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Companies that just cut 
costs now will be 
unsuccessful in both the 
short and long term 

There is no doubt that company leaders are 

facing increasingly challenging times. The 

uncertainty they face is very dynamic. For 

some businesses, the uncertainty is temporal 

and rooted in the economy.  For others, 

however, the challenge is long lasting and 

more strategically rooted.  As the forces of 

competition shape industries, some 

competitors have made the moves to 

fundamentally shift and better leverage the 

resources they are using in their business- 

and hence attracting new customers or 

putting pricing pressure on traditional 

competitors.  The challenge is that these 

different conditions are generally noticed 

through the same measure: reduced absolute 

earnings.   

Further, given the challenges that are 

pressuring many leaders, they may react to 

the reported signal in the same way: slash 

costs.  We understand the pressures and the 

dynamics- and in many cases there is but 

one short term alternative-stop the bleeding 

immediately. But- just like a tourniquet 

might save your life in the short term, 

prolonged use can cause permanent damage 

to nerves and muscle.   

PMCC Ventures has worked with scores of 

companies to navigate these turbulent and 

uncertain waters- and the challenge gets 

even more complicated as Business Leaders 

in high performing companies are still 

challenged to manage for growth in face of 

increasingly competitive markets and 

increasingly constrained debt and equity. 

The one universal truth for all that cash is 

king- once again but long-term success will 

likely to be measured also by “how you 

played the game.” 

The situation 
Today we frequently encounter the situation 

that Companies are faced with both the 

temporal challenge of the economy- either 

reducing resources- or redirecting resources 

to growth opportunities- and the more 

fundamental challenge of dealing with the 

changing game where competitors are 

starting to permanently change their cost 

structures and are becoming more 

competitive on that front.  

 

The best way to address the challenge 

depends on your positioning. Regrettably, 

the response is full of paradox and 

unintended consequence- that is what makes 

the management challenge so tricky.   If you 

are in the lead and are already enjoying a 

structural cost leadership position, merely 

reducing resources in the short term might 

be OK.  However, if you don’t enjoy the 
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leadership position, a short-term solution 

might have a “double whammy” effect on 

the organization.  Operating resources will 

be constrained impacting ability to meet 

customer demands and more than likely, the 

resources that were focused on improving 

the more fundamental structural challenges 

will be reduced  (and in fact may be the first 

to go) prolonging and intensifying the 

company’s fundamental profitability and 

sustainability challenge.  

 

These responses become even more 

consequential when you consider how many 

businesses have grown over the past several 

years: mergers and acquisitions.   

Many companies have not completed their 

acquisition assimilation program and as a 

result suffer not only from core business 

cost structure disadvantages- but from 

incomplete integration and assimilation 

further adding to the cost structure and 

performance disadvantage.  

 

As a result, many companies face the 

challenge of having to deal with 

fundamental business practice and process 

while remedying organization and overhead 

challenges at the same time. And, as we all 

know, one can obfuscate and overwhelm the 

other. 

Therefore, a one size fits all response of: just 

cutting costs will likely compound the 

problem rather than being a rational 

solution.   

 

PMCC Ventures has encountered this 

dynamic challenge in diverse companies 

over the years.  The malady seems to hit 

regardless of industry, company size or 

stage of development.  Nonetheless 

experience indicates a pattern for success 

that many organizations might want to 

consider to deal with today’s situation 

 

Patterns for success 
1. Establish context for the challenge 

and the need to address cost 

structure issues. 

2. Communicate the situation in 

straightforward terms to leaders and 

employees alike. Provide facts and 

factual comparisons to help people 

understand the current reality and 

the challenge 

3. Engage the people in a rational, fact 

based and open process to eliminate 

resources that don’t support 

strategy, fix processes that are 

inefficient and organize people to 
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create appropriate economies of 

scale and intellect for the business.   

4. Execute and get on with the 

principal charge of the business. 

Languishing efforts to deal with cost 

structure issues are not like wine or 

cheese- they don’t get better with 

age.   

Establish Context and provide facts 

Context is important to orient the 

organization and the leaders  We have 

developed and used a simple model to help 

us orient and establish context for the 

businesses we serve.   

 

We believe that winning strategies are 

framed by the markets, desired customers 

and the company’s own vision, values and 

mission, as these inform the goal setting 

process for the organization.  Strategies are 

simply a series of interrelated actions to 

achieve the goals of the organization.  The 

structures that support the strategy include 

the formal structure, the culture, the values 

and norms of the business, which serve to 

organize, shape and direct the activities of 

the business.  The resources: people, time, 

and money that support the activities should 

be in line with the value they help create in 

the enterprise.   

 

Unfortunately, we find that the simple 

symmetry and alignment implied by this 

model do not universally exist in the “real 

world”.  Instead, we have found a myriad of 

situations- each of which allowed or enabled 

the organization to: 

1. Spend resources that were not 

supporting strategy 

2. Under spend on key activities that 

end up starving the initiatives 

critical to the development and long 

term productivity of the business 

and  

3. Support strategies that were no 

longer rewarded or required by the 

market.   

In addition to the resources that are wasted, 

the organization becomes confused as its 

sense of orientation becomes clouded and 



 
 
 
 
 

Page 4 of 4 

misunderstood. The architecture and 

alignment originally intended to set the stage 

to drive value in the business is skewed and 

confusing. 

 

Therefore, we recommend that the company 

invest measured resource to reconfirm 

assumptions about the markets and 

customers and compare that insight to the 

goal and the strategies of the business.  A 

clear example of this type of effort involved 

a newspaper company in a Southern state.  

