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• The old ideas were wrong: You can cut costs and improve quality simultaneously.

• To motivate your team, assign the implementation of each cost goal to a particular 
team member.

• Look for the true sources of costs by breaking them into component parts.

• If you view hiring as a million-dollar capital purchase, you will make better 
personnel decisions.

• Consolidate your vendor list to include only a few high-quality vendors with whom 
you have leverage.

• Even small improvements are worth making. They can aggregate into strategic 
cost advantages.

• The Internet has cut the costs of content and communication worldwide.

• Examine your costs with an eye toward turning some of them into revenue streams.

• Be strict with costs at headquarters, to set an example for the rest of the company.

• Politics and lack of competition make public-sector cost control especially difficult.
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  Relevance

What You Will Learn
In this Abstract, you will learn: 1) Why good cost management can help you avoid a cost-
cutting frenzy; 2) How the Internet lowered the costs of communication and globalization; 
and 3) How you can change your cost structure beyond obvious and simple cost slashing. 

Recommendation
Andrew Wileman provides a series of practical toolkits that help you achieve cuts in 
your cost structure to support your company’s strategic position. He also shows why 
cost slashing destroys brands and undermines future growth. His writing can be a bit 
colloquial and clunky at times, but it’s still very clear and easy to read. The book stays 
on point from beginning to end. Each chapter provides a list of the key ideas for each 
toolkit. getAbstract recommends this book to executives, CFOs, managers and others 
who are responsible for budgeting.

  Abstract

A Cost Manager Is Like a Personal Trainer
Cutting costs is more dramatic than cost managing. Intelligent cost management will 
improve your cost position without undermining the basis for your future growth. If you 
manage your costs well, the need for dramatic rounds of amputating portions of your 
company happen rarely, if ever. Poor cost managers let their cost structures become 
unhealthy and act only when the choice is to cut or die. However, if you keep company 
bloat under control and make cost management a part of everyone’s job, your company 
will stay healthy, with the resources it needs to compete. A great cost manager is like a 
personal trainer for the company. The goal is to shed the fat while building muscle and 
enhancing the cardiovascular system. 

Face it: Consumers don’t like to hear stories about corporate waste; they know these stories 
mean they’ll have to scrimp to buy what they need. Waste is a luxury no one can afford. 

The “Toyota Paradox”
People used to say that you could make something cheaper or you could make it better, 
but you couldn’t do both. However, Toyota refuted this with its Toyota paradox. It 
focused on reducing defects from one in one hundred to one in a million. As it did this 
at the front end of the manufacturing cycle, it reduced the need for quality control at 
the back end. Its cars became both better and cheaper. Except for certain luxury items, 
for which high cost creates status, all products must become both cheaper and better 
to win in the marketplace. 

Becoming a Cost Management Leader
If you give your company’s management team wiggle room to adjust revenues, you will 
never achieve cost improvements. Don’t allow managers to hide bad accounts and poor 
deals using the excuse that they are strategic. They are simply bad for business. Teach 
managers that a difficult competitive environment requires them to improve productivity 
while cutting headcounts and holding revenue goals. This assignment requires them to 
manage actively. 

“You only need 
to engage in high-
profi le cost cutting 
if you haven’t 
been effective at 
long-haul cost 
management. Cost 
cutting sounds like 
something you 
have to do
in extremis.”

“There is 
intelligent cost 
management and 
there is bad cost 
management. For 
instance, it would 
be immoral to cut 
costs in a way that 
increases risk for 
customers, for staff 
or for society-
at-large.”
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Successful cost control requires more than just policies and stated goals. Cost management 
is not a set-and-forget process. It requires constant close attention. Give responsibilities 
to particular individuals, and publish reports of real, relevant numbers. 

The cumulative effect of even small improvements can be substantial. They can give 
you a cost advantage that your competitors will have difficulty matching. Don’t hope 
for improvements in the long run. Instead, look for things you can fix now. Long time 
frames merely hide inaction. 

Hire a chief financial officer and top human-resource executives who have demonstrated 
cost control expertise. The company’s executives should foster a cost control culture. 
They should never waste resources building their own bloated fiefdoms. 

Ways and Means 
Base cost management efforts in a thorough understanding of how your organization 
creates costs – not only those of production but also of overhead, capital and regulation, 
both in and of themselves and together. How do your firm’s activities change these costs? 

