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ABSTRACT 

Firm contracts place minimum administrative burden on the contracting 

parties, but subjects the contractor to the maximum risk arising from full 

responsibility for all cost escalations .This study assessed the effects of 

recession on firm contracts for construction projects in Kaduna metropolis; 

identifying and assessing the effects of recession on firm contracts for 

construction projects in Kaduna metropolis. A structured self-administered 

questionnaire was administered to 328 consultants in Kaduna state. 203 

(56.7%) were completed returned and analyzed. SPSS 22 was used to analyze 

the data collected. The research established that; unemployment, budget 

shortage, cuts to quality of goods and services, and the decrease of private 

construction activities are the major effects of recession on firm contracts for 

construction projects. Research of this study also shows that, SWOT (Strength 

Weakness Opportunities Threats), innovation or technology, cost-cutting 

strategy, and entry in related business among others are key strategies for firms 

to survive in economic recession in construction projects. The study conclude 

that unemployment, budget shortage, cuts to quality of goods and services, and 

the decrease of private construction activities among others are the major 

effects of recession on firm contracts for construction projects.  Finally, it also 

conclude that SWOT (Strength Weakness Opportunities Threats), innovation or 

technology, cost-cutting strategy, and entry in related business among others 

are key strategies for firms to survive in economic recession in construction 

projects. The study recommends that The government should introduce policies 

that will reduce unemployment in the recession period  
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Background to the Study 

Economists officially define recession as two consecutive quarters of negative 

growth in gross domestic product(GDP)(Fapohunda, 2012). The national 

bureau of economic research 2010 cite "a significant decline in economic 

activity spread across the economy, lasting more than a few months" as the 

hallmark of a recession. Firm contract are contract that provides for a price 

which normally is not subjected to any adjustment unless certain provisions 

such as contract change, economic pricing, or defective pricing are included in 

the agreement (Fanie, 2014; Mahon, 2011). These contracts are negotiated 

usually where reasonably definite specifications are available, and costs can be 

estimated with reasonable accuracy. Firm contracts place minimum 

administrative burden on the contracting parties, but subjects the contractor to 

the maximum risk arising from full responsibility for all cost escalations 

(Mahon, 2011).Beyond knowing exactly what it will have to pay for the job, the 

client has one fundamental advantage with a firm fixed-price contract: Most of 

the financial risk is placed on the contractor. Once a contract is in place with a 

firm fixed price, the client is not obligated to pay more to cover higher-than-

anticipated costs. In addition, the client can seek bids on the contract that do not 

include any variables such as an hourly labor charge or substitution of 

materials. This lets the client compare bids on a level playing field, which 

should help it get the best possible price in a final agreement. (Mathonsi 

&Thwalar, 2012; Eadie, Slabbert & Steyn, 2012). For the contractor or service 

provider, a firm fixed-price contract means it will know exactly how much it is 

to be paid for the job. In addition, the contractor does not have to worry about 

variable elements, such as the weight of paper stock on a printing job, or haggle 

with the client over materials costs (Benson & Yakubu, 2017). By definition, a 

company is an organization that looks after its own interests in generating 

profits from the sale of goods or services (Reverso, 2013). A construction 

company is no different to any other business. Harris &McCaffer(2010) state 

that the construction industry has been labelled as being inherently uncertain, 

due to the number of procedures required for normal projects to be concluded. 

Among others, the tendering process, the economic climate, profitability and 
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physical production affected by the weather conditions have been identified as 

the main drivers behind this economic uncertainty (Chrstal, 2011). In 2008, the 

world experienced an economic recession(Fapohunda, 2012). This was caused 

by high interest rate, inflation, reduce consumer confidence, reduced real wages 

(John, Kevin & Dean, 2010).Slabbert(2010) indicates that the reduction of 

activity levels in the construction industry has placed the construction industry 

under stress, and that profit margins have, subsequently, been pressurized, due 

to the increase in competition. Due to the reduction in the number of projects 

available, competing construction companies had to formulate and implement 

competitive strategies, in order to remain lucrative during these harsh economic 

times (Jonathan, 2014).  

Several construction organizations find it difficult to survive during recessions. 

