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ARTICLE INFO ABSTRACT

Effective cost management in construction requires accurate estimation, ongoing
cost control, value engineering, activity-based costing, cash flow management, and
risk adaptation to ensure profitability, financial stability, and project efficiency.
This study evaluates the effect of cost management practices on Nigerian
construction firms' profitability and financial stability, addressing the unique
economic challenges within this sector. Exploring theoretical frameworks such as
Activity-Based Costing (ABC), Lean Construction, and Contingency
Theory highlights how cost estimation, control, and optimisation can contribute to
financial resilience amidst fluctuating costs and economic volatility. The study
underscores the importance of adapting global cost management practices to
Nigeria's context, where firms encounter inflationary pressures and resource
limitations that often compromise financial stability. Findings suggest that tailored
cost management approaches, including precise cost estimation, proactive cost
control, and value engineering, significantly enhance profitability and cash flow
stability, strengthening long-term financial health. This theoretical and conceptual
perspective is a foundation for future empirical research to refine cost management
practices within Nigeria’s construction industry to bolster competitiveness and
sustainability in emerging markets.

Keywords: Cost management, Profitability, Financial Stability, Construction
Firms, Activity-Based Costing (ABC), Lean Construction.

1. Introduction

Effective cost management has become essential for achieving profitability and financial stability in the
competitive, resource-intensive construction industry, particularly in emerging markets such as Nigeria
(Unegbu et al., 2023). Nigerian construction firms operate in a challenging environment with fluctuating
material costs, high labour expenses, and a volatile economic landscape. These conditions demand rigorous
cost control mechanisms to avoid budget overruns, sustain profit margins, and secure financial health over the
long term. Implementing sound cost management practices—such as accurate cost estimation, diligent cost
control, and strategic cost optimisation—firms can address financial pressures, reduce project delays, and
enhance cash flow stability, all of which are fundamental to organisational sustainability and competitive
advantage (Rahman & Islam, 2023).

Theoretical perspectives on cost management provide valuable frameworks for understanding the potential
financial impact of these practices on construction firms. Notable approaches include Activity-Based Costing
(ABC), Lean Construction, and Contingency Theory, each offering a unique lens on cost allocation, resource
efficiency, and adaptability to external challenges. For instance, ABC enables firms to allocate costs precisely
to individual activities, offering insights into resource consumption patterns and highlighting areas where cost-
saving measures can be applied without compromising project quality (Enegbu et al., 2023). On the other hand,
Lean Construction emphasises waste minimisation and process optimisation, aiming to increase operational
efficiency and reduce unnecessary expenditures throughout the project life cycle. Such frameworks are
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particularly relevant in Nigeria’s construction sector, where firms must navigate financial constraints, rising
project demands, and external economic volatility (Rahman & Islam, 2023).

Despite the documented benefits of rigorous cost management practices, there is limited empirical evidence
specific to the Nigerian construction industry regarding the impact of these practices on financial outcomes.
Much of the existing research has focused on Western economies or more developed markets, which may not
fully capture Nigerian firms' unique challenges and dynamics. While cost management literature frequently
addresses developed economies, few studies consider the complexities of emerging markets, where firms face
economic volatility, inflation, and regulatory constraints (Ibrahim & Adogbo, 2022; Olawale & Sun, 2021). This
study also offers a holistic approach by examining multiple cost management practices—estimation, control,
and optimisation—and their combined impact on vital financial outcomes, including profitability and cash flow
stability (Omah, 2023).

Additionally, the study adapts established frameworks like Activity-Based Costing (ABC) and Lean
Construction specifically to the Nigerian context, where unique economic pressures may require modifications
to these theories for practical application (Peters & Imo, 2023). Practical implications for Nigerian firms are
significant, guiding optimising costs in a volatile environment. Lastly, the theoretical foundation of this study
sets a basis for future empirical research, facilitating more profound insights into cost management’s role in
emerging markets (Ibrahim & Adogbo, 2022). This study thus addresses a critical gap, contributing to theory
and practical cost management strategies for Nigeria’s construction industry.

Consequently, there remains a need for a theoretical exploration of the influence of cost management on
profitability and financial stability within the Nigerian context. By examining these relationships through
established theoretical frameworks, this study seeks to fill this gap, offering insights into how effective cost
management practices can improve financial performance metrics, such as profit margins, return on assets,
and cash flow stability, in Nigerian construction firms (Oladimeji et al., 2023).

This study aims to assess the role of cost management practices in shaping the financial performance of
Nigerian construction firms, drawing on existing literature and relevant theoretical models. It will explore how
cost estimation, control, and optimisation can influence vital financial indicators, thereby providing a
structured analysis of cost management’s impact on financial sustainability. Focusing on Nigerian construction
firms, this study enriches the theoretical understanding of cost management. It provides practical insights for
industry practitioners seeking to maximise resource efficiency and ensure project viability. Furthermore, the
findings could serve as a foundation for future empirical studies that test the theoretical assumptions presented
here, contributing to a broader understanding of cost management’s critical role in emerging markets (Namadji,
2023).

