the USA, Germany, Italy, Great Britain and
others, coming to the conclusion that stock market indices in large countries fell right after
the outbreak of the virus, primarily due to the pessimistic view of investors on future yields
and due to fear of uncertainty. After conducting an analysis of the impact of COVID-19 on
various industries in China, Xiong et al. (2020) pointed out that the construction industry,
along with tourism, transport and other similar industries, belongs to the group of VIND
(vulnerable industries), which implies that the profitability of their business fell to a large
extent the pandemic itself. The profitability of the company is also affected by cash flow,
which can be damaged due to delays in construction activities. There are also problems
with the payments to employees and suppliers on time due to the delay in the payment of
realized activities (Pamidimukkala et al., 2021). From the point of view of Anh and Gan
(2021), there is a negative impact of the daily increase in the number of cases infected with
the COVID-19 virus on the return per share of companies based in Vietnam. Also, the study
proves that movements on the Vietnamese stock market were in opposite directions before
and during the country's quarantine. Although COVID-19 had a significant, negative
impact on earnings per share prior to the closure, the introduction of quarantine, i.e. the ban
on movement, had a significant positive impact on the performance of both individual
company shares and the entire stock market in Vietnam, with the results showing that the
financial sector was hit the hardest on the Vietnamese stock market during the outbreak of

Ananu ExoHomckor thakynteta y CyGotuum — The Annals of the Faculty of Economics in Subotica, Vol. 59, No. 49, pp. 147-161



Effect of the Covid-19 pandemic on the profitability of
construction companies: evidence from Bosnia and Herzegovina

the COVID-19 pandemic. A similar study was conducted by Ashraf (2020), where the
results also showed the negative impact of the pandemic caused by the COVID-19 virus on
stock market performance in 64 countries, that is, there is an inverse relationship between
the increasing number of confirmed infected cases and returns per share.

Among the scientific works that show the positive impact of COVID-19 on the
construction sector, several opinions could be emphasized. Firstly, research conducted by
Gumble (2020) shows that after the pandemic, neither society nor industry will be the same
anymore, and that it would be necessary to introduce more flexibility and new technologies
in business of the construction industry. Tadi¢ et al. (2019) state that flexibility, as a critical
success factor, represents the internal strength of the company. Bailey et al. (2020)
highlight the significant impact of the pandemic on the construction sector, but from the
legal side. They consider that COVID-19 could be force majeure in contracts, allowing
extensions of deadlines, without the obligation to reimburse costs. Additionally, Jones
(2021) claims that the pandemic encourages the development of new technology in
construction, and consequently greater efficiency of the workforce, increased productivity
and reduced business costs.

Considering the problem and aim of the research, as well as the previous research
conclusions of other authors, the hypothesis that will be tested in this paper is the
following:

H1: The pandemic caused by the COVID-19 virus has a negative and statistically
significant impact on the profitability of construction companies in Bosnia and
Herzegovina.

2. Data and methodology

The purpose of this study is to examine the effect of the COVID-19 virus pandemic on the
profitability of Bosnia and Herzegovina-based construction sector. In accordance with the
Regulation on Classification of Activities (2010), the sample consists of companies
registered in sector F - Construction, under activity code 41.20 - Construction of residential
and non-residential buildings. The sample is composed of 131 active firms operating
between 2014 and 2020, comprising 917 observations. The TP Catalyst database was
utilized as a source of information for this study (Bureau van Dijk, 2022). Both dependent
and independent variables of the model are presented in Table 1. The table additionally
contains the variables' formulation and an overview of the leading scientists who applied
the same variables.
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Table 1: Summary of variable category, name, formulation, and source