Once you understand your costs and how they interact with each other, create a tight yet 
complete list of management accounts, and use it to make projections. The list will keep 
your focus where it should be to make a large, speedy impact on your cost structure.

Do not simply accept costs as managers present them to you. Break them down to see 
their components; you may find some you can cut. Map the details against customer 
segments to make connections that may have been invisible when you viewed your costs 
in general. Be clear about which costs are structural and which are operational.

Never think of cost in terms of your profit-and-loss statement or depreciation on your 
balance sheet. By the time depreciation costs show up on your balance sheet, you’re too 
late. Instead, think in terms of true cash cost. Stop spending before it occurs. 

Consider shortening business cycles to eliminate meetings and unnecessary revisions, 
compress development cycles and streamline decision making. Excess complexity in 
your products, processes and methods burns money needlessly. Push for simplicity. 
Build quality into the products to reduce the need for inspections, fixing manufacturing 
mistakes, service calls and product recalls. 

Analyzing your competitors’ costs is difficult and requires you to make a lot of assumptions, 
but this exercise can help you see your own position in the market more clearly. 

Cutting Staff
The cost of people is among the most difficult to manage. While the U.S. and U.K. 
have fairly flexible workforces, cutting staff in most European countries is nearly 
impossible. So you must get a firm grip on hiring and compensation from the start. 
Think of hiring as though it’s a multimillion-dollar capital investment – which in a 
sense it is – and you will make a better business decision. Don’t base your salaries on 
surveys – you may end up in an upward salary spiral with your competitors. Variable 
pay generally ends up costing more because it gives employees more ways to game 
the system. 

Technology and automation can help you cut staff, but don’t simply automate current 
processes. Procedures that worked for nonautomated production may suddenly become 
dysfunctional. Instead, use automation efficiently by analyzing how it will change 
what you do and how you do it. Use a tough, standard evaluation process, and remove 

“Being a good cost 
manager gives you 
the platform to be 
strategic. It buys 
you time to make 
mistakes and build 
revenue, margin 
to outprice your 
competitors, funds 
to outinvest them.”

“Your best-case 
expectation must 
be for productivity 
gains and cost 
reductions every 
year. Repeat that 
message and stick 
by it.”

“Make sure you 
have a CFO who 
understands 
markets, 
customers, 
competitors, 
pricing and 
operating cost. 
They can always 
hire the best tax, 
treasury, audit 
and accounting 
specialists.”
 

“A good set of 
management 
accounts is the 
single most 
important 
tool for cost 
management. It 
should be elegantly 
structured and 
crisply presented, 
telling a deep and 
complex story in a 
few concise lines.”
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employees who are doing a poor job. Your good employees will thank you for recognizing 
their contributions and penalizing bad performance. They will appreciate working with 
others whom they respect and for an organization that has high standards and takes them 
seriously. Everyone will feel better about the organization. 

Keep headquarters staff small and its perquisites to a minimum – both to contribute to 
a cost-conscious culture and to set a good example. Use metrics to prevent headquarters 
cost creep: Do not allow prosperity to create a spirit of indulgence or entitlement. 

Vendors
Understand the balance of power between you and your suppliers. How interdependent 
are you? How interdependent should you be? Reduce dependence on a single supplier 
by developing other sources or substitute materials. Always have an alternative up your 
sleeve. Instead of purchasing from a broad list of vendors, give your business to high-
quality, dependable suppliers with whom you have some pricing influence. Avoid making 
contracts whose length is longer than market cycles. Don’t allow your vendors to take 
your business for granted and become complacent. 

Companies that provide you with valuable services deserve to make money. Although 
you should ‘of course’ negotiate good prices, these should leave your vendors viable and 
able to provide the services you need. Don’t drive prices down so far that you drive your 
suppliers out of business; that hurts both them and you. 

Outsourcing has enabled many companies to save a considerable amount of money. 
However, don’t automatically assume that outsourcing is a better buy than using in-
house employees. Instead, analyze it to determine whether it will truly save you money, 
keeping in mind the costs of redundancy. 

Control travel, IT and marketing costs. However, do not indiscriminately slash marketing, 
research and development, or other programs that may be easy to cut in the present 
but will leave you without a pipeline for new products, solid brands or growth. Don’t 
jeopardize your organization’s future success to solve today’s problems. 