Ultimately, this study highlights the strategic importance of cost management in today’s construction industry,
especially within Nigeria's complex economic environment. As firms increasingly prioritise financial
sustainability in the face of market challenges, understanding the impact of cost management on financial
performance will be invaluable for decision-makers. This study provides a theoretical foundation for leveraging
cost management practices to drive financial stability, offering construction firms in Nigeria actionable
strategies to enhance their resilience and long-term competitiveness.

1. Literature Review

The effectiveness of cost management practices has long been recognised as a crucial determinant of financial
performance in the construction industry, particularly within complex and resource-intensive environments.
Existing literature highlights that cost management practices—encompassing cost estimation, control, and
optimisation—are essential for minimising project overruns, maximising profit margins, and securing financial
stability (Olawale & Sun, 2021). However, while these practices are well-documented in developed economies,
where financial systems are more stable and operational challenges more predictable, their application in
emerging markets remains underexplored. In contexts like Nigeria, construction firms face unique economic
pressures, including currency fluctuations, inflation, and regulatory unpredictability, which can hinder the
traditional effectiveness of these practices (Ibrahim & Adogbo, 2022).

Theoretical frameworks such as Activity-Based Costing (ABC) and Lean Construction are widely regarded as
foundational in cost management. ABC, which allocates costs based on specific activities, has enhanced cost
efficiency by pinpointing areas of high resource consumption and identifying potential savings (Enegbu et al.,
2023). Lean Construction, on the other hand, focuses on waste reduction and process optimisation, making it
particularly valuable in minimising inefficiencies and managing costs in resource-sensitive projects (Lawal et
al., 2024). Both frameworks provide a basis for understanding how cost management can be adapted to
enhance financial outcomes. However, their applicability to Nigerian construction firms facing distinct
economic challenges is not well-established, presenting a gap that this study aims to address.

Furthermore, empirical research in developed economies consistently demonstrates a positive relationship
between effective cost management and improved financial performance, evidenced by more substantial profit
margins, better cash flow stability, and enhanced return on assets (Kuwornu et al., 2023). However, these
studies overlook emerging economies' complex market dynamics and financial constraints. Consequently,
there is a growing need to explore whether the same cost management principles hold within the volatile
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economic conditions of Nigeria and similar contexts. This review, therefore, seeks to provide a comprehensive
examination of cost management theories and practices, evaluating their theoretical relevance and potential
impact on financial performance within Nigerian construction firms. Through this exploration, the study aims
to bridge existing knowledge gaps and lay the groundwork for a more contextually relevant understanding of
cost management’s role in ensuring financial stability and profitability in emerging markets.

Cost management practices in the construction industry are vital for ensuring projects remain within budget
while meeting quality and timeline expectations. Here are some critical practices commonly applied in the
industry:

Cost Estimation

Cost estimation involves predicting the financial resources required to complete a project. This practice is
crucial in the planning phase, where accurate estimates set the foundation for budgeting, financing, and overall
project feasibility. Estimators analyse labour, materials, equipment, and contingencies to arrive at a reliable
cost projection (Akintoye, 2019). Practical cost estimation helps prevent budget overruns by setting realistic
expectations for clients and project teams.

Cost Control

Cost control is the ongoing process of monitoring project expenses to ensure they align with the budget.
Techniques in cost control include regular cost tracking, variance analysis, and forecasting to identify potential
budgetary issues early (Olawale & Sun, 2021). Project managers can adjust resources, materials, or schedules
by comparing actual costs with budgeted amounts, minimising overruns. Cost control is integral throughout a
project’s life cycle and helps maintain financial discipline.

Value Engineering

Value engineering optimises project value by analysing design, materials, and construction methods to reduce
costs without compromising functionality or quality. This practice encourages innovation by seeking
alternative solutions to costly project components. Value engineering is often applied in the design phase,
enabling teams to make adjustments that yield long-term savings (Jahanbakhsh & Amini, 2023). It requires
collaboration among designers, engineers, and contractors to evaluate options that cost-effectively meet project
requirements.

Activity-Based Costing (ABC)

Activity-Based Costing allocates costs to specific project activities rather than general overheads. This allows
for more precise cost tracking and helps project managers identify high-cost areas that may benefit from
efficiency improvements (Enegbu et al., 2023). ABC is beneficial in complex projects with multiple activities
and resources, providing detailed insights into resource consumption patterns.

Budgeting and Forecasting

Budgeting establishes a financial plan for the project, while forecasting involves projecting future costs based
on current spending trends. Regular forecasting updates help project managers anticipate any needed budget
adjustments, allowing for proactive decision-making (Adafin & Rotimi, 2022). This dual approach helps
prevent cash flow issues and efficiently allocates funds across project stages.

Cash Flow Management

Cash flow management involves monitoring and regulating the timing of cash inflows and outflows to prevent
liquidity issues. By managing cash flow, construction firms can ensure they have the resources to meet ongoing
expenses and reduce dependence on external financing (Hashimi, 2023). Effective cash flow management
helps maintain project momentum and financial stability, particularly in large projects with extended
timelines.

