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Abstract: Target costing is a strategic weapon that is being increasingly adopted by a number of

leading firms across the world. What first captured the attention of managers is the competitive

advantage that target costing has given to the Japanese auto companies—the longest and most

consistent users of target costing. Ironically, as Japan exported the technique to South Korea, a

number of leading Korean firms such as Samsung and Hyundai have been gaining ground over

their Japanese counterparts. In the US, Chrysler and Caterpillar attribute their financial turn-

arounds in the mid-1990s to the adoption of target costing. Despite a proven record of success,

many managers often underestimate the power of target costing as a serious competitive tool.

When general managers read the word ‘‘costing,’’ they naturally assume that it is a topic for

their finance or accounting staff. They miss the fact that target costing is really a systematic

profit planning process. Rather than the inward orientation of traditional cost methods, target

costing is externally focused taking its cue from the market and customers. It is market-driven

costing that develops new products that meet customer price and quality requirements as

opposed to cost-driven development of products that are then pushed on to customers in the

hope that they will buy the products. This chapter provides a review and analysis of the target

costing literature produced in the last decade. It includes more than 80 major publications

written in English and more than 100 publications written in Japanese. The review builds on a

comprehensive bibliography of both the English and Japanese literature contained in Ansari et

al. (1997). The history of Japanese target costing efforts is discussed in a separate chapter of this

handbook.1 To organize the literature and make sense of it for the novice reader, we use the life

cycle of management practice as a framework. The framework equates the maturity of knowl-

edge in a practice-based discipline with the various stages in the life of that practice. The

discipline maturity framework is used to synthesize and organize the literature as well as

develop areas for future academic research on target costing. For organization and synthesis,

we populated a database with target costing literature coded by five stages of our knowledge

progression or life cycle approach. In addition, we also coded the database on three additional

taxonomic dimensions: intended audience, nature of study, and research method used. We used

the knowledge progression framework to identify gaps in existing knowledge and new research

topics in the area of target costing. We use the taxonomic approach to identify areas that can

benefit from replication, corroboration, and further testing.
1. Overview of Target Costing

Target costing is a system of profit planning and cost

management that ensures that new products and
historical review of target costing in Japanese com-

refer to the history chapter (Okano & Suzuki) of this

ok.
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services meet market determined price and financial

return. This idea is expressed in the following simple

equation:

Target Cost ¼ Target price� Target profit

The independent variables in this equation are

market price and profit. Both price and profit are
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dx.doi.org/10.1016/S1751-3243(06)02002-5.3d


Shahid Ansari, Jan Bell and Hiroshi Okano Volume 2
treated as exogenous variables determined by com-

petitive forces in the product and capital markets.

Prices are determined by what customers are willing

to pay, and profit is determined by what financial

markets expect as a return from that particular in-

dustry. The dependent variable is cost, which implies

that a firm has to manage its cost to meet the external

constraints imposed by the product and financial

markets in which it operates.

Target costing, as we will elaborate upon later in

this chapter, is a very strategic approach to profit

planning and not simply a cost-reduction method.

Most companies in competitive industries have used

some elements of target costing since the 1970s. In

fact, value engineering, a key component of target

costing was born in General Electric during World

War II. It was Japanese auto industry, particularly

Toyota that put together the various elements of tar-

get costing as we know today and elevated it from a

simple cost-reduction exercise to a strategic profit

planning model (Cooper, 1992). The Japanese auto

industry took the bits and pieces of target costing that

other companies were using on and off, and turned it

into a holistic system of profit and cost management.

(See our later discussion of the boundary conditions

for an explanation of the critical components of tar-

get costing.)

Target costing today is fairly mature in the Japa-

nese assembly industries. The practice has migrated

out of the auto industry in Japan to other Japanese

assembly industries and even some process industries.

It is, however, fairly young in the US and Europe and

has traveled to the US and European auto and as-

sembly industries. Most US and European firms still

do cost driven pricing rather than price-driven costing.

In the last 20 yr, it has caught the attention of both

Japanese and western academics who have begun to

study the subject in earnest. This is consistent with a

long and rich tradition in management accounting of

nurturing and formalizing ideas that have their ori-

gins in practice. In the past, management accounting

literature has developed frameworks to account for,

develop, synthesize, and guide research in areas such

as budgeting and divisional performance measure-

ment, particularly the use of return on assets (ROA)

and residual income. Both of these areas started as

innovative corporate practices that were later

adopted by academics as genuine areas for further

research and development. Like the early days in the

development of literature on budgeting and divisional

performance measurement, academic research on tar-

get costing lags practice.

The rest of this chapter is divided into five parts.

Section 2 presents a five-part knowledge maturity (life
508
cycle) framework for organizing the literature on any

management practice. Section 3 uses this framework

to organize the existing literature on target costing.

Section 4 looks at the literature from a taxonomical

perspective and gives readers an opportunity to see

the types of methodologies, intended audiences, and

nature of studies that exist thus far. Finally, the last

part of the chapter presents a proposed research

agenda for target costing by analyzing the gaps in

research that emerge from the literature review. We

use our conceptual framework of knowledge maturity

to develop a research program in this newly emerging

area of management accounting.

2. Conceptual Approach

New research in any area typically takes on one of

two forms. It either creates conceptual explanations

that fill gaps in our knowledge and practices, or rep-

licates, corroborates, and tests existing knowledge

and practice techniques. A literature review organizes

extant literature so that readers can understand what

has been accomplished already. It also provides a way

to identify opportunities to fill knowledge gaps and

highlight areas that need further replication or test-

ing. We use a knowledge progression framework to

identify knowledge gaps and new research topics in

the area of target costing. We then use a taxonomic

approach to the literature to identify areas that can

benefit from replication, corroboration, and further

testing.

2.1. Knowledge Progression Framework

The knowledge progression framework recognizes

that opportunities to create new knowledge vary by

the maturity of a topic. When a topic is relatively

young, researchers focus on developing its conceptual

framework, foundation, and boundaries and gener-

ating hypotheses about them. Opportunities abound

to publish literature that develops the new concept.

Then as a topic moves from youth to maturity, the

type of research questions and issues change. As the

topic matures, hypothesis generation gets less atten-

tion and testing constructs and relationships become

more salient.

The knowledge progression framework also has

implications for the role of a literature review. As

Salipante et al. (1982) point out, for mature or well-

established topics where there is a great deal of extant

research, a literature review organizes and makes

sense of the research results by examining the validity

of the constructs presented in the various studies. On

the other hand, they recommend that when the topic

is new and fragmented, ‘‘the reviewer will probably

wish to emphasize the formulating function of the
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review: raising hypotheses and tentative constructs

rather than testing or screening them.’’ (Salipante

et al., 1982, p. 343).

Table 1 depicts the knowledge progression frame-

work. Assume that topic variety in a research area

can be represented as a progression from A, concep-

tualizing and hypothesizing about the construct, to Z,

testing the construct and its variables. The dark area

of Table 1 represents topics closer to the ‘‘A’’ variety

while the cross-hatched area represents topics closer

to the ‘‘Z’’ variety. Together the cross-hatched area

represents the totality of research on a topic over its

life. Table 1 shows that during the birth stage, only a

small portion of the dark area and none of the cross-

hatched area would exist. The blank or empty space

in the graph would represent areas for further re-

search. As the topic matures, more of the area gets

covered but the share of topic type ‘‘A’’ decreases and

the share of topic type ‘‘Z’’ increases.

Because target costing is a new and fragmented

topic, the formulating function of a literature review

focusing on the empty spaces seems appropriate.

How does the knowledge progression framework ap-

ply to target costing?

We postulate that any new management practice

goes through five stages in its life cycle. The five

stages are (1) development and advocacy, (2) techni-

cal refinement, (3) situating the practice in its organ-

izational context, (4) linkage to other processes and

tools, and (5) institutionalization and diffusion. Each

stage is briefly described below. We use the DuPont

version of the ROA formula as an example to illus-

trate each of these stages.
Table 1. The knowledge progression framework.

