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An Accenture survey into cost reduction strategies found that 82% of executives are focused 

on implementing cost reductions to free up funds to invest in growth initiatives, but only 36% 

were able to sustain the benefits of cost reduction programmes. 

Despite the appetite for cost-cutting amongst executives, the survey also found that only 

30% of organisations have a cost management strategy and a mere 21% of the respondents 

were confident that their leadership had the right initiatives in place to reach cost reduction 

targets. There’s a strong desire to cut costs across businesses, but translating that will into 

effective action is a substantially more challenging task.

Every business executive recognises the importance of cost control as a component of 

management. Without an effective handle on costs, profits are eaten into and companies 

fail. However, cutting costs is easier said than done; reducing budgets can have all kinds of 

unexpected consequences and all too often ends up being counter-productive. 

The most effective business leaders are aware of the risks posed by cost-cutting and ensure 

they are not trapped by those pitfalls. Rather than using ineffective traditional methods, 

innovative CEOs ensure they take a strategic approach to cost-cutting

What are Business Leaders Doing to Reduce Costs?
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management 
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believed the 
reinvestment 
of cost savings  
aligned with their 
business strategy.

Strategic vs Traditional Cost Cutting

When implementing cost cutting ineffective leaders, following instinct, use traditional cost 

cutting methods which focus on reducing costs for the sake of saving money by eliminating 

any spend that is deemed unnecessary. It tends to be ineffective because all too often it 

doesn’t consider why the spend was there in the first place. This method of cost-cutting 

is broad in scope and rarely has a rationale as to how it will drive profitable growth. As 

such traditional cost reductions aren’t sustainable and the benefits short-lived. Without 

understanding what prompted such costs to appear in the first place, they will simply 

reappear after the cutting programme finishes.

Meanwhile, a strategic approach to cost reduction can yield up to a 25-40% reduction in the 

cost base and maintain it in the long term. Nevertheless, strategic cost-cutting is surprisingly 

rare. The Accenture survey into cost cutting found that only a third of respondents believed 

the reinvestment of cost savings was aligned with their company’s business strategy.

Such an approach integrates technology and human resource management strategies to 

provide a coordinated, broad and long-term approach to reducing costs. The success of such 

an initiative is contingent on the establishment of a culture of continuous improvement in 

quality, time and cost via consistent innovation. The focus is on achieving long-term success, 

sometimes increasing spending in the short-term to achieve it and optimise processes across 

the supply chain to meet strategic goals.
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A strategic approach to cost reduction utilises technology, often with heavy short-term 

investment to achieve lasting long-term savings. 

Walmart heavily invested in technology to achieve substantial cost savings and efficiencies 

in its supply chain. Technology is so important to the way it manages its supply chain that 

it has built the largest IT infrastructure of any private company in the world. The heavy 

investment in its IT network allows Walmart to accurately forecast demand, track and predict 

inventory levels and create highly efficient transportation routes and manage customer 

relationships. As a result, Walmart’s operations are run far more efficiently and cheaply than 

its competitors, affording it an edge over other retailers that can’t be beaten.

Technology

They made budget 
setters start 
from zero whilst 
justifying spend.

Strategic cost-cutting incorporates a diversity of areas. These are highlighted 
below, with some real-world examples to show that business leaders focus on 
these aspects to meaningfully and sustainably reduce costs in the long term.

Establishing the Right Culture

Unilever was dissatisfied with how much spend was being used by its marketing function, so 

it implemented zero-based budgeting across the department. It’s an effective budgeting 

method also used by other such business leaders as 3G Capital and Kraft Heinz. It ensures a 

more strategic method to cutting costs by inverting the usual approach. 

Rather than examining existing spending and looking where reductions could be made, 

Unilever flipped the board to change the mind-set of cost cutting.

They made budget setters start from zero and build their budgets up whilst justifying all 

included spend. With this approach, the focus is always on the ‘why’ behind the spending. 

Paul Polman, the CEO at Unilever, made clear to emphasise when announcing the programme 

that cost cutting didn’t necessarily entail lower spending, since to continue outgrowing the 

market, Unilever needs to continue investing in its brands. Cost-cutting should only eliminate 

unjustified spending; if more spending is justified, then total expenditure could actually 

increase as part of a cost-cutting programme, but business leaders will be satisfied because 

they know that the extra spending will pay dividends in the future.
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Elon Musk, CEO at Tesla, is a firm believer in increasing spend in the short term to save over a 

longer period, investing billions into completely overhauling its supply chain into a fully end-

to-end in-house solution. This approach goes against all received wisdom and industry trends 

in supply chain management. $4-5 billion is being invested into creating a Gigafactory in the 

Nevada desert.