Together, these cost management practices provide a comprehensive approach to maintaining financial control
in construction projects. Each practice contributes to minimising waste, managing risks, and enhancing
profitability, making them essential tools for achieving project success in the construction industry.

Conceptual Framework

In examining the impact of cost management practices on the financial performance of Nigerian construction
firms, this conceptual framework proposes a model linking essential cost management practices—cost
estimation, cost control, value engineering, and activity-based costing (ABC)—to critical financial outcomes,
specifically profitability and financial stability. By outlining the hypothesised relationships, this framework
illustrates how these practices can enhance financial outcomes by reducing inefficiencies, optimising resource
allocation, and promoting effective financial planning. The proposed model builds on established theories such
as Activity-Based Costing, Lean Construction, and Contingency Theory, which emphasise the importance of
precision, efficiency, and adaptability in cost management.

Cost Estimation and Profitability
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Hypothesis: Accurate cost estimation directly impacts profitability by reducing the likelihood of cost overruns
and enhancing profit margins.

Cost estimation is a critical initial stage in the project life cycle, as it establishes the financial baseline for
planning and budgeting. Accurate cost estimates ensure realistic project budgets, providing a clear roadmap
for resource allocation, scheduling, and financial planning. Cost estimation encompasses all potential project
costs, including labour, materials, equipment, and contingency funds, making it essential for avoiding
unexpected expenses that could erode profitability.

In construction, profit margins are highly sensitive to deviations from initial cost estimates. Inaccurate
estimates can lead to cost overruns, causing firms to exhaust their budget before completing the project,
resulting in lower or negative profit margins. In contrast, accurate estimation allows firms to anticipate
expenses precisely and make more informed pricing and contract decisions, enhancing profitability. For
Nigerian construction firms operating in a volatile economic environment, accurate estimation is particularly
valuable for managing inflationary pressures, fluctuating material costs, and other unpredictable expenses. By
minimising budget deviations and aligning project spending with planned costs, an accurate estimation can
help firms retain a more significant portion of revenue as profit.

Cost Control and Financial Stability

Hypothesis: Effective cost control enhances financial stability by improving cash flow consistency, ensuring
project funds are available as needed, and mitigating financial risks.

Cost control involves continuously monitoring and regulating expenditure throughout the project life cycle.
Techniques in cost control include budget tracking, variance analysis, and forecasting, all of which aim to keep
actual costs aligned with budgeted amounts. This practice is critical in construction, where projects are
complex, resource-intensive, and often long-term. Effective cost control gives project managers real-time
insights into spending patterns, allowing for timely adjustments to prevent cost overruns and ensuring that
projects stay within financial limits.

Financial stability, particularly cash flow stability, is a critical concern for construction firms due to the
industry’s cyclical cash demands and extended payment cycles. Strong cost control practices enable firms to
manage cash flows effectively by aligning expenses with revenue inflows, reducing the need for external
financing and decreasing financial risk. This stability ensures that firms have the liquidity to cover ongoing
expenses, meet contractual obligations, and reinvest in business growth. For Nigerian firms, cost control
practices are vital for navigating the local economic environment, where external financial support may be
limited and interest rates high. Cost control directly supports a firm’s financial resilience and operational
sustainability by improving cash flow consistency and mitigating financial risks.

Value Engineering and Profitability

Hypothesis: Value engineering contributes to profitability by identifying cost-effective alternatives that lower
project costs while maintaining quality.

Value engineering is a systematic process that analyses project components and design choices to identify
opportunities for cost reduction without compromising functionality. This approach involves re-evaluating
construction methods, materials, and designs to eliminate unnecessary costs and enhance value, encouraging
innovation in achieving project objectives more economically. By focusing on value rather than simply reducing
expenditures, value engineering aligns closely with profitability objectives by ensuring that cost savings do not
adversely affect project outcomes.

In construction, where material and labour costs represent substantial portions of the budget, value
engineering can yield significant financial benefits. For example, substituting high-cost materials with equally
effective but more affordable alternatives can reduce project costs and enhance profit margins. Moreover, value
engineering allows firms to optimise resource allocation by ensuring that resources are used efficiently,
resulting in cost-effective project delivery. For Nigerian construction firms, where budget constraints are
typical, value engineering offers a practical means to maximise profitability by balancing cost savings with high-
quality outcomes.

Activity-Based Costing (ABC) and Financial Stability

Hypothesis: Activity-based costing enhances financial stability by providing detailed cost information that
improves decision-making and enables firms to allocate resources more efficiently.

Activity-Based Costing (ABC) is a method that assigns costs to specific project activities based on actual
resource consumption, providing a more accurate picture of where resources are spent. In traditional costing
systems, overheads are often allocated broadly, which can obscure the actual costs of individual activities. ABC,
by contrast, identifies and allocates costs directly to each activity, offering precise insights into high-cost areas
and resource utilisation.

