







Praise for

Driving Down Cost

“Mr Wileman’s text is irrepressible: jaunty, energetic and
all-knowing. The author knows his subject. He has been cutting
swaths through flabby balance sheets and cost structures for
three decades.

A crisp new book … refreshing in many ways. Although he is
evangelical about managing costs, Mr Wileman remains realistic.

He is neither vandal nor sadist. Clients will be grateful for his
distinctive blend of candour and can-do.”

Stefan Stern, Financial Times

“Wileman’s credentials are strong and his writing style is accessible
without being patronising.

It’s good to find a management book that doesn’t read as if it was
written in PowerPoint, and even better, from the CA’s point of
view, to find one that celebrates the ‘unsung heroes’ of business:
the cost managers.”

Chartered Accountant Magazine: Book of the Month

“Cost-cutting may be an unglamorous subject for a business
author. But it is an undeniably timely one. Andrew Wileman has
produced a practical and readable book, shot through with
appealing empathy for struggling firms.

Managers of smaller firms who cannot afford consultants and don’t
have time to peruse management journals should find
Mr Wileman’s book especially useful. Nuggets of advice come
thick and fast, covering customers, suppliers and staff.

Mr Wileman’s prose brims with useful tips; dry business theory is
handled lightly; personal anecdotes are actually amusing; and each
chapter closes with a summary presented in bullet points.”

Economist.com

“Full of practical techniques, with international case-studies, for
implementing cost reduction programmes. Readable and relevant
for anyone with responsibilities in this challenging area.”

Long Range Planning

“Money’s tight and getting tighter, it’s a problem for everyone, not
just the finance team … Wileman provides case studies relevant to
organisations large and small. The book includes interviews with
senior business figures reflecting on good and not-so-good
approaches to cost management. There are also lots of tips and
tricks, including getting your customers to do your work for you
and turning cost into revenue.”

Professional Manager

“Fills an amazingly large gap in the business book universe, with
substance and insight. Read it to stay ahead, in tough times and
good times.”

Chris Outram, Founder & Partner, OC&C Strategy Consultants

“Driving down cost has long been the neglected Cinderella of
management, but Wileman’s book makes it the Belle of the Ball.

Brilliant!”

Richard Koch, entrepreneur-investor and author of the bestselling
The 80/20 Principle

“Wileman is the man with the fearless scissors. But, like the Pink
Floyd advice, he is also ‘careful with that axe, Eugene’.”

Matthew Gwyther, Editor of Management Today

“Topical, practical and very entertaining. Well worth its own cost.”

Charles Wilson, CEO of Booker Group

“An incisive and engrossing read on what could be a dry business
topic. Understanding cost is at the heart of good management.”

Geoff Cooper, CEO of Travis Perkins
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1 Preface to the New Edition

This book sets out a structured, practical approach to intelligent cost management. It contains:

[image: images] A cost manager’s toolkit of key ideas and cost-management strategies.

[image: images] Frameworks for analyzing cost.

[image: images] Practical techniques for implementing cost-reduction programs – one-off or continuous.

The book addresses the topic of cost in a general and holistic way. It is relevant to all private-sector businesses and to public-sector organizations. However, there is a bias in the material toward service businesses and service activities rather than manufacturing. This is because there is a great deal new to say about service cost whereas production cost already has a rich literature.

Driving Down Cost is for the general manager and the general reader, providing an overview of the broad sweep of cost management rather than detailed coverage of specialist subtopics. So for example I discuss procurement, but not at the level of detail needed to become a professional procurement manager. I discuss management accounts, but not with the degree of finesse expected of a CPA or finance director. There are dozens of detailed technical manuals available on procurement and on cost and management accounting and that is not what this book is about.

One of my motivations for writing was that I could not think of any book that sets out a generalized approach to the topic of cost management. I checked out my top-of-the-head view on Amazon and Google and found that it was right. Given that so many consulting projects, and so much management energy and attention, are focused on cost reduction, this gap was surprising. It gave me reason to believe that this book would find a good audience.

Managing Cost or Cutting Cost?

I and my publishers had a chewy debate on whether the book should talk about cutting cost or managing cost.

“Managing” was gray and dull. A book on “cost management” could sound like a cure for insomnia, passive and stodgy, sterile accounting.

“Cutting” seemed a lot sexier: dashing swordplay, testosterone leadership, thrusting interventions, the Errol Flynn of business topics.

However, you only need to engage in high-profile cost cutting if you haven’t been effective at long-haul cost management. Cost cutting sounds like something you have to do in extremis, as part of a one-off cost-reduction program. This book does cover such one-off programs but they’re not its main theme. Most managers are very interested in sustained cost management and less interested in one-off cost cutting.

Therefore managing is the main theme and cutting the secondary theme of the book.

