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Executive Summary
This report examines cost management techniques in the context of a fast-changing business environment, where organisations face challenges such as globalisation, technological disruption, and economic uncertainty. The analysis focuses on two widely adopted approaches—Activity-Based Costing (ABC) and Earned Value Management (EVM)—evaluating their effectiveness, strengths, and limitations in dynamic settings. While ABC provides accurate cost allocation based on activities, improving pricing and resource decisions (Sánchez-Rebull et al., 2023; Ortiz-Cea et al., 2025). and strategic insights, its complexity and maintenance requirements reduce adaptability. Similarly, EVM offers comprehensive project control and forecasting but struggles with rigid assumptions and data intensity in volatile markets. Recommendations include integrating lean principles with ABC and adopting Agile-compatible EVM frameworks to enhance responsiveness in dynamic projects (Borkar, 2025; NDIA IPMD, 2025).
The report also compares Marginal Costing and Absorption Costing, highlighting their impact on profit measurement and inventory valuation. Marginal costing supports short-term decision-making by focusing on variable costs, whereas absorption costing ensures compliance and long-term analysis but can distort profits when inventory fluctuates. A blended approach is suggested to balance agility and statutory requirements.
Finally, the report explores the evolution of budgeting methods and the Beyond Budgeting model, which promotes decentralisation, adaptive planning, and continuous forecasting. While beyond budgeting enhances responsiveness, its success depends on cultural change, leadership commitment, and investment in real-time analytics.
Overall, the findings emphasise that cost management is not static but a dynamic capability. Organisations should adopt hybrid strategies that combine traditional and modern techniques to maintain competitiveness and achieve sustainable financial performance.
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Introduction
Cost management is a vital process for organisations aiming to remain competitive and financially sustainable. In today’s fast-changing business environment, globalisation, technological disruption, and economic uncertainty create significant challenges for managers. Organisations must not only control costs but also adapt quickly to market changes while maintaining profitability. Effective cost management provides a structured approach to predicting, planning, and controlling expenditures, ensuring that resources are allocated efficiently and financial objectives are met.
The importance of cost management has grown as businesses face pressures such as inflation, supply chain disruptions, and increasing customer expectations. Traditional cost control methods often fall short in dynamic environments where agility and responsiveness are critical. As a result, organisations are adopting advanced techniques that provide better visibility and adaptability.
This report critically evaluates two widely used cost management techniques, Activity-Based Costing (ABC) and Earned Value Management (EVM) and examines their effectiveness in dynamic settings. It also compares Marginal Costing and Absorption Costing, highlighting their impact on profit measurement and inventory valuation. By exploring these approaches, the report aims to provide practical insights into how organisations can select and apply cost management techniques that align with operational needs and strategic objectives.
Critical Evaluation of ABC and EVM in a Fast-Changing Business Environment
ABC allocates overhead costs based on activities rather than traditional volume-based methods. This approach offers greater accuracy in identifying cost drivers, which can improve pricing and resource allocation (Mullins, 2013). For example, in manufacturing, ABC can reveal that machine maintenance costs are driven by production complexity rather than output volume, enabling managers to make informed decisions about process improvements.

Strengths:
Accuracy: Provides detailed cost information, supporting strategic decisions. 
Transparency: Helps identify non-value-added activities, improving efficiency. 
Strategic Insight: Useful for pricing and profitability analysis in complex organisations.
 Weaknesses:
Complexity: Implementing ABC requires significant data collection and analysis (Flynn, 2012). 
Cost of Maintenance: Frequent updates to activity pools make it expensive and time-consuming. 
Adaptability Issues: In fast-changing environments, ABC can become outdated quickly.
Implications:
ABC works well in stable settings but struggles in industries with rapid technological change or shifting customer demands. Organisations may need to simplify activity structures or integrate ABC with lean principles to maintain relevance. Automation and real-time analytics can also help reduce the administrative burden. (Kaplan and Cooper, 1998; Sánchez-Rebull et al., 2023)

Earned Value Management (EVM)

EVM integrates cost, schedule, and scope to monitor project performance. It provides early warning signals for cost overruns and delays, making it valuable for structured projects such as construction or healthcare IT implementations (Gopee & Galloway, 2014).

Strengths:
Comprehensive Control: Combines cost and schedule metrics for proactive management. 
Forecasting Capability: Enables accurate predictions of project completion costs and timelines. 
Early Warning: Identifies variances early, allowing corrective action.
Weaknesses:
Data-Intensive: Requires accurate baseline data and continuous updates, which can be challenging in volatile environments. 
Rigid Assumptions: Assumes stable scope and schedule, limiting flexibility in agile projects. 
 Complexity: Needs skilled personnel and robust systems.