For construction firms, ABC supports financial stability by enabling more strategic resource allocation and
helping project managers avoid cost overruns associated with inefficient or non-value-adding activities. By
clarifying the cost structure of each project phase, ABC allows firms to control costs at a granular level, thereby
improving budget compliance and reducing financial strain. For Nigerian firms, where financial resources may
be limited and operational inefficiencies every day, ABC provides a valuable tool for enhancing stability by
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ensuring that resources are directed toward high-impact activities and away from cost-intensive but non-
essential areas.

Adaptability (Contingency Theory) and Financial Performance

Hypothesis: Adapting cost management practices based on situational needs enhances financial performance
by allowing firms to respond effectively to external and internal challenges.

Contingency Theory argues that cost management practices should be tailored to fit the specific circumstances
of the project and the broader organisational environment. For Nigerian construction firms, where economic
conditions are unpredictable, adapting cost management strategies is essential for maintaining financial
performance. For example, in periods of high inflation, firms may need to adjust budget forecasting and set
more conservative estimates to absorb rising costs. In contrast, firms might focus on long-term efficiency
strategies, such as Lean Construction, during more stable economic periods to optimise resource use.
Adaptable cost management practices help mitigate risks associated with financial volatility by allowing firms
to respond dynamically to economic and project-specific challenges. This adaptability improves profitability
and stability by aligning financial planning with real-time conditions, reducing unexpected costs and ensuring
more predictable financial outcomes.

Operationalised Conceptual Model

Based on these hypothesised relationships, the conceptual model below summarises the expected impacts of

cost management practices on profitability and financial stability:

1. Cost Estimation — Profitability: Accurate cost estimation minimises cost overruns, leading to higher
profit margins.

2. Cost Control — Financial Stability: Effective cost control ensures consistent cash flows, reducing
financial strain and improving stability.

3. Value Engineering — Profitability: Value engineering identifies cost-effective alternatives, lowering
project costs and enhancing profitability.

4. ABC — Financial Stability: Precise cost allocation through ABC aids efficient resource allocation,
supporting stable financial performance.

5. Adaptability (Contingency Theory) — Financial Performance: Tailoring cost practices to
situational needs mitigates risks and enhances overall financial performance.

This conceptual framework illustrates how different cost management practices can independently and
collectively influence financial outcomes in construction firms. Establishing these relationships, the framework
provides a structured basis for assessing the effectiveness of cost management in enhancing profitability and
financial stability within Nigerian construction firms. The model also underscores the importance of
adaptability, as firms must continuously align cost management strategies with changing economic and
organisational conditions to maintain robust financial performance. This framework offers theoretical insights
and guides practical cost management decisions that can help Nigerian construction firms navigate financial
challenges and achieve sustainable growth.

Theoretical Review

In analysing the impact of cost management practices on profitability and financial stability within Nigerian
construction firms, three key theoretical frameworks—Activity-Based Costing (ABC), Lean Construction, and
Contingency Theory—provide insights into how cost management strategies can enhance financial
performance. These frameworks emphasise various aspects of cost allocation, efficiency, and adaptability, each
contributing to a broader understanding of cost management’s role in promoting financial health in complex,
resource-intensive industries such as construction. Additionally, this section reviews financial outcomes
relevant to construction firms and summarises previous studies, providing context on trends in cost
management’s impact on financial performance.

Activity-Based Costing (ABC)

Activity-Based Costing (ABC) is a cost accounting methodology that assigns costs more precisely to specific
activities within a project rather than broadly distributing overheads. ABC achieves this by identifying activities
that consume resources and assigning costs to each activity based on the resources consumed (Goroke &
Maccarthy, 2023). This approach allows construction firms to understand the exact cost structure of each phase
and component within a project, offering more granular visibility into where resources are spent. For instance,
if certain activities are more resource-intensive or involve inefficiencies, ABC can highlight these areas,
providing actionable insights for managers to reduce costs.

Assigning costs directly to activities, ABC can reveal high-cost areas and drive decisions that enhance
profitability. When applied effectively, ABC allows construction firms to identify non-value-adding activities or
processes that consume excessive resources, helping them redirect spending to higher-impact areas or
eliminate wasteful activities. This focus on cost precision and allocation supports firms in optimising resource
use and achieving a better return on investment. As a result, ABC improves financial accuracy and promotes
strategic resource allocation that aligns with profitability goals.
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Lean Construction

Lean Construction, derived from lean manufacturing principles, minimises waste and maximises value within
construction projects. This methodology emphasises reducing non-value-adding activities and optimising
workflow to improve efficiency, aiming to cut costs without compromising quality (Ebekozien et al., 2023).
Core lean principles include identifying and eliminating waste, enhancing workflow, and empowering cross-
functional collaboration among project teams. Lean Construction advocates for a systematic approach where
material usage, time, and labour inefficiencies are continuously identified and minimised.

