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COST MANAGEMENT IN CONTEMPORARY
BUSINESS ENVIRONMENT

Understanding of cost behaviour is of great significance not only for cost management but also
Jfor managers to make strategic and tactical decisions across the entire spectrum of business oper-
ations, which would at last lead to the overall business performance improvement. The increasing-
ly competitive business environment imposed the need that costs should be managed in more sophis-
ticated way that it was earlier. Throughout its history, cost management went through numerous
models, tools and techniques. Contemporary business environment imposes the need for strategic
cost management, which is the application of cost management techniques so that they simultane-
ously improve the strategic position of a company and reduce costs. The increasing pressure of glob-
al competition, technological innovation and changes in business processes have made cost man-
agement much more critical and more dynamic than ever before. The paper is going to stress the
necessity of cost management and especially strategic cost management in contemporary business
environment.
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YIIPABJIIHHA BAPTICTIO Y CYYACHOMY
BI3HECI-CEPEJOBUIIII

B cmammi noxazano, wo posyminns npouecie popmysanns yinu mMae 6eauxe 3Ha4eHHs He
auwe 045 ynpaeAiHHs gumpamamu, aie i 043 yXea.1eHHs Cmpamei4Hux i maxKkmu4Hux piuieHs no
6écbomy cnekmpy OizHec-onepauii, AKi 6edymb 00 3a2aibHO20 NOKPAULCHHA eeKkmueHocmi
Oi3necy. Konuxypenmmue 6iznec-cepedosuuie sumazac éce 0iavul CKAAOH020 YNPAGAIHHA 8apmiichiio.
Ynpaeainua eapmicmro npoiiuio uepes wucaenni mooeai, incmpymenmu i memoou. Cyuache
Oi3Hec-cepedoguuie BUKAUKAE HeOOXIOHICMb cmpameziuHo20 YNPAGAIHHA eapmicmr -
3aCMOCy8anHss Menooié ynpagainHsa eapmicmio 043 00HOMACHO20 NOKPAULCHHS CHIPAMe2iMH020
cmanosuwia Komnawii i ckopouenns eumpam. Picm e2ao06aavnoi Konkypenuii, mexnoao2iuni
iHHOGauii i 3minu 6 Oi3Hec-npouecax 3poouUIU YNPAGAIHHA GAPMICHIIO GaANCAUBIUUM [
Ounamiunimum, Hixc 0yov-xoau paniwe. Iliokpecaeno neoOXionicmv ynpaeainus eapmicmiio,
00001160 cMpame2iMHO20 YNPasAiHHA 6apmicmro, 6 cy4acHomy Oizneci-cepedosuuyi.

Karouosi caosa: ynpasainna eapmicmio, cmpameeiune ynpaeninus eapmicmio, cyvache OizHec-
cepedosuuye.
Taeé. 1. Jlim. 38.

Buonera lomanosuy, Munan Koy, Becna CTostHoBHY-AJleKCHY

YIIPABJIEHUE CTOMMOCTBIO B COBPEMEHHO
BU3HEC-CPEJE

B cmampve noxasano, wmo noHumanue npoueccoe (opmuposanus ueHol umeem Goavuioe
3HaMeHue He MOAbKO 0451 YNPAGACHUS 3AMPAMAMU, HO U 045 NPUHAMUSL CHIPAMEUMECKUX U
MaKmu4eckux peweHuti no ecemy cnekmpy OusHec-onepauui, Komopole 6edym Kk 00uwemy
yayuwenuro 3ppexmuenocmu Ouzneca. Kouxypewmuas Ousznec-cpeda mpebyem éce 0Ooaee
CAOMNCHO20 YNPABACHUS CIMOUMOCIBIO. YNpasaeHue CIOUMOCHIbIO NPOULLO Hepe3 MHO2O0MUCACHHbLE
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Mmodeau, uncmpymenmol u memoool. Cogpemennas OusHnec-cpeda 6vi3vieaem HeodXooumocmo
cmpameu1ecko20 YnpaeaeHusi CMouMOCmovl0 — NPUMEHEHUsT Menodo8 YnpasieHus
CMoumocmolo 0451 00HOBPEMEHHO20 YAVHUICHUS CHIPAMESUECK020 NOAONCEHUsl KOMNAHUU U
cokpamenust pacxo006. Pacmywas 2106a.16Ha51 KOHKYPEHUUS, MEXHOI02UMECKUEe UHHOBAUUU U
U3MeHeHus1 8 OuzHec-npoueccax coeaaiu ynpaeieHue cMoumMocmoio 0oaee 6ajxrcHvlm U Ooaee
ounamu4HviM, uem Ko20a-aubo npedxcoe. Iloouepknyma Hneobxodumocms ynpasaenHus
CIMouUMOCmolo, 0CO0CHHO CHIPAMe2UecK020 YNPpasaeHust CHOUMOCHIbIO, 6 COBPEMEHHON Ou3nec-
cpede.

