
IJSRD - International Journal for Scientific Research & Development| Vol. 4, Issue 05, 2016 | ISSN (online): 2321-0613 

 

All rights reserved by www.ijsrd.com 329 

Effect of Cost Overrun on Residential Building Projects 
Naresh R. Shinde 

N.M.U Jalgaon College of Engineering
Abstract— An examination of the recent literature shows that 

the construction development undertakings are much of the 

time finished with huge cost overruns, augmented timetables 

and quality concerns. Cost overruns in Residential Sector 

ventures can raise the capital-yield proportion in the sector, 

bringing down the efficiency. However there are no 

estimates of the cost overruns, and of their chance expense. 

This study lands at harsh assessments of the effect of cost 

overrun in the present practice in India. 
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I. INTRODUCTION 

Project completing on time and nonappearance of cost 

overruns is viewed as the most imperative variable of 

effective activities, which diminish issues for all parties and 

give new opportunities to develop similar types of projects. 

It likewise expands the benefits and improvement of 

construction industry. Cost overrun is additionally viewed as 

another a major issue, which prevents task's progress, since 

it diminishes the contractors benefit prompting great loss 

leaving the project in a bad position:  

All in all cost overrun is the most widely 

recognized phenomenon in the development business from 

easy to complex projects. Taken a toll overwhelm, low 

quality workmanship and delay in construction require 

inside and out examination to enhance output of the 

development business. Also there have been broad 

examinations performed on the theme of Cost Overrun. In 

the accompanying segment of this research, variables which 

influence the expense of a development of residential 

projects will be discussed briefly. 

This study will be undertaken to target the 

following principle:  

1) On the basis of primary reason of cost overrun to 

explore their general impacts for residential building 

projects in India. 

2) Identifying the rate of cost overrun for different types 

of residential building development projects. 

3) Identifying the relationship between rate of cost 

overrun and contract sum. 

4) Forwarding suggestions to minimize or to dodge cost 

overrun and recurrence of its event and subsequently to 

decrease its noteworthy consequences for residential 

development projects in India. This study arrives at 

rough estimates of the effects of cost overruns in the 

present practice 

II. LITERATURE REVIEW 

Cost overruns have obvious effects on the construction 

industry in general. To the client, cost overrun implies added 

costs over resulting in less return on investment. To owner, 

the added costs are passed on as higher rental/lease costs or 

prices. To the investors, cost overrun implies inability to 

deliver value for money and could affect on their reputations 

and result in loss of confidence. To the contractor, it implies 

loss of profit for non-completion, and defamation 

minimizing chances of winning further contracts. To the 

industry as a whole, cost overruns could bring about project 

abandonment and a drop in building activities, bad 

reputation. [Mbachu and Nkado, 2004], [1] 

According to Arditi, et al, (1985), [2] the effects of 

cost overrun are not confined to the construction industry 

but are reflected in the state of the overall economy of a 

country. Angelo and Reina, (2002),[3] state that the problem 

of cost overrun is critical and needs to be studied further to 

alleviate the problem in the future. Project cost overruns can 

cause a slower payout and reduce an early return on the 

client’s or project owner’s investment [Ritz, 1994]. [4] 

III. CAUSES OF COST OVERRUN 

Several studies of major projects show that cost overruns are 

common. The causes of cost overrun in construction projects 

are varied, some are not only hard to predict but also 

difficult to manage [Morris and Hough, 1991], [5]. 

According to a study made in Turkey by Arditi, et al, 

(1985), the important sources for cost overruns were found 

to be inflationary pressures, increases in material prices and 

workmen's wages, difficulties in obtaining construction 

materials, construction delays. Kaming, et al, (1997), [6] 

pointed out that the major factors influencing cost overrun 

were material cost increase due to inflation, inaccurate 

material estimating and the degree of project complexity. 

A. Poor Project Management 

Absence of planning, poor coordination between individuals 

from the project undertaking team and the sponsor. Inability 

to differentiate issues and establishment necessary outline 

and programming changes 

B. Shortage of Materials 

Sometimes the local market will likely be unable to supply 

the full request of the building materials. Consequently, a 

need may emerge to arrange these materials from 

neighborhood. If this was not expected in the first estimate, 

delays may happen and the costs of these components may 

increase. 

C. Project Cost Underestimation 

Bigger projects have been deliberately underestimated to 

acquire financing approval. Almost all large projects contain 

initial cost estimating errors that result in the demand for 

raised funding to complete the projects. 

D. Project Delays 

Long delays may bring about projects, increasing interest 

installments. Which result in cost increase. Extensive delays 

in inflationary situations expand cost significantly. 

