
Suryakant Gupta et al. [Subject: English] [I.F. 5.993] International 

Journal of Research in Humanities & Soc. Sciences 

    Vol. 10, Issue 05, May: 2022 

ISSN(P) 2347-5404 ISSN(O)2320 771X 
 

 

 

39  Online & Print International, Peer Reviewed, Referred & Indexed Monthly Journal                                          

 

Strategic Cost Management and Value-Based Financial Decision-

Making as Drivers of Competitive Performance 

DOI: https://doi.org/10.63345/ijrhs.net.v10.i5.2 
Suryakant Gupta  

North East Christian University 

Nagaland, India 

Dr. Rakesh Kumar 

Supervisor 

North East Christian University 

Nagaland, India 

Abstract— In an increasingly competitive and volatile 

global marketplace, organizations are compelled to 

adopt sophisticated financial strategies that not only 

ensure cost efficiency but also enhance long-term value 

creation. This research paper examines the integration 

of Strategic Cost Management (SCM) and Value-Based 

Financial Decision-Making (VBFD) as critical drivers of 

competitive performance. While traditional cost 

accounting focuses on short-term cost reduction and 

control, strategic cost management emphasizes cost 

optimization aligned with corporate strategy and value 

creation across the value chain. Simultaneously, value-

based financial decision-making, influenced by 

shareholder value theory and performance measurement 

systems, prioritizes decisions that maximize economic 

value added and long-term stakeholder wealth. 

Drawing upon theoretical perspectives such as the 

competitive strategy framework of Michael Porter, the 

shareholder value approach of Alfred Rappaport, and 

the Economic Value Added (EVA) model popularized by 

Stern Stewart & Co., this paper develops an integrative 

framework linking cost structures, strategic positioning, 

capital allocation, and firm performance. The study 

explores how advanced cost management tools—such as 

Activity-Based Costing (ABC), Target Costing, Life-

Cycle Costing, and Value Chain Analysis—support 

strategic differentiation and cost leadership. 

Furthermore, it examines how value-based financial 

metrics including EVA, Market Value Added (MVA), 

and discounted cash flow (DCF) models enhance 

strategic investment decisions and competitive 

sustainability. 

The findings suggest that organizations that effectively 

align strategic cost management with value-based 

financial decision-making achieve superior profitability, 

operational efficiency, innovation capability, and market 

positioning. The integration of these approaches fosters 

informed resource allocation, risk-adjusted performance 

evaluation, and sustainable competitive advantage. The 

paper contributes to strategic management and financial 

literature by presenting a comprehensive conceptual 

framework that positions cost and value optimization as 

foundational pillars of competitive performance in 

modern enterprises. 

 

1. Introduction 

In the contemporary business environment marked by 

globalization, technological disruption, and intensified 

competition, firms face relentless pressure to enhance 

performance while maintaining cost efficiency and value 

creation. Competitive performance is no longer measured 

solely by short-term profitability; rather, it encompasses 

sustainable growth, market share expansion, innovation 

capability, operational efficiency, and shareholder wealth 

maximization. 
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Traditional cost accounting systems, developed during the 

industrial era, were primarily designed for inventory 

valuation and financial reporting. However, these systems 

often fail to provide strategic insights required for long-term 

competitiveness. Similarly, conventional financial decision-

making approaches focusing on accounting profits may 

overlook the cost of capital and risk-adjusted returns. 

This research paper argues that Strategic Cost Management 

(SCM) and Value-Based Financial Decision-Making 

(VBFD) must be integrated to drive competitive 

performance. By aligning cost structures with strategic 

positioning and ensuring that financial decisions maximize 

economic value, organizations can achieve sustainable 

competitive advantage. 

 

2. Conceptual Foundations 

2.1 Strategic Cost Management (SCM) 

Strategic Cost Management refers to the systematic use of 

cost data to develop and implement business strategies. 

