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Application of Option Trading for Alleviating Unsuccessful Bidding Problem in
Disaster Recovery Works
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Since the ﬁrice of construction materials often skyrockets when a disaster
strikes, contractors undertaking this restoration work may find themselves in the red if they are
paid for their work based on normal construction cost estimating standards. In fact, construction
projects that are likely to result in loss-making work often result in unsuccessful bids. As a
result, infrastructure functions may not recover and remain at a low level for a long period of
time. In this study, we proposed a mechanism to utilize option trading for disaster recovery
construction projects and theoretically analyzed the value of its implementation. We also clarified
institutional and governance issues in implementing options trading through interviews with
government agencies and construction firms.
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