 
The company had one primary goal: to be the most 

valued and largest newspaper in the state.  The belief 

was to prove the value, the company had to have the 

ratification of the market as expressed in circulation 

figures.  To accomplish the Goal, the company 

expedited newspapers each day to major markets in 

the state- in some cases shipping the papers more than 

800 miles each day incurring heavy delivery costs to 

get the newspapers on the stands by rush hour. To get 

them there at a reasonable time, they were the first off 

the press- and therefore did not have complete news- 

and particularly, late sports results.  The company 

maintained skeleton reporting capabilities in these 

markets- but they could not get the “scoop” on the 

local news the way the hometown newspapers did. 

They spent significant promotional dollars to 

encourage readership.  Lastly, and regrettably, 

advertisers did not pay a premium for the extra 

circulation, because it was largely useless to them.  It 

was difficult to argue with the journalistic aspects of 

the argument, but once armed with the fact base to 

understand the total cost of achieving the goal and 

faced with the even harsher reality that demographic 

trends would soon make the “home town papers” in 

these markets the largest in the State because there 

would soon be more readers in those communities (via 

immigration so they were “instant readers”), our 

client shifted the goal and changed the strategy- 

eliminating millions of dollars of wasted costs- that 

they could now either strategically reinvest in the 

“home markets” or distribute to shareholders as 

profits.   

 

The fact is that the client did both. It reinvested part of 

the savings to offset years of “bologna slicer” cost 

reductions it had taken in its home markets- which 

funded a better product, better services to advertisers 

and readers- that translated into greater ad sales and 

increased home town circulation. 

 

Once the management team and the 

employees understood the logic of this series 

of moves, they understood that the work to 

improve the cost structure of the 

organization was not being done in a 

capricious way, they got behind the efforts 

to help make the paper more vital in its local 

communities and to make it more profitable 

for the owners so that they would continue 

to reinvest in the business to make it even 

better.   
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Rational Process and Involvement 

Adapt a process of change that makes sense 

for your organization, its capabilities and its 

willingness and capability to deal with 

change.  

Involve key leaders and constituencies in the 

process.  Make sure leaders are committed 

to the process and dealing with the 

outcomes. Mere support isn’t enough. 

Gathering facts, sharing the economic 

realities and structured action aimed at 

creating a more complete and valuable 

future, enable key leaders to understand and 

take ownership for creating a new way of 

doing business.  

A rational process has the following 

elements: 

1. Facts about the status quo and 

differing potential alternatives are 

explicitly developed and clearly and 

compellingly made available to 

people in the organization. 

2. Leaders and people in the 

organization are responsible to 

understand the facts in the context 

of the reality of their competitive 

situation and to work together to 

create a more appropriate future set 

of business practices, processes and 

capabilities. The organization is 

responsible to set the conditions 

necessary for people to productively 

participate in the process of change. 

 

3. Required changes are quickly 

discerned and thoroughly planned. 

4. Treat people in the organization 

with respect and dignity. 

 

Several years ago, we were working with a 

large chemical company- that no matter how 

hard it tried to position itself as a specialties 

company with value added product, 

customers continued to only accept pricing 

and view it as a commodity based company.  

Management had just completed a study that 

indicated their cost structure was creating 

disadvantage and they knew they had to 

change.  Cost cutting was the former 

“elixir” for meeting this challenge- but this 

time we replaced across the board % 

changes to budgets with a rational change 

process. People were involved in the 

process. Misunderstandings and 

disagreements were dealt with in explicit 

ways- rather than behind closed doors. 

The company was able to enjoy a substantial 

cost structure improvement because they re-

looked at the fundamentals in a new light 

and with a structured process. More 

overwhelmingly, an employee satisfaction 

survey that took place in the midst of the 

process reported significantly greater 

employment satisfaction than three of the 

prior studies. 

 

The transparency and involvement initially 

made the process more challenging to 
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manage, but in the end set the stage for the 

organization to more rapidly embrace the 

change and smoothed the path to 

implementation because the changes were 

made by the people who ran the business on 

a daily basis- but were now armed with 

more objective understanding of how the 

business really performed and its underlying 

economics.   

 

An example 
We recently worked with a global automotive parts 

manufacturer to help establish it as a new business as 

it was “carved out” of a much larger and 

underperforming company.  That company had a 7-

year history of % change (reductions) (aka bologna 

slicer cost management) in budgets to deal with the 

competitive nature of the industry. Deals are won and 

lost on nickels and dimes of price differences.   

To meet the cost targets, the company fired cost 

accountants- and then since no one was requiring cost 

accounting information management decided to make 

it easier on the reduced numbers of accounts payable 

and accounting clerks in each plant to reduce the 

amount of cost information they stripped from invoices 

and payroll records and stopped running the cost 

systems.  The company had grown through acquisition 

and had 4 predominant and different management 

approaches to the business.   

The result was that plants that produced parts where 

pennies dramatically influenced profit margins were 

being run with management systems that produced 

monthly results in round millions. Lack of information 

enabled plant management to expand- whereas key 

competitors had already moved more than 70% of 

their production to low cost operating companies and 

countries. 

Cost cutting without thoughtful, contextual 

analysis set this company up for failure. 

 

 

 

Action Orientation 

 

Have faith in the process and the people in 

it. Don’t debate the outcomes too long- just 

get on with the practice and culture of being 

the best at the processes you need to drive 

value in the business and to fund them to the 

extent they need for success.   

 

Pay for performance- not for showing up- 

and the people in the organization will 

respect management decisions and actions to 

help the enterprise be poised to thrive and 

not just survive.   

 

 

We can help 

If you want to know more about how to 

quickly and firmly get a grip on your 

business and shape it for success, contact Pat 

McCormick mailto:pjm@pmccventures.com 

 

 