In construction, waste can emerge in various forms, including excess materials, idle labour, and inefficient
workflows. Lean Construction addresses these issues by promoting just-in-time inventory management,
prefabrication, and streamlined scheduling, all of which reduce unnecessary costs and enhance project control.
Emphasising efficiency and waste reduction, Lean Construction contributes significantly to cost control,
allowing firms to complete projects within budget and often ahead of schedule. This waste reduction lowers
project costs and enhances the firm’s competitive positioning by enabling faster project turnaround and
improved quality, ultimately supporting financial stability.

Contingency Theory

Contingency Theory posits that there is no best way to manage an organisation; instead, practices should be
adapted based on situational factors, including the organisation’s environment, resources, and specific needs
(Fiedler, 1967). Applied to cost management, Contingency Theory suggests that construction firms should
tailor their cost management practices to align with their unique project requirements and external conditions.
In the context of Nigerian construction firms, where external factors like inflation, currency fluctuations, and
regulatory instability create financial unpredictability, adapting cost management strategies is critical to
maintaining financial performance.

Contingency Theory encourages firms to assess their challenges and opportunities before selecting and
implementing cost management practices. For example, in a highly volatile economic environment, a
construction firm might prioritise flexible budgeting and rigorous cost tracking to adapt swiftly to price
fluctuations in materials. Conversely, in more stable environments, firms may focus on long-term cost-saving
measures like Lean Construction practices. This adaptability is essential for Nigerian construction firms
navigating uncertain financial landscapes, enabling them to deploy resources in a way that maximises efficiency
and sustains profitability. Aligning cost management practices with organisational needs, firms can improve
their resilience, withstand economic fluctuations, and ultimately enhance their financial stability.

Theoretical Underpinning

The Contingency Theory is the most suitable framework to anchor this study because it aligns with the Nigerian
construction industry's dynamic and often unpredictable nature. Contingency Theory posits no one-size-fits-
all approach to managing an organisation; instead, effective practices should be adapted based on specific
situational factors, including the organisation’s environment, available resources, and unique needs (Fiedler,
1967). This flexibility is crucial for Nigerian construction firms facing external challenges such as inflation,
currency volatility, and regulatory changes that directly impact their cost structures and financial performance.
In the context of this study, Contingency Theory supports the idea that cost management practices—such as
Activity-Based Costing (ABC), Lean Construction, and traditional cost-tracking methods—should be tailored
to meet the demands of each project and the firm’s external environment. For instance, under volatile economic
conditions, firms may need to prioritise flexible budgeting and closely monitor material costs to adapt to price
fluctuations. In contrast, in more stable periods, they might focus on long-term cost reduction strategies like
Lean Construction to maximise efficiency.

Additionally, the Contingency Theory emphasises the adaptability and responsiveness of management
practices, which is critical for maintaining financial stability in a resource-intensive sector like construction.
Using Contingency Theory as the study’s theoretical anchor, the research can provide a nuanced understanding
of how construction firms should adapt their cost management practices to maximises profitability and
resilience amidst external pressures. This adaptability is essential for Nigerian construction firms responding
to economic shifts while ensuring efficient resource use and cost control, ultimately supporting financial
performance and stability.

Profitability and Financial Stability

Profitability and financial stability are critical financial outcomes that indicate a firm’s fiscal health and
sustainability. In the construction industry, profitability reflects a firm’s ability to generate revenue that
exceeds its costs, with key indicators including profit margins and return on assets (ROA). High-profit margins
suggest efficient cost management, as they indicate that a firm retains a significant portion of its revenue as
profit after covering expenses. ROA measures how effectively a firm utilises its assets to generate earnings,
providing insight into resource efficiency—a critical factor in asset-intensive industries like construction.
Financial stability, meanwhile, reflects a firm’s capacity to meet its financial obligations over time and sustain
its operations in the face of external shocks. Key indicators of financial stability include cash flow stability,
debt-to-equity ratio, and working capital levels. Cash flow stability is crucial in construction, with long project
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cycles and high capital requirements. Stable cash flows ensure that firms can cover operational expenses, pay
suppliers, and reinvest in projects without facing liquidity issues. The debt-to-equity ratio provides insights
into a firm’s reliance on external financing, while sufficient working capital ensures operational continuity.
Together, profitability and financial stability offer a comprehensive measure of financial performance, serving
as primary metrics through which construction firms assess the success of their cost management practices.
Firms that effectively manage costs are more likely to achieve high profitability and maintain stable financial
positions, enabling them to invest in growth, manage risks, and remain competitive.

Previous Studies

Research on cost management practices has consistently shown a positive correlation between effective cost
control and improved financial performance, particularly in resource-intensive sectors like construction.
Studies from developed economies indicate that practices such as ABC, Lean Construction, and contingency-
based cost adaptation improve financial outcomes by enhancing cost precision, reducing waste, and allowing
firms to respond flexibly to changing conditions (Omotayo & Adebayo, 2023; Charles & Ochieng, 2023). For
example, Charles and Ochieng (2023) found that Lean Construction principles significantly reduced project
costs in European construction firms, resulting in higher profit margins and faster project delivery times.
Similarly, Enegbu et al. (2023) demonstrated that ABC applications improved financial outcomes in North
American construction firms by providing clearer cost visibility, enabling firms to make data-driven decisions
that boosted profitability.