Birt
h

Type A Topics

Stage of Knowledge Progression

Type Z Topics
2.1.1. Development and Advocacy

A new management practice is typically a solution

to a practical problem facing industry. If the solution

is successful, the practice is further developed, doc-

umented, advocated, and passed on to others within

and outside the originating organization’s bounda-

ries.

For example, the DuPont version of ROA formula

came out of General Motors as a practical solution

for managing large decentralized corporations that

emerged during the early part of the twentieth cen-

tury. After Sloan documented the practice, it was

adopted by companies facing a similar problem.

During the development stage, the focus is on de-

scribing the practice, making a case for when to use it,

and the likely benefits that will accrue to an organ-

ization from adopting the practice. If we look at the

early literature on ROA, we find that it deals prima-

rily with why the DuPont formula is more than a

ratio and how it is a complete business model to guide

management action.
2.1.2. Technical Refinement

Once a practice passes the initial test of usefulness, it

generates interest from others outside the organiza-

tion who would like to adopt the practice. However,

this interest also brings greater scrutiny about the

applicability of the technique to the particular cir-

cumstances facing different organizations. Things

that proponents may have taken for granted or may

not have thought about are looked at more closely,

and the practice enters a technical refinement phase.
M
at

ur
ity
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For example, much of the earlier ROA literature

deals with technical issues such as what assets to use

in the denominator, how to compute income used in

the numerator, and the impact of different valuation

rules such as replacement cost accounting. The result

was a technical refinement that gave rise to different

versions of ROA—for example, ROA using only

working capital assets in the denominator or RONA

(return on net assets).

2.1.3. Organizational Context of the Practice

As more organizations adopt the practice, there is a

greater appreciation for the organizational context of

the practice. The focus shifts from technical discus-

sions to the behavioral and cultural implications of

the practice. How the practice affects behavior, what

behaviors it rewards, what cultural values it rein-

forces, and how it can be used to support organiza-

tional culture come to the forefront.

In the case of ROA, the initial technical discus-

sions were replaced by a discussion of the possible

dysfunctional effects of ROA on resource allocation

decisions (Hayes & Garvin, 1982) and incentives for

managers to massage data when ROA was used to

measure performance (Hayes & Abernathy, 1980).

2.1.4. Links with Other Processes and Tools

As a practice matures, it becomes part of an organ-

ization’s processes and tool kit. This raises issues

about how it fits in with an organization’s existing

processes and tools. The research focus shifts to pos-

sible conflicts with or support needed from other

processes and tools.

In the case of ROA, this line of research is exem-

plified by the literature that incorporates ROA into

balanced scorecard measures (Kaplan & Norton,

1996), connecting it to the strategic planning process

(Arzac, 1986), and using it as a business model to

identify critical activities and goals (Wagner, 1984).

2.1.5. Institutionalization and Diffusion

As management practices become embedded in the

fabric of an organization, they take on a life of their

own or what Giddens (1991) calls the structuration or

the ways in which social systems are produced and

reproduced in social interaction. The reproduction

process legitimizes the practice such that it becomes a

ritual. As the ritual takes hold, it creates a discrep-

ancy between ‘‘espoused’’ and ‘‘actual’’ practice

(Argyris, 1990).

Perhaps this is why ROA continues to be a popular

measure of performance despite the volumes written

on its shortcomings. Maturity also brings diffusion as
510
the practice starts to spread across industry and na-

tional lines. This creates its own set of issues around

whether the practice can be translated across these

boundaries. The literature on how to do foreign cur-

rency translations of financial statements of overseas

subsidiaries is an example of this type of discussion in

the case of ROA.

While the life cycle approach implies a chronolog-

ical sequence, we do not intend it to be a surrogate

for a chronological ordering of the literature. It is

quite possible to have a more mature research topic

show up early in the development stages of a practice.

What we hope to show is that the preponderance of

literature for a relatively young practice such as target

costing will be in the earlier stages of the life cycle

framework with less literature addressing issues in the

later stages. We believe that the life cycle framework

is a useful organizational scheme for the literature

because it gives a rich picture of discipline maturity.

We also hope to show that the life cycle approach

is consistent with a methodological approach to lit-

erature reviews by showing that the type and sophis-

tication of research methods vary by the life cycle

stage of a new practice. Specifically, we will show that

early in the life of a new practice such as target cost-

ing, the dominant research methods tend to be pre-

scriptive and descriptive. Prescriptive studies tend to

be more conceptual and use analytical model build-

ing; descriptive studies tend to case studies grounded

in field data.

2.2. Taxonomic Approach

While the knowledge progression framework focuses

on the quantity and type of research questions avail-

able to future researchers, the taxonomic approach

supplements the life cycle approach by looking at

other dimensions such as intended audience for the

research, the nature of the study, and the research

method used.

In the case of target costing literature, these di-

mensions apply as follows:

The intended audience dimension differentiates re-

search publications intended primarily for a practi-

tioner audience as opposed to an academic audience.

Publications targeted for practitioners may be valid

and useful, but typically they have not been subject to

the same rigor as academic research.

The nature of study dimension captures whether

research is primarily prescriptive (designed to tell

readers what should be done); descriptive (simply de-

scribing what firms do); and hypothesis testing in

which a formal hypothesis is tested.

The research method dimension captures the ex-

perimental design of a study. For target costing
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literature, we identify 10 different research methods:

(1) description based on secondary sources; (2) the-

oretical or conceptual arguments; (3) single-site case

study; (4) multisite case study; (5) written or inter-

view-based survey; (6) lab experiment; (7) analytical

modeling; (8) analysis using archival data; (9) simu-

lation; and (10) ethnographic field studies.

3. Literature Organized by Stage of Knowledge

Our first sort of the database was by life cycle stage of

knowledge. Table 2 shows 87 research publications in

English and 90 research publications in Japanese

from 1995 to mid-2005 classified by stage of knowl-

edge. Table 3 presents this data in graphical form. We

have used the dominant theme in each article or pa-

per to guide our classification. When an item covered

more than one dimension in the life cycle framework,

we classified it in both places.

The knowledge progression framework in Table 1

postulates that a new practice should have a down-

ward slope to the right. This is because most of the

literature should deal with developing, explaining, and

making a case for the use of a new technique. As Ta-

bles 2 and 3 show, with the exception of linkages to

other tools and processes, most of the literature in
Table 2. Classification of literature by stage of

knowledge.

Primary Focus on English

(%)

Japanese

(%)

Development and advocacy 46 9

Technical refinement 14 42

Behavioral and cultural context 10 13

Linkage with other tools/processes 18 23

Institutionalization and diffusion 11 12

Total 100 100

Table 3. Classification of literature by stage of knowledg
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English seems to be predominantly skewed in the di-

rection of the early stages of the life cycle approach—

that is, development, advocacy, and technical issues.

The relatively larger proportion of publications de-

voted to ‘‘linkages’’ is not surprising as target costing

is a process that is intimately linked to total quality

management tools such as quality function develop-

ment. It also requires a close link to supply chain

management. This may be the reason why the litera-

ture is higher than expected in this area.

The story is slightly different for the Japanese lit-

erature. Japan has led the practice of target costing

since the 1970s, thus it is not surprising to see fewer

descriptive and advocacy pieces in the Japanese lit-

erature for the 1995–2005 time period. However,

what is surprising is that there is still a large body of

literature dealing with technical issues in target cost-

ing and relatively fewer dealing with the behavioral

and cultural issues. The proportions for behavioral

articles and linkages to other tools and processes are

nearly the same for both the English and the Japanese

literature.

3.1. Target Costing—Description and Advocacy

Most early literature on target costing primarily deals

with describing and advocating the use of target

costing. This literature can be grouped into three

categories:
�

e

   
  

h L
es

n

Description of target costing as a practice

�
 The environment in which target costing provides

the greatest benefits

�
 The benefits from using target costing

3.1.1. What is Target Costing?

While there is broad agreement on the key elements

of target costing, there are some subtle differences.
.

