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g -0.63 -2.76 -4.01 -2.52 -0.73 -2.50
0% -11.19 -7.04 -16.26 -10.14 -17.99 -8.03
10% 3.12 329 1.65 284 3.19 253
20% 347 0.88 0.92 268 257 -0.68
30% 244 2.55 453 245 -1.51 2.39
40% 3.31 3.72 1.81 2.11 462 1.47
50% 284 0.81 0.22 262 250 0.16
60% 462 -0.59 1.64 295 3.56 1.44
70% 443 -0.44 340 1.70 0.60 3.19
80% 492 -0.97 2.26 0.64 1.86 0.29
90% 505 3.15 4.18 3.80 3.9%6 3.07
100% -5.73 -11.64 -12.86 -10.53 -3.82 -13.71
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10% 2.16 -0.74 2.13 1.69 3.28 254
20% 1.68 1.54 1.30 217 2.53 -17.07
30% 1.32 -0.94 0.79 0.9 0.81 2.78
40% 1.58 0.49 1.48 -0.14 1.43 -2.55
50% -2.01 -0.05 -0.38 0.44 0.25 -0.36
60% -5.26 -1.92 -0.90 -1.74 -1.38 -2.95
70% 1.29 1.18 0.63 -1.10 -0.18 0.84
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90% 1.89 -0.83 0.15 -2.38 -0.11 -1.99
100% -23.66 -19.81 -21.36 -18.40 -13.50 —24.57
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2005 13,202 3,601 4,142 5,192 16 251
2006 12,914 3810 3,882 4,914 17 291
2007 12,842 3950 3715 4,861 20 2%
2008 12,590 3,989 3,626 4,607 24 344
2009 12,321 3,983 3,531 4,363 26 418
2010 11,956 3914 3,332 4211 27 472
2011 11,545 3783 3,074 4,184 27 477
2012 11,304 3610 2,839 4,349 42 464
2013 10,921 3,441 2,661 4,338 39 442
2014 10,972 3358 2,588 4,558 37 431
2015 11,220 329% 2523 4,938 43 420
2016 11,579 3210 2,505 5419 4 404
2017 11,888 3,180 2523 5733 47 405
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Abstract

Analysis on Public Cost Status and

Responding Policy Recommendations
KICEM & Cost TFT in CERIK

Korean construction industry has been recognized as one of the leading industries
that has carried on Korean dramatic economic growth. Despite of the past glory,
Korean construction industry has been going through a difficult stagnation tunnel
mainly caused by the recent dramatic decreases on public construction investment. In
addition to the public investment issue, fairness on public construction cost has been
emerged as one of the most problematic areas as many public contractors has
seriously expressed their complaints on public construction cost. Therefore, this
research focused on analyzing the fairness of Korean public construction cost by
focusing on public cost estimation standards and processes as well as on their
negative industrial and social impacts.

The Standard Historical Unit Cost Database which accounts for approximately
20% of public construction cost has been dropped by 36.5% last ten years, and the
Standard of Construction Estimate which consists of 3526 of public construction cost
has been deducted by 9~25% last five years. Even with the assumptions of other
references are reasonable, the actual public construction cost for the same work has
been downsized by 10~15% in average, which is 4.2~6.4 trillions won, by just
considering changes of these two major public cost references. The situation could
get much worse when considering the public cost estimation/management process
defined by Total Project Cost Management Guideline in the Ministry of Strategy and
Finance. By just following this public cost management process, the actual amount
to be paid to field contractors shrinked to 65~90% of the original construction
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budget, which mostly recognized as ‘not-enough budget’.

Lack of proper compensation and/or fairness in public construction cost, the
industry has been experiencing some serious problems. It is turned out that about
"78.6% of public contractors are actually losing their money on public works by an
average of 10.05%. Consequently, about 30% of all registered construction firms are
losing their money, and the more they depend on public works, the bigger deficits
they suffer from. The average profit margin among Korean construction firms has
constantly dropped from 6.1%6(2005) to 0.6%(2015), which many believed that lack of
fairness in public construction cost played a significant role. Other noticeable
side—effects are identified such as increases of public bidding failures, construction
delays, and safety/quality problems. Even more serious is that job opportunities has
been significantly reduced in the construction industry which is one of the biggest
job providers of Korean economy.

Finally, this research provides public policy recommendations to ensure fairness on
the public construction cost. Three area of policy improvements are presented,
including ‘Innovations on public cost estimation and management processes,
‘Innovations on Public bidding and procurement processes, and ‘Eliminations of
public unfair practices’. Public entities should change their view from cutting the
budget and cost to preparing the reasonable budget which should serve as the basis
for final account. In terms of public bidding/procurement processes, more focuses are
required on technology innovations and quality rather than cheap prices while
employing the concept of ‘Target Costing’ defined by the availability of public
budget. At last, public owner—oriented industry culture must be improved to reduce
the public unfair practices not only with major public owners but with smaller
regional public owners. It is envisioned that proper policy improvements on these
three areas would help to solve the issues related to public construction cost and

eventually enhance the global competitiveness of Korean construction industry.
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