This still left us unfortunately with an insomnia challenge around the title, which we have cunningly sidestepped with Driving Down Cost, making this the Top Gear of cost-management books.

The Research Base

I call on several sources for the book’s analysis and conclusions.

First, I draw on my own experience as a consultant and line manager. I started as a business consultant in the mid-1970s, working with Booz Allen Hamilton in London and New York and with Boston Consulting Group in Boston while I got my Harvard MBA. I ended up as a senior partner with OC&C Strategy Consultants in Europe.

I have run at least 50 big one-time cost-reduction projects, mainly in America and Europe plus a few in Asia. My client has always been the CEO, another board-level manager or the head of a business unit. Recently my clients have included new private equity owners. These projects and clients have covered many business sectors: consumer goods, retailing, travel and transport, financial services, software and IT, information and media services, telecommunications, commercial services.

With those cost-reduction projects the client usually needs to get cost out quickly but without killing future growth potential. A project will take three to four months. We set up working parties with management teams, do the analysis, identify cuts, develop action programs. It is an iterative and argumentative process. I have done it for big global businesses with billion-dollar cost bases and thousands of staff, and for small individual departments with 50 staff.

I have also been CFO of two technology businesses, a software firm based in Seattle and an offshore IT business in India. And I have been strategy director and manager of strategic projects for a global travel business, for one of the UK’s top physical distribution and retail businesses and for a fashion and department store retailer. In these positions I have managed cost over the long haul, under regular planning, budgeting and reporting cycles.

Material was also developed specifically for this book. There are several case studies, both company stories and projects, and there are interviews with senior business figures reflecting on good and not-so-good approaches to cost management. Last, there have been working sessions with my alma mater consulting firm OC&C Strategy Consultants, with which I still work as an adviser and which has contributed critiques of my frameworks and points of view.

Who the Book Is For

The book is for managers at every level and in every function.

Cost management is not an issue only for the CEO or for senior management. Junior managers who are proactively tight on cost are learning good habits for the future, ones that will bring them recognition and advance their climb up the organizational chart.

Senior managers promote people who make tough decisions themselves and take full responsibility for those decisions. They advance people who come up with solutions, not problems. Too many junior managers take a long time to get to that coming-of-age realization. They prefer cosy after-work drinks with their teams, telling their staff that it’s the boss making nasty decisions about not funding extra resources or getting rid of underperformers. They will still be having those cozy drinks in 10 years’ time, when their take-it-on-the-chin cost-cutter colleague is in the boardroom.

And cost management is not an issue only for the functions of finance, production control or customer call centers. The HR department, formerly full of personnel careerists who “just love working with people”, is now staffed with hard-nosed cost managers whose task is to help manage that most difficult category, people cost. Marketing departments no longer think that all problems could be solved by doubling the ad spend, they think about how to get much higher returns from fewer marketing dollars. Even investment bankers and sales reps are getting cost conscious about expenses… actually delete that, I got carried away there for a moment.

Most of the case studies in the book are about quite large businesses, of the size of a Fortune 500 or FTSE 250 company. But the ideas and actions are equally valid for smaller organizations. Indeed, for small private companies and their owner-operators the cost imperative is very direct and personal.

While most of the material is about private-sector businesses I conclude with a chapter on the public sector, where cost management can be a huge challenge. So I hope that the book also finds an audience, and a usefulness, among public-sector managers and policy makers.

How the Book Is Structured

[image: images] Chapter 1 – Good Cost Management looks at the unsung hero the cost manager, and at how intelligent cost management helps an organization’s operations be both cheaper and better.

[image: images] Chapter 2 – Cost Leadership considers how the top team – the CEO, chief operating officer, business unit heads, the heads of finance and HR – needs to take the lead and set the tone on cost.

[image: images] Chapter 3 – Techniques and Tactics lays out a set of ideas, approaches, tips and tricks that I have found effective in cost-reduction programs and in ongoing cost management.

[image: images] Chapter 4 – People tackles the most difficult and most critical cost area: full-time staff. Because it is problematic, it is usually left until last in any cost discussion. I take it on early.

[image: images] Chapter 5 – Suppliers covers all the other cost categories, from raw materials to outsourced services.

[image: images] Chapter 6 – Cost Cutting Case Study gives a blow-by-blow account of a four-month cost-reduction project I managed for a European business services company that had been acquired by private equity.

[image: images] Chapter 7 – Wired and Global explores two of today’s high-profile cost-reduction themes that have huge potential: the internet and globalization (the China model and the India model). In a decade or two they may be played out, but right now they are incredibly powerful.

[image: images] Chapter 8 – Lateral Thinking turns some conventional thinking about cost on its head. It looks at the sneaky ways cost can be created and the smart ways it can be cut – like getting your customers to do your work for you or turning cost into revenue.