 

Diffu
sio

n

iterature
e Literature
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Some authors, such as Japan Accounting Association

(1996), Kato (1993), and Okano (1995, 2002, 2003) in

Japan and Ansari et al. (1997, 2005), Cooper (1992),

Cooper & Slagmulder (1997b, 2002), Partridge &

Perren (1997), take a broad view of target costing as a

proactive strategic profit planning system. In their

view, target costing both influences and is influenced

by organizational strategy and is a system for imple-

menting the multiyear profit plans that emerge from

an organization’s strategy. Cost reduction becomes a

means to achieving profit goals. This is a holistic view

that sees target costing as the bridge connecting

strategy formulation with strategy execution and

profit generation. Within this holistic, strategic view,

some authors such as Ansari et al. (2005) see value

engineering as an integral part of target costing while

others such as Cooper & Slagmulder (1997a) see tar-

get costing and value engineering as two separate

disciplines.

The other view of target costing is exemplified by

writers such as Bayou & Reinstein (1997), Dekker &

Smidt (2003), and Laseter (1998a,b). These authors

view target costing primarily as a cost-reduction

technique (Tanaka, 1977). Bayou & Reinstein (1998)

even cite total cost management, cost cutting, and

cost shifting as the three routes for target costing.

They suggest that target costing managers should

improve, cut, or shift costs, but that they must con-

sider the potential pitfalls in doing so. All these au-

thors emphasize the cost-reduction part of target

costing as opposed to its value management part.
3.1.2. Environment in which Target Costing is

Beneficial

A major theme in the advocacy literature is the en-

vironment in which target costing is particularly use-

ful. Ansari et al. (1997), Baker (1995), Butscher &

Laker (2000), and Gagne & Discenza (1995) see tar-

get costing as a critical system for companies that are

operating in competitive environments and have

short product life cycles. Cooper & Slagmulder

(1997a,b) cite five factors that influence the adoption

and benefits from using target costing. These are in-

tensity of competition, nature of customer, product

characteristics, product strategy, and supplier-base

strategy. Jackson (2003) studied the factors respon-

sible for the success of target costing. They assert that

the length of product life cycles, level of competition,

and customer needs and requirements determine how

successful target costing is in any organization. Hib-

bets et al. (2003), based on their interviews of man-

agers, conclude that organizations which face intense

rivalry among competitors, high supplier power, and
512
that use product differentiation are more likely to use

and to benefit from target costing.
3.1.3. Benefits of Target Costing

The final theme in the advocacy literature on target

costing is based on case studies that document the

success of target costing in industry. The Japanese

literature has several case studies that describe the

successful implementation and positive results

achieved from the application of target costing. Some

of the more prominent companies written about in-

clude Daihatsu, Toyota, Nissan, Denso, Panasonic,

Canon, Kubota Steel, and Olympus (Japan Account-

ing Association, 1996).

As the practice becomes established in the US and

Europe, there are similar reports describing successful

applications and results from the use of target cost-

ing. For example, Ansari et al. (1997) is based on the

experience of Boeing, Chrysler, and Eastman Kodak.

Ansari et al. (1999a) is a study of six major Japanese

manufacturers and Ansari et al. (2002) and Swenson

et al. (2003) is a survey of best practices in target

costing in five major US corporations. Cooper (1992)

cites target costing as a key tool used by Japanese

companies as part of a review of 22 case studies of

Japanese firms. Cooper & Chew (1996) use the expe-

rience of Komatsu and Olympus Optical Company to

describe how these companies use the discipline of

target costing to scuttle product launch if the target

cannot be achieved. Cooper & Slagmulder (1997a,b,

1999), based on their field research of Japanese man-

ufacturing firms, report that the use of market-driven

costing, product-level target costing, and component-

level costing helps to ensure that only profitable

products are launched. The study reports that firms

experience a reduction in product development time,

a reduction in cost, and that they develop products

that are more customer-focused. Gagne & Discenza

(1993) reports that automobile companies that have

used target costing have reaped the benefits of re-

duced cost and additional profits.

There have been several case studies of firms that

document and describe the practice of target costing.

Albright & Davis (1998) reports the use of target

costing in the development of the Mercedes C class

automobiles. Amara (1998) reports how Caterpillar

successfully integrated target costing with the devel-

opment of the D-10 tractors. Brausch (1994) de-

scribes the implementation of target costing in Culp,

Inc. That study found that the use of target costing

increased the profitability of products. Bhimani &

Neike (1999) describes the application of target cost-

ing in Siemens, Germany. Based on their case study,



2As we discussed earlier, elements of target costing have

been around many companies for a number of years. How-

ever, it has been fragmented, piecemeal, or in some instances

misunderstood. The boundary conditions are meant as an

internal test of whether companies are practicing target

costing or simply some part of it.
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Butscher & Laker (2000) conclude that the only way

to survive in today’s environment is to introduce

products that meet customer needs. This is only pos-

sible if the market drives product development and

pricing, and the internal processes are adapted ac-

cordingly. Leahy (1998) states that the use of target

costing leads to lower costs, higher profits, greater

competitiveness, increased customer satisfaction, and

better worker interactions. He reports 10–20% cost

reductions from using target costing. Schmelze et al.

(1996) describe the use of target costing at ITT au-

tomotive brake division—a leading supplier to auto-

mobile companies. They state that ITT used target

costing to maintain profitability and increase market

share during extremely competitive times. Fischer

(1996) describes how target costing has become a

critical tool for purchasing at HP’s Vancouver plant.

Among other benefits, it is helping the facility and

its suppliers move from an industrial to a consumer-

oriented product development and pricing strategy.

One of the few surveys on the use of target costing

comes from Japan. Tani et al. (1994) found 109 cor-

porations (out of 180 surveyed) implemented target

costing. In the US, Boer & Ettlie (1999) surveyed 126

corporations. Their major findings were that many

US companies now estimate costs in the design stage.

There is more cooperation between product engineers

and cost accountants—often the two share the same

database. Finally they concluded that world-class

manufacturers have a market orientation to product

development.

Most of the advocacy literature is based on sec-

ondary information about the use and advantages of

target costing from self reports of adopters (Partridge

& Perren, 1997; Personen, 2001; Pierce, 2002). Since

most corporations are loath to admit failures in pub-

lic, there is little research to counter the glowing sto-

ries about target costing success. Still, Koga (1999),

Koga & Monden (2000) provides a counterpoint. His

study reports that only 17% of camera manufacturers

achieved cost targets. Koga & Davila (1999) report

that while performance goals in product development

are associated with organizational learning, they are

not associated with agency and coordination per-

spectives.

3.2. Technical Refinement of Target Costing

The reported success of a new idea convinces others

to adopt it. The adoption, however, raises questions

about the boundaries and the technical issues related

to the practice. New adopters need to understand the

idea, how it differs from other practices, what its key

variables are, and what relationships exist between

key variables.
In the case of target costing, the early literature

was not very precise about practice boundaries nor

did it differentiate the practice from existing practices

such as budgets and cost plus pricing systems. For

example, Booth (1995), while recognizing that target

costing was different from traditional product cost-

ing, seemed to equate target costing with quality

function deployment (QFD). Similarly, Hales &

Staley (1995) see target costing and QFD as two sep-

arate tools as opposed to a single profit planning

process. The fact that many companies referred to

budgeted costs as ‘‘cost targets’’ and cost plus price as

the ‘‘target price’’ did not help matters. Many com-

panies reacted to target costing as ‘‘what we have

always done around here.’’2

The first comprehensive statement of target costing

boundaries was established by CAM-I (Ansari et al.,

1997). The CAM-I model established six key princi-

ples for target costing. These are as follows:
1.
 Price Led Costing. Cost is a function of a market

determined price.
2.
 Customer Focus. Product design is shaped contin-

uously by the voice of the customer. Enhance-

ments of product features take place only when

they meet customer requirements and customers

are willing to pay for them.
3.
 Design Centered. The key to cost management is to

design costs out of a product before committing to

production as opposed to relying on economies of

scale, learning curves, waste reduction, and yield

improvement to reduce costs.
4.
 Cross-functional teams. Cost management requires

a cross-functional team that includes design and

manufacturing engineering, production, sales and

marketing, material procurement, cost accounting,

and service and support. Involvement of down-

stream functions during design helps to avoid

problems that might occur later.
5.
 TC has a Life Cycle Orientation. Target costing

typically models the costs of owning a product

over its entire life. It considers purchase price, op-

erating costs, maintenance and repairs, and dispo-

sition costs with a view to minimizing life cycle

costs.
6.
 Value Chain Involvement. Significant members of

the value chain, such as suppliers, dealers,
513
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distributors, and service providers, participate in

the target costing process. A target costing system

relies on its value chain to participate as an ex-

tended enterprise to create customer value and

minimize costs.
These six principles not only are meant to establish

a boundary for target costing but are also intended to

distinguish target costing from traditional cost man-

agement methods such as budgeting and cost plus

pricing. In addition to these principles the CAM-I

model also contains a detailed process description

and it recognizes value engineering as a critical tool

for target costing. Others, such as Cooper (1992) and

Cooper & Slagmulder (1999) separate value engineer-

ing and target costing as two distinct tools that are

part of Japanese cost management practice.