Variable Variable name Varlabl.e Source literature
category formulation
Dependent Le & Phan, 2017; Chandra et al., 2019;
:riable Profitability ROA Rababah et al., 2020; Shen et al., 2020;
v Vukovi¢ et al., 2020; Atayah et al., 2021
Current assets/ Le&Phan, 2017; Miji¢ et al., 2018; Chandra
Liquidity C u t liabiliti etal., 2019; Nguyen H. T. & Nguyen A. H.,
urrent abIites | 9020; Vukovi et al., 2020
Fixed assets/ Le&Phan, 2017; Miji¢ et al., 2018; Chandra
Asset structure Total assets et al., 2019; Chang et al., 2019; Nguyen H.
T. & Nguyen A. H., 2020;
Capital Total debt/ Total Le&Phan, 2017; Abdullah & Tursoy, 2019;
Independent structure assets Chandra et al., 2019; Shen et al., 2020;
variables Vukovi¢ et al., 2020
Denci¢-Mihajlov, 2014; Abey &
Asset Sales/ Velmurugan, 2018; Alarussi & Alhaderi,
Efficiency Total assets 2018; Vukovi¢ et al., 2020, Tusek et al.,
2021
(Sales: - Salese)/ Le & Phan, 2017; Miji¢ et al., 2018;
Growth Stales ! Abdullah & Tursoy, 2019; Chandra et al.,
! 2019; Vukovié et al., 2020
Control COVID-19 COVID-19 Shen et al., 2020; Anh & Gan, 2021; Atayah
variable virus pandemic ) etal., 2021; Devi et al., 2021

Source: the authors’ research

3. Results with discussion

The results of descriptive statistics for all model variables are displayed in Table 2. When
assessing average values, the median is used instead of arithmetic mean because of the
possibility of extreme values. ROA has median value of 4.8%, implying an almost
satisfactory degree of profitability of construction enterprises, considering that it is close to
5%. The median estimate of the liquidity parameter is 1.2, which verifies the presence of a
lack of current liquidity, suggesting that the sampled enterprises have a reduced capacity to
satisfy their short-term debt with available current funds. Further, the findings indicate that
the asset structure is skewed slightly toward current assets, which is to be anticipated
considering the nature of the industry. Construction companies in their balance sheets
generally record high values of real estate, primarily land and construction sites, while they
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do not possess high values of construction equipment, since it is common for modern
construction companies to hire subcontractors for diverse activities. Moreover, supporting
the results, construction companies have a small turnover of products, i.e. residential, and
non-residential buildings, with large amounts of recorded receivables during whole year.
For the same reason, the median value of asset efficiency is high, given that sales almost
exceed total assets. Further, the capital structure median value confirms that the examined
sector adheres to the conventional financing approach by keeping a balance between their
own and borrowed resources. Growth measured by sales revenue is present in the median
value of 4.7%, which is considered satisfactory.

Table 2: Results of descriptive statistics

Variable name Number of Median Mean Minimum | Maximum Standard

observations deviation
ROA 917 0.048 0.086 -0.131 0.734 0.104
Liquidity 917 1.222 1.840 0.057 25.828 2.203
Asset structure 917 0.454 0.455 0.000 0.995 0.206
Capital structure 917 0.512 0.518 0.034 2.226 0.234
Asset Efficiency 917 0.995 1.143 0.005 9.012 0.816
Growth 917 0.047 0.183 -0.006 32212 1.216
COVID-19 917 1.000 0.857 0.000 1.000 0.350

Source: the authors’ computations

The initial approximation about the direction and significance of the linear
correlation among the variables would be derived from the Pearson's correlation
matrix reported in Table 3. Correlation matrix reveals a statistically significant and positive
linear correlation between profitability on the one side and liquidity, as well as asset
efficiency on the other side. However, there is a negative and statistically significant linear
correlation among the profitability on the one side, and asset structure and capital structure
on the other. Relationship between COVID-19 pandemic and profitability was proved to be
negative, but non-significant, which leads to the partly rejection of H1, claiming that the
COVID-19 has a negative and statistically significant impact on the profitability of
construction companies in Bosnia and Herzegovina.

Table 3: Overview of the Pearson's correlation matrix

Asset Capital Asset
Variable name ROA Liquidity ) Growth [COVID-19
structure structure Efficiency
ROA 1
Liquidity 0.1023** 1
Asset structure -0.0838%* -0.2572%* 1
Capital -0.2238** | -0.5056** | -0.1662** 1
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structure
Asset
0.2676*%* | -0.1135%* -0.2432 0.1515% 1
Efficiency
Growth 0.1180** -0.0347 -0.0467 0.0268 0.1363** 1
COVID-19 -0.0408 -0.0372 -0.0049 -0.0034 0.0473 0.0311 1
** _ level of significance 1%; * - level of significance 5%

Source: the authors’ computations

Using panel regression approach, the influence of the coronavirus pandemic and
other corporate factors on the performance of construction firms based in Bosnia and
Herzegovina, being active from 2014 to 2020. Formulation of regression model assessed in
this paper is presented using the following equation:

ROAi = Bit+ B1 LIQ + B2 AS + B3 CS + B4 AE + s GW + s COVIDI19 + ui,

The following is a list of abbreviations: i stands for each company i = 1, 2, 3,...); ¢
stands for each year (t = 1, 2, 3...); ROA stands for return on assets, LIQ stands for
liquidity, AS stands for the asset structure, CS stands for the capital structure, AE stands for
asset efficiency, GW stands for growth, COVID19 stands for pandemic caused by the
COVID-19 virus.