Implications:
EVM is highly effective for large, structured projects but less adaptable for fast-paced sectors such as technology or healthcare. Modified approaches, such as Agile EVM, can improve responsiveness by incorporating iterative planning and flexible baselines (U.S. Department of Energy, 2019; Wanner, 2020; NDIA IPMD, 2019)

Critical Analysis:
Both ABC and EVM share a common flaw: they are designed for stability rather than rapid change. ABC’s complexity and EVM’s reliance on fixed baselines reduce their responsiveness in volatile markets. To address these limitations, organisations can:
Combine ABC with lean or activity simplification techniques.
Implement Agile-compatible EVM frameworks.
Use real-time analytics and automation to keep cost data current.



Marginal vs Absorption Costing 
Marginal costing focuses on variable costs, treating fixed costs as period expenses. This method is useful for short-term decisions such as pricing and break-even analysis (Marchington & Wilkinson, 2008). For example, a company deciding whether to accept a special order at a reduced price can use marginal costing to determine if the contribution margin covers variable costs.

Benefits:
Highlights contribution margin, aiding tactical decisions.
Provides flexibility in dynamic environments.

Limitations:
Ignores fixed costs in product costing, limiting long-term analysis.
Not suitable for external reporting under GAAP.

Absorption costing 

Absorption costing includes both fixed and variable costs in product cost, ensuring compliance with accounting standards (Bailey, 2015). This method is widely used for statutory reporting and long-term profitability analysis.

Benefits:
Offers a complete view of production costs. 
Required for statutory reporting.

Limitations:
Can distort profits when inventory levels fluctuate. 
Less useful for short-term decision-making.
Key Differences and Impact
Aspect	Marginal Costing	Absorption Costing
Cost Basis	Variable only	Fixed + Variable
Profit Impact	Lower in high inventory	Higher in high inventory
GAAP Compliance	No 	Yes 
Decision Usefulness	Short-term	Long-term


Impact on Profit and Inventory:
Under absorption costing, unsold inventory carries fixed costs, which can artificially increase reported profits. Marginal costing avoids this by expensing fixed costs immediately, providing a clearer view of operational performance in volatile markets.
Example:
If a company produces 1,000 units but sells only 800, absorption costing will allocate fixed costs to the 200 unsold units, inflating profit. Marginal costing will expense all fixed costs in the current period, showing a more conservative profit figure.
Implications for Dynamic Environments
Marginal costing supports agility for tactical decisions, making it suitable for businesses facing rapid changes in demand or pricing. Marginal costing emphasizes variable costs and is commonly used for short-term decision-making and internal management purposes (Auditing Accounting, 2025). Absorption costing, while essential for compliance, may hinder responsiveness due to its complexity and potential profit distortion. Absorption costing allocates all production costs fixed and variable and is required for external financial reporting under GAAP (Barraza Carlos, 2025). A blended approach using marginal costing for internal decisions and absorption costing for external reporting can balance flexibility and compliance 
Budgeting Evolution and Critical Analysis
Budgeting has traditionally served as a cornerstone of financial planning, resource allocation, and performance control. However, its role and effectiveness have evolved significantly in response to dynamic business environments characterised by volatility, uncertainty, and rapid technological change.
Traditional Budgeting Methods
Incremental Budgeting - Builds on prior budgets with minor adjustments. While simple and predictable, it often perpetuates inefficiencies and discourages innovation. 
Zero-Based Budgeting (ZBB) - Requires justification for all expenses from scratch, promoting cost discipline. However, ZBB is resource-intensive and impractical for fast-moving sectors.
Rolling Budgets - Continuous updates improve adaptability but demand significant administrative effort and robust forecasting systems.
Critical Perspective
Traditional methods assume stability and predictability, which sharply contrasts with today’s environment. Fixed annual budgets can cause rigidity, resulting in misalignment between plans and actual performance when market conditions unexpectedly change.
Drivers of Change
Globalisation and Competition - Firms need agile financial planning to respond to global supply chain disruptions and competitive pressures.
Technological Advancements - Digital tools enable real-time data analysis, challenging the relevance of static budgets.
Stakeholder Expectations - Investors and regulators increasingly demand transparency and responsiveness, pushing firms toward adaptive models.