Karouesvte caosa: ynpagnenue cmoumocmoio, cmpamezuuecKoe yYnpaeneHue Cmoumocmoio,
cogpemennas 6usHec-cpeda.

Introduction. Contemporary business environment is quite different from the
past. The main question of any company is how to survive in the 21st century and how
to grow and develop in the long term in such an environment. Key changes in the
modern business environment are related to different roles of knowledge, different
roles of customers and other stakeholders, processes of globalization, the basic trans-
formation, expanding the range of technological possibilities, production of funda-
mentally new technologies (information technology, biotechnology, new materials)
and to the change of management and organization concepts. This caused the intro-
duction of new cost management and corporate performance management method-
ologies, as always "exhaustible" source of competitive advantage.

Cost management involves using the cost analysis information in different areas
such as project, inventory cost, operations, process and overall business performance
management. Total cost management (TCM) is an approach to managing costs over the
entire life cycle of an enterprise, project, program, facility, product or service. Cost man-
agement focus starts from project selection, planning and initiation stage. Thus, it should
be stated that cost management is a key business management function. Understanding
cost behavior can also support decision-making across the full range of business opera-
tions, from project selection through pricing, alternative use of resources to retirement
of products at the end of their life cycles. New and highly sophisticated approaches are
being developed to enhance the decision-support value of cost analysis.

For Shank & Govindarajan (1993), cost management can lead to an effective
cost control and can ensure an advantage against the competition. From the 1980s,
new cost management practices emerged in response to criticism of the usefulness of
traditional managerial accounting techniques, based on internal factors. The con-
temporary business environment has imposed the need for considering also the envi-
ronmental factors, external to firms, which created a new knowledge field and pro-
fessional practice called Strategic Cost Management — SCM.

The adoption of strategic cost management practices by companies has been the
subject of several studies (Guilding, Cravens and Tayler, 2000; Bowhill and Lee, 2002;
Dekker and Smidt, 2003, Waweru, Hoque and Uliana, 2005; Cinquini and Tenucci,
2006; Cadez and Guilding, 2007; Noordin, Zainuddin and Tayler, 2009; Angelakis and
Therio Floropoulos, 2010). The studies showed that this concept has more been adopt-
ed in developed countries like Japan, Italy and the USA.

The purpose of the paper is to stress the necessity of strategic cost management
in contemporary business environment. The main research objectives are:
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- To accentuate the need for cost management in order to improve efficiency;

- To accentuate the need for strategic cost management as a response to the
contemporary business environment.

The paper is organized as follows. In the following sections there will be pre-
sented the theoretical background and hypotheses on cost management and strategic
cost management, especially; then, research methodology would be explained, after
that the results would be given and the discussion. Finally, the main conclusion
remarks would be derived.

Theoretical background and hypotheses setting. In today's business environment,
cost management has become a critical success factor for companies. Costs have
become more and more the key determinant of the efficiency of any company.
Historically, 2 cost management systems, job order costing and process costing have
been used to cost products and services. Many companies continue to use these sys-
tems. Since the mid 1980s, however, companies have been adopting activity-based
costing for products, customers and services. Cost management systems differ in the
way they assign indirect costs to cost objects, what impacts total efficiency of a com-
pany. Thus, the following hypothesis may be formulated:

H1: If a company manages costs efficiently, then it could improve the fotal efficien-
cy significantly.