Laseter (1998a,b) talks about three different ap-

proaches to target costing. His three approaches are

Price-based targeting—in which a firm sets a target

cost through simple comparison with competitive

offerings. Cost-based targeting—in which cost-plus

contracts are used to ensure that contractors achieve

an acceptable but not exorbitant profit margin.

Value-based targeting—in which consumer require-

ments are matched with willingness to pay thereby

ensuring that new designs provide the right value

proposition.

While Laseter (1998a,b) considers cost plus pricing

as a form of target costing, Ansari et al. (1997) takes

great pains to exclude cost plus as a form of target

costing. This is because, in competitive markets

(which is true for most products in a global econ-

omy), cost plus is not an option and using a broad

umbrella dilutes the power of target costing as a tool

for value management. This does not mean that some

of the principles and tools of target costing cannot be

used by nonprofit organizations. A new Department

of Defense initiative called cost as independent var-

iable (CAIV) is an effort to tailor the target costing

process for the needs of the defense sector. The CAIV

initiative is an application of value-based target cost-

ing in the defense environment in which competitive

market prices do not exist. It is, however, not a cost

plus exercise (Ansari et al., 1999b; Bley, 1997; Man-

delbaum & Pallas, 2001).

Besides establishing boundaries, the second stage of

development also focuses on refining the technical as-

pects of the practice. Since there has to be some degree

of acceptance and diffusion before refinement, it is not

surprising that most of the research dealing with

technical issues is in the Japanese literature. There are

five themes in the practice refinement category.
4

The first theme focuses on the two independent

variables in the target costing equation—price and

rate of return. Price is determined by the competitive

marketplace while return is determined by the finan-

cial markets. A typical example is Newman &

McKeller (1995) who talk about ‘‘target pricing’’ as

a companion to target costing. According to them,

‘‘in determining the target price, marketing computes

the price . . . necessary to achieve their desired share

of the market. That price becomes the target. Once

the target price is set, the normal operating profit for

the item is subtracted from the target price. This re-

mainder becomes the target cost.’’

Most discussions of price are prescriptive with little

empirical or analytical work to support the discus-

sion. The one exception is analytical research that

models the relationship between product attributes

and prices (Monden, 1995; Tanaka, 1995). This re-

search uses regression analysis to see if there is a sys-

tematic relationship between attributes such as

horsepower and market price. The other line of price

research focuses on decomposing the product-level

price into the features that customers want. This is

consistent with the design focus of target costing since

new features can be designed only if customers are

willing to pay for them. Authors such as Tanaka

(1995) advocate the use of conjoint analysis for sep-

arating a product-level price into features customers

are willing to purchase.

The second theme deals with the cost side of the

target cost equation. This requires examining the tar-

get rate of return and ways to achieve target costs.

There is very little research on the subject of the tar-

get rate of return. Following established Japanese

practice, Ansari et al. (1997) advocate the use of re-

turn on sales to establish target profit. Woodlock

(1999) discusses how to identify the most appropriate

action to take in achieving target costs. This is be-

cause actions taken to achieve targets can have dis-

similar effects on target costs.

The third theme deals with how to capture and

translate customer features into functional weights.

Most of the research and prescription on this topic

comes from the Japanese literature. The literature

applies established marketing research techniques

such as the use of Likert scales, conjoint analysis,

and trade-off analysis to establish the relative impor-

tance customers place on various features.

For example, automobile companies first try to

establish how much value customers place on features

such as safety, comfort, and performance. They next

translate the importance customers place on a feature

to the component and parts that contribute to this

feature. For example, conjoint analysis or Likert
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scales might establish that 25% of a car’s value to a

customer comes from safety. However, since there are

several components such as brakes, seat belts, and

tires that contribute to safety, the challenge is to de-

compose the 25% and assign it to these individual

components.

This last part is discussed as the art of capturing the

expert judgment of engineers. There is, however, very

little formal modeling of the expert judgment of en-

gineers. Martyniuk & Zablocka (1998) illustrate a

mathematical model of calculating higher level costs of

functions fulfilled by a whole product such as a roof.

However, how engineers or product designers distrib-

ute the relative importance that a customer places on a

feature such as safety into product components such as

brakes or seat belts is still largely judgmental.

The fourth theme in the technical area deals with

supplier involvement in target costing. There is broad

agreement in the target costing literature that supplier

involvement in cost reduction is the key to achieving

target costs. Most of the research describes good

practices used by leading target costing practitioners.

The Japanese literature describes how leading com-

panies such as Toyota deal with suppliers (Monden,

1995; Okano, 1995, 2003). Kim et al. (2002) describe

results of field visits with Japanese and US compa-

nies. Their major findings are that leading practition-

ers involve key suppliers early in the product design

process, treat suppliers as partners, and maintain an

open book relationship in which cost and profit data

is shared.

For example, in the case of Chrysler, suppliers

come on board 2 yr before the launch of a new model,

maintain open books, and participate in Chrysler’s

SCORE (supplier cost-reduction efforts) program.

Key suppliers are on long-term contracts. There are

also formal metrics to measure supplier performance.

Despite many descriptions, there is little formal re-

search on what works best with suppliers and how

issues of trust and open sharing of books and data are

resolved.

The final theme in the technical area deals with the

development of appropriate financial metrics and

cost estimation models for target costing. Modarres

et al. (2005) discuss the development of financial

metrics for target costing in Boeing’s Interior Re-

sponsibility Center as part of lean production in

manufacturing. The Japanese literature describes the

use of cost tables (Monden, 1995; Tanaka, 1995) as

the primary tool for cost estimating. The English lit-

erature has focused predominantly on the use of ac-

tivity-based costing (ABC) for understanding cost

driver analysis. Cokins (2002) deals with the possi-

bility of combining ABC with target costing.
3.3. Situating the Practice in Its Organizational

Context

As a practice matures, the emphasis shifts to the or-

ganizational context of the practice. The research

themes address the behavioral and cultural impacts of

the practice on the host organization. Compared to

mature topics such as budgeting, there is very little

research on target costing that explores how the

adoption of target costing changes behaviors or cul-

tural values, or what behaviors or cultural values

support target costing. Much of this discussion comes

from reports of corporate practice or implementa-

tions of target costing.

For example, Ansari et al. (1997) cite a list of be-

haviors that Chrysler Corporation endorses and re-

quires from members of its target costing teams. The

list includes behaviors such as not being discipline

champions, sharing knowledge with team members,

and having respect for suppliers. Bhimani & Neike

(1999) report that the use of target costing at Siemens

Corporation resulted in greater employee empower-

ment, more quality planning, and better product and

process redesign decisions. Bonzemba & Okano

(1998) report on the French auto maker Renault’s

implementation of target costing. Their study docu-

ments the changes in the internal organization and

the relationships with external suppliers that followed

the implementation of target costing.

In an experimental study, Choe (2002) studied the

impact of information on performance in a target

cost setting. The study found that information affects

performance through organizational learning. For

learning to occur, a target costing system must pro-

vide information frequently and quickly. Everaert &

Bruggerman (2002) conducted an experimental study

of cost targets on the behavior of design engineers.

They found that having cost targets, as opposed to a

general expectation to minimize costs, led to lower

cost products without impairing design quality or

development time when there was low time pressure.

