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Introduction to Strategic Cost Management
(A concise, structured guide for students and professionals)

1. What Is Strategic Cost Management (SCM)?

Aspect Description

Definition A systematic approach that aligns cost?reduction and cost?control activities with an
organization’s long?term strategic objectives.

Goal Create sustainable competitive advantage by managing costs strategically—not
just cutting them.

Scope Encompasses the entire value chain: product design, sourcing, production,
distribution, and after?sales service.

Key : L

Question How can we deliver more value to customers while using fewer resources?

2. Why SCM Matters

Reason Impact

. Low?cost rivals or premium competitors force firms to rethink cost
Competitive Pressure
structures.

Profitability Better cost control directly improves margins and cash flow.

) o Lower cost bases give firms room to invest in innovation, marketing, or
Strategic Flexibility

expansion.
Stakeholder Investors, regulators, and customers increasingly demand cost
Expectations transparency and efficiency.

3. Core Components of SCM

1. Strategic Cost Planning

o Align cost targets with business strategy (e.g., cost leadership vs. differentiation).
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o Set cost objectives for products, processes, and functions.

2. Cost Modeling & Analysis

o Build cost models (activity?based, life?cycle, target costing).
o Use variance analysis to compare actual vs. planned costs.

3. Cost Reduction & Elimination

o Apply techniques such as value engineering, lean manufacturing, six sigma, and
process re?design.

o Distinguish between cost reduction (short?term) and cost avoidance (preventing future
Costs).

4. Cost Control & Monitoring

o Implement budgetary control, KPIs (e.g., cost per unit, cost of quality).
o Deploy real?time dashboards for continuous visibility.

5. Performance Measurement & Feedback

o Evaluate results against strategic goals.
o Feed insights back into planning for iterative improvement.

4. Strategic Cost Management Framework (Step?by?Step)
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Def i ne Busi ness Strategy

Identify Cost Drivers & Value Chain Activities

Set Cost Targets (Target Costing, Desired Profit Margin)
Devel op Cost Model s & Baselines

Design & I npl enent Cost ?l nprovenent Initiatives

Monitor, Measure, & Report Perfornance

Revi ew & Adj ust Strategy (Continuous Loop)

Visual tip: Draw a circular flow diagram with the seven steps to illustrate the feedback loop.

5. Key Tools & Techniques

Tool Typical Use Benefit
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, Set a market?driven price, subtract Aligns cost with market

Target Costing ) _ )

desired profit ? target cost. expectations.
Activity?Based Allocate overhead based on actual Improves cost accuracy,
Costing (ABC) activities. highlights high?cost activities.

_ ) Systematically analyze functions to S

Value Engineering _ o Generates cost?saving ideas

reduce cost while maintaining ) .
(VE) early in design.

performance.

o Eliminate waste (lean) and reduce Boosts efficiency and quality

Lean & Six Sigma o o )

variation (six sigma). simultaneously.
Life?Cycle Costing Assess total cost from acquisition to Supports long?term investment
(LCO) disposal. decisions.

Benchmarking
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