Prior to evaluation of panel regression model, it is required to validate the
method's underlying assumptions. One of the primary fundamental requirements for the
use of panel analysis is that the independent variables are not strongly correlated, or
that multicollinearity is absent. Table 4 summarizes the assessment of multicollinearity
of independent variables using Variance Impact Factors (VIF) and 1/VIF parameters.

Table 4: Overview of Variance Impact Factor results

Variables VIF 1/VIF
Liquidity 1.64 0.6091
Asset structure 1.32 0.7588
Capital structure 1.54 0.6495
Asset Efficiency 1.12 0.8927
Growth 1.02 0.9799
COVID-19 1.00 0.9950

Source: the authors’ computations

Given that the VIF coefficients for all indicators are below 10 and the TOL
coefficient (1/VIF) is greater than 0.1, it is possible to assume that there is no
multicollinearity in the hypotheses-testing model. The absence of heteroskedasticity and

autocorrelation, other two fundamental premises of the panel approach, were examined in
Table 5.
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Table 5: Overview of heteroskedasticity and autocorrelation test results

Test Test statistic value p - value
Wooldridge test 11.094 0.0011
Breusch-Pagan / Cook-Weisberg test 339.68 0.000

Source: the authors’ computations

Considering that the outcomes of the Wooldridge test indicate that the p-value is less
than the 5% significance criteria, autocorrelation has been proven. The Breusch-Pagan /
Cook-Weisberg test was employed to determine the existence of heteroskedasticity. Since
results showed that p-value is less than the 5% level of significance, the existence of
heteroskedasticity is verified. According to a breach of the core premises, it is required to
modify the model in order to conduct an appropriate assessment. Table 6 presents the
altered regression model whose evaluation would lead to the acceptance or rejection of H1
hypothesis.

Table 6: Overview of the evaluation of transformed model

ROA
Variables
Coefficient p
Liquidity -0.0070 0.024
Asset structure -0.1500 0.000
Capital structure -0.1657 0.033
Asset Efficiency 0.0658 0.002
Growth 0.0032 0.327
COVID-19 -0.0222 0.008
Constant 0.1957 0.000
Number of observations 917
R? 0.1997
F test 5.62
p value (F) 0.000

Source: the authors’ computations

The outcomes of the F test (p<0.01) show that the assessed model is statistically
significant. Further, given the coefficient of determination value, it could be stated that the
13.55% of variation in profitability is explained by variations in the independent variables
in model. The results of the assessment of the adjusted model reveal that the coronavirus
pandemic has a negative effect on the profitability of construction sector of Bosnia and
Herzegovina. Hence, H1 is accepted. The results align with the findings of Devi et al.
(2020), who examined the impact of the COVID-19 pandemic on firms' financial
performance which are divided proportionally into nine sectors or 49 sub-sectors, and
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concluded that the profitability ratios of the construction industry have declined. These
results are in line with the research of Nguyen et al. (2021), who emphasize the multilevel
nature of the consequences of the epidemic in the construction sector, highlighting
decreased profitability during the coronavirus crisis period. . Moreover, authors believe that
the epidemic would diminish the salaries and mental health of construction workers, as well
as delay and increase the cost of projects. Furthermore, the outcomes of the transformed
model imply that liquidity, asset structure, capital structure and asset efficiency are
statistically significant factors of profitability measured by ROA. However, result indicated
that growth are not statistically significant determinants of profitability.

To further prove the relevance of the effect of the COVID-19 crisis on the
profitability of construction firms, a placebo test was conducted to assess whether
construction enterprises in Bosnia and Herzegovina have worse financial performance as a
consequence of the shift in financial year. The test was performed so that financial data for
2020 was omitted from the population, and 2019 was labelled as the epidemic period. Table
7 presents the outcomes of the performed placebo test.

