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I. INTRODUCTION 
 
Delays in project implementation and the increased 
cost have been a regular feature in infrastructure 
projects of Rajasthan. Almost all state level projects 
have been victims of time and cost overruns owing to 
several avoidable factors, general price rise being 
singled out as the prime villain.  
 
The capital cost of a project is estimated on the basis 
of the price level prevailing when the project proposal 
is made; hence, there is a time element of error 
involved in it, representing underestimation in the 
face of inflation. In recent years costs of raw material 
such as iron and steel, cement, bitumen, concrete, 
crude oil have changed. However the volatility in 
material prices makes forecasting a challenging 
exercise and leads to inaccurate forecasts. 
Furthermore, the cost estimate assumes the project 
completion as per the schedule and does not account 
for inflation beyond the schedule date. Thus any 
delay in project completion makes the initial cost 
estimates obsolete leading to cost overruns.  
 
This study analyses the effect of inflation involved in 
the time and cost overruns in the Infrastructure 
projects of Rajasthan. Each project involves immense 
cost overrun. The government is not able to 
implement each project efficiently within the 
normally expected constraints of time and cost.  
 
II. INFLATION AS ONE FACTOR 
 
There are many factors that affect costs of 
infrastructure project like the project specification, 
location, form of procurement/contract, site 
characteristics, new build or improvements, tax 
liabilities, timescale, inflation, and  factors which 
change costs over time like design changes, 
unexpected ground conditions, shortages of material 
and plant, exchange rates, inappropriate contractors, 
funding problems, land acquisition costs, force 
majeure, etc. Out of all these inflation is one of the 
major factors which affect infrastructure project 
costs.  
 
The analysis of infrastructure and inflation literature 
suggests that the concept of effect of inflation on 
infrastructure projects has been widely in discussion 
on a global level. It is one of the causes for different 
opinion on how much is an infrastructure project is 
being affected by inflation alone. Flyvbjerg, B., 

Henry Alinaitwe, Ruth Apolot and Dan Tindiwensi, 
Le-Hoai, Lee and Lee, Gunhan and Arditi , Kaming, 
in their studies have concluded that material price 
inflation affects infrastructure costs in one or the 
other way. 
 
Logically any delay in implementation in itself will 
cause cost overrun for the project. This should 
happen simply on account of inflation itself.The 
quarterly reports of the Ministry of Statistics and 
Programme Implementation (MOSPI) stand for 
testing delays and cost overruns. In most cases, initial 
cost estimates are arrived at using the current input 
prices. If there are delays, inputs will become more 
expensive and, in turn, will cause an increase in the 
project cost. Moreover, certain overhead costs have to 
be met as long as the project remains incomplete. The 
programme implementation division of the MOSPI 
publishes quarterly reports on the ongoing projects. 
 
 
III. INFLATION AND INFRASTRUCTURE IN 
RAJASTHAN 
 
In this study data on time and cost overruns of 
different infrastructure projects from different sectors 
have been taken for analysis. The data have been 
collected from the various volumes of Economic 
Review of State of Rajasthan and MOSPI project 
reports and also from project reports of external 
agencies like World Bank, ADB, JICA, etc. In this 
analysis budgeted cost and actual cost of selected 
project have been compared and cost overrun has 
been calculated. Some of the examples with related 
financial figures have been illustrated here. 
 
The project of Barsingsar has original date of 
approval was December, 2004 and original cost was 
Rs 1114.18 Crore. Anticipated cost of this project 
was Rs 1626.09 Crore. So cost overrun from original 
budget is 1114.18-1626.09= 511.91 Crore. The cost 
of the project was increased by 46%. 66% of which 
was overall WPI inflation (all commodities) during 
the construction period. 
 
Similarly the Rajasthan Atomic Power Project This 
project of RAPP has original date of approval was 
June, 2005 and original cost was Rs 499.45Crore. 
Anticipated cost of this project was Rs 556.86Crore. 
So cost overrun from original budget is 556.86.-
499.45= 57.41Crore. The cost of the project was 
increased by 11.5%. Out of which 38% was overall 
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WPI inflation (all commodities) during the 
construction period. 
Also in Afforestation and Pasture Development 
Project along Indira Gandhi Canal Area under 
Japan’s ODA Loan, the project cost was 5,785 
million yen, which represents 62% of the originally 
planned cost. . The total project cost in local currency 
was 1,711.5 million rupees, which is approximately 
160% of the originally planned cost (of 1,077 million 
rupees). The cost of afforestation work increases 1.8 
times because the minimum wage prescribed by the 
Rajasthan Government was 60 repees from 22 rupees 
in 10 years. There are Another factor that can be 
mentioned as a reason for increase in expenditures 
like the increase in afforestation area. for the purpose 
of maximizing the effects. Moreover, Inflation had a 
major effect during the period. The Inflation of all 
commodities increment from 1991 to 2002 was 
approximately 106%.  
 
CONCLUSION 
 
The study reveals that material price escalation is the 
primary reason for cost overruns during execution. 
Costs of key inputs such as iron and steel, cement, 
bitumen, concrete, crude oil, etc. have fluctuated 
sharply. The risk of material cost fluctuation is 
inherent in infrastructure projects. 
 