How Long Should It Take?
The duration of your cost management activities should match the size of the effort and 
the projected cost savings. Count the amount of time you spend looking for cheaper 
pens in minutes. However, restructuring your core vendor list for raw materials may 
take months. Whatever you do, do not fall into the trap of announcing cost reductions 
that will take you years to accomplish and will not even begin for months. No manager 
wants to get involved in something that may not take place until he or she has rotated 
to a new assignment. 

Four-to-six-month programs proceed in these four stages of four to six weeks each: 

1. Reality checking – Determine whether the project will be worth the effort and 
money. Obtain management buy-in and set up a database to track your progress. 

2. Tracking – Move the project into the business units. Go for easy wins while 
figuring out how to crack the tougher nuts. 

3. The hard part – Crack the tough nuts and abandon dead-end ideas. Cut staff 
through attrition. You should achieve about half of your target savings goals by the 
end of this period. 

“It’s no good 
looking at a cost 
line showing 
$200,000 ‘spent’  
on offi ce fi xtures 
and fi ttings and 
shouting at the 
department head 
that it’s too high, 
when the cash 
spend occurred two 
years ago.”

“Don’t just focus 
on the price 
being charged; 
understand how 
the total 
supply chain 
fi ts together.”

“Protect marketing 
spending. I worry 
about repeating 
the mistakes of the 
mid-1970s after 
the oil price crisis, 
when so many 
companies hacked 
advertising budgets 
and destroyed 
their brands.”

“Right now if 
you’re not thinking 
about how to use 
India, you’re 
probably slipping 
behind your 
competition.”
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4. Consolidate – Tighten up areas where things have slipped and meet unmet goals. 
You should achieve about three-quarters of your target savings goals by the end of 
this period, with the rest in clear sight. 

The Internet, Globalization and Cost
The Internet has lowered the cost of content, communication, transactions and 
personalization. It has enlarged the reach of even one-person firms. Managers can use 
it to reduce the cost of interacting with suppliers, selling to customers and serving their 
needs, and supporting employees. Use targeted communication for marketing and for 
investor relations. Although the amount you save in each area may be small, the “overall 
prize is huge.”

However, the Internet also means that businesses now face competition from around 
the world. Your competitors may be using global suppliers. Your new competitors may 
be from Asia: China is the world’s new production center, with India providing its 
information technology support. Look into overseas suppliers of information technology, 
back-office operations, customer support, marketing and sales. Consider outsourcing 
research and development to a few of the millions of engineers in developing countries, 
at a fraction of the salaries you would have to pay at home. 

Turn Costs into Revenue
You can turn some costs into sources of revenue. For example, customers may be willing 
to pay for products and services you are giving to them for free. IKEA demonstrated that 
customers will even do some of your labor for you. Consider spinning off current cost 
centers to create third-party, revenue-generating businesses.

Strategic cost control will lower the costs of your products and of developing customers, 
and you will be able to hold on to more revenue as profit. Reduce costs by changing your 
competitive situation. 

If you have a strong management team, consider acquiring one of your competitors or 
suppliers. As your organization gains expertise in controlling costs, it will be able to 
engage in strategic pricing activities, bring better products to market more efficiently 
and set up long-term customer contracts – which will remain profitable because you’ll 
have control over your costs.

Controlling Costs in the Public Sector
Controlling costs in public-sector organizations is extremely difficult because of the 
politics involved. Public employee unions fight for pay raises and resist staff cuts. They 
don’t have the competition that private enterprises face. Other costs have structural 
increases that are impossible to change. However, a bottom-up push from voters can 
empower leaders to bring spiraling cost increases under some level of control. 

Both the private and public sectors must control costs. Allowing costs to increase merely 
because you can get away with it now only sets you up for a painful correction later. If 
you are successful at managing costs, you will be a hero. 

  About the Author
Andrew Wileman holds an M.B.A. from Harvard, and is a consultant with major 
consulting firms. He also writes columns for Management Today. 

“Government 
should adopt 
private-sector 
accounting 
principles. The 
general public 
are outraged by 
public companies’  
off-balance-sheet 
fi nancing tricks or 
pension defi cits.”

 “You can always 
hack costs like 
marketing, 
new business 
development, 
early-stage 
investments. But 
great companies 
need profi tability 
now and platforms 
for future growth.”