This had negative effects on procurement and led to many projects shelved 

temporarily, which also include change in contract strategies, new evaluation 

criteria, a change in specification and cost reductions, the major impact of 

recession was that projects were dropped, perhaps the process of having updated 

specifications or changes making the project no longer viable (Eadie et al., 

2012). To address the problem of how construction firms can survive during 

strident economic times is to determine whether construction companies should 

diversify their strategies, tender on different types of project time frame to 

implement new business strategies, in order to assist construction companies to 

survive during strident economic time (Mbah, Chijiioke & Nebechi, 2018). Key 

elements of an achievement strategy in construction companies, time frames 

should be given for the implementation of a new strategy, step-by-step guidance 

should be given to employees during the accomplishment process at a new 

strategy and also incentive schemes should be introduce when implementing 

new strategy in management of construction companies during recessionary 

cycles (Buys &Rooyen, 2014). 

Prior to the impact of recession in Nigeria, the construction industry was 

dependent on finance policies (Fapohunda, 2012). These policies reduced the 

ability of the CI to overcome the consequences of recession. Some of these 

consequences can be mitigated by adopting firm contacts for construction 

projects (Jonathan, 2014). Previous researches have not assessed the effects of 

recession on firm contracts for construction projects (Prabhat & Meenu, 2015). 
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LITERATURE REVIEW 

Concept of Recession 

Recession in general is associated with high unemployment, slowing gross 

domestic product, and high inflation. Economic recession is a period of general 

economic decline and is typically accompanied by a drop in the stock market, 

an increase in unemployment, and a decline in the housing market (Shrunkhal, 

2015). Generally, a recession is less severe than a depression. The blame for a 

recession generally falls on the federal leadership, often either the president 

himself, the head of the Federal Reserve, or the entire administration, Sultan 

(2016). The recession is a period of reducing economic activities, defined as a 

contraction or reduction in the GDP for two consecutive quarters or longer, 

marked by high unemployment, stagnant wages, and fall in retail sales. A 

recession does not last longer than one year and is much milder than depression. 

John, et al., (2010) define a recession as where "output in the economy declined: 

in other words, growth becomes negative" and that it is associated with low-

level consumer spending. Chrystal (2011), sees it as "a fall in real GDP for two-

quarter in succession. Although recessions are considered a normal part of a 

capitalist economy, there is no unanimity of economists on its causes. The 

construction sector is one important area that employed both skilled and 

unskilled labor at part time or full time, therefore in a recession; they are the 

most affected. Confidence in government was virtually non-existent among that 

hard hit by the recession (David, 2018). 

 

Construction Industry Recession  

The Nigerian built environment is believed to have grown since the 1940s when 

it was thought to have officially become an organized sector with few foreign 

companies. And since then the construction companies have increased in size 

(Noko,2016). In fact, the construction sectors of the economy as the post-

rebasing data in the construction industry shows a much more optimistic 

picture, as more modern construction activities have been captured, and prices 

correctly deflated.  As recession occurs, so many sectors are affected, while 

some sectors are seriously affected some are mildly affected. Since the built 

environment is a major employer of labor, most recession changes it drastically. 

According to Nwannekanma, (2016), the economic infraction and recession, 

has forced investors and stakeholders to pull out from equity market leaving 
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government as the primary player, who borrowed extensively at a very high 

rate. The high interest rate is hindering firms from taking loans from banks and 

investment houses and this has affected the number of projects executed by the 

construction industry (Morenikeji, 2006) 

 

Firm Contract 

Firm contracts are contract that provides for a price which normally is not 

subjected to any adjustment unless certain provisions (such as contract change, 

economic pricing, or defective pricing) are included in the agreement (Benson 

& Yakubu, 2017). These contracts are negotiated usually where reasonably 

definite specifications are available, and costs can be estimated with reasonable 

accuracy (Buys, 2014). A fixed price contract places minimum administrative 

burden on the contracting parties, but subjects the contractor to the maximum 

risk arising from full responsibility for all cost escalations (Mahon, 2011). 

Benefits of Firm Contracts: A fixed price contract is a legal agreement with 

definite parameters as to the total value of the contract. Using this type of 

agreement as a small business owner provides several distinct advantages, 

including allowing your company to remain in control of the amount owed 

under the contract and the contract's maximum value (Jonathan 2014).   

