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Traditional Target costing
Market Research Market Research
Product characteristics Product characteristics
Design Planned selling price less
l desired profit =
Engineering l
l Target Cost
Supplier pricing l l l
Cost Design Engineering  Supplier pricing

Target cost for each component force marketers,
designers. and engineers from all departments and
suppliers to struggle and negotiate trade-offs.

| !

If cost is too high, return to
design phase

Manufacturing Manufacturing
Periodic cost reduction Continuous cost reduction

Source: Worthy (1991, 49)
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Figure 3: Actions affecting the Product Life Cycle Cost
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Conceptual Design Prelimmary | Detailed Design Production Logistical
Design & Development Support
Stages of the Product Life Cyele

Source: Blanchard (1978, 14)
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it is essential to reduce costs with regard for the quality, the functions and the

characteristics of the product from the customers’ point of view.
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Figure 6: Cooper’s Framework for Successful NPD: the Survival Triplet
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Minimum feasible price

Minimum allowable functionality Minimum allowable quality

Maximum feasible quality

plaximum feasible functionality

Functionality Quality

Source: Cooper (1995, 19)
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to succeed, firms must be responsive to changing customer demands and to the moves of

their competitors by shortening the time-to-market of new products.

ol ) Cooper (1995) BIR{RUES

by decreasing time-to-market, a firm is able to accelerate the rate at which new
technologies are introduced. Hence it reduces the risk that a firm is left behind by its

competitors.
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...aiming for a short time-to-market by setting challenging time-to-market

targets,

together with using target costing information aiming for downstream cost
management of future products, causes a tremendous pressure on design
engineers in the Japanese firms he studied. Even if development activities are
highly structured and sophisticated support systems are available, much of the
creativity involved in developing new products is human-dependent. A high
time pressure in a target costing context creates tension and results in poor
performance.
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Target costing was invented by Toyota in 1965 (Tanaka, 1993). In Japan,

management accountants have worked hard to link their product-costing
systems to their companies strategies for product innovation. Japanese
companies seem to use these accounting systems to motivate employees to
act in accordance with their long-term strategies rather than as a tool for
providing senior managers with precise and detailed data on profits, standard
costs and variances. Japanese accounting systems emphasize doing what it
takes to achieve a desired performance level under market conditions.
Management accountants help motivate market-driven behavior by using a
market-based allowable cost that has to be realized if the company is to be

profitable in a competitive market (Hiromoto, 1991).
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Target costing as part of a comprehensive strategic profit management system that
focuses on reducing the product life cycle costs of new products, while also
improving quality, reliability and other consumer requirements, by examining all
possible ideas for cost reduction at the product planning, development and
prototyping phase.
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