[image: images] Chapter 9 – Cost Management as Strategy discusses how good cost management can underpin business strategy, including delivering value via acquisitions, using pricing as a competitive weapon and discovering more new growth opportunities.

[image: images] Chapter 10 – Cost in the Public Sector employs the frameworks of the previous chapters to look at the particular challenges of managing and cutting government spending. This chapter has been largely updated since the first edition to reflect the enormous cost-cutting pressure now on the public sector to sort out its post-crunch deficits.

[image: images] Conclusion summarizes how the various parts of the cost manager’s toolkit fit together.

Business Book Cycles – and the Global Credit Crunch

In the first edition of this book, I wrote:

Sometimes cost management is in fashion, sometimes it is out. As I’m finishing this draft in early 2008 the US, UK and other big western economies are looking decidedly shaky, sick from the credit binge. So a cost-cutting wave really looks imminent, and this book is highly topical.

That turned out to be quite an understatement. After early sub-prime and Northern Rock rumblings in late 2007, the full crunch tsunami hit land in September 2008, greeting managers, politicians and civil servants as they arrived back from their summers in Martha’s Vineyard and Tuscany. Cue market meltdown, near-total financial system collapse, then semi-nationalization of banking and interest rates at close to zero. The “back-to-barter” wave receded, but the real economy now rolls with the aftershocks of spending freezes, job cuts, declining incomes and negative assets.

Many businesses do their annual budgets in the fourth calendar quarter. Q4 2008 probably saw the biggest concentration of cost-cutting budgets, with the biggest change in assumptions versus only a quarter before, in corporate history. I sat in on quite a few of those budget reviews; one session started off with cries of “we’re doomed!” (only half ironically). Hiring freezes and slashes in advertising spend were agreed in minutes. Excel spreadsheets were burning with models of how far demand had to fall in 2009 and 2010 before the company broke banking covenants or ran out of cash: –10%, –20%, –30% or worse? And if it hit the worst case, could it cut costs enough, fast enough, to survive?

To date, many private-sector businesses have responded quickly and aggressively to very tough conditions. Working with big corporate clients through this period, I have seen them go through cost-cutting waves that normally would have rolled out over several years but were now compressed into a few months, as the size of the challenge seemed to increase on a daily basis. So on 1 September 2008 we might have been starting to build a budget around flat demand in 2009, then by mid September around demand at –5%, by end September –10% and by end October –20% or even –30%. This created fast-forward case studies of cost cutting: starting with the easier stuff like pay freezes, investment deferral and squeezing external suppliers, then moving on to the tougher core challenges around in-house staff, first non-managerial positions in operating units far away from head office, then circling around to senior management in the center.

A new feature of this downturn has been the reappearance of real pay cuts for core staff – the first time since the 1930s slump, when average US manufacturing wages went down 25% nominally from 1929 to 1933. Take British Airways. The airline’s record £1 billion profits in 2006 turned into record £1 billion losses in 2009. BA wanted a deal with its cabin staff and ground crews that would freeze pay for two years, cut 10% of the workforce, and increase flexibility and productivity. Management had already asked staff to consider working for free or taking unpaid leave; nearly 7,000 employees applied for voluntary pay cuts, and 800 said they would work for nothing for up to a month. BA had already reached an agreement with its pilots that would cut salaries by 3%. This was supported by the pilots’ union, BALPA, whose general secretary admitted that it was “an unaccustomed position” for a union to be calling on members to support a drop in pay, but said: “We are satisfied that this step is necessary to help BA recover its position as one of the world’s most successful airlines.” (That outcome was looking unlikely at the time of going to press, as BA battled extended cabin crew strikes.)

If the private sector has responded robustly, the same cannot yet be said for the public sector in the main wealthy OECD economies, which is still coming to terms with the full extent of the necessary adjustment in the cost base. In the UK and US, for example, there is now public acceptance of the size of the problem, but action programs so far have been timid, half-hearted and inadequate. This problem ducking will have to end soon, when public-sector borrowing capacity is exhausted. How well or badly we handle the rebasing of public spending will be perhaps the defining issue for economic performance over the next ten years (and is an issue that I discuss in detail in Chapter 10, including a framework for applying the cost manager’s toolkit to public spending).

We may well face a “double-dip” recession in 2010–12 or longer stagnation, as government stimulus fades, taxes increase and public spending reduces. So cost cutting looks like being a central strategic theme for the next several years, in the private as well as the public sector.

Even when robust recovery finally reappears, will cost management then become a secondary issue, less important than growth, innovation and team building? No. As The Economist argued in 2002, after the Nasdaq crash and 9/11, “cost-cutting is not just for downturns, but for always.” Cost strategies and growth strategies need each other – they are joined at the hip.
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