CONSTRUCTION SECTOR COMPARISON USING THE BASKET OF CONSTRUCTION COMPONENTS APPROACH

Executive Summary

In September 2004 the Technical Advisory Group (TAG) for the International Comparison Program (ICP) recommended the use of the Basket of Construction Components Approach (BOCC) approach for construction sector comparisons. This recommendation was based on a detailed study that was conducted under the aegis of the World Bank. In 2002 TAG determined that a methodological study was needed to deal with the following broad questions: Given the nature of the construction sector and the inherent difficulties in construction price comparisons what improvements can be made? What is the basis and level of comparison that is appropriate for the sector? Further, how can quality and level-of-service differences among countries be incorporated in these comparisons? Preliminary answers to these questions were provided in a study conducted by the authors in 2002 for the World Bank. The key question answered in the 2002 study was the question pertaining to the level at which construction prices should be compared. Should the comparison occur at the construction project level as is the case of the standard project method; or should the comparison of prices occur at the input level as is the case for most temporal construction cost indices? Through a detailed analysis of construction sector characteristics, ICP program requirements, the structure of temporal construction cost indices, and efforts by other agencies (notably the World Bank, EuroStat, Organization for Economic Cooperation and Development (OECD), and the Australian Bureau of Statistics), it was determined that the level of estimation should occur at a level that lies between the construction project level and the input level. This estimation level was neatly encapsulated in a construction component. A construction component is a production unit or good measured at the level of its cost installed in a construction project (Walsh and Sawhney 2002). Whereas the idea of performing construction pricing comparison at a level below the construction project level has been explored by others (Heston 1999, Ward 2003); the concept of a construction component and resulting formal methodology was defined by the authors in 2002. The methodology proposed by the authors in 2002 was called the Basket of Construction Components (BOCC).

In 2004 the BOCC approach was formalized in a series of three reports that were produced and submitted to the World Bank. The first in the series of these reports entitled “An Implementation Framework for the Basket of Construction Components Approach” provides the theoretical and conceptual underpinnings for the BOCC method. In this report critique of the existing methods for construction sector comparisons is provided. Design issues for the BOCC method are described in detail. This report is appropriate for a researcher who is interested in understanding the fundamental issues pertaining to BOCC.
The second report entitled “Process for Implementation of the Basket of Construction Components Approach” is a resource that is useful for the actual implementation of the BOCC approach. It is a useful source of information for the ICP Regional Coordinators and National Coordinators. It highlights and explains the hierarchical structure of the BOCC approach. Key definitions of the BOOC concepts are provided in this report. This report explains that the BOCC approach consists of three baskets—namely the residential, non-residential, and civil works basket. Each basket is broken down into construction systems as explained in the report. Under each construction system a set of construction components are identified and defined. The report further explains the definition and development of expenditure weights that are used in the BOCC approach.
The third report entitled “Identification of Construction Systems and Components for the BOCC Approach”. In addition to the ICP Regional Coordinators and National Coordinators, this report is a key resource for the National Statistical Organizations (NSOs), their representatives, price collectors and any construction experts that NSOs retain for construction sector price comparisons. This report lists the three baskets, construction systems, and construction components under the BOCC approach. Construction components in the form of Standard Product Descriptions (SPD) are provided in this report. The report serves as a basic guideline for the complete implementation of the BOCC approach at a national level. Tables and figures are provided to explain how prices need to be collected. Once prices are collected the report also explains how expenditure weights are to be collected and calculated. Examples from India, Pakistan, and Nigeria are provided to explain this in more details. As an implementation guideline report 3 should be considered as a starting point. In case details about the design details for the BOCC approach are needed reports 1 and 2 can be used on a as a needed basis.