However, studies are more limited in emerging markets, highlighting a gap in understanding how cost
management frameworks operate under less stable economic conditions. Some research has explored cost
management in African construction sectors, showing that flexible budgeting and tailored cost practices are
necessary due to inflationary pressures and fluctuating material costs (Asubiojo et al., 2023). For instance, a
study on South African construction firms found that adapting cost practices to local economic conditions
positively impacted financial performance, as firms that adopted contingency-based approaches were better
able to manage risks and maintain cash flow stability (Amahalu et al., 2023).

In Nigeria, research is still developing, but available studies suggest that adapting cost management practices
to the local economic environment is crucial for construction firms. Alu et al. (2024) observed that Nigerian
firms implementing flexible budgeting and real-time cost control more successfully maintained profitability
despite economic fluctuations. This supports the relevance of Contingency Theory, which posits that cost
management strategies should be adapted to specific organisational and environmental conditions.

Agbana et al. (2023) examined the factors influencing cost management practices among construction firms in
Southwestern Nigeria. They used a survey research design to gather data from managers and employed
descriptive statistics for analysis. The study found that inefficient leadership, poor resource deployment, and
material wastage significantly increase project costs and reduce profitability. It also recommended
implementing leadership training and enhancing resource planning to improve cost efficiency.

Akan et al. (2023) used regression analysis on financial statement data to explore the effect of capital cost on
financial performance in Nigerian-listed construction companies. The study revealed that a higher cost of debt
negatively impacts ROA, while a higher cost of equity positively influences ROE. It recommended optimising
capital structure by balancing debt and equity to boost financial performance.

Aggreh et al. (2023) investigated the role of cost management practices on the strategic performance of
Nigerian construction firms through survey data analysed with inferential statistics. The study concluded that
effective cost management enhances operational efficiency, reduces waste, and increases profitability,
recommending that firms adopt comprehensive cost management strategies to improve competitiveness and
financial outcomes.

Using correlation and regression analysis, Ananwude and Ezekwem (2017) examined the relationship between
corporate performance and financial structure in Nigerian construction and real estate firms. The study found
that an optimal mix of debt and equity financing boosts financial performance. In contrast, excessive reliance
on debt can lead to financial distress, so a balanced approach to capital structure is recommended.

Akpan (2016) assessed construction project performance in Nigeria, focusing on cost and time management
using a case study approach and qualitative analysis. The findings indicated that inadequate cost estimation
and poor project scheduling significantly contribute to delays and cost overruns, adversely affecting financial
outcomes. They recommended improved project planning and cost estimation techniques.

Bukar (2022) analysed the impact of risk analysis on project costs in Abuja’s construction sector through survey
and risk assessment techniques. The study found that proactive risk management, including detailed cost
estimation and contingency planning, significantly reduces cost overruns and enhances profitability,
recommending integrating risk management practices to minimise unforeseen expenses.

Abani et al. (2023) explored the impact of procurement systems on construction costs and project delivery in
Port Harcourt, Nigeria, using survey data and descriptive statistics for analysis. The study concluded that
appropriate procurement systems are essential for cost control and timely project completion, recommending
adopting procurement strategies that align with project requirements for efficient cost management.

Aje and Fadamiro (2020) investigated the effect of cost management practices on project delivery in Nigerian
construction firms using a mixed-methods approach and descriptive and inferential statistics. The study found
that systematic cost control practices like regular monitoring and cost-effective technology usage improve
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financial stability and project outcomes, recommending consistent financial monitoring and technology
adoption.

Odediran et al. (2012) examined the challenges in cost management for Indigenous construction firms in
Nigeria through interviews with firm managers and qualitative analysis. The research identified inadequate
funding, poor project planning, and a lack of skilled personnel as barriers to effective cost control. It
recommended improved access to funding, enhanced project planning, and training initiatives.

Kaming et al. (2022) focused on the importance of Cost Variance Analysis (CVA) and Earned Value Analysis
(EVA) in project cost management using a case study approach. The study found that regular application of
CVA and EVA facilitates early detection of cost overruns, supporting timely corrective actions and profitability,
and recommended that construction firms consistently employ CVA and EVA to manage costs and respond to
variances.

Previous studies from developed and emerging markets underscore the importance of precise cost allocation,
waste minimisation, and adaptability in enhancing financial performance. While developed economies provide
robust evidence of cost management’s benefits, emerging market studies highlight the need for context-specific
adaptations, indicating that Nigerian construction firms could achieve improved financial stability and
profitability by tailoring cost management practices to their economic environment. This review emphasises
the value of integrating multiple theoretical frameworks—ABC, Lean Construction, and Contingency Theory—
to address the unique challenges faced by Nigerian construction firms and improve financial performance in a
volatile market.