Unlike traditional cost control, SCM focuses on: 

• Aligning cost structures with competitive strategy 

• Enhancing value chain efficiency 

• Identifying cost drivers 

• Supporting long-term strategic objectives 

The concept of value chain analysis introduced by Michael 

Porter emphasizes that competitive advantage arises from 

managing costs and differentiation across primary and 

support activities. Strategic cost management thus extends 

beyond internal operations to include suppliers, distribution 

channels, and customers. 

2.2 Value-Based Financial Decision-Making (VBFD) 

Value-Based Financial Decision-Making prioritizes 

maximizing firm value rather than merely increasing 

accounting profits. It incorporates: 

• Discounted Cash Flow (DCF) analysis 

• Net Present Value (NPV) 

• Economic Value Added (EVA) 

• Weighted Average Cost of Capital (WACC) 

• Shareholder value metrics 

The shareholder value perspective articulated by Alfred 

Rappaport argues that managerial decisions should be 

evaluated based on their impact on long-term shareholder 

wealth. EVA, developed and popularized by Stern Stewart 

& Co., measures residual income after deducting the cost of 

capital, ensuring that firms generate returns above investor 

expectations. 

 

3. Theoretical Framework 

3.1 Competitive Strategy Theory 

Competitive performance is deeply rooted in strategic 

positioning. According to Michael Porter, firms achieve 

competitive advantage through: 

1. Cost Leadership 

2. Differentiation 

3. Focus Strategy 

Strategic cost management supports cost leadership, while 

value-based financial decisions enable sustainable 

investment in differentiation strategies. 

3.2 Resource-Based View (RBV) 

The Resource-Based View suggests that sustainable 

competitive advantage arises from valuable, rare, inimitable, 

and non-substitutable resources. Efficient cost structures and 

superior financial governance become strategic capabilities 

when integrated with core competencies. 

3.3 Agency Theory 

Agency theory highlights conflicts between managers and 

shareholders. Value-based financial metrics align 

managerial incentives with shareholder wealth 

maximization, reducing agency costs and improving 

corporate governance. 

 

4. Strategic Cost Management Tools 

4.1 Activity-Based Costing (ABC) 

ABC allocates overhead costs based on activities rather than 

volume. It identifies cost drivers and provides accurate 

product costing, supporting strategic pricing decisions. 

4.2 Target Costing 

Target costing begins with market-driven price 

determination and works backward to achieve desired profit 
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margins. It fosters cross-functional collaboration and cost 

discipline during product design stages. 

4.3 Life-Cycle Costing 

Life-cycle costing evaluates total cost across a product’s 

lifespan, including design, production, maintenance, and 

disposal. It supports long-term profitability analysis. 

4.4 Value Chain Analysis 

Value chain analysis identifies opportunities to reduce cost 

or enhance value across activities. It promotes strategic 

outsourcing, supply chain optimization, and operational 

excellence. 

5. Value-Based Financial Decision-Making Tools 

5.1 Net Present Value (NPV) and Internal Rate of Return 

(IRR) 

NPV and IRR assess investment viability by discounting 

future cash flows. Positive NPV projects contribute to 

shareholder value. 

5.2 Economic Value Added (EVA) 

EVA measures true economic profit by deducting cost of 

capital from net operating profit. It encourages capital 

efficiency and strategic investment discipline. 

5.3 Market Value Added (MVA) 

MVA represents the difference between market value and 

invested capital. It reflects investor confidence in 

management’s value creation capacity. 

5.4 Balanced Scorecard 

Although broader in scope, the Balanced Scorecard 

integrates financial and non-financial performance 

indicators, linking strategy to measurable outcomes. 

 

6. Integration of SCM and VBFD 

Strategic cost management and value-based financial 

decision-making must operate in synergy. Cost optimization 

without value orientation may lead to underinvestment in 

innovation, while value-focused investment without cost 

discipline may erode profitability. 

6.1 Aligning Cost Drivers with Capital Allocation 

Understanding cost drivers enhances forecasting accuracy, 

improving capital budgeting decisions. 

