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Abstract:  In today’s highly competitive and dynamic business environment, organizations are under constant
pressure to manage costs strategically while simultaneously creating value for customers. Traditional cost
management approaches, which focus primarily on cost control and financial reporting, are often inadequate for
supporting long-term competitive advantage. Strategic Cost Management (SCM) has emerged as an integrated
approach that aligns cost information with organizational strategy, value creation, and competitive positioning.
This study presents a conceptual review of existing literature on Strategic Cost Management as a tool for
achieving competitive advantage. Based on secondary data, the study reviews scholarly articles, books, and
conceptual frameworks related to SCM techniques such as value chain analysis, activity-based costing, target
costing, life-cycle costing, and benchmarking. Content analysis is employed to synthesize key themes including
strategic relevance, cost driver analysis, and competitive outcomes. The review reveals that Strategic Cost
Management extends beyond cost reduction by emphasizing value enhancement, strategic decision-making, and
sustainable competitive advantage. The study concludes that effective implementation of SCM depends on
organizational context, strategic orientation, and managerial capability. The paper contributes to the literature
by conmsolidating existing knowledge and highlighting the role of SCM as a critical managerial tool in
contemporary business strategy.
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1. INTRODUCTION:

Cost management has traditionally been viewed as a support function aimed at controlling expenses and
improving short-term profitability. However, globalization, technological advancement, and intensified competition
have transformed the role of cost management from an operational activity to a strategic function. Organizations
increasingly recognize that cost structures, resource utilization, and value creation processes directly influence their
competitive position in the market. Strategic Cost Management (SCM) emerged as a response to the limitations of
conventional cost accounting systems, which focus mainly on internal cost accumulation and financial reporting. SCM
integrates cost information with strategic analysis, enabling organizations to understand cost behavior across the value
chain and make informed strategic decisions. Unlike traditional approaches, SCM emphasizes long-term
competitiveness rather than short-term cost minimization. Given the growing relevance of SCM in achieving sustainable
competitive advantage, a comprehensive review of existing literature is essential. This paper reviews and synthesizes
conceptual and empirical studies on Strategic Cost Management to examine its role, tools, and strategic implications,
thereby contributing to a deeper understanding of SCM in contemporary business environments.

2. LITERATURE REVIEW:

Porter (1985): Porter introduced the concept of value chain analysis and emphasized the strategic role of cost
management in achieving competitive advantage. He argued that organizations must analyze costs across primary and
support activities to identify cost advantages and differentiation opportunities. His work laid the foundation for Strategic
Cost Management by linking cost behavior with competitive strategy.

Shank and Govindarajan (1993): Shank and Govindarajan formally defined Strategic Cost Management as the use of
cost information to develop superior strategies. They emphasized three core elements of SCM: value chain analysis,
strategic positioning, and cost driver analysis. Their work positioned SCM as a bridge between accounting and strategic
management.
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Cooper and Slagmulder (1997): Cooper and Slagmulder focused on inter-organizational cost management and
highlighted the importance of managing costs across supplier and customer relationships. They argued that SCM enables
firms to collaborate strategically within the value chain to achieve cost efficiency and competitive advantage.
Bromwich (1990): Bromwich emphasized the role of accounting information in supporting strategic decisions. He
argued that traditional accounting systems fail to provide relevant information for strategic analysis and advocated for
externally oriented cost management approaches aligned with market and competitor analysis.

Kaplan and Cooper (1998): Kaplan and Cooper linked Strategic Cost Management with Activity-Based Costing and
performance measurement systems. They argued that accurate cost information is essential for strategy execution and
that ABC supports SCM by identifying cost drivers and value-adding activities.

Cadez and Guilding (2008): Cadez and Guilding empirically examined the relationship between strategic management
accounting practices and firm performance. Their findings suggest that firms using SCM tools demonstrate superior
strategic alignment and improved competitive performance.

Hilton (2008): Hilton highlighted SCM as an extension of managerial accounting that supports strategic planning, cost
leadership, and differentiation strategies. He emphasized that SCM tools enhance managerial insight into cost behavior
and strategic trade-offs.

3. STATEMENT OF THE PROBLEM:

Despite growing competition and dynamic market conditions, many organizations continue to rely on traditional
cost management practices that emphasize cost control rather than strategic value creation. Such approaches often fail
to support long-term competitiveness and strategic decision-making. Although Strategic Cost Management offers an
integrated framework linking cost information with strategy, its conceptual understanding and application remain
fragmented in existing literature. Hence, a systematic review of Strategic Cost Management as a tool for competitive
advantage is required to clarify its scope, relevance, and strategic implications.

