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BACKGROUND 

 
Cost-based pricing: 

Starts from the total cost 
Additional cost-based markups 
 
 
Problems: 
   1. Underpricing 
   2. Overpricing 

 
 

BACKGROUND 

 
Two extreme approaches in pricing(Best, 1997) 

• Cost-based pricing 
• Market-based pricing 

Market-based pricing: 
 Starts with the customer and key competitors 
 Uses the help of marketing intelligence 
 The goal is to create a price based on a superior 

customer value 
 Different market-price strategies: 
   1. Price-sensitive segment 
   2. Quality-sensitive segment 
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STATEMENT OF PROBLEM 

 
 

 Transactions and contracting in 
construction are conducted through the 
competitive bidding process, so that the 
pricing approach used commonly in 
construction: cost-based pricing. 

OBJECTIVES 

 
 

 Problems with current pricing strategies in 
construction are explored  

 Pricing strategy with a market-based 
approach is discussed 

 Survey findings of current pricing practices 
and findings related to the applicability of the 
proposed strategy of the top Indonesian 
contractors are presented  

 The findings with findings in the U.S. are 
compared 
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PRICING STRATEGY IN 
CONSTRUCTION 

 
 Most researchers propose bidding 

strategies based on cost-based 
approach (i.e.: Fayek, 1998; Ioannou 
and Leu, 1993; Paek et. al., 1977; Moselhi 
et. al., 1993; de Neufville and King, 1991; 
Ahmad and Minkarah, 1988; de Neufville 
et.al., 1977; Carr and Sandahl, 1978) 
 
 

PRICING STRATEGY IN 
CONSTRUCTION 

 
 Some researchers concerning bidding 

strategies in the construction industry 
(i.e.: Griffis, 1982; Ioannou, 1988; Carr, 
1982; Carr, 1987; Benjamin and Meador, 
1979; Fuerst, 1976; Wade and Harris, 
1976) that, to a certain extent, include 
market information   

 Very limited use 
◦ require sensitive information about competitors 
and customers  not readily available. 
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Cost-Based Pricing  

    Model 1 
 
 

PRICING MODELS DEVELOPMENT 

Model 2 



FIG Congress 2010 
Facing the Challenges – Building the Capacity 
Sydney, Australia, 11‐16 April 2010  6 

Model 3 

Model 4 
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PRICING MODELS SPECTRUM 

 
 
 
COST-BASED                                                                 MARKET-BASED  
    MODEL 1              MODEL 2               MODEL 3                 MODEL 4 

THE SURVEY 

 
 Questionaire: 

• 11 internal variables  
• 3 external variables 
• 4 pricing models 
• Simulation: Hypothetical Bidding Scenarios 
• Samples: Indonesia Contractors Association 
(AKI)  
 122 Large contractors 
 70% market share 
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THE SURVEY 

THE SURVEY 
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SIMULATION MODEL:  
HYPOTHETICAL BIDDING SCENARIOS 

 
 
Current Pricing Practices 

 
 
 

 Also surveyed: pricing strategy adapted, 
markup automation practices, way of 
decision making, importance factors in 
pricing strategy 
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•   US Finding: 1.62 

RESEARCH FINDINGS 

 
 
RESEARCH FINDINGS 
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RESEARCH FINDINGS 

 
 
RESEARCH FINDINGS 
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US RESEARCH FINDINGS 

 
 
RESEARCH FINDINGS 



FIG Congress 2010 
Facing the Challenges – Building the Capacity 
Sydney, Australia, 11‐16 April 2010  13 

CONCLUSION  

 
 
 

 Current Pricing Practices: 
◦ Average: 1.90 vs 1.62 (US) 
◦ competition assessment  
◦ Subjective assesment  
◦ Manual  pricing software? 
 

CONCLUSION 

 
 

 Association Variables vs Pricing Strategy: 
◦ More market-based pricing strategy when 
owner, competitor, and market demand 
characteristics are available  Marketing 
Intelligence 
◦ With IT breakthroughs, not impossible for 
proposed bidding process practices 
◦ Shift to “proposed bidding events” 
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CONCLUSION 
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CONCLUSION 

 Similarities between Indonesia and US  
universal behavior? 

 It is anticipated in the new millennium 
where markets are expected to be more 
globalized, and competition to grow 
fiercer 

 Market-based pricing is a promising 
solution that can overcome the challenges 
in marketing construction services in the 
future and that can maximize the benefits 
derived by all the parties involved in 
construction projects 
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