6.2 Risk-Adjusted Performance Evaluation 

VBFD incorporates risk into decision-making. Strategic cost 

analysis reduces operational uncertainty and enhances return 

predictability. 

6.3 Strategic Pricing and Profitability 

Accurate cost information supports strategic pricing 

decisions, maximizing contribution margins and long-term 

profitability. 

 

7. Impact on Competitive Performance 

The integration drives competitive performance in several 

dimensions: 

7.1 Profitability Enhancement 

Efficient cost structures combined with disciplined capital 

allocation improve return on investment. 

7.2 Operational Efficiency 

Cost transparency promotes process optimization and waste 

reduction. 

7.3 Innovation Sustainability 

Value-based evaluation ensures that R&D investments 

generate long-term economic returns. 

7.4 Market Positioning 

Cost leadership and differentiation strategies become 

financially sustainable. 

 

8. Challenges and Limitations 

• Measurement complexities of intangible value 

• Resistance to performance-based compensation 

systems 

• Short-term market pressures 

• Implementation costs of advanced cost systems 

Addressing these challenges requires strong leadership, 

organizational culture alignment, and technological support 

systems. 

 

9. Managerial Implications 

Managers must: 

• Integrate finance and strategy departments 

• Adopt advanced cost analytics tools 

• Align incentives with value-based metrics 
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• Foster a culture of accountability and long-term 

thinking 

Boards of directors should incorporate value-based metrics 

into performance evaluations and governance frameworks. 

 

10. Conclusion 

Strategic Cost Management and Value-Based Financial 

Decision-Making serve as complementary pillars of 

competitive performance. By aligning cost structures with 

strategic positioning and ensuring that financial decisions 

create economic value above the cost of capital, 

organizations achieve sustainable competitive advantage. 

In the modern competitive landscape, firms cannot rely 

solely on cost reduction or profit maximization in isolation. 

Instead, they must strategically integrate cost efficiency with 

value creation frameworks. Organizations that master this 

integration enhance profitability, strengthen governance, 

foster innovation, and secure long-term competitive 

superiority. 

Thus, strategic cost management and value-based financial 

decision-making collectively function as powerful drivers of 

enduring competitive performance in contemporary 

enterprises. 

 


	Strategic Cost Management and Value-Based Financial Decision-Making as Drivers of Competitive Performance
	DOI: https://doi.org/10.63345/ijrhs.net.v10.i5.2
	Suryakant Gupta
	North East Christian University
	Nagaland, India
	Dr. Rakesh Kumar
	Supervisor
	North East Christian University
	Nagaland, India
	Abstract— In an increasingly competitive and volatile global marketplace, organizations are compelled to adopt sophisticated financial strategies that not only ensure cost efficiency but also enhance long-term value creation. This research paper exami...
	1. Introduction
	2. Conceptual Foundations
	2.1 Strategic Cost Management (SCM)
	2.2 Value-Based Financial Decision-Making (VBFD)

	3. Theoretical Framework
	3.1 Competitive Strategy Theory
	3.2 Resource-Based View (RBV)
	3.3 Agency Theory

	4. Strategic Cost Management Tools
	4.1 Activity-Based Costing (ABC)
	4.2 Target Costing
	4.3 Life-Cycle Costing
	4.4 Value Chain Analysis

	5. Value-Based Financial Decision-Making Tools
	5.1 Net Present Value (NPV) and Internal Rate of Return (IRR)
	5.2 Economic Value Added (EVA)
	5.3 Market Value Added (MVA)
	5.4 Balanced Scorecard

	6. Integration of SCM and VBFD
	6.1 Aligning Cost Drivers with Capital Allocation
	6.2 Risk-Adjusted Performance Evaluation
	6.3 Strategic Pricing and Profitability

	7. Impact on Competitive Performance
	7.1 Profitability Enhancement
	7.2 Operational Efficiency
	7.3 Innovation Sustainability
	7.4 Market Positioning

	8. Challenges and Limitations
	9. Managerial Implications
	10. Conclusion