 

Effect of Economic Recession on Firm Contract 

A recession means a fall in GDP / national output. A recession will typically be 

characterized by high unemployment, falling average incomes, increased 

inequality and higher government borrowing (Fanie & Roelof, 2014). The effect 

of a recession on firm contract depends on how long it lasts and the depth of the 

fall in output (Tejvan, 2016). It includes: Unemployment, Rise in poverty, 

Falling real incomes, Increased inequality, Less Tax revenue – higher 

borrowing, Permanently lost output, Employee Lay-offs and Benefit 

Reductions, Cuts to Quality of Goods and Services, Reduced Consumer Access, 

Credit Impairment and Bankruptcy 

Unemployment:. A fall in GDP will cause a rise in unemployment. This is 

because firms may go bankrupt meaning workers lose their jobs. In an effort to 

reduce costs, firms will cut back on hiring new workers. Therefore, 

unemployment often affects young people the (Tejvan, 2016). 
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Lower Wages: In a recession, firms will also try to reduce costs by keeping 

wages low. Some workers especially temporary workers without contracts may 

see wage cuts (Mbah et al, 2016). 

Taxation: Governments will see a fall in tax revenue as a result of a recession, 

Firms make less profit, therefore government receive lower corporation tax, 

Workers receive lower income, therefore government receive lower income tax, 

Lower house prices, and fewer housing transaction – lower stamp duty, Lower 

expenditure, leading to lower VAT payments. (John et al, 2010). 

Budget Shortage: Because of falling tax revenues and rising welfare payments 

(automatic fiscal stabilizers) a recession tends to cause an increase in the budget 

shortage, and total government debt (Kettinger et al, 2014). 

Rising Bond Yields: Usually, in a recession, government bond yields fall. This 

is because in a recession, saving tends to rise and people demand the security 

of bonds. Markets felt that the scale of the recession meant that the debt to GDP 

ratios were rising at unsustainable (Georges, 2010).  

Lost Output: A recession leads to lower investment and therefore can damage 

the long-term productive capacity of the economy. If the recession is short, this 

lost output may be quite limited – economies can bounce back. But, in a 

prolonged recession, this lost output becomes greater (Tejvan, 2016). 

Credit Impairment and Bankruptcy: A recession will also dampen a 

company's accounts receivable (AR). Customers who owe the company money 

may make payments slower, later, or not at all. With reduced revenues, the 

affected company may be forced to pay its own bills slower, later, or in smaller 

increments than their original credit agreement required. (Buys et al, 2014). 

Employee Lay-offs and Benefit Reductions: The business may cut 

employees, and more work will have to be done by fewer people. Productivity 

per employee may increase, but morale may suffer as hours become longer, 

work becomes harder, wage increases are stopped, and fear of further layoffs 

persists (Robert et al, 2012). 

Cuts to Quality of Goods and Services: Secondary aspects of the goods and 

services produced by the recession-impacted manufacturer may also suffer. In 

an attempt to further cut costs to improve its bottom line, the company may 

compromise the quality, and thus the desirability, of its products. This may 

manifest itself in a variety of ways and is a common reaction of many big 

businesses in a steep recession (Sultan, 2016). 
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Reduced Consumer Access: As firms impacted by the recession spend less 

money on advertising and marketing, big advertising agencies which bill 

millions of dollars per year will feel the squeeze. In turn, the decline in 

advertising expenditures will whittle away at the bottom lines of giant media 

companies in every division, be it print, broadcast, or online. As the effects of 

a recession ripple through the economy, consumer confidence declines, 

perpetuating the recession as consumer spending drops (Tejvan, 2016). 

 

Key Strategies for Firms to Survive in Economic Downturn 

SWOT (Strength Weakness Opportunities Threats): Analysis SWOT 

analysis involves specifying the objective of the business venture or project and 

identifying the internal and external factors that are favourable or unfavourable 

to achieve that objective. SWOT analysis focuses on capitalizing strengths, 

eliminating weaknesses, seizing opportunities and combating threats (Tinuke 

and Fapohunda, 2012).   

Survival Strategy: This strategy focuses on internal factors and tells to make a 

sincere attempt on the present state of things. This strategy involves scoping out 

defensible positions within the industry structure with the objective of retaining 

existing clients that bring in a major part of the revenue and becoming their 

trusted source for advice. (Nwannekanma & Victor, 2016). 

Cost-cutting Strategy The retrenchment strategy, involves expenditure cuts on 

a wide variety of activities (working hours, employment, marketing, research 

and development, training, inventory, pay freezes) is steered by the common 

belief that it is easier to reduce operating costs than to generate additional 

revenue. However, cost cutting needs to be executed prudently, with 

intelligence and thoughtful decision making. Is it better to selectively lay off 

employees, realign compensation, restrict hours. (Roberts et al, 2012). 