3. Discussion on Expected Outcomes

Hypothetical Analysis: The Impact of Cost Management Practices on Profitability and Stability
in Construction Firms

Effective cost management practices are pivotal to the profitability and stability of construction firms, given
the inherent capital-intensive nature and high risk associated with the industry. Based on existing literature,
several cost management practices are influential, including cost estimation accuracy, project budgeting, risk
assessment, and continuous monitoring. For instance, scholars argue that accurate cost estimation practices,
such as using historical data and advanced computational techniques, reduce cost overruns (Alu et al., 2023).
Cost estimation accuracy allows firms to set realistic budgets, thus preventing the financial strain often caused
by budget underestimations.

Moreover, project budgeting is essential for controlling expenses and optimally allocating resources. Literature
highlights that well-structured project budgets align financial resources with project milestones, enabling firms
to prioritise expenditures and avoid unnecessary costs (Smith et al., 2019). Effective budgeting enhances
profitability by minimising wastage and contributes to organisational stability, as firms maintain cash flow
control even during unforeseen economic downturns.

Risk assessment is another critical cost management practice. It involves identifying and evaluating potential
risks, such as labour shortages, fluctuating material prices, and environmental hazards, which can severely
impact project costs and timelines (Alani & Mahmoud, 2023). By proactively assessing these risks, construction
firms can implement preventive measures or set aside contingency budgets, ultimately reducing the likelihood
of project delays or financial losses. This proactive approach enhances a firm’s resilience, promoting
profitability and stability.

Continuous monitoring and reporting practices also play a vital role. The literature emphasises that tracking
expenses throughout the project lifecycle allows firms to quickly identify cost discrepancies and implement
corrective actions (Almashhadani et al., 2023). Regular monitoring prevents cost overruns and facilitates better
decision-making, as real-time data allows project managers to adapt to changing circumstances. This
adaptability is particularly beneficial in volatile markets where economic fluctuations threaten profitability.
Cost management practices such as accurate cost estimation, project budgeting, risk assessment, and
continuous monitoring directly impact profitability by controlling expenditures and ensuring financial
resources are used efficiently. These practices also foster stability by enabling construction firms to withstand
external shocks, enhancing their competitiveness and long-term sustainability.

Assumptions and Limitations

Assumptions

This analysis assumes that findings from the literature can be generalised broadly to the context of construction
firms, regardless of size or regional specificity. It assumes that the principles of cost management, while derived
from varied industry contexts, are applicable to the construction sector given its similar exposure to high capital
expenditures and risk. Additionally, it assumes that the theoretical framework of effective cost management
practices is universally beneficial to construction firms, enhancing their financial stability and profitability.
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Limitations

A significant limitation of this hypothetical analysis is the absence of empirical data from actual construction
firms, which would provide insights into the real-world efficacy of the discussed practices. Without empirical
validation, the analysis remains speculative and may not account for unique industry challenges or
environmental factors specific to construction firms. Moreover, cost management practices may vary
significantly based on the firm’s size, geographical location, and the economic conditions of the local
construction market, which the generalised literature review may not fully capture. Thus, future research
incorporating empirical data from construction firms would be valuable for validating and refining these
findings, providing a more nuanced understanding of cost management’s impact on profitability and stability.

4. Implications and Recommendations

Practical Implications: Suggested Cost Management Practices for Nigerian Construction Firms
Nigerian construction firms can implement specific cost management practices informed by theoretical
insights and global industry standards to enhance profitability and stability. These practices include effective
budgeting, detailed cost estimation, risk management, and continuous cost monitoring and control. Integrating
these strategies could help Nigerian firms overcome prevalent challenges such as resource wastage, cost
overruns, and project delays, which are common in the construction industry.

1. Accurate Cost Estimation: Developing a rigorous cost estimation process is essential for Nigerian
construction firms to align their financial planning with the actual resource requirements of projects. The
literature emphasises that accurate cost estimation reduces the likelihood of budgetary shortfalls and financial
stress during construction phases (Alabdullah & Hussein, 2023; Hendrickson & Au, 2020). Nigerian firms
could adopt historical data analysis, where past project costs are analysed to improve forecasting accuracy or
employ digital tools such as Building Information Modeling (BIM) to anticipate expenses more precisely. These
tools help account for labour, materials, and equipment costs, reducing unforeseen expenses.

2. Project Budgeting: Establishing a well-defined project budget allows firms to allocate resources
appropriately and avoid over-expenditure. Scholars argue that effective budgeting is foundational to financial
stability and profitability, as it prioritises costs per project objectives (Akpe et al., 2024). Nigerian construction
firms should focus on creating flexible budgets that accommodate fluctuating material prices and economic
changes. Contingency budgeting is particularly critical in Nigeria’s economic environment, where inflation and
exchange rate volatility can affect material and labour costs. By incorporating contingency allowances, firms
can reduce financial disruptions and manage resources more effectively.

