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Abstract:

Cost escalation refers to the changes occurring in cost of specific materials services in a given
economy over a period of time. Construction industry is a most complicated and dynamic
industry which is constantly facing uncertainties. The various factors that cause escalation in
construction industry are studied and discussed in the article. The ideas suggested by
researches were also analyzed and reported cost escalation can be minimized to a greater
extent by carefully adopting the remedial measure.
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1. Introduction

The Indian construction industry is the second largest industry and accounts to about 1% of
GDP. The time taken for completion of a construction project varies from several months to
several years. Through the project progression labour and material costs may find hike. This
leads to a vast gap between the estimated cost and actual implementation cost called the cost
escalation. In order to reduce this gap, provisions are made in the estimated cost based on many
factors.

Cost escalation is defined as changes in the cost of specific goods or services in a given economy
during the execution of a project. It is important to study and understand the various aspects and
concepts related to cost escalation so that new remedial measures can be proposed to reduce the
escalation. Cost overrun and cost escalation are part and parcel of construction projects. At
international level, very few scientific and systematic studies have been carried out on cost
escalation in construction projects. Hence this article is intended on identification and evaluation
of various factors affecting cost escalation in construction projects.
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2. Driving Forces Behind Cost Escalation

Effective measurement and management of cost escalation initially necessitates thorough
understanding of the driving forces behind it. Cost escalation occurs when actual costs exceed
previously estimated values. The estimated price in most cases is the bid price by the contractor
which may not be correct always due to fluctuations in the material and labour costs. The most
important factor is that construction must be viewed as a commaodity in itself, not a collection of
commaodities. Cost escalation comes from the combination of real or anticipated changes, input
costs, perception of risk and perception of competition.

3. Need for Study in the Area

Construction projects entail high risk, long gestation period, high costs and budget constraints.
India is the second most populous country in the world with over one billion people accounting
for around 16% of the world's population. The urban population is likely to increase to 40% by
2030. Hence adequate building infrastructure facilities are required at reasonable cost. In India,
the performance record of successful implementation of infrastructure projects has not been
encouraging. Cost overrun and cost escalation are part and parcel of the construction projects.
New remedial measures can be proposed only after gaining thorough knowledge on various
aspects related to cost escalation. Identification of various factors that cause escalation is the
need of the hour and hence this study focuses on cost escalation, its causes and remedial
measures.

4. Studies on Cost Escalation

A construction project usually requires a multitude of people with different skills and interests
and the co-ordination of a wide range of disparate, interrelated activities. Because of its
complexity, construction projects particularly are subject to cost escalation than any other
business activity.

In a study conducted by Daoud et al., (1999), it was pointed out that construction contracts in the
Middle East suffer from delays and cost overruns. The reasons for the cost overrun includes
modification carried out by project owners, lack of understanding of basic contractual issues,
frequent changes made in legislation and regulations, etc.,. Knight et al., (2000) studied the
factors affecting cost escalation from contractor’s perspective and reported that the factors
affecting the cost of construction are evaluated in subjective and imprecise terms and are difficult
to quantity.

A study was conducted by Dawood et al., 2001 on Japanese civil engineering projects for
analyzing cost escalation and risk assessment of infrastructure projects and assessed the
possibility of infrastructure projects and developed a forecasting methodology for cost indices.
Investigations on factors influencing contractor performance was done by Xiao, 2003 and
concluded that the overall performance can be improved by focusing on factors like reducing
delays, maintaining stable work force and establishing partnerships with subcontractors. In the
case of transport related infrastructure projects, three factors viz length of project implementation
phase, size of project and type of project ownership were considered as the reasons for cost
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escalation. The primary reason was found to be the length of the implementation phase. Size of
the project was the second reason. Regarding type of project, it was found that private ownership
was effective in curbing cost escalation whereas public ownership is problematic
(Flybjerg, et al., 2004)

Factors like lack of equipment, lack of software, lack of experience, inaccurate time and cost
estimate, equipment breakdown and material shortage were reported as the reasons for cost
overrun of construction projects (Adnan Enshasis, 2009; Abtab hameed Memon 2010; Yakubu
Adisa Dlawale, 2010; Yunos et al., 2014)

Contractor related problems, material-related problems and owners financial constraints were
also reported as the causes for cost overrun (Patil et al., 2011; Ibrahim Mahamid, 2013).
Analytical methods were also used for predicting escalation cost. The historical escalation rates
and indications of trends using analytical methods like simulations, neural networks and trend
impact analysis were also made.

5. Methods To Minimize Cost Overrun

Various ideas were suggested by researches to reduce cost overrun of construction projects.
Ensuring adequate and available source of finance in par with estimated budgets, performing a
pre-construction planning of the required resources like labour, material and equipment as well
as various project tasks allocating sufficient-time and money on the design phase, deputing a
monitoring team for frequent checking of the progress and quality of the work, and selecting a
competent consultant and a reliable contractor to execute the project can help reducing cost
overrun.

Minimization of internal administrative problems, reducing payment delays, developing good
communication between construction parties and good decision making at the right time can
narrow down the gap of the construction cost overrun (Abdullah Athornidan, 2013). It was found
that major factors affecting cost overrun are the managerial factors that could be easily
minimized by improving managerial skills of the construction team by conducting proper
trainings.

6. Conclusion

The cost escalation of construction projects is an important area to be taken care of in the present
scenario. Huge amount of money and the cost overrun of such infrastructure projects over time
lead to a great economical loss. The article critically studied the various factors affecting cost
overrun and the remedial measures to minimize the cost escalation. Effective implementation of
remedial measures can bring down huge economic loss to the nation.
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