Entry in Related Business Areas At the times of recession, many civil 

engineering firms can delve into trendy new initiatives such as green buildings, 

sustainable power and energy, geographic information systems, parks and 

recreation, medical records and data analysis, transportation and construction 

oversight, subsurface utilities, and energy-efficiency projects. (Prabhat & 

Meenu, 2015). 

Aggressive Growth This strategy aims to succeed using better strategic thought 

to reposition the business, taking intelligent risks, identifying winning business 
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sectors, making tough business decisions, investing for the future, improving 

capabilities through innovation and differentiation of capabilities from 

competition to emerge the winner when the slowdown starts. (Prabhat et al , 

2015). 

Diversification Construction firms can expand business through joint 

marketing with other engineering companies and specialized contractors. For 

example, electrical contractors specializing in environmental work can help to 

develop a turnkey approach to bidding for energy-efficiency projects in green 

buildings, augmenting it with traditional design, civil engineering, fabrication, 

construction, and maintenance services (Shrunkhal, 2015). 

Mergers and Acquisitions   Merger and acquisition strategy to achieve growth 

takes advantage of synergies to defend or strengthen market position, grow into 

a new geographic allocation with higher likelihood of success, reduce costs by 

eliminating redundant expenses, reduce competition, create barriers for entry of 

other firms, increase revenues from economies of scale, acquire niche 

technologies and talented people, and bring in additional clients from related 

business segments (Georges, 2010). 

Entry in Emerging Markets   Construction firms can also expand the 

geographic reach of the organization, especially in nascent international 

markets, which have tremendous demand for design and construction services 

in infrastructure, water, and power projects. Many engineering and architectural 

firms are using the recession to position themselves in overseas markets, where 

demand is often growing (Chrstal 2011).  

Divestiture Strategy Divestiture of business and closure of establishment is a 

macro level retrenchment strategy that is used to prune or close poorly 

performing units, sell a division or business line that no longer fits, or divest 

noncore assets to recoup good economic value (Kettinger et al, 2014) 

Innovation or Technological Upgrades Some organizations look at innovation 

and technological upgrades as a way to get ahead of their rivals and to position 

the firm for future growth, while many new businesses use it as a strategy for 

entering the marketplace (John et al, 2010) 

Restructuring Strategy through RBV (Resource Based View) Theory In the 

times of economic slowdown most of the companies cut down the resources 

such as man power for surviving. Furthermore, they don’t recognize the 

importance of employee’s idiosyncratic capabilities, proprietary construction 
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processes and equipment that cannot be obtained in the factor markets (Eadie et 

al, 2012) 

Waiver in Stamp Duty, Registration Fees, Free Amenities, and Enhanced 

Marketing Strategies The questionnaire survey which we conducted in Pune 

(India) for the above said topic suggested following strategies. The builders 

smell the situation of downturn with customers response, during slowdown 

there is less number of enquiries about the projects and eventually less 

conversion of enquiries into sales (Sultan, 2016). 

 

Methodology 

The study considered theories and collect data hence the deductive approach 

was the most suitable. The data collection process points towards the deductive 

approach therefore the survey was appropriate for the research process. The 

survey design allows collection of quantitative data which can be analysed using 

descriptive and inferential statistics.  The survey method has been applied in 

research examining aspects of risk Management (Menz, 2012), This study seeks 

to assess the effect of recession on Firm contracts in Kaduna State This study 

focused on Consultants in Kaduna State. The target respondents of this survey 

members of the design team (Architects, Quantity Surveyors, Engineers and 

Builders) with business addresses in Kaduna state. The total number is 

unknown. 358 sample size is sufficient when the sample size is unknown at 90% 

confident level, 0.5 standard of deviation and at +/- 5% margin of error (Smith, 

2016).  Thus, a total number of 358 questionnaires were administered by the 

researcher and 203 (56.7%) were retrieved and analyzed. The survey instrument 

(questionnaire) was developed based on literature review, the identified 

variables were used to construct appropriate measures. Likert scale was used 

for each item measured 5 Points representing Strongly Agree and 1 point 

Strongly Disagree.  The descriptive analysis of the data collected were analyzed 

using SPSS version 22 .  

