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Abstract 

Target-Based Costing (TBC) has emerged as a critical cost management approach in the manufacturing sector, enabling 

firms to optimize production costs while maintaining competitive pricing and profit margins. This study investigates the 

impact of TBC on financial performance, focusing on its role in cost control, pricing strategies, and operational efficiency 

at Manufacturing Industries. Using regression and factor analysis, the research examines key cost drivers, the influence 

of TBC on production costs, and its role in enhancing sales revenue and market positioning. The findings reveal that TBC 

significantly contributes to cost optimization, profitability, and competitive advantage. The study provides practical 

implications for manufacturing firms seeking to adopt TBC to sustain financial stability and market competitiveness. 

Furthermore, the study highlights challenges in TBC implementation and suggests future research directions to refine cost 

management strategies in manufacturing. 
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1. Introduction 

In today's competitive manufacturing environment, companies face increasing pressure to reduce costs while maintaining 

product quality and profitability. Traditional cost management approaches often fall short in addressing dynamic market 

conditions, leading to the adoption of more strategic methods such as Target-Based Costing (TBC). TBC helps companies 

align their cost structures with market demands, enabling cost control from the product development stage. This study 

explores the impact of TBC on financial performance at Manufacturing Industries, analyzing its role in optimizing costs, 

mitigating risks, and enhancing competitive positioning. 

Moreover, as the manufacturing sector continues to embrace digital transformation, integrating advanced analytics with 

TBC can provide new insights into cost reduction strategies and efficiency improvements. Companies using TBC 

alongside automation and data-driven decision-making have seen greater cost savings and improved financial planning. 
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2. Background, Motivation, Objectives 

2.1 Background 

Target-Based Costing (TBC) is a market-driven approach that helps manufacturers determine cost structures based on 

customer expectations and desired profit margins. Unlike traditional cost-plus pricing, TBC begins with a target price and 

works backward to achieve cost efficiency. The adoption of TBC has gained traction in industries where cost pressures 

and market competition necessitate proactive cost control and strategic financial planning. This approach encourages 

collaboration among different departments, such as engineering, finance, and supply chain management, to ensure cost-

efficiency throughout the product lifecycle. Additionally, globalization has amplified the need for TBC, as firms face 

competition from low-cost manufacturers worldwide. 

2.2 Motivation 

Manufacturing firms, particularly those facing volatile raw material costs, require effective cost management strategies to 

sustain profitability. The motivation for this study stems from the need to evaluate how TBC enables cost control, 

competitive pricing, and financial sustainability. Manufacturing Industries, a manufacturer in the industrial equipment 

sector, serves as a case study to illustrate the practical applications of TBC. Understanding the role of TBC in mitigating 

financial risks and improving profitability is crucial for firms operating in price-sensitive markets. As companies strive to 

gain a competitive edge, adopting systematic costing approaches can help firms optimize operations while ensuring 

sustainable growth. 

2.3 Objectives 

• Analyze cost drivers influencing target costs and assess how TBC aligns with financial goals. 

• Evaluate the impact of TBC on optimizing production costs and mitigating risks from raw material price 

fluctuations. 

• Investigate how TBC enhances sales revenue through competitive pricing and market positioning. 

• Assess how TBC improves operational efficiency through cost control, resource utilization, and process 

optimization. 

3. Literature Review 

Previous studies have explored TBC’s effectiveness in cost control and profitability enhancement. Research indicates that 

TBC improves financial performance by reducing production costs and aligning pricing with market expectations. Studies 

on manufacturing firms in Japan, the United States, and Europe highlight TBC’s role in streamlining processes, improving 

operational efficiency, and enhancing customer satisfaction. 

A study by Abdussalam M. A. (2020) found that companies implementing TBC achieved greater cost savings and 

improved profit margins. Similarly, research by Lawrence & Sanusi (2014) highlighted that firms in emerging markets 

that adopted TBC experienced enhanced financial performance due to better cost forecasting and price optimization. 

However, there is limited empirical research on its application in developing markets, which this study aims to address. 

Additionally, studies on lean manufacturing suggest that integrating TBC with continuous improvement strategies can 

lead to greater efficiency and cost savings. Researchers have noted that companies using value engineering alongside TBC 

often achieve superior results in cost reduction and operational optimization. Moreover, advancements in artificial 

intelligence and predictive analytics have begun to influence cost management strategies, offering deeper insights into 

pricing trends and raw material procurement. 
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4. Methodology 

4.1 Research Design 

This research takes a numbers-driven approach to understand how Target-Based Costing (TBC) influences financial 

performance. By digging into real data—like financial statements, cost breakdowns, and production records—from 

Manufacturing Industries, the study aims to paint a clear picture of how TBC affects key areas such as cost control, 

revenue growth, and overall operational efficiency. Rather than relying on theory alone, the analysis is grounded in actual 

company figures, helping to connect the dots between cost strategies and business results. 

4.2 Data Collection 

Financial records spanning two years were analyzed to assess trends in cost reduction, pricing strategies, and profitability. 

Key variables include total production cost, raw material cost, labor cost, and revenue growth. The study also considers 

external factors such as market competition and industry pricing trends. In addition to financial data, qualitative insights 

from industry professionals were gathered to understand the practical challenges of implementing TBC. 