4. CONCEPTUAL FRAMEWORK:

The conceptual framework of the study explains how Strategic Cost Management (SCM) functions as an
integrative mechanism that connects cost information with organizational strategy to achieve competitive advantage.
Unlike traditional cost management, which primarily focuses on cost control and reporting, SCM emphasizes the
strategic use of cost data to support long-term decision-making and value creation. The framework proposes that SCM
serves as the central construct influencing both cost behaviour and strategic outcomes. Strategic Cost Management
techniques such as value chain analysis, activity-based costing, target costing, life-cycle costing, and benchmarking
form the core inputs of the framework. These techniques enable organizations to analyze costs across internal processes
and external relationships, identify cost drivers, eliminate non—value-adding activities, and optimize resource utilization.
By providing accurate and strategically relevant cost information, SCM enhances managerial decisions related to pricing
strategies, product design, process efficiency, outsourcing, and competitive positioning. The framework also recognizes
the role of organizational and environmental factors as moderating variables that influence the effectiveness of SCM
practices. Factors such as industry type, level of market competition, strategic orientation (cost leadership or
differentiation), technological intensity, and managerial capability determine how effectively SCM tools are
implemented and utilized. When SCM practices are well aligned with organizational strategy and contextual conditions,
they lead to sustainable competitive advantage, improved operational efficiency, and enhanced organizational
performance.

5. DISCUSSION:

Strategic Cost Management (SCM) represents a significant shift from traditional cost accounting approaches by
integrating cost information with organizational strategy and competitive positioning. The literature consistently
emphasizes that SCM is not merely concerned with cost reduction but focuses on managing costs strategically to enhance
value creation and long-term competitiveness. Scholars such as Shank and Govindarajan highlight that SCM aligns cost
structures with strategic objectives, thereby supporting both cost leadership and differentiation strategies. A major theme
in SCM literature is the role of value chain analysis in understanding how costs are incurred across internal activities
and external linkages with suppliers and customers. Porter’s value chain framework has been widely applied to identify
value-adding and non—value-adding activities, enabling firms to optimize costs while maintaining or improving
customer value. Studies further suggest that SCM tools such as activity-based costing, target costing, and life-cycle
costing provide more accurate and strategically relevant cost information compared to traditional systems. The
discussion also highlights the importance of strategic decision-making supported by SCM. Research indicates that SCM
enhances decisions related to pricing, product design, process improvement, outsourcing, and resource allocation.
However, the effectiveness of SCM is influenced by organizational and environmental factors, including industry type,
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market competition, technological complexity, and managerial capability. While SCM offers strategic benefits, its
implementation remains challenging due to high data requirements, resistance to change, and the need for cross-
functional coordination.

6. FINDINGS :
Based on the review and synthesis of literature, the following key findings emerge:
o Strategic Cost Management extends beyond traditional cost control and plays a critical role in achieving
competitive advantage.
e SCM techniques such as value chain analysis, activity-based costing, target costing, and benchmarking enhance
cost transparency and strategic relevance.
e Organizations adopting SCM practices demonstrate better alignment between cost structures and competitive
strategy.
e SCM supports informed managerial decision-making related to pricing, product mix, process efficiency, and
strategic positioning.
e The effectiveness of SCM is moderated by organizational factors such as industry characteristics, strategic
orientation, managerial competence, and market competition.
e Despite its strategic benefits, SCM implementation is constrained by complexity, cost, and resistance to
organizational change.
e Firms that successfully integrate SCM with overall business strategy are more likely to achieve sustainable
competitive advantage and improved organizational performance.

7. CONCLUSION:

Strategic Cost Management (SCM) has emerged as a vital managerial approach in response to increasing
competition, globalization, and technological advancement. Unlike traditional cost management systems that focus
primarily on cost control and financial reporting, SCM integrates cost information with organizational strategy to
support long-term value creation and competitive advantage. This conceptual review highlights that SCM enables
organizations to understand cost behavior across the value chain, identify key cost drivers, and align cost structures with
strategic objectives. The study concludes that SCM tools such as value chain analysis, activity-based costing, target
costing, life-cycle costing, and benchmarking provide strategically relevant cost information that enhances managerial
decision-making related to pricing, product design, process improvement, and competitive positioning. The
effectiveness of SCM, however, is influenced by organizational and environmental factors such as industry type, market
competition, strategic orientation, and managerial capability. While implementation challenges such as data complexity,
resistance to change, and system costs persist, the literature consistently supports the view that organizations adopting
SCM as an integrated strategic framework achieve superior performance outcomes. Overall, Strategic Cost Management
should be viewed not merely as an accounting technique but as a strategic tool that contributes to sustainable competitive
advantage. Managers are encouraged to adopt SCM practices aligned with organizational strategy and competitive
context. Future research may focus on empirical validation of SCM frameworks across industries and emerging business
environments.
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