In contemporary business environment, companies are forced to manage costs
more efficiently in order to improve total efficiency. Of course, costs decrease must
not cause the product quality decrease, what would also lead to efficiency decrease.
Instead, companies are forced to plan, control and allocate the overheads in more
efficient way. If a company reduce costs, it would be able to offer its products at a
lower price, which could be its competitive advantage at a market. Lower price would
lead to greater sales, and greater sale and less costs would automatically lead to greater
profits. In such a way, the company would be cost efficiently and would realize greater
return on equity (ROE) and return of assets (ROA). Thus, total efficiency (produc-
tivity, cost efficiency and profitability) would be improved. Cost management is a
dynamic process which assumes continuous improvement in order to sustain and
improve competitive position at a market. Besides, in contemporary business envi-
ronment simply reducing costs is not enough; instead, costs must be strategically
managed. Throughout the history of cost management, there were improved existing
and invented new tools and techniques, starting with the early activity-based costing
models and pursuing lately in the direction of strategic cost management. Thus, the
following hypothesis may be formulated:

H2: If a company manages costs strategically, then it could reduce costs on one side
and improve strategic position on the other side.

Strategic cost management is the application of cost management techniques, so
that they simultaneously improve the strategic position of a company and reduce
costs. Cooper and Slagmulder suggest to make 3 distinct steps to convert from unfo-
cused cost management to strategic cost management (Cooper and Slagmulder,
2003). The first step is to revise the existing and planned cost management initiatives
to ensure they enhance the strategic position of a company. The second step is to
expand the scope of internal cost management beyond the walls of a factory (supply
chain). Finally, these authors suggest to expand the program of cost management out-
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side a company to the whole supply chain (Schulze et al., 2012). There are 3 types of
initiatives in relation to cost management: those that strengthen, that do not affect
and those that weaken the company's competitive position at a market.

The objective of strategic cost management is the use of cost data in order to
develop and identify superior strategies that would produce a sustainable competitive
advantage. Based on this objective, strategic cost management cannot, as a tradition-
al management accounting, be confined to the four walls of a factory. The dominance
of financial managerial accounting in the 20th century led to the atrophy of cost
management practices. Traditional cost accounting systems are limited to the charges
on products as their proponents. Other potential cost objects, such as suppliers and
customers are ignored and the costs related to them are treated as overhead costs that
are allocated arbitrarily on products or are recognized as period expenses and direct-
ly entered in the income statement. It seems that it is not possible to manage the non-
production costs because the main reasons for their occurrence are hidden. In order
to manage these costs strategically, it is necessary to link them with some cost objects
other than products. One of the primary techniques for this is activity-based man-
agement. The advantage of this technique over traditional costing methods lies in the
possibility that costs, in accordance with the principle of causality, are calculated on
a wide range of objects including products, suppliers and customers (Kaplan and
Cooper, 1997).

The next step in the adoption of strategic cost management is the process to
extend beyond the boundaries of a company, the so-called interorganizational cost
management (Fayard et al., 2012). Inter-organizational cost management (IOCM) is
a strategic cost management practice that extends the application of cost manage-
ment activities beyond the traditional management of internal costs to include man-
aging costs among supply chain partners. In many cases, these activities are easily
recognized as inter-organizational applications of traditional cost management activ-
ities, such as an inter-organizational application of activity-based costing (Kaplan &
Narayanan, 2001). IOCM activities may also be viewed as supply chain management
techniques benefiting supply chain partners, such as just-in-time processes to man-
age and control inventory levels (Berry, Ahmed, Cullen, & Dunlop, 1997; Callioni,
de Montgtos, Slagmulder, VanWasenhove, & Wright, 2005). The common theme
defining IOCM activities is that they involve collaborative or cooperative actions
among supply chain members to reduce costs and to create value for organizations in
a supply chain (Coad & Cullen, 2006; Cooper & Slagmulder, 1998). Based on this
view of inter-organizational cost management, the set of techniques for managing
boundary spanning costs can be considered an organizational resource used to create
firm value (Coad & Cullen, 2006; Cooper & Slagmulder, 2004).

In order to reduce costs along the value chain simultaneously strengthening the
strategic position of a company, it is necessary to align the cost management programs
with suppliers and customers. The aim of this inter-firm adjustment of cost manage-
ment programs is to find better solutions for the greater cost savings, than in the case
that a company, its customers and suppliers do it independently (Cooper and
Slagmulder, 1999). Thus, strategic cost management requires from a company to
introduce changes similar to those in behaviour that is required from suppliers and
customers. All these changes have both costs and benefits. The challenge of strategic
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cost management is to identify the economies of these changes, and then to find the
ways how each firm gains benefits as the entire value chain becomes more efficient.