 

Table 1: Effects of Recession on Firms Contract for Construction Projects 

S/N Effects Mean Remarks 

1 Unemployment 4.67 Accepted 

2 Budget shortage 4.59 Accepted 
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3 Cuts to quality of goods and services 4.44 Accepted 

4 The decrease of private construction activities 4.38 Accepted 

5 Rising bond yields 4.33 Accepted 

6 Employee lay-offs and benefit reductions 4.26 Accepted 

7 Increased inequality 4.26 Accepted 

8 Loss of output 4.15 Accepted 

9 Lower wage 4.15 Accepted 

10 The cutting of public investment 4.05 Rejected 

11 Less tax revenue – higher borrowing 3.92 Rejected 

12 Taxation 3.82 Rejected 

13 Reduced consumer access 3.77 Rejected 

14 Credit impairment and bankruptcy 3.67 Rejected 

15 The decrease of housing demand 3.51 Rejected 

 GRAND MEAN 4.13  

Source: Field Survey, 2019.  

 

Table 1 shows the results of the effect of recession on Firm contract. The 

findings show that unemployment ranked the highest with a mean of 4.67, 

followed by Budget shortage with a mean of 4.59 and cuts to quality of goods 

and services with a mean of 4.44. decrease in housing demands ranked the 

lowest with a mean of 3.51. the grand mean was adopted as the decision rule 

i.e. factors above the grand mean were accepted while those below the grand 

mean were rejected.  

 

Table 2:   Key Strategies to Survive in Economic Recession in Construction 

Projects 

S/N Strategies  Mean Remarks 

1 SWOT (Strength Weakness Opportunities Threats) 4.51 Accepted 

2 Technological innovations 4.41 Accepted 

3 Cost-cutting strategy 4.36 Accepted 

4 Entry in related business 4.05 Accepted 

5 Mergers and acquisitions  4.05 Accepted 

6 Survival strategy 4.05 Accepted 
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7 Waiver in stamp duty, registration fees, free 

amenities, and enhanced marketing strategies  

4.05 Accepted 

8 Restructuring strategy through RBV (Resource 

Based View) 

4.03 Rejected 

9 Entry in emerging markets 4.03 Rejected 

10 Aggressive growth 4.00 Rejected 

11 Divestiture strategy 3.92 Rejected 

12 Reduction in new number of project 3.90 Rejected 

13 Budget cutting while maintain project scope 3.85 Rejected 

14 Diversification construction  3.85 Rejected 

15 Reassessment of project risk 3.77 Rejected 

 GRAND MEAN 4.05  

Source: Field Survey, 2019.  

 

Key Strategies for Firms to Survive in Economic Recession in Construction 

Projects 

The table 2 shows the that SWOT (Strength Weakness Opportunities Threats), 

innovation or technology, cost-cutting strategy, and entry in related business 

were accepted among others by order of priority as expressed by the 

respondents as the key strategies for firms to survive in economic recession in 

construction projects. While budget cutting while maintaining project scope, 

diversification construction, and reassessment of project risk were rejected 

among others based on the fact that they fall below the grand mean. It was 

observed that only few of the key strategies were actually accepted so as for 

firms to survive in economic recession in construction projects. 

 

Discussion of Findings 

The following factors are effects identified to have resulted from economic 

recession on firms contract for construction projects in Kaduna state: 

Unemployment, budget shortage, cuts to quality of goods and services, the 

decrease of private construction activities, rising bond yields, employee lay-offs 

and benefit reductions, increased inequality, loss of output, and lower wage. 

These findings is in agreement with (Tejvan, 2016), as he identified the effects 

of a recession on firm contract which depends on how long it lasts and the depth 

of the fall in output.  
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SWOT (Strength Weakness Opportunities Threats), innovation or technology, 

cost-cutting strategy, entry in related business, mergers and acquisitions, 

survival strategy, and waiver in stamp duty, registration fees, free amenities, 

and enhanced marketing strategies were all accepted as key strategies. This 

survey reveals that stringent strategy has to be taken in order for firms to survive 

from economic recession in Kaduna state.  

 

Conclusion 

As recession occurs, so many sectors are affected, while some are seriously 

affected and some mildly affected since the built environment is a major 

employer of labour, most recession changes it drastically.An assessment of the 

effects of recession on firm contracts for construction projects in Kaduna state 

has been carried out in order to evaluate the best key strategies for firms to 

survive in economic recession. This research study has shown that the identified 

effects of a recession on firm contract solely depends on how long it lasts and 

the depth of the fall in output. Also the survey reveals that stringent key 

strategies has to be taken in order for firms to survive from economic recession 

in Kaduna state.  

 

Recommendations 

1. The government should introduce policies that will reduce 

unemployment in the recession period  

2. Construction firms should adopt SWOT analysis as a strategy to tackle 

economic recession. 
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