When time pressure was high, engineers tended to

work longer on designs. Monden et al. (1997a,b)

studied the motivational impact of participation in

target setting. They concluded that cost-reduction

performance of product designers is improved if the

designers can participate in target setting and are held

accountable for items under their control.

Koga (1999) studied the impact of leadership and

target costing activities as they relate to product

manufacturing costs. He found two behavioral var-

iables that lower product manufacturing cost—(1)

frequent interactions between product designers and

process engineers and (2) the project manager’s lead-

ership in the early product development stage.
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There are very few studies that deal with cultural

and mindset issues in target costing. Brausch (1994)

describes strategies used at Culp, Inc. to change cor-

porate mindset. Leahy (1999) theorizes that deeply

embedded cultural values in an organization can de-

rail a target costing implementation.

Yoshida (2003), one of the few empirical studies,

investigated the impact of target costing on the

morale of the product designers. His study found that

product designers felt undue pressure for cost reduc-

tion.

3.4. Linkage with Established Processes and Tools

New practices often rely on existing organizational

tools and work with the existing processes of an or-

ganization. As a profit planning process, target cost-

ing is closely linked with many existing tools and

processes in an organization.

Many early writers such as Booth (1995) and Hales

& Staley (1995) saw an intimate relationship between

target costing and quality management tools such as

QFD. Ansari et al. (1997) were the first to provide a

detailed description of the target costing process and

the various tools needed for target costing. Ansari et

al. (2005) provide a list of core tools that an imple-

menter of target costing needs to have in place. Their

process model describes in detail the various tools

and support processes that a target costing imple-

menter needs to consider. The major processes listed

in their book include customer requirements analysis,

target cost decomposition, cost estimation, cost

trade-off analysis, and target cost status tracking.

The Institute of Management Accountants (IMA)

has added six tools to their list. The IMA list includes

QFD, analytic hierarchy process, voice of the cus-

tomer analysis, component cost analysis, cost tables,

and value engineering. Dutton (1998) expands the

scope of target costing by linking it to a firm’s stra-

tegic multiyear product and profit plan.

Since target costing originated in the automobile

and assembly industries where a major portion of the

costs comes from suppliers, the process of involving

suppliers in target costing efforts is a major topic of

interest. Cooper & Slagmulder (2002) view supplier

selection and chained target costing (where cost tar-

gets are cascaded down to suppliers) as a key to cost

reduction throughput the supply chain. Bozdogan et

al. (1998) list enablers and contributing factors for

integrating suppliers in target costing. They advocate

matching product features with the specialized tech-

nical skills of suppliers.

In two different case studies (eight firms in one and

ten in the other), Ellram (2000, 2002a,b) studied the

relationship between supply chain management and
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target costing. According to Ellram, supply chain

management plays a significant role in target costing,

particularly during the initial stages of developing

component-level target costs. Supply chain manage-

ment also plays a role in managing, monitoring, and

improving costs. Ellram found that giving a target

price to suppliers encourages them to be more com-

petitive. Early supplier involvement is also important

because changes in specifications can have a big im-

pact on a supplier’s price. Supplier involvement also

reinforces the purchasing organization’s seriousness

in achieving target costs. Laseter (1998a) describes a

five-step process for involving suppliers in target

costing. His conclusions are based on a case study of

the Swiss watch maker Swatch.

Lockamy & Smith (2000) see target costing as a

means for integrating customer feedback in the sup-

ply chain through the development of a total cost

structure reflective of current customer requirements.

Cooper & Yoshikawa (1994) report a case study of

how Japanese manufacturers maintain cost pressure

on their supply chain. They attribute the sharing of

R&D, placing an employee in another organization,

target costing, and use of QFD as means of cascading

downward cost pressure.

Besides supply chain management, a few other

processes and tools have been linked to target cost-

ing. Chen & Chung (2002) link target costing with

cause and effect analysis. Their approach, however, is

very reminiscent of the use of fish bone diagrams to

study cost variances. While cause–effect analysis is

helpful, target costing is primarily a design focused

cost-reduction process. Booth (1995) and Cokins

(2002) describe how ABC is a useful support tool not

only as a methodology for cost assignment, but also

by helping management understand the cost and

profit margin impact of suppliers’ services or prod-

ucts. Mills (1999) differentiates ABC and target cost-

ing. While he sees ABC as a useful tool, he considers

target costing more appropriate for cost commitment

decisions that are made during the planning and de-

sign stages of a product. In a case study of a US auto

parts supplier, Horvath et al. (1998) come to similar

conclusion. They state that target costing combined

with ABC results in the more accurate calculations of

costs.

3.5. Diffusion and Institutionalization

The last stage in the life of a practice is diffusion and

institutionalization. The research shifts from describ-

ing and debating boundary conditions and tools to

applying the practice across different industries,

different types of organizations (public, private,

not-for-profit), and different countries or cultures.
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It also starts to look at the mechanisms such as or-

ganizational routines and rituals that enable the

practice to continually reproduce and legitimate

itself.

In the area of diffusion to other industries, the

English literature on diffusion is primarily specula-

tive. For example, Brausch (1994) and Hergeth (2002)

look at the use of target costing in the textile industry.

Van Merode (2004) concludes that the use of target

costing will ensure that the delivery of health care

will be better adapted to the needs of the patients.

Nicolini et al. (2000) report two pilot projects apply-

ing target costing in the British construction industry.

Clifton et al.’s (2003) book on target costing is based

largely on the application of target costing at Lucent

Technologies. Shank & Fisher (1999) describe the use

of target costing in a paper mill.

The same is true for diffusion across countries and

cultures. Very few studies address this issue. Bon-

zemba & Okano (1998) deal with the effect of target

costing on organizational culture in France. Okano

(1995, 2002, 2003) examined the four aspects of target

costing: (1) cross-functional and policy management,

(2) genba and genbutsu principles, (3) emphasis on

voluntarism, (4) built-in quality, costs, delivery, as

well as other key success factors. They show how

these principles were transferred from the parent

Toyota to NUMMI (a joint venture between GM and

Toyota), Toyota Motor Manufacturing, Kentucky,

USA (TMMK) and Toyota Motor UK (Bhimani &

Okano, 1995). Kato (1999b), Okano (1999), Ito

(1999) and Shimizu (1999) discuss the conditions

and variables that matter in transferring target cost-

ing to an Italian automotive supplier. Ito & Souissi

(1999) performed a case study of a Japanese auto-

mobile supplier company examining the target cost-

ing relationship between a parent company and its

subsidiary. They report that the home company is

responsible for the basic customer-focused product

design, while the foreign subsidiary does the applica-

tion or design development. Omar (1997) states that

most UK-based car manufacturers employ the logic

of target costing as a marketing management tool to

determine the prices of new car models. Bellis et al.

(1999) report on Toyota in North America. They find

that US-based Japanese firms are similar to Japanese

domestic firms in their use of target costing. How-

ever, they report that Japanese affiliates are also in-

fluenced by US practices in their implementation of

target costing.

4. Literature Organized by Taxonomic Variables

Our second look at the literature was to sort it on

three taxonomic variables: intended audience for the
research, the nature of the study, and the research

method used.
4.1. Intended Audience

The intended audience dimension captures whether

the publication is meant for practitioners or acade-

micians. Table 4 takes the 10 yr of literature and splits

it into two categories—pre-2000 and post-2000. The

Table shows the research publications in English and

Japanese classified by their primary research focus.

Table 5 presents this data in a graphical form.

Consistent with the previous result that most pa-

pers were largely in the development and technical

refinement area, it is not surprising to find that the

majority of the papers in English during pre-2000 are

written for practitioner audiences. As the practice has

matured in the post-2000 period, the proportion of

literature written for the practitioner has decreased

from �80% to 40%. This indicates greater interest by

the academicians in developing a more rigorous ac-

ademic base for the practice. For the Japanese liter-

ature, the percentage of the practitioner-oriented

publications is relatively small in both post- and pre-

2000 periods, but still has shown a decrease consistent

with a knowledge progression framework.
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4.2. Nature of Study

Since most of the reviewed literature was skewed

toward practice, we also expected to find most studies

to be either prescriptive or descriptive. A prescriptive

study, as stated above, typically employs ‘‘should

use’’ logic for advocating the use of target costing.

