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Using the average exchange rate for the period January
to August 2015 and the corresponding cost data from
Turner&Townsend’s 2015 edition® changes the outcomes
considerably — see Table 5.

US cost/m? |Aus cost/m?|Aus cost/m?| Difference
(USD) (AUD) (USD)

Airport 4750 5000 4032 -15%
terminal

Shopping 2750 2640 2129 -23%
centre

Hospital 3255 5800 4678 +44%
School 2130 2000 1613 -24%%

Table 5 2015: Turner&Townsend data, annual average
exchange rate (1.24AUD=1USD)

For a start three of the building types now appear to
be a good deal cheaper to build in Australia than in the
US while the suggested cost premium for hospitals has
dropped by about a third. It is hardly plausible that relative
building costs between the two countries have changed
so dramatically in just a few years, even in the volatile
financial environment of recent times. There is more to this
than just the movement in exchange rates. First, consider
the nature of two of the building types that are used in
the study, airport terminals and hospitals. The two types
share some common characteristics — characteristics
which actually show how diverse they can be and thus
why they are problematic choices for cost comparisons.

e Not many of them are built each year, even in the US,
so data is scarce

e Designs can vary enormously, so can the scale of the
projects and they may contain quite diverse services
and functional areas. Add to this the potential for
broad differences in what is included or excluded from
reported construction costs (fitout, equipment and the
like) and once again it's hard to be sure that apples are
being compared with apples

If the original basic data is used but the Australian costs
are converted to USD using PPP the results are different
again, as shown in Table 6. The PPP used is a GDP PPP
rather than a construction-specific PPP; however, this
should not have a marked effect as historically CPPPs
and GDP level PPPs for Australia have tended to be quite
similar.

US cost/m? |Aus cost/m?|Aus cost/m?| Difference
(USD) (AUD) (USD)

Airport 3550 6565 4208 +19%
terminal
Shopping 1560 2172 1392 -11%
centre
Hospital 3300 5185 3323 negligible
School 1570 1919 1230 -22%
Table 6 2011:Turner&Townsend data, GDP PPP

(1.66AUD=1USD) (OECD 2012)

Using this approach relative building costs between the
two countries across the four building types are roughly
at parity.

The final example uses cost data from the 2011 Davis
Langdon (Aecom) Blue Book and the same PPPs for
currency conversion. The results are now dramatically
different — see Table 7.

US cost/m? | Aus cost/m?|Aus cost/m?| Difference
(USD) (AUD) (USD)

Shopping 3033 2353 1508 -50%
centre
Hotel (three 2183 3036 1946 -11%
star)
School 3267 1600 1026 -69%
Hospital 7083 37 2417 -66%
Light duty 1267 637 408 -68%
factory
Table 7 2011: Davis Langdon data, GDP PPP

(1.56AUD=1USD)

The combination of different data (albeit for a slightly
different set of building types — airport terminals have
been removed and hotels and factories added) and PPP
currency conversions suggests that it is; in fact, a great
deal less expensive to build in Australia than it is in the US.
Note that ‘less expensive’ in this instance means it is less
expensive in terms of what can be bought in two places
with amounts of money in local currencies (or ‘construction
dollars') which would purchase similar amounts of goods
and services in the two places; exchange rates have
absolutely nothing to do with this example.
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CONCLUSION

The basic message delivered in this paper is: ‘Be careful’.
Comparing construction costs across national boundaries
and advising clients about the cost to build in other
countries is not as straightforward as it may appear. The
availability of consistent and reliable construction cost
data is generally uncertain. Freely available cost data is
often compiled and published as a marketing exercise
that demonstrates the reach of the firms involved without
being underpinned by any rigorous methodology. As such
it is intended only to provide indicative costs and it is likely
that more research and investigation is required if good
advice is to be provided to clients.

In any situation other than one where the client is
planning to spend home currency in another place then
the method used to convert costs in various currencies
to some common base requires an understanding of the
factors involved and consideration of the most appropriate
approach.
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