
How to Improve Your Cost Change Assessment for
Smarter Procurement
When I first started working in procurement, one of the hardest lessons came from a supplier
who raised their prices by 12 percent overnight. My team had no warning, and our budget was
blown. That experience taught me something I have never forgotten: a solid cost change
assessment is not a luxury. It is a necessity. Over the years, I have seen too many procurement
teams treat cost changes as surprises rather than something they can plan for. The truth is,
with the right approach, you can anticipate most shifts and build strategies that keep your
organization stable even when prices move.

Cost change assessment means looking at how and why costs change over time, and then
using that understanding to make better decisions. It is not just about tracking numbers. It is
about understanding the forces behind those numbers. When you get good at this, you stop
reacting to price increases and start predicting them. You can negotiate from a position of
strength, secure better terms, and protect your margins. Let me walk you through what I have
learned about doing this well.

Why Cost Changes Happen
Costs change for many reasons, and not all of them are obvious. Raw material prices fluctuate
because of weather, political instability, or changes in demand. Labor costs rise when
economies tighten and fall when unemployment is high. Currency exchange rates shift, making
imports cheaper or more expensive from one month to the next. Transportation costs spike
during peak seasons or when fuel prices jump. And then there are the escalation rates - the
annual percentage increases that suppliers build into their contracts to account for inflation
and market trends.

I once worked with a company that sourced aluminum from overseas. For three years, their
costs stayed flat. Then a tariff was announced, and suddenly their supplier wanted a 20
percent increase. The procurement team panicked because they had no cost change
assessment in place. They had no data on how tariffs might affect their supply chain, no
alternative suppliers lined up, and no plan for renegotiating the contract. They ended up
accepting a 15 percent increase because they had no leverage. That mistake cost them over
half a million dollars in one year alone.

That story is more common than you might think. Many procurement teams focus only on the
initial price, not on how that price might change over the life of a contract. They sign a deal
with a good rate, but they do not build in protections against escalation. They do not track the
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market indicators that could warn them of coming changes. And when costs inevitably shift,
they are left scrambling.

Building a Practical Cost Change Assessment Process
So how do you build a process that works? I have found that the most effective cost change
assessment has three parts: data collection, analysis, and action planning. Let me break each
one down.

Data Collection

You cannot assess what you do not measure. Start by gathering historical cost data for every
major category you buy. Go back at least three to five years if you can. Look at what you paid,
what the market indices showed, and what your suppliers quoted. Also track external factors
like commodity prices, labor rates, and currency trends. The more context you have, the better
your analysis will be.

One practical tip: set up a simple dashboard that pulls in public data from sources like the
Bureau of Labor Statistics or industry trade groups. You do not need a fancy system. A
spreadsheet updated monthly can work wonders. The key is consistency. If you track the same
indicators every month, you will start to see patterns.

Analysis

Once you have the data, the real work begins. Look for correlations between external factors
and your actual costs. For example, if every time oil prices go up by 10 percent your freight
costs rise by 8 percent, you have a reliable relationship you can model. Use that to forecast
future costs under different scenarios.

I like to run three scenarios: a base case, an optimistic case, and a pessimistic case. The base
case assumes current trends continue. The optimistic case assumes costs stay flat or drop.
The pessimistic case assumes a worst-case spike. Then I calculate the financial impact of
each scenario on the budget. This is where a solid cost change assessment becomes
invaluable. It turns vague fears into specific numbers you can plan around.

One thing I have learned is to never rely on a single forecast. Markets are too unpredictable.
Instead, use a range and update it regularly. Every quarter, revisit your assumptions and adjust
your projections. That way, you are always working with the best available information.

Action Planning

Analysis without action is just a report. Once you understand the likely range of cost changes,
you need to decide what to do about them. The best responses fall into three categories:



contractual protections, supplier diversification, and inventory strategies.

Contractual protections include clauses that cap annual price increases, tie them to a public
index, or allow for renegotiation if costs move beyond a certain threshold. I always push for
these in every major contract. They give you a safety net and force suppliers to be transparent
about their own cost drivers.

Supplier diversification means not putting all your eggs in one basket. If you rely on a single
supplier, you have no leverage when they raise prices. Having a second or third option, even if
they cost a bit more at the start, gives you bargaining power and protects you from supply
disruptions.

Inventory strategies work for commodities or items with predictable demand. If you expect a
price spike, you can buy ahead and store the product. This is not always possible, but when it
is, it can save you a lot of money. I have seen companies avoid a 15 percent price increase
simply by ordering a few months early.

The Role of Escalation Rates in Your Assessment
Escalation rates are a big part of any cost change assessment. These are the percentages that
suppliers use to adjust prices over time. They might be tied to a specific index, like the
Consumer Price Index, or they might be a flat annual increase. The problem is, many suppliers
set escalation rates that are higher than actual market inflation. They build in a buffer to
protect themselves, and that buffer comes out of your pocket.

I once audited a contract where the supplier had an escalation rate of 5 percent per year. When
I looked at the actual market data for that category, the real cost increase was only 2.5 percent.
The supplier was pocketing the difference. We renegotiated and tied the escalation to a
publicly available index. Over the next three years, that change saved us over 8 percent on that
contract.

To avoid that kind of overpayment, you need to understand what drives escalation in your
industry. Talk to your suppliers about their cost structure. Ask them what indices they use and
why. Then verify those indices yourself. A good cost change assessment will include a review
of every escalation clause in your contracts and a comparison to actual market trends.

Common Mistakes to Avoid
Over the years, I have watched procurement teams make the same mistakes again and again.
Here are the ones I see most often:



Relying on historical averages instead of current market data. Past trends do not
always predict the future, especially in volatile markets.

Ignoring currency risk when sourcing internationally. A strong dollar can make
imports cheaper, but a weak dollar can erase your margins.

Failing to update cost change assessments regularly. An assessment from six
months ago is often outdated.

Neglecting to include internal stakeholders. If finance or operations do not
understand the cost drivers, they cannot help you plan.

Accepting supplier-provided escalation rates without verification. Always check the
underlying data yourself.

Each of these mistakes is avoidable with a little discipline. The key is to build cost change
assessment into your regular procurement rhythm, not treat it as a one-time exercise.

Making It Stick in Your Organization
Implementing a strong cost change assessment process takes time and buy-in. Start small.
Pick one or two high-spend categories and build a detailed assessment for them. Show your
stakeholders the results. When they see how much money you can save, they will be more
willing to expand the effort.

I also recommend training your team on the basics. Not everyone needs to be a data analyst,
but everyone should understand what escalation rates are, how to spot potential cost drivers,
and why proactive assessment matters. The more people in your organization can contribute
to the process, the stronger it becomes.

Finally, be transparent with your suppliers. Share your cost change assessment methodology
with them. Most reputable suppliers will respect your diligence and work with you to find fair
terms. The ones who resist are often the ones who have something to hide.

Procurement is not just about getting the lowest price today. It is about managing costs over
the long term. A thoughtful cost change assessment gives you the tools to do that. It turns
procurement from a reactive cost center into a strategic partner that helps the whole
organization thrive. And that is a shift worth making.