The argument is based on pure business logic or on

secondary data sources dealing with target cost suc-

cess stories.

Table 6 shows the research publications in English

and Japanese since 1995, classified by the nature of

the study. The data is again split into pre- and post-

2000. Table 7 presents this data in a graphical form.

Once again, consistent with the previous results

that most papers were largely in the development and

technical refinement area and intended for practi-

tioner audiences, we found that an overwhelming

majority of the papers in English during the 1990s are

either prescriptive or descriptive studies based on case

studies of early target costing adopters. Even though

published in English, the only paper that attempted

to formulate and test hypothesis prior to 2000 is by

Japanese authors. None of the other studies
Table 6. Classification of literature by nature of study.

Intended

Audience

Pre-2000 Pre-2000 Post-2000 Post-2000

English Japanese English

Japanese

Prescriptive 21 14 17 10

Descriptive 19 36 13 41

Test

hypothesis

1 0 4 4

Total 41 50 34 55

Table 7. Classification of literature by nature of study.
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attempted to test hypotheses. Even though the prac-

tice has been accepted, the proportion has not

changed significantly. In the post-2000 period, there

are still only 10% of the studies that attempt to de-

velop theory and test formal hypotheses related to

target costing. This presents many opportunities for

academic researchers. Turning to the Japanese liter-

ature we find that the quantity of prescriptive articles

has decreased by one third, and there has been slight

increase in hypothesis testing research. This is con-

sistent with TC knowledge maturity in Japan com-

pared to the US knowledge maturity. Still, there are

many opportunities for academic researchers to per-

form hypothesis testing research.
4.3. Research Method

Our final look at the literature was to sort it by the

research methods used. We counted each paper only

once using the primary research method employed.

Table 8 shows the research publications in English

and Japanese, classified by their primary research

method. Most studies employed one method. There

are a couple of exceptions. For example, Koga (1999)

combines archival data and questionnaire survey.

Table 9 presents this data in a graphical form.

Consistent with the early stage of development of

this field, nearly half the papers in English are non-

empirical. That is, they are based on either secondary

accounts of corporate practices or are conceptual in

nature developing a theoretical case for target cost-

ing. Of the half that use empirical data, the majority

are single-site case studies of Japanese or US corpo-

rations that use target costing. Most multisite case

studies are by Robin Cooper and his coauthors
2000
nese
bs

sis
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(Slagmulder and Chew). These cases are part of a

broader study of Japanese cost management practices

for the Harvard Business school conducted in the mid

to late 1990s. On the Japanese side, more articles

focus on theoretical/conceptual research.
5. Areas for Future Research

As stated earlier, new research in any area either fills

existing knowledge gaps or it replicates, corroborates,

and tests existing research findings using the same or

different research methods.

Our two-dimensional view of the literature on tar-

get costing is helpful in identifying knowledge gaps as

well as areas that need further replication and testing.

We organize our discussion around the five categories

of the knowledge progression framework.
Table 8. Classification of literature by research

method used.

Research Method English (%) Japanese (%)

Secondary description 25 5

Theoretical/conceptual 23 53

Single-site case study 25 24

Multisite case study 11 6

Survey 5 7

Lab experiment 5 0

Analytical modeling 1 4

Archival 4 1

Simulation 0 0

Ethnographic field studies 0 0

Total 100 100
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Table 9. Classification of literature by research method
5.1. Future Research—Description and Advocacy

The data presented in the prior section show that

most of the research to date focuses on describing

and advocating the use of target costing. This re-

search is predominantly aimed at practitioner audi-

ences, is descriptive in nature, and uses case-based

(often of one site) or survey-based research methods.

Researchers will probably find little to add to existing

descriptions of target costing, what environments it is

best suited for, and what benefits it will produce for

its adopters. There are two major exceptions.

The first has to do with the long-term effects of

target costing. Some writers have asserted that the use

of target costing will lead to reduced product differ-

entiation. This hypothesis is based on the use of

standardized parts across different models of a prod-

uct to reduce costs—a practice common in the auto-

mobile industry. The counterview comes from authors

such as Ansari et al. (1997) who view the use of value

analysis by target costing as a way to identify gaps in

existing product space to achieve low cost and differ-

entiation simultaneously. Support for this view is pro-

vided by Kim & Mauborgne (2004) who discuss how

companies create ‘‘blue ocean strategies’’ (their term

for uncontested market space). These authors use the

Cirque du Soleil as an example of how value analysis

(a la target costing) leads to a strategic redefinition of

the competitive space. As they point out, Cirque dis-

covered that animal performances and three ring cir-

cuses were costly but added little value to circus

audiences. On the other hand, Cirque found audiences

were more receptive to a theater style experience. The

analysis led the Cirque to combine the most valued

elements of a circus, clowns, tent, and acrobatic acts
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with a Broadway musical and ballet performance to

create a new uncontested space for itself. A longitu-

dinal study that can test whether product differentia-

tion decreases or increases with target costing can be

extremely useful to help fill a major gap in the con-

ceptual foundations of target costing.

The other gap is to rigorously examine how target

costing benefits organizations. There are three possi-

ble benefits, and each could be subject to systematic

development and testing. The first is that the benefits

of target costing flow from early cost planning—the

traditional rationale cited for the use of target cost-

ing. However, if, as Koga (2000) suggests, cost targets

are often missed in practice, then cost reduction could

not be the source of the reported benefits of using

target costing. An alternative explanation or hypoth-

esis is to test whether the real contribution of target

costing is the cost culture and cost consciousness

it creates, rather than the actual targets it achieves.

This line of research would be similar to research on

strategic planning that argues that the benefits of

planning lie in the process itself and not in the

achievement of plans. Finally, the benefits of target

costing could be from its impact on related factors

such as decrease in production time, producing prod-

ucts that are more responsive to the marketplace,

and creating effective product/process teams.

Ansari et al.’s (1999a) best practice survey suggests

that these benefits are an important byproduct of

target costing. More complex research designs could

incorporate these as intervening or independent

variables and examine interaction effects to better

understand how target costing actually benefits an

organization.

While there may be fewer conceptual gaps to fill,

there is a great deal of opportunity to move the area

beyond self-reported survey results and single-site

case studies. For example, in defining target costing,

Ansari et al. (1997) use six principles as key differ-

entiators between those who use target costing and

those who say they use it. It would be useful to test

whether the six principles provide discriminant ability

and can effectively separate effective and ineffective

practitioners of target costing. On environmental

conditions, Cooper & Slagmulder (1997a) hypothe-

size that the usefulness of target costing will vary de-

pending upon intensity of competition, nature of

customer, product characteristics, product strategy,

and supplier-base strategy. It would be helpful to test

these variables using regression analysis or discrimi-

nant analysis in which the environmental variables

serve as independent variables and use of target cost-

ing is the dependent variable.
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The area of reported benefits of target costing can

use some replication as well. A good example to fol-

low is Koga (1999) who used archival data to exam-

ine if targets are actually achieved in the Japanese

camera industry. Another promising methodology is

the use of paired samples (one firm using and the

other not using target costing) to study whether the

use of target costing is indeed beneficial.
5.2. Future Research—Technical Refinement of Target

Costing

Most of the publications in Japanese and a significant

portion in English are heavily focused on the technical

aspects of target costing. They focus on variables

such as determining product prices, profit margins,

decomposing costs, performing value analysis, esti-

mating costs, involving suppliers, and developing met-

rics for target costing. Despite the attention paid to

these issues, there are still a number of issues that

have to be addressed or require more testing and rep-

lication.

Ironically, the determination of target price

and target rate of return, the two key variables in

the target costing equation, has not been subjected to

rigorous scrutiny. There are several unanswered

research questions that could be examined in future

research:
�
 The English literature is not clear whether the tar-

get price should be the price charged when a new

product is introduced or if it should be an average

price over the life of a product. The Japanese lit-

erature suggests that it should be the price charged

when a new product is introduced (Tanaka, 1995).

Which method is best?

�
 When a new product is part of a portfolio (e.g.,

different car models), how should the price be de-

composed to various products in the portfolio?

