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Description of Method used in Compilation of

Construction Cost Index

1. Historical Notes

In 1973, the first worldwide energy crisis arose leading to extensive price rises at home and abroad.
Avoiding that sharp rises in labor cost and prices of materials from adversely affecting the progress of the
construction projects already under way, the R.O.C. Government compiled the “Index of Construction Input
Prices” in 1975 within the “Statute for Execution of Central Government General Budget”. Being one of the
subgroups of Index of Wholesale Prices, the Index of Construction Input Prices should be serving as a solution for
the prices rising problem, however, it was considered incomprehensive since its coverage was only prices of
materials but wages. Not until 1989 was the cost of the labor adjusted according to the “Index of Average Regular

]

Earnings Per Worker Employed by the Construction Industry in Taiwan Area,” while construction materials
continued to be adjusted on the basis of “Index of Construction Input Prices.”

At the local levels of the public sector, the Department of Budget, Accounting and Statistics (DBAS) of the
Taiwan Provincial Government and the DBAS of the Taipei Municipal Government started compilation of the
“Construction Cost Index in Taiwan Province” and the “Construction Cost Index in Taipei Municipality” in 1981,
respectively. Each of these two sets of indicators contains a general index and two subgroup indices for
construction materials and services (covering wage and rent for equipment). These indices have been used to
adjust the construction costs of the projects undertaken by these two governments. The Kaohsiung Municipal
Government, following the lead of the Central Government, adopts the way and the indices as provided in the
“Statute for Execution of Central Government General Budget” to make adjustment.

Since the Central, Taiwan Provincial, and Taipei Municipal Governments have adopted different indices to
adjust the construction cost. And in the past several years, the price indices for construction services and those for
average regular earnings per construction worker used by these three governments were found to have a fairly big
difference in pace of rise. As a result, the different price indices, together with different paces of rises, produce
different criteria for construction cost adjustment. To accurately measure the fluctuation in cost of construction
works for the economy as a whole and to compile a set of indices to be used as common criteria for adjustment of
construction cost. In January 1991, a project was launched to compile the “the Construction Cost Indices in
Taiwan Area”. In July 1991, the set of indices was formally published.

In accordance with other price indices, construction cost index has been rebased for 1991 since 1993, and the
base period is revised once every five years. From the base year of 1996, we introduced the relative importance to
compile the indices, and the link period was next Dec. of base year. In the base year of 2016, the indices were
computed in the same way as before, and the link period was Dec. 2017. The new indices will be officially
published in February 2018 (With data of January 2018).

2. Objective and Uses

(1)Objective
The set of indices is to measure the price movements of materials and services put in construction works in
Taiwan Area.

(2) Uses
(@ As a basis for adjustment of construction cost.
@ As areference for governments in formulation of policies and administrative programs.
@ As areference for the private sector and the academic community in their research and study.



. Priced Items

According to the input cost structure of construction in 2016, 115 representative priced items of materials and
services are selected.

. Index Classification

The construction cost indices are classified into materials and services groups and 12 subgroups. By nature of
construction work, construction cost indices are also classified into ten groups for architectural works and civil

engineering works.

. Base Period

The base period is 2016.
. Weights

The value derived from the construction cost structure survey in 2016 conducted by Directorate-General of Budget,
Accounting and Statistics(DGBAS) is used to compute the weight for each items.
. Pricing
(1) Price Base
The designated companies are required to report the actual selling prices of selected commodities with the
same specification (in principle, price after adjustment for rebate, tax, shipment, etc.) at the designated date.
(2) Pricing Method
Price date are collected by face to face interviews or telephone interviews.

(3) Coverage of the survey

(D Materials: Bigger construction material firms are selected, which belong to New Taipei, Taipei, Taoyuan,
Taichung, Tainan, Kaohsiung and Hualien.

@ Services: Bigger construction works are selected, which belong to Construction and Planning Agency
Ministry of interior, New Taipei municipal, Taipei municipal and Kaohsiung municipal and the private
enterprises.

(4) Date of Pricing
(D Materials: It is determined by the feature of the priced items. Some important items (ex. Steel bar, Sand &
Gravel, etc.) may be priced three times a month (i.e. on the 4th, 14th and 24th of the month) ; other items
may be priced once a month. (i.e. on the 14th of the month)
@ Services: on the 15th of the month.
(5) Designated companies:
(D Materials: Large suppliers of construction material are selected by local investigators.
@ Services: Supervisor of contracted work who can report the price continuously and stable are selected by
local investigators.



8. Computation

(1)Formula: The general index and group indices are computed according to the derived form of Laspeyres
weighted aggregate formula in following steps:

P P

z w * Wj,k Z - * (PD|7,j * Qlﬁ,j)
R,j _ , PD17,J,k 16CH J PDH,j 11
- Ims - X ID17//16
PDl7,j %V\[Jk ZPDW,j * Ql6,j
j
Where i: current period j: priced item
k: pricing locality Wi, area weight Q: quantity

D17 : the link period, namely December 2017.

Ppi7; - Que;: average quantity of construction input in 2016 basket for each priced item, valued at December
2017 price.

L6 : the price index for December 2017 with 2011 basket and 2016 as the base period.

16CH

e : the chain price index for i period with 2016 basket and 2016 as the base period.

—

(2) The yearly index is derived from the arithmetical simple average of the monthly indices.
(3) If the item of a specific brand is out of supply on market, a similar commodity bearing a different brand is
priced and the adjustment should be made according to the following formula:

Price of originally surveyed

Estimated price of commodity at base period

Price of substitute

substitute _ - — commodity at
. = Price of originally surveyed X . .
commodity at base . L period prior to
. commodity at period just
period current one

prior to current out of supply

9. Publication

The monthly index is published on the Sth working day (subject to postponement due to Chinese Lunar New
Year or other consecutive public holidays) after the end of the reference month. The e-book "Price Statistics
Monthly” with the detailed figures is made available immediately at the time of release; please see
http://eng.dgbas.gov.tw or http://eng.stat.gov.tw for details.