3. Risk Assessment and Management: Given the unpredictable environment in which Nigerian
construction firms operate, integrating risk assessment practices can safeguard projects from sudden
disruptions. Literature suggests that identifying and mitigating risks related to labour shortages, material
availability, and regulatory changes helps construction firms avoid project delays and escalations (Akintunde
& Morel, 2023). Nigerian firms should establish a comprehensive risk management framework, identifying
potential risks at each project stage and preparing contingency plans accordingly. For example, firms can
secure stable supplier contracts to minimise the risk of material shortages, especially for imported materials.
Implementing this practice could enhance project predictability and strengthen financial stability.

4. Continuous Monitoring and Reporting: Consistent monitoring of project expenses allows firms to
track progress and adjust costs in real-time. Studies highlight that continuous monitoring helps identify
discrepancies early, enabling firms to take corrective actions before financial losses accumulate (Agbana et al.,
2023). Nigerian construction firms could adopt digital tools like project management software that provides
real-time tracking of expenditures. Regular cost reporting also fosters transparency within project teams,
ensuring that all stakeholders are informed of financial statuses. This proactive monitoring approach prevents
cost overruns and reinforces financial accountability, ultimately supporting long-term stability.

5. Value Engineering: Another cost management practice with potential benefits for Nigerian construction
firms is value engineering, which involves analysing project requirements to optimise function while
minimising costs. Value engineering encourages the exploration of alternative materials or construction
methods that maintain project quality without incurring unnecessary expenses (Agbana et al., 2024). Nigerian
firms can apply this approach to reduce project costs, particularly in cases where imported materials can be
substituted with local alternatives. This practice cuts costs and aligns with the government’s push for local
content in construction.

When implemented effectively, these cost management practices could enhance the profitability and stability
of Nigerian construction firms by minimising unnecessary expenditures and promoting efficient resource
utilisation. They would enable firms to achieve project goals within financial constraints, strengthening their
competitive market position.

Future Research: Recommended Empirical Studies for Validation

Future research should focus on empirical studies involving data collection from Nigerian construction firms
to validate these theoretical assumptions and understand the real-world applicability of these cost management
practices in Nigeria. Empirical research is essential to evaluate how effectively these practices impact firm
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profitability and stability in the Nigerian context, which may differ from other countries due to unique
economic and operational conditions.

1. Quantitative Studies on Cost Estimation Accuracy: Future studies could examine the accuracy of cost
estimation methods currently employed by Nigerian construction firms and their impact on project success.
Collecting data on actual versus estimated costs across multiple projects could help determine which cost
estimation techniques yield the most accurate forecasts. This would provide practical insights into which
methods Nigerian firms should prioritise, potentially leading to improved budgeting and financial outcomes.
2. Impact of Budgeting Practices on Financial Performance: Another research avenue could involve
analysing the correlation between budgeting practices and financial stability among Nigerian construction
firms. By examining firms that adopt various budgeting approaches (e.g., fixed versus flexible budgeting),
researchers could assess which practices contribute most to long-term profitability. This research could involve
case studies or surveys to gather in-depth data on the challenges and benefits of different budgeting strategies
in Nigeria’s construction sector.

3. Risk Management Strategies and Project Outcomes: Research on risk management would be
valuable to understand how Nigerian construction firms respond to environmental uncertainties. Studies could
investigate the effectiveness of specific risk management practices, such as contingency budgeting or supplier
diversification, in mitigating project delays and cost overruns. Empirical data on the types and frequency of
risks encountered in Nigerian construction projects would also provide actionable insights for firms seeking to
enhance their resilience.

4. Adoption and Impact of Continuous Monitoring Tools: As digital tools for cost monitoring become
more available, research could explore the extent of adoption among Nigerian firms and the measurable impact
on project performance. This research could involve surveys or case studies on firms implementing project
management software to understand its effect on cost control and financial outcomes. Assessing these tools’
effectiveness, such studies could encourage broader adoption of digital monitoring practices in the industry.
5. Value Engineering Application and Economic Outcomes: Lastly, studies could assess the impact of
value engineering practices on project costs and quality among Nigerian construction firms. Research could
involve evaluating projects where alternative materials or construction techniques have been implemented to
determine cost savings and functional outcomes. Such studies would provide empirical evidence on the viability
of value engineering in Nigeria, particularly regarding its alignment with local content policies.

5. Conclusion

This study underscores the crucial role of cost management practices in enhancing profitability and financial
stability within Nigerian construction firms. Operating in a volatile economic environment, these firms face
challenges such as fluctuating material costs and high labour expenses, necessitating rigorous cost controls.
This research highlights how these practices improve profit margins, cash flow stability, and resource efficiency
by examining cost estimation, control, and value engineering within established frameworks. Adapting cost
management strategies to Nigeria's unique economic conditions can better prepare firms for financial
unpredictability, strengthening their resilience. This study recommends a targeted approach to cost
management that includes activity-based costing, lean construction principles, and adaptability, ultimately
supporting the long-term financial health of construction firms in Nigeria. These findings provide a foundation
for future empirical research, offering theoretical and practical insights into effective cost management
practices for firms navigating emerging market complexities.
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