Table 7: Placebo test

ROA
Variables
Coefficient P
Liquidity -0.0010 0.660
Asset structure -0.0188 0.320
Capital structure -0.1409 0.000
Asset Efficiency 0.0367 0.000
Growth 0.0081 0.002
COVID-19 -0.0172 0.054
Constant 0.1374 0.000
Number of observations 917
R? 0.2269
F test 7.82
p value (F) 0.000

Source: the authors’ computations

It could be confirmed that the COVID-19 virus has a significant negative effect on
the profitability of construction firms from Bosnia and Herzegovina when interpreting the
results of evaluation of the transformed model and of the placebo test performed in Table 7.
In the transformed regression model, including the epidemic year 2020, the results indicate
a statistically negative effect of the pandemic on profitability, whereas the placebo test,
which omits 2020, also revealed a negative but not statistically significant impact of the
COVID-19 pandemic.

Ananu ExoHomckor thakynteta y CyGotuum — The Annals of the Faculty of Economics in Subotica, Vol. 59, No. 49, pp. 147-161



Effect of the Covid-19 pandemic on the profitability of
construction companies: evidence from Bosnia and Herzegovina

According to official statistics of Bosnia and Herzegovina (Agency for Statistics of
Bosnia and Herzegovina, 2021), the construction sector was one of the few that had the
potential to increase profitability during the coronavirus crisis due to rising construction
activities and demand. In response to the increased demand, growing prices of raw
materials, decreased delivery times, and the adoption of preventative epidemic measures,
the construction industry was able to adapt to the new circumstances on the national and
international markets in a short period of time. In addition to great efforts, the construction
industry managed to take advantage of the period of the pandemic, when natural persons, as
well as investors, were willing to invest money in buildings and objects of various
purposes. However, it was not enough to achieve the positive impact of the pandemic on
profitability.

Conclusion

The problem caused by the COVID-19 epidemic highlighted the fragility of all sectors,
particularly in the purchase of basic resources and delivery of produced goods to final
consumer. Hence, the purpose of this paper wasto examine the influence of the
coronavirus pandemic on the profitability of the construction industry, given that the
demand for residential and non-residential construction buildings in Bosnia and
Herzegovina grew in 2020, the year the pandemic started.

This study aimed to evaluate, from both a theoretical and an empirical perspective,
how the COVID-19 virus affects a company's financial performance in order to
comprehend how it might be controlled. The empirical research was conducted applying
Pearson's matrix and panel regression analysis. The findings demonstrated a negative and
statistically significant relationship between the COVID-19 virus and the profitability of
active construction enterprises in Bosnia and Herzegovina, actively operating from 2014 to
2020. The analysis revealed that the construction industry is one of the relatively few
sectors to have enhanced its profitability despite the worldwide financial crisis and
economic slowdown that began in the beginning of 2020 as a direct consequence of the
pandemic. This was illustrated by the fact that the construction industry was one of the few
sectors to have accelerated its profitability.

Although many authors examining different industrial sectors in other countries or
regions have come to similar conclusions, the aim of this paper was to ascertain whether the
negative impact of the pandemic has also affected the construction industry, considering
that it is one of the few in Bosnia and Herzegovina that managed to maintain the demand
for its products, i.e. buildings, as well as achieve an increase in activities and sales.
However, despite increased operations and construction work, the coronavirus has had a
negative impact on return on assets. The main cause that could lead to this situation is
disruption in the supply chain, and consequently price increase of raw materials. The
construction industry is specific due to the procurement of different types of metal, wood
and building materials from different countries, which are influenced by trends from the
world markets. Additionally, factors such as slower turnover due to the lockdown period, as
well as a need for increased number of workers for production without interruption in order
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to respect epidemiological measures, reduced the financial performance of construction
companies.

A constraint of the conducted analysis is that, in the moment of evaluating of
transformed model, coronavirus epidemic continued, and its future trend has been
unpredictable. This study could serve as the foundation for a more in-depth examination of
a similar problem, along with the development of new, alternative profitability evaluations
in a demanding and rapidly shifting environment. This paper enhances the current
knowledge base regarding the COVID-19 virus pandemic by providing further findings
despite its limitations. In this approach, construction companies could begin to concentrate
on creating alternative business strategies that are even more robust to market volatility,
with the potential for a quicker response. Moreover, investors might utilize the reported
information to anticipate changes and trends in the amount of return on assets in
construction firms, particularly during slowdowns and world market fluctuations.
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