�
 The common way to determine a target return is to

use accounting return on sales. Is it better to use

ROA or use some variant of economic value added

metrics that include the cost of capital?

�
 If the cost of capital is included in computing the

desired return, should it be the same (weighted av-

erage cost of capital) for all products or should it

be adjusted for the riskiness of an individual prod-

uct within a firm’s portfolio?

�
 While there is some research in Japan, there is

little published research in English that documents

the relationship between physical attributes of

products such as horsepower of an engine or speed

of a CPU and the price customers are willing to
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pay for the product. The presence of stable coeffi-

cients can greatly help in the determination of tar-

get prices.

A second black box technical area is customer
value determination and decomposition. Target

costing relies on decomposing the overall value from

a product into various features that customers want

and then assigning that value to individual parts and

functions of a product. For example, if an automobile

customer says safety is important, then target costing

has to first determine what the relative value of safety

is compared to other features. After determining the

value of safety, that value must be assigned to the

components that lead to safety. For example, if safety

provides 30% of the value to customers and brakes

provide 50% of safety, then brakes are said to pro-

vide 15% (50% of 30%) of customer value and their

cost should not exceed 15% of the total target cost

for the product.

While customer value determination and decom-

position has been extensively studied in marketing,

the second step, translating feature (safety) value to

component (safety) value is regarded as an art or an

engineering judgment. There is an opportunity to re-

search this area using methodologies such as expert

judgment modeling used in the information process-

ing literature. In addition, information processing

models used in auditing research to look at auditor

judgments could be used to see how engineers come

up with their judgments in translating feature value to

function value.

The area of functional value determination also

can be studied using probability modeling. For ex-

ample, the probability of failure of a component or

part could be used as a surrogate for value. For ex-

ample, both a brake failure and a tire failure

will compromise safety. However, if the probability

of a brake failure is twice as much as tire failure,

then spending twice as much on the brake may be

justified.

A third major technical research area is how to

manage market and technology risks during product

development. In the current literature, there is an as-

sumption that initial cost targets remain valid—that

is, there is no change in market conditions or tech-

nology. In the real world, both of these variables are

changing continuously, and target or design param-

eters may become obsolete during the product devel-

opment process. This raises two broad research issues:
�
 What risk management strategies are best suited

for dealing with changes in market profile or tech-

nology?
�
 When is it appropriate to work with targets that

remain relatively fixed throughout the product de-

velopment process, and when is it better to have

more fluid targets?

5.3. Future Research—Organizational Context of

Target Costing

Since the prime focus of both the English and the

Japanese literature is on the first two stages of the

knowledge progression framework, the research op-

portunities increase dramatically as we move to the

later three stages of the framework. The research is-

sues that arise from viewing target costing as an or-

ganizational practice can be grouped into three areas:

research dealing with behavioral issues at the individ-

ual level, behavioral issues at the team level, and be-

havioral and cultural issues at the organizational level.

At the individual level, the behavioral issues are

quite similar to the behavioral issues in budgeting.

The budgeting literature has examined the effect of

budgets on individual aspiration levels and how

achievement of budgets affects morale and behavior.

There is also a great deal of research that deals with

the effect of participation on satisfaction and accept-

ance of budget targets. This line of research can be

adapted to target costing. Some of it has already be-

gun as evidenced by Japanese studies such as Monden

et al. (1997), which document the motivational im-

pact of participation in target setting. Others such as

Kato (1993) have looked at the impact of target

costing on the morale of product design engineers.

Japanese studies report dysfunctional effects includ-

ing burnout syndrome (Kato, 1993).

One of the problems faced by budgeting studies is

tying the impact of satisfaction or improved morale

to concrete performance goals. There is an implica-

tion that higher morale or acceptance of budget

targets will lead to higher performance. Because tar-

get costing is intimately linked to new product de-

velopment, it has some very concrete and measurable

performance metrics that are built into the target

cost. The product development time, the product de-

velopment budget, the customer features, profit tar-

get, and cost target are prespecified. Behavioral

research, therefore, can use these outcomes as de-

pendent variables, and use participation in target set-

ting, the use of extrinsic and intrinsic rewards,

performance measurement schemes (e.g., balanced

scorecard), and leadership styles as independent var-

iables. The specific nature of these goals also allows

researchers to test general theories of goal setting

(Locke & Latham, 1990, 2002) that suggest that
521
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specific goals lead to higher performance than general

goals that simply ask people to do their best.

At the organizational level, future research can

clarify what types of organizational dynamics and

cultural factors support target costing and what fac-

tors inhibit its use or effectiveness. An obvious re-

search area is team dynamics. Cross-functional teams

are at the heart of target costing; yet there is little

research on how team dynamics lead to achieving

cost, quality, or time targets. This research area is

particularly suited for experiments that can test

whether individuals working in a ‘‘linear mode’’ can

outperform a ‘‘concurrent’’ cross-functional team.3

The dependent variables in such studies can be

achievement of cost, quality, and time targets. An

intermediate variable could be the number of design

changes during the development process. The hy-

pothesis is that cross-functional teams will have fewer

design changes.

In the area of team dynamics, another open re-

search area is the issue of how to effectively manage

the tension between the demands placed on individ-

uals as members of cross-functional teams and their

functional allegiances. It would be both interesting

and useful to practitioners to understand how organ-

izational variables such as performance measure-

ments, reward systems, and leadership styles enhance

or reduce the effectiveness of cross-functional teams.

Target costing decomposes and assigns each team

a unique cost target. For example, in an auto com-

pany, the overall cost of the new car model is broken

into individual targets for the engine team, chassis

team, brake team, and so on. Within the engine, each

major component has its own target. An open re-

search issue related to team dynamics is whether it is

desirable to subsidize cost targets across teams. For

example, assume the engine team will exceed its target

by $1,000 but the chassis team may come under their

target by $1,000. At the product level, the two

amounts will wash and the automobile will meet its

overall target cost. However, how do we deal with the

two teams? Under what circumstances is it acceptable

to let one team subsidize another team, and when

might this practice lead to detrimental morale and

performance effects?

Organizational culture is an important variable in

supporting target costing. In addition to teams, target
3Linear product development is sequential; it begins with

design that is then given to manufacturing to produce, sup-

pliers to bid on, and marketing to sell or push. Concurrent

development uses a cross-functional team that designs the

product and process on the basis of customer input and

early supplier involvement.
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costing requires openness, inclusion of suppliers as

partners, sharing information between and across or-

ganizational boundaries, and taking and sharing

risks. These are variables that comprise a portion of

an organization’s culture. These cultural variables are

hypothesized to be important to TC, but they are

untested. Research can shed light on the cultural val-

ues that best support target costing. If two organi-

zations with very different cultures can implement

target costing successfully, then culture may not be

important. If organizational culture plays a signifi-

cant role in implementing target costing, then what

are the variables that mediate this relationship?

Finally, as Argyris (1990) has pointed out, there is

a difference between espoused theories and theories

in use in organizations. A number of self-reported

case studies raise this as a valid research question for

target costing. Is it possible that firms only pay lip

service to target costing and do business the old

fashioned way—that is, use cost plus with all func-

tions working in their silos? As the practice matures,

it can and should withstand the type of scrutiny that

independent researchers bring.

5.4. Future Research—Linkage with Processes and

Tools

The fourth stage in the life cycle of any management

practice is establishing links to other support proc-

esses and tools. Other processes and tools are neces-

sary to further the emerging practice. Additionally,

the interaction between the emerging practice and

existing support tools and processes is important to

understand and model. For target costing, there are

four main interactions that are important. Each is

discussed briefly in this section.

The first important interaction area for target

costing is supplier involvement. Target costing requires

major suppliers to get on board early, participate in

the product development process, and provide useful

market and technological information. While there is

a large body of literature in the supply chain and

logistics area that deals with how to involve suppliers,

build trust, and get them to participate as partners,

very little is focused on target costing. For target

costing, the interaction effects that matter the most

are (i) how to assign targets and make them credible

for suppliers; and (ii) how to create a partnering ar-

rangement that extends beyond the product design

phase to the maintenance and support phase.

The area of supplier involvement is an area where

the espoused and actual practice may be different.