E. Delay on Payment 

Delays in the payments for items of work by the project 

owners can lead to increased costs of a project beyond the 

original estimate. Work on the project may have to be 

stopped until additional funds reached. Delays on payment 

may provoke the contractor to claim for interest rates. If 

cash flow becomes a problem, the contractor may cease 
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work. 

IV. OBJECTIVES 

This study will be embraced with the following fundamental 

Objective.  

1) To recognize overall impacts of cost overrun for 

residential building development projects in India.  

2) Identifying the rate of cost overrun for different 

building development ventures.  

3) Identifying the relationship between rate of cost 

overrun and contract sum.  

4) Forwarding proposals to minimize or to maintain a 

strategic distance from cost cost overrun and 

recurrence of its event; and henceforth to diminish its 

significant consequences for residential building 

development projects in India. 

Sr. 

No 
Question Answer 

1 

Why has the 

research been 

established? 

Most Construction Project in our 

country suffer cost overrun. 

2 

What does the 

research try to 

achieve? 

To contribute knowledge on 

problems of cost overruns and 

their overall effects 

3 

What are the 

important issues 

for the research? 

Methodology and literature 

review together with distribution 

of questionnaire and desk study 

on residential constructional 

project. 

4 

Who   will   benefit   

from   or affected 

by this research? 

Stake holders in construction 

industry. 

5. 
How can the 

research be done? 

Literature review, 

questionnaires, desk study on 

residential building 

construction projects. 

Table 1: Objectives 

V. METHOD FOR ANALYSIS 

Both distinct and inferential insights are utilized in the 

information investigation. In the investigation the "Mean 

Score" strategy is embraced to set up the relative 

significance of the reasons for cost overrun for residential 

building development ventures in India. As examined before 

Likert's size of five ordinal measures of agreement towards 

every announcement (0, 1, 2, 3 and 4) is utilized to figure 

the mean score for every variable that is utilized to decide 

the relative positioning.  

The mean score (MS) for every variables of cost 

invade is figured by utilizing the accompanying equation;  

MS =  
∑ (f x S) 

 N 
 

Where:  

MS – Mean Score  

f– Frequency of reactions for every score  

S– Scores given to every component (from 0 to 4)  

N– Total number of reactions concerning every component  

The coefficient ‘ρ’ is utilized for measuring the 

distinctions as a part of positioning between two gatherings 

of respondents scoring for different components like owner 

versus consultant, owner versus contractor, and consultant 

versus contractual.  

The rank relationship coefficient (ρcal) for any two 

gatherings of positioning is given by the accompanying 

equation.  

 
Where:  

ρ cal – Rank relationship coefficient  

di – The distinction in positioning between every pair of 

variables 

N – Number of Components (Variables)  

A. Technique for Speculation Testing 

1) Define the invalid speculation (H0) and the option 

theory (HA)  

2) Choose a worth for ρ. (i.e. pick the importance level)  

3) Calculate the estimation of the test measurement, Rho 

(ρcal).  

4) Compare the figured worth with a table of the basic 

estimations of the test measurement.  

On the off chance that the ascertained estimation of the test 

measurement is not exactly the basic quality from the table, 

accept the null hypothesis (H0). In the calculated value of 

estimation of the test measurement is more noteworthy than 

or equivalent to the critical value from the table, dismiss the 

invalid speculation (H0) and acknowledge the option theory 

(HA). 

VI. SCOPE AND LIMITATIONS 

Cost overrun in building development activities are brought 

about by numerous variables. Every reason for cost overrun 

have distinctive rates of events and their effect on the final 

cost of the development. The impacts of cost overrun on the 

stakeholders, on the development industry, and on the 

national economy of the nation will be distinguished.  

The examination work was not without its issues 

and impediments which were experienced all through the 

arrangement of this exploration. Its impediment is the 

inaccessibility of sufficient recorded data in the field of the 

study, and the hesitance of a few stakeholders in the 

construction business to give data identified with expense. 

VII. CONCLUSION 

Desk study will used to recognize the impacts of cost 

overrun. Owner, Consultant and Contractors would be 

solicit to recognize the variables from cost overrun in the 

residential building development area. Recurrence of event 

of the variables of cost overrun, and their effects on the last 

cost of the project will likewise be inquire. Understandings 

of the respondents on the reasons for cost overwhelm, i.e. 

amongst owner and consultant, amongst owner and 

contractor, and amongst consultant and contractor will 

likewise be tried. The examination of the outcomes from the 

Questionnaire survey will be carried out utilizing descriptive 

analysis to get final conclusion. 
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