Yet, this multi-billion dollar investment can be seen as a perfect example of innovative and 

effective cost-cutting. Tesla knows that, by investing heavily now, it can reduce the cost base 

of its production massively and improve its control over the manufacturing process, aligning 

with its strategy to disrupt and lead the world across a variety of industries. In the long-term, 

costs and reliance on a host of different suppliers will be reduced massively.

$4-5 billion 
invested into 
creating a Nevada 
based Gigafactory

Pay Now, Save Later

When cutting costs, procurement specialists may try to review and retender contracts to 

ensure they’re receiving the best market price. However, developing a strong relationship 

with your existing suppliers opens up new possibilities for achieving strategic aims and 

eliminating spend.

For example, Walmart built its supply chain on strategic partnerships with key vendors, 

offering them long-term, high volume orders in exchange for the lowest possible prices. 

Walmart also established streamlined supply chain management by constructing 

communication and relationship networks with suppliers to improve material flow with  

lower inventories. The result is a network so tight, some have described it as working like  

a single firm.

There are a host of ways strategic partnerships can reduce costs compared to a  

transactional approach.

The Supply Chain
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Examples are outlined below:

 » Space Utilisation 

This can reduce soft costs by saving employee time and also reduce rent by eliminating 

unnecessary storage space. The importance of proper inventory management can’t 

be overstated. For example Tim Cook, the CEO of Apple, describes inventory as 

‘fundamentally evil’. Technology items lose 1-2% of value each week, so each item of 

stock in storage is wasted money. Tim Cook imagines managing inventory as if he was in 

the dairy business; if it “passes its freshness date, you have a problem.”

 » Streamlining Ordering Processes 

An inefficient ordering system can lead to extra costs. An effective supplier partnership 

will utilise an ordering system that effectively matches the needs of an organisation. 

Working with your supplier can remove the need to order through multiple software 

platforms, and approval processes can be included to ensure people are only ordering 

when needed. 

 » Performance Measurement 

Setting KPIs allows an organisation to measure progress against long-term goals and, 

by sharing them with suppliers, companies can work together to track achievement 

against them. Effective KPIs need to be embedded into the culture of an organisation 

and understood to be a means to an end, rather than an end in themselves. They are 

recognised by personnel as being meaningful, relevant, tracked and understood across  

all business functions and drive performance improvement.

 » Reviewing Demand Patterns 

When Nintendo launched its new Switch console, it lacked sufficient demand data and, as 

a result, did not have enough stock to meet consumer demand. In trying to meet the high 

level of demand at the last minute, Nintendo ended up shipping consoles via plane at 

an additional cost of $45 per unit. Once Nintendo realised the true level of demand,  it 

had to make a number of adjustments in production and shipping processes, dramatically 

reducing its expected profit per unit as a result.

 » Reduced Transaction Costs 

Placing orders generates transaction costs through issuing and managing invoices, 

organising deliveries, responding to customer queries and checking progress. These soft 

costs are hard to track but can add up to significant amounts if left unchecked. These can 

be reduced through fewer orders, streamlined ordering processes and the utilisation of 

new technologies like e-commerce platforms. 

 » Aligned Procurement Processes 

The procurement process is made up of a series of smaller processes, spanning multiple 

companies. The effectiveness of the overarching process is contingent on the harmonious 

alignment of the smaller processes within it. Without harmony processes may be 

repeated needlessly, or interrupted. By working with actors across the supply chain 

collaboratively, processes can be created across organisations to improve the efficiency 

of the supply chain, reducing costs.
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OfficeTeam provides a consolidated solution, helping companies to 
streamline their purchasing across several categories. 

Contact us today to discuss how our one-stop solution could 
support your cost reduction strategy.

The key approach business leaders take when making cost savings is not to cut costs as far as 

possible, but rather ensuring spending patterns best support their strategic goals. This entails 

making cost savings, not for their own sake, but as an additional benefit to efficiency savings 

and also a tool for reinvestment as part of a strategy for growth and achieving competitive 

advantage. Taking a strategic approach to cost reduction could help your company join the 

36% of companies who achieve sustainable cost reduction programmes.

In Closing
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