Beyond Budgeting Model
Beyond Budgeting is a management philosophy that challenges traditional budgeting processes by promoting adaptive and decentralised decision-making. This approach is particularly beneficial in volatile and uncertain markets where rigid annual budgets can hinder responsiveness.
Real-World Examples:
Svenska Handelsbanken eliminated traditional budgets and empowered branch managers to make decisions based on local market conditions, resulting in sustained profitability and high customer satisfaction.
Borealis adopted rolling forecasts and relative performance evaluation, enabling continuous adaptation to market changes.
Benefits:
Enhanced flexibility and faster decision-making
Stronger alignment with strategic goals
Fosters trust and accountability through decentralisation
Challenges:
Cultural resistance from managers accustomed to traditional budgeting
Need for robust performance measurement systems
Investment in technology for real-time analytics
Implications:
Beyond Budgeting offers a viable alternative for firms seeking resilience and innovation in dynamic environments. Success depends on cultural change, leadership commitment, and advanced analytics infrastructure (Hope & Fraser, 2003; Bogsnes, 2016).

Key Principles
Replace fixed targets with relative benchmarks.
Empower teams with decision-making authority.
Use rolling forecasts and dynamic resource allocation.
Critical Analysis
Strengths - Enhances agility, fosters innovation, and aligns performance with market realities.
Weaknesses - Implementation challenges include cultural resistance, leadership reluctance, and the need for advanced analytics infrastructure.
Implications - Success depends on organisational readiness, technological capability, and strong governance frameworks.

Comparative Insights
While traditional budgeting provides control and predictability, it often stifles flexibility. Beyond Budgeting offers adaptability but requires significant organisational transformation. A hybrid approach combining rolling forecasts with decentralised decision-making can balance stability and agility.
Budgeting Process
Planning: Setting objectives and allocating resources.
Coordination: Aligning departmental plans with organisational goals.
Control: Monitoring performance against budgets.
Performance Evaluation: Assessing efficiency and accountability.
Beyond Budgeting Model
Beyond Budgeting challenges traditional fixed budgets by promoting decentralisation, adaptive planning, and real-time performance monitoring.
Principles:
Relative targets instead of fixed budgets.
Empowered teams with decision-making authority.
Continuous forecasting and dynamic resource allocation.
Barriers:
Cultural resistance to change.
Lack of systems for real-time data.
Leadership reluctance to decentralise control.
Success Factors:
Strong leadership commitment.
Investment in technology for real-time analytics.
Clear communication and training.
Implications:
Beyond Budgeting enhances agility but requires significant organisational change. Case studies show success in sectors like finance and technology where adaptability is critical.
Limitations and Future Trends in Cost Management Techniques
Limitations
Current cost management techniques, while effective in many contexts, face several limitations:
Activity-Based Costing (ABC): Requires extensive data collection and maintenance, making it costly and complex for dynamic environments.
Earned Value Management (EVM): Although useful for project control, it can be rigid and less adaptable to agile methodologies.
Beyond Budgeting: Promotes flexibility but demands significant cultural change and investment in technology, which can be challenging for traditional organisations.
These limitations highlight the need for more adaptive and technology-driven approaches to cost management.

Future Trends
Future trends in cost management are shaped by technological advancements and sustainability imperatives:
AI and Machine Learning: Expected to revolutionise cost analytics by enabling predictive modelling and real-time decision-making.
Cloud-Based Platforms: Facilitate collaborative planning and continuous forecasting, reducing reliance on static budgets.
Sustainability-Focused Costing: Methods such as carbon accounting and life-cycle costing will gain prominence as organisations strive to meet environmental and social governance (ESG) goals.
These trends indicate a shift towards integrated, adaptive, and ethically responsible cost management systems that align with global business challenges.

Conclusion
Cost management techniques must evolve to meet the demands of dynamic business environments. ABC and EVM provide valuable insights but require adaptation to remain effective under conditions of rapid change. Activity-Based Costing (ABC) offers more accurate cost insights than traditional methods, helping businesses refine pricing and identify cost drivers in complex environments (Investopedia, 2025). Similarly, marginal and absorption costing serve different purposes: one supports quick decisions, the other ensures compliance. Marginal costing supports quick internal decisions, while absorption costing ensures compliance for external reporting (Teachers Institute, 2023). Organisations should adopt flexible strategies that combine these methods to achieve both operational agility and financial accuracy. Hybrid approaches integrating different costing techniques often yield the most comprehensive results for dynamic environments.
In conclusion, cost management is not a static process but a dynamic capability that underpins organisational success. By integrating traditional techniques with modern approaches, businesses can maintain competitiveness and achieve sustainable financial performance.
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