Research can document whether target costing prac-

titioners treat their suppliers as partners or simply

push cost targets down to them. While this question is
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best studied using field research, the topic can be

supplemented with experimental research. The latter

method can be used to isolate independent and in-

tervening variables that cause pressure to push targets

down the line. Ansari et al. (1999c) found market

power to be an intervening variable in how firms deal

with their suppliers. Another intervening variable

may be the presence of dual suppliers and suppliers’

unwillingness to share data with competing suppliers.

In many industries, the customer–supplier rela-

tionships extend beyond the product design phase to

the support and maintenance phase. For example,

suppliers to defense contractors, aircraft manufac-

turers, and major construction projects often involve

suppliers in not just designing and building a product,

but also maintaining and supporting it. This research

area needs a framework that can address changing

risk profiles for a project over time and how to devise

the optimal risk and profit sharing structures. This

issue may be best addressed initially with analytical

modeling of the type used by agency theory and in-

formation economics.

The second interaction effect important for target

costing is the link between target costing and perform-

ance measurement systems such as a balanced score-

card. In some ways both the balanced scorecard and

target costing do similar things. They start with the

voice of the customer and the demands of the share-

holder, they use these demands to streamline the in-

ternal organizational structure and processes, and they

translate the final outcomes into profits and costs.

A good research issue is whether the introduction of a

balanced scorecard for a firm using target costing will

reinforce or detract from the focus on profitability.

They may detract if having two systems that focus on

profitability creates information overload and distracts

rather than focuses organizational efforts.

The third important area is the interaction between

target costing and other cost management techniques

such as ABC and resource consumption accounting

(RCA). Since ABC is popular in the US, and RCA in

Germany, it seems logical to conduct a cross-sectional

study of target cost adopters in these two countries to

see if and how the two systems support target costing.

Another interesting research area might be to test

whether the usefulness of the two techniques varies for

product versus process design. Since ABC is based on

process understanding, it is likely to help target costing

in the area of process redesign. On the other hand,

since RCA focuses on resource consumptions, it might

be more useful for product design.

The final area is the interaction between target

costing and value engineering. Value engineering is

critical for cost-reduction efforts. What is not known
is how the frequency of value engineering benefits

target costing. Frequency has to do with how many

times value engineering is performed during the

product development phase. Many Japanese firms

use three rounds of value engineering: at the concept

stage, at the initial design stage, and at the design

development stage. A good research question is: how

does the effectiveness of target costing increase with

the increase in the frequency of value engineering?

5.5. Future Research—Diffusion and

Institutionalization of Target Costing

Target costing is gaining popularity across the globe

including in less-developed industrial countries such

as India and Malaysia (Sulaiman et al., 2004). With

this diffusion, a research opportunity arises to deter-

mine how national cultures influence target costing.

Do all the components of target costing, such as

cross-functional teaming and customer focus, trans-

late the same way across countries? Researchers can

use cultural variables such as power-distance first

popularized by Hofstede (2001) as independent var-

iables in studies that examine questions such as:
�
 Does the use of cross-functional teams vary across

cultures? Do traditional authoritarian cultures

make use of cross-functional teaming difficult?

�
 How will supplier participation be guaranteed in

cultures that rely on trust rather than formal con-

tracting? Will supplier involvement be easier or

more difficult?

�
 Does the use and amount of intrinsic or extrinsic

rewards to promote target achievement vary across

national cultures? Do cultures high on authoritar-

ianism rely more on extrinsic rewards? Are the re-

wards larger or smaller than in cultures low on

authoritarianism?

�
 When multinational companies set up operations

in other countries, do they export the system ‘‘as

is’’ from their home operations or do they modify

it? If they modify, what variables account for the

modification?

�
 What is the relative weight of national versus com-

pany culture when exporting a practice such as

target costing?

�
 How will target costing evolve (or how is TC

evolving) as firms become increasingly global?

There is another side to diffusion that has to do

with target costing moving from assembly industries

to process, service, and the not-for-profit sectors. The

big research question here is how target costing will

adapt as it moves into these industries. Some possible

hypotheses to test include:
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�
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Target costing in process industries will be charac-

terized by heavier focus on process design and

ABC.

�
 Target costing in service industries will be charac-

terized by heavier focus on value index computa-

tions and rethinking strategy.

�
 Target costing in not-for-profit industries will be

characterized by use of surrogates such as budget

for price and functional design for value index.

Some preliminary research along these lines has

begun to emerge. For example, Kim & Mauborgne’s

(2004) research on blue ocean strategy suggests that

target costing can be a good way to rethink a firm’s

product strategy and help it to focus on empty value

spaces. Ansari et al. (1999b) have looked at how tar-

get costing principles are being used by the Depart-

ment of Defense. They report that the initiative called

CAIV applies target costing to products such as

fighter aircraft. Congressional budget limits represent

the target cost and fighter preferences for safety and

maneuverability, and bomb payloads serve as cus-

tomer requirements to guide product design.

Finally, as the practice matures, it will offer re-

search opportunities related to institutionalization.

While testing hypotheses in the field will be difficult

until the field matures, it is possible to theorize that

like other practices such as operational and capital

budgeting, target costing may become an organiza-

tional symbol of rationality (a ceremony or ritual)

rather than a serious cost management practice. An-

other theoretical dimension is Gidden’s work on how

social practices tend to reproduce themselves.

Currently, opportunities to research institutional-

ization are more promising in Japan because Japa-

nese firms have used the practice for quite some time

now. Indeed this type of research has begun to

emerge in Japan (Okano, 1999; Yoshida, 2003).

Research along these lines in the West is likely to

emerge as firms practice target costing for a longer

time period.

6. Conclusion

The overall conclusion from this brief look at the

target costing literature is that the topic offers re-

searchers many opportunities to undertake new re-

search. We used a two-dimensional organizing

scheme for the literature.

The first dimension was a knowledge progression

framework that is based on the life cycle of manage-

ment practices from birth to maturity. The use of this

framework shows that the discipline is fairly young.

The primary opportunities for identifying knowledge

gaps and building novel research hypotheses,
4

therefore, are in the later stages of the life cycle. In

the case of target costing these later stages translate

into looking at the practice within its organizational

context, linking it to other tools and processes, and its

diffusion and institutionalization. This research

should begin to appear in Japan first, since target

costing has been practiced longer in that country.

The other dimension was a taxonomic look with a

primary emphasis on research methodology. The re-

search method dimension shows that most existing

research uses survey or single-site case studies. It also

shows that while the first two stages of practice ma-

turity—development and technical refinement—may

not have as many interesting research issues, they do

offer researchers an opportunity to replicate and cor-

roborate existing findings and results using different

methods such as experiments, analytical modeling,

and simulation.
References

References English

Albright, T. & Davis, S. (1998). The use of target costing in

developing the Mercedes Benz M Class. The Elements

of Strategic Cost Management, 1(2), 13–23.

Amara, V. (1998). Target costing for product redesigning.

Master’s Thesis, Virginia Polytechnic Institute and

State University, etd 031499–152012.

Ansari, S., Bell, J. & CAM-I Target Cost Group (1997).

Target costing: the next frontier in strategic cost man-

agement. NY: Irwin-McGraw Hill.

Ansari, S., Bell, J., Kim, I. & Swenson, D. (1999a). Target

costing: lessons from Japan. International Journal of

Strategic Cost Management, 8, 3–11.

Ansari, S., Bell, J., Kim, I. & Swenson, D. (1999c). Target

costing best practices survey and field visit, CAM-I

Research Monograph. Dallas Texas: CAM-I.

Ansari, S., Bell, J., Kim, I. & Swenson, D. (2002). Target

costing best practices in the US. Controlling (Uni-

versity of Stuttgart), November, p. 607–614.

Ansari, S., Bell, J., Swenson, D. & CAM-I Target Costing

Group (2005). Hitting the target: the CAM-I target

costing implementation guide. Texas: Novis Publishing.

Ansari, S., Braxton, P. & Coleman, R. (1999b). Processes for

reducing total ownership cost. Presentation at the

ISPA/SCEA, June.

Argyris, C. (1990). Overcoming organizational defenses: fa-

cilitating organizational learning. Englewood Cliff