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Beyond Cost Cutting

Building a Lower-Cost, More Resilient Manufacturing Operating Model

EXECUTIVE INSIGHT

Traditional cost-cutting measures may provide temporary relief, but they rarely create a structurally lower
cost base. Manufacturers need to redesign how work is performed, governed, measured, and sustained
while protecting safety, quality, service, and growth capacity.

A Practical Framework for Sustainable Cost Transformation

This paper presents an integrated approach to Cost of Goods Sold (COGS) and Selling, General &
Administrative (SG&A) expenses. The objective is not simply to spend less, but to improve productivity,
optimize sourcing and supply chains, strengthen asset reliability, simplify organizational structures, and
embed savings into daily operations.

Key Insights

e Costtransformation is an operating model change, not a budgeting exercise. Sustainable savings require
redesigned processes, governance, decision rights, and management systems.

e COGS and SG&A must be addressed together. Materials, labor, logistics, overhead, and administrative
costs are interconnected and should be managed through one integrated roadmap.

e Operational excellence drives financial performance. Reliability, quality, labor productivity, inventory
management, and Sales and Operations Planning discipline create durable results.

e Behavior change is essential. Leaders, supervisors, and frontline employees must adopt new routines,
accountability structures, and performance expectations.

e Savings must be embedded and governed. Finance-approved baselines, clear ownership, Key
Performance Indicator tracking, and disciplined benefit realization help prevent cost creep.

Why Cost Transformation Programs Fail

Many transformation efforts fall short because organizations emphasize short-term reductions rather than
structural changes. Common gaps include weak governance, unclear accountability, fragmented execution,
insufficient leadership alignment, limited capability building, and inadequate mechanisms for sustaining
improvements.

The ISI Perspective

Successful cost transformation is not about cutting deeper. It is about creating a leaner, more resilient
operating model that consistently delivers higher productivity, improved margins, stronger cash flow, and
greater organizational agility. Manufacturers that align cost reduction with operational excellence, workforce
engagement, supply chain optimization, and disciplined execution are better positioned to compete in
uncertain conditions.



BOTTOM LINE
Sustainable cost takeout is achieved when manufacturers redesign how work is done, eliminate

complexity, strengthen accountability, and institutionalize continuous improvement. Cost reduction
becomes a long-term competitive advantage rather than a recurring short-term exercise.
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