One of major findings is that not only prices of 
commodities but also labour rates are effected due to 
inflation .When prices of commodities increases 
labour demands for more wages and ultimately 
becomes a cost increasing factor for infrastructure 
projects. Food inflation is one of the major reasons 
for increase in wages. High retail prices of certain 
food articles such as oil and fats, fruits and 
vegetables, eggs, fish and meat and condiment and 
spices. Besides, higher retail price increases were 
observed in respect of items such as housing, medical 
care and education and recreation which are not 
included in the WPI commodity basket. This all leads 
to demand for increasing wage rates which in turn 
increases the cost of infrastructure project. 
 
The present study reveals that inflation has more 
effect on infrastructure costs where delay in project 
development is higher..  
 
The lack of appropriate measures to control inflation 
also becomes a major problem for increased 
infrastructure cost. Government has taken many steps 
to control inflation even after that inflation is 
increasing day by day. 
 
Even the best defined and managed projects will face 
price increases driven by underlying economic 
conditions.  
 

In short run projects, inflation may not create much of 
difference as material costs can be contractually 
fixed. But in long run projects and delayed projects, 
inflation plays a vital role as vendors will be forced to 
increase their prices from time to time and as such 
prices cannot be contractually fixed, rather an 
estimated margin has to be taken into account for the 
length of the project.   
 
During the study it is found that many infrastructure 
projects are long run projects and they need large 
funding sources but in respect of Rajasthan there are 
lack of infrastructure financing companies and other 
sources of finances. Most of projects are financed 
through central government funds or external sources 
like World Bank, ADB etc. These external sources 
require unnecessary formalities so as to obtain easy 
finance for infrastructure projects. It is found that 
Rajasthan projects need state government Fund. So 
there is a need to restructure the Finances of the State. 
This study conclude that restructuring the finances of 
the state, such that service delivery by the 
government and the growth prospects of the state are 
not constrained by the fiscal discipline imposed by 
the FRBM Bill. To this end, the study examines ways 
to contain in-fructuous expenditure, and improve own 
revenue collections both at state and local levels, a 
critical underpinning of the fiscal discipline effort.  
 
Inflation increases finance costs of any infrastructure 
project by increasing exchange rates and interest 
rates.  
 
This study reveals that in many of the projects at the 
time of cost estimation possible effects of inflation 
are either not taken into account or wrongly taken 
into account. This leads to inappropriate estimation 
leading to cost and time overrun in future.  
 
While in other projects wherein price escalation due 
to inflation is taken into account there also cost 
overrun is common due to inaccurate and poor 
estimation of inflation. Ground conditions can be 
assessed by a desk-based review of relevant 
published documentation. However, the actual site 
can not be determined until construction begins. It is 
possible the initial review or the conditions have 
changed due to many reasons. . This can also increase 
costs and add to the construction time required. 
 
The present study reveals that in Rajasthan, being an 
agrarian economy, major reason for inflation is 
monsoon. Official prediction of a weak monsoon 
could make the government's job of taming food 
inflation - particularly in pulses, oilseed, coarse 
cereals and vegetables - more difficult.  
 
During the study it was found that there are various 
types of infrastructure projects and they have their 
own characteristics and amount of effect of inflation 
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on these projects is according to their characteristics. 
Some projects are more affected from inflation and 
on the other hand some projects are less affected from 
inflation. No two infrastructure projects will cost the 
same amount of money no matter how similar they 
are. Apart from basic technical factors, the wide 
range of economic and institutional conditions in 
different countries will itself always lead to 
variations. 
 
As power is the basic input in almost all economic 
activities, project delays in the power sector could 
constrain the ability of the economy to sustain 
projected high rates of growth. The slow progress in 
capacity additions has accentuated the power supply 
deficits and any slippage in achieving the targets may 
worsen the situation further in the face of increasing 
demand for power from industry and other sectors. 
The project cost of the power plants saw a big 
upsurge because of rapidly rising fuel costs in the 
recent times. As such thermal plants are dependent on 
coal and gas, the thermal based additions to capacity 
in India would have implications for the cost of 
power generation due to increasing prices of gas and 
coal, and erratic gas supplies would lower plant load 
factor. Besides, a rise in mineral oil prices could also 
have an impact on gas prices, which would hamper 
the production of power. The duo-effect hampers the 
pace of power projects in India. On one hand it would 
dampen the supply of these key inputs for power 
projects and on another it may put further inflationary 
pressure on the prices of these inputs. The 
penultimate effect will be further escalation in cost of 
the power projects. 
 
 Due to the cyclical nature of demand for construction 
,construction tender price inflation fluctuates much 
more than economy-wide measures such as the 

Wholesale price index (WPI). This project of 
Barsingsar has original date of approval was 
December, 2004 and original cost was Rs 1114.18 
Crore. Anticipated cost of this project was Rs 
1626.09 Crore. So cost overrun from original budget 
is 1114.18-1626.09= 511.91 Crore. 
The cost of the project was increased by 46%. Out of 
which 66% was overall WPI inflation (all 
commodities) during the construction period. 
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