
Why You Should Think Twice Before Cutting Costs 
Achieve a Better Budget through Balance

“I’m gonna cut costs.”

That was the response offered by a presidential hopeful when asked how he would balance the federal budget. 
He proclaimed that by reducing critical expenses of specific government agencies, he could solve the country’s 
skyrocketing debt. Curious, I examined the budgets of the agencies he mentioned, and discovered that the 
“critical” cuts he wanted to make would barely make a dent in reducing the deficit.

The truth is that in politics or business, sweeping cuts are rarely a path to success when creating an effective 
budget. At best, they lead to a temporary state of relief, and at worst, they can destroy a business. I understand 
that budgets get bloated, markets change with such frequency that products come and go, and sometimes 
layoffs are necessary. But if those are your only strategies, you may be cutting your way into a bigger problem. 

For example: when it comes to layoffs, instead of cutting the cost of doing business, often you’re cutting the 
people that get business done. Sure, management teams see some measure of success when the remaining 
employees are forced to find innovative ways to get the same amount of work done. But in the long-term, you 
have an overworked staff with low morale that looks for jobs elsewhere. 

The answer lies in the word “balance.” And just like anything else, achieving balance in your budget comes from 
executing several complementary strategies and maintaining a critical eye. Over-reliance on one component 
does not make up for lack of another.

Change How You Operate
Changing operations to fit a new reality is a far better alternative, and it’s also a critical part of a balanced 
strategy. If a major customer isn’t as profitable to your business, focus on the parts of serving them that cost 
the most. This means pushing beyond payroll cost. What are the steps to completing this customer’s order, 
how long do they take and are they all necessary? Are you delivering things the customer doesn’t care about 
(and won’t pay for)? We had a client once who recycled inbound boxes to avoid buying outbound boxes, in the 
process spending $2.00 to save $0.40—an easy fix if you look at the problem correctly. 

Get the Most Out of Your Technology
Better technology and data management can be part of an effective strategy, but the view of what an investment 
in technology means has changed. Managers used to think of big, expensive technology implementations, but 
I see a lot of low-cost, one-off options that solve specific problems even better. Probably the biggest and least 
expensive investment is to train your staff on systems you’re already using. Especially when it comes to data, 
a solid understanding of Microsoft Access and Excel makes a huge difference. We frequently see employees 
using just 10 to 15 percent of a software package, when they could better solve their problems with the 
remaining 85 percent if they only knew how.

Keep Your Eye on Growth
Whether we’re talking about a business or the economy, growth has to be a component of any budget balancing 
act. There is no amount of cost cutting that will save a business (or economy) that continues to shrink. One 
of the key ways to ensure growth is to make sure you have an understanding of your own information: where 
are you most profitable, who are your best customers and what are they looking for. Growth also comes from 
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accountability. Too many times sales people are not motivated correctly (and in some cases not at all). Aligning 
sales team payment to company goals may seem straight forward, but in many cases it isn’t happening.
Certainly there are other options for growth that are more impactful...but also more expensive (like a merger 
or acquisition). Same with new product launches. All viable options, but not pursuits to undertake until you’ve 
maximized everything else that is currently under your control.

The budget bottom line? A truly balanced business is a better business, a more valuable business and one that 
will return more to its owners.

 

  

Costs Are Like a Waterbed: How to Really Lower Costs

 
 
          

Streamline the process, make it simpler and make it cost less every time you run it

I heard the phrase “costs are like a waterbed” recently in a discussion about how expense management 
often doesn’t live up to expectations. Press cost down in one area, and it inevitably increases somewhere 
else.

For instance, a concrete manufacturer chose to postpone routine maintenance expenses to save $5,000. 
The short-term savings were appealing, but when a key piece of machinery failed and brought the entire 
business to a standstill, the expense and downtime far outweighed the initial savings.

Another consideration: With software upgrades so pervasive these days, is it really necessary to invest in 
the latest versions? It’s tempting to save a few thousand dollars by putting off the expenditure for another 
year or so, but when you suddenly discover that your outdated software is no longer supported and 
massive data is lost in the conversion (not to mention the professional fees to get everything up and 
running again), one must question whether the short-term savings were really worth it.

The waterbed effect causes even more waves in areas many executives don’t consider. For instance, what 
are the long-term effects of bulk purchasing discounts? While you may be able to push the cost of 
inventory down by buying more, the cost of additional space, possible damages or loss creeps up.

And what about carrying costs? Distributors and manufacturers assume a 2% per-month charge for 
holding inventory. So if your bulk purchasing slows your inventory turns, the savings derived from your 
discount evaporate quickly, and you may end up actually losing money!

Bulk production is another less-obvious example. Investing in machinery that allows the business to 
process more inventory for less seems like a cost saver. But is that really better? If your customer only 
wants 60 items and you’ve made 100, the remaining 40 are stuck in inventory, which is just another form 
of cash that you can’t use. Sure, you’ll probably sell them eventually, but what if you don’t?

So what’s the solution? Focus on the variable costs in a business. Streamline the process, make it 
simpler and make it cost less every time you run it. Process refinements are the real cost savings, and 
once you get the process started, it tends to run itself without a lot of management time, and helps you 
avoid the pain of knowing a bad decision is coming home to roost.
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