4.3 Analytical Tools 

• Regression Analysis: Determines the impact of cost drivers on total production cost. 

• Factor Analysis: Identifies key operational efficiency factors. 

• Discriminant Analysis: Evaluates the effect of TBC on sales revenue and competitive pricing. 

5. Analysis and Interpretation 

5.1 Cost Drivers and TBC Alignment with Financial Goals 

Regression analysis was conducted to determine the relationship between cost drivers and overall financial alignment 

under TBC. The results indicate that labor cost and raw material cost significantly impact total production cost (R² = 

0.997, p < 0.001). The high R² value confirms that cost drivers play a substantial role in financial planning and profitability. 

Cost Driver Coefficient Significance (p-value) 

Labor Cost 1.068 <0.001 

Raw Material Cost 1.394 <0.001 

The results confirm that companies implementing TBC must strategically manage labor and material costs to ensure 

financial sustainability and competitive pricing. 

5.2 Impact of TBC on Production Cost Optimization and Risk Mitigation 

A regression model was employed to analyze how TBC influences production cost optimization, particularly concerning 

raw material price fluctuations. The findings reveal a negative correlation between material price fluctuations and total 

production cost (B = -315.261, p < 0.001), implying that firms implementing TBC can better mitigate cost volatility. 

Factor Coefficient Significance (p-value) 

Material Price Fluctuation -315.261 <0.001 

The study suggests that firms adopting TBC should negotiate long-term supplier contracts and explore alternative sourcing 

strategies to minimize cost unpredictability. 
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5.3 TBC’s Influence on Sales Revenue and Market Positioning 

Discriminant analysis was performed to assess the relationship between TBC-driven pricing strategies and sales revenue. 

The findings indicate that both competitive pricing and market share significantly impact sales revenue growth (Wilks’ 

Lambda = 0.526, p < 0.001). 

Factor Wilks’ Lambda Significance (p-value) 

Competitive Pricing 0.526 <0.001 

Market Share 0.885 <0.001 

These results suggest that firms leveraging TBC for pricing strategies experience stronger market positioning and 

enhanced revenue generation. 

5.4 Operational Efficiency through TBC Implementation 

Factor analysis was utilized to determine how TBC enhances operational efficiency. Three major factors were identified 

as key contributors to efficiency: resource utilization, process optimization, and cost control efficiency. 

Factor Loading 

Resource Utilization 0.864 

Process Optimization 0.850 

Cost Control Efficiency 0.856 

The results indicate that firms implementing TBC can enhance resource management and process efficiency, ultimately 

leading to sustainable cost savings and operational effectiveness. 

6. Findings, Suggestions, and Conclusion 

6.1 Findings 

1. Cost Drivers and Financial Alignment: 

• Labor and raw material costs are the primary cost drivers, significantly impacting total production costs (R² = 

0.997, p < 0.001). 

• Managing these cost drivers effectively ensures alignment with financial goals and profitability. 

2. Production Cost Optimization and Risk Mitigation: 

• Material price fluctuations negatively impact total production costs (B = -315.261, p < 0.001), but firms using 

TBC can mitigate these risks. 

• Strategic supplier negotiations and alternative sourcing strategies help in reducing cost uncertainty. 

3. Sales Revenue and Market Positioning: 

• Competitive pricing and market share significantly differentiate sales revenue groups (Wilks’ Lambda = 0.526, p 

< 0.001). 

• The discriminant model correctly classifies 75.8% of cases, indicating that TBC supports revenue enhancement 

through cost-efficient pricing. 
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4. Operational Efficiency through TBC: 

• Factor analysis shows strong factor loadings for resource utilization (0.864), process optimization (0.850), and 

cost control efficiency (0.856). 

• TBC significantly improves operational efficiency by streamlining cost structures and optimizing processes. 

6.2 Suggestions 

1. Cost Management Strategies: 

• Strengthen cost control measures for labor and raw materials to maintain cost efficiency. 

• Implement strategic supplier contracts to mitigate risks from material price fluctuations. 

• Use real-time cost tracking and predictive analytics for proactive cost management. 

2. Revenue Enhancement through TBC: 

• Utilize competitive pricing strategies to sustain market share growth. 

• Optimize product pricing based on cost savings from TBC implementation. 

• Explore dynamic pricing models to adjust to market conditions and demand fluctuations. 

3. Operational Efficiency Improvement: 

• Enhance process automation and lean manufacturing to further optimize cost structures. 

• Strengthen real-time cost monitoring to align with TBC principles. 

• Encourage cross-functional collaboration between finance, production, and marketing to improve decision-

making. 

6.3 Conclusion 

The study confirms that Target-Based Costing (TBC) significantly improves cost efficiency, supports competitive pricing, 

and enhances operational effectiveness. While labor and raw material costs are major cost drivers, material price 

fluctuations have a moderate impact. TBC’s ability to improve resource utilization, process optimization, and cost control 

makes it a crucial strategy for achieving financial and operational goals at Manufacturing Industries. 

The findings suggest that TBC is instrumental in sustaining profitability through strategic pricing and cost-efficient 

operations. Future research should explore additional cost drivers and external market influences for a more 

comprehensive analysis. Firms should integrate technology and predictive analytics to further enhance the efficiency of 

TBC implementation. 
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