Research methodology. In order to test the set hypotheses, the authors relied on
the numerous cost management tools and techniques found in literature, which have
been implemented in practice and on the case study of companies in Serbia as well.
The data and information were collected from 3 sources: (1) interviews, (2) docu-
ments, and (3) observation of the companies' activities. The interviews were con-
ducted mostly with financial managers and controlling managers. Each interview
lasted about one hour. The data were also generated from a vast array of company
archival information that included financial reports, internal memoranda, strategy
documents, and case studies about company.

Results and discussion. In order to record and compare its cost efficiency with
competitors, the companies make its production-cost chain. This chain identifies all
activities starting from supply through production and to distribution and sales. Also,
this chain identifies the costs of all these activities. The purpose is to identify costs, to
compare the realized costs with the planned ones and then to implement the correc-
tive measures to remove deviations. This chain enables a company to get insight into
the cost structure and to conclude what costs are more above the competitors and
what are below, then to find out the causes of such situation and to identify the cor-
rective measures in order to improve cost efficiency. In this case, it is possible to iden-
tify two techniques of cost management: target costing and kaizen costing. Target
costing is applied in order to reduce costs in the design phase of a product, while
kaizen costing is used at the production phase. When any of these techniques identi-
fies the problem of costs, then individuals from companies in the production-cost
chain can work together to resolve the problem.

Beside these 2 mentioned techniques of cost management, there are also other
cost management techniques and tools like activity-based costing, just-in-time, back
flush costing, total quality management, target costing, life cycle product costing,
value chain analysis, balanced scorecard, value stream accounting. What is common
to all these techniques and models is to reduce costs in order to set the competitive
price, which would lead to more sales and market share increase. Sales increase, on
one side, and costs decrease, on the other, would lead to greater profits, as a domi-
nant financial measure of performance. This would, by its side, lead to greater rate on
equity and return on assets. Thus, a company would realize greater cost efficiency and
profitability as the most significant forms of efficiency (hypothesis 1). Information on
cost management is relevant to managers in order to improve corporate governance
and includes as well as financial information about costs and revenues so the relevant
non-financial information on productivity, quality, and other key factors of a suc-
cessful company. Financial information, viewed in isolation, may lead to adverse
business decisions, as they focus on the short term. To reach success, a company
needs to focus on long-term factors, such as the improvement of products and pro-
duction processes, product quality and customer loyalty. An emphasis only on finan-
cial information may lead managers to focus only on reducing costs (financial meas-
ure) neglecting or even undermining quality standards (non-gauge). Such a decision
may be a critical error that would lead to a loss of customers and market share in the
long run. Thus, information on cost management includes information — financial
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and non-financial, short- and long-term — that a manager requires so he could
achieve competitive success. The most prominent model which encompasses both
financial and non-financial measures of efficiency is balanced scorecard. Balanced
scorecard could be realized as a management accounting framework in the sense of
an extended accounting report, which envisages the success of a company from orig-
inally 4 perspectives: finance, customer, internal business processes and learning and
growth. The last 3 perspectives were included to measure and improve financial posi-
tion of the company in future. Also, balanced scorecard is a strategic management
framework, which could support strategic cost management.

Customer satisfaction is a latent variable that includes customers' subjective per-
ception regarding the quality of a product or a service. In addition, measuring satis-
faction is not based only on customer's experiences but also on their expectations in
terms of product/service quality. Additional problems arise if unsuitable attributes are
measured or when a sample is not representative. It is important that researchers rec-
ognize and isolate relevant variables, i.e. attributes that will be measured. Also, it is
not a good practice to measure only total satisfaction. Instead, it is necessary to define
several parameters that can be used to confirm customer's satisfaction level with prod-
ucts/services. Finally, it is necessary to identify primary reasons leading to satisfac-
tion, as well as to isolate variables that come forward as a result of satisfaction
(Marinkovic, Senic, Kocic and Sapic, 2011).

Internal business processes significantly impact customer satisfaction and finan-
cial position. Namely, if we perform internal business processes more efficiently, there
would be less consumption, less costs, less defect products, waste, and the production
cycle would be shorter, which in the end would lead to better productivity, cost effi-
ciency and profitability. Also, it would also impact the quality product as a main
determinant of customer satisfaction.

Learning and growth perspective encompasses the factors of intangible assets
which contribute to the value increase. This perspective encompasses human, infor-
mation and organizational capital as the basic components of intangible assets. These
assets inevitably lead to the improved cost management.

Since the strategic issues have become increasingly important in the field of
management, cost management has evolved from the traditional role of costing and
operational control to a broader, strategic focus: strategic cost management (Table 1).

Numerous cost management tools lead to the cost decrease on one side and
to better strategic position because of the competitive price on the other side
(hypothesis 2). Strategic cost management involves the development of informa-
tion on cost management which facilitates major function of management —
strategic management. The concept of strategic cost management results in the
following main topics, taken from the literature on strategic management (Shank
and Govindarajan, 1993): value chain analysis, strategic positioning analysis and
cost drivers analysis.

Strategic thinking involves anticipating changes, and products and manufactur-
ing processes are designed to fulfil the demand changes. Important are the proactive
orientation, flexibility and speed of response to changing requirements of an envi-
ronment. It is expected that the product life cycle — the time of introduction of a new
product to its removal from a market — will become shorter and shorter. The success
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achieved in the past is no longer a measure of success in the future; a manager must
manage the company looking at the windshield, not at the rear-view mirror.

Table 1. Management accounting paradigm vs. strategic
cost management paradigm (Shank and Govindarajan, 1993)

Management accounting

Relevant issues :
paradigm

Strategic cost management paradigm

Over the different phases of the total
chain value in which the given
company is only one link

Over products, customers and
Which is the most functions

useful way to With strong internal focus X
analyse costs? Added value is the key mélgdsgiﬁ ??tégﬁéogsa t00
concept

narrow concept

Although these 3 goals are always
D S, | PG e degnh ot
What is the aim of regatzdlgss the strategic dramatically (i}épending on the basic
the cost analysis? Egﬁor};arrie;sﬁ;engtm g strategic positioning of the company:
attention and problem-solving either by the strategy of cost
leadership or product differentiation

strategy
The cost is primarily a The cost is a function of strategic
How the cost function of production . choices on hgw to apply and thfs skills
behaviour should be volume: variable cost, fixed of managers in the implementation of
treated? cost, individual cost, strategic choices in terms of structural
’ combined cost causes of costs and causes of costs in

the enforcement process

The case study in Serbia proved that managers mostly are not familiar with all
cost management tools and techniques. Companies in Serbia still use traditional cost
accounting and managers have a resistance to new models, because of the fear of
unknown that is in human nature. Otherwise, employees feel threatened when man-
agers state there would be implemented new cost management models because it
maybe would imply their dismissal. However, those companies like cookware pro-
duction, food production, chemical industry and pharmaceutical industry that intro-
duced and implemented the activity-based costing as a cost management tool had a
greater market share because of competitive price, better strategic position and
increasing efficiency.

Conclusion. Modern business environment imposes the need for finding and
defining new concepts and tools to support strategic enterprise management. The aim
of introducing new concepts is certainly raising the overall efficiency of a company.
Current economic circumstances exert a significant pressure on corporations that, in
order to improve efficiency, better manage costs. The success of a company is the
result of developing and implementing effective strategies supported by methods and
tools of management accounting. Cost management is a broad concept and focuses
on reducing costs and continually improvement and change rather than on the cost
content itself. Unlike the traditional systems of costs control that are routinely
applied on continuous basis, cost management is applied on an ad hoc basis and when
it is necessary to identify the opportunities to reduce costs.

Contemporary business environment imposes the need for strategic cost man-
agement in order to reduce costs on one side and improve strategic position of the
company, on the other side. Unfortunately, most of companies in Serbia still imple-

AKTYAJIbHI NTPOBJIEMW EKOHOMIKU, Ne7 (145), 2013



HOBUHU CBITOBOI HAYKU 313

ment traditional product costing models, where all overheads have been allocated by
direct labour hours and not by specific key for a specific activity. Besides, greater
amount of costs are not allocated in appropriate way because of lack of valid docu-
mentation and lack of knowledge.

In that sense, in Serbia it is necessary to invest in intangible assets and acquire
new competences, skills and knowledge so the managers could tackle with challenges
of contemporary business environment. Thus, managers would be willing and ready
to introduce and implement various management accounting innovations in order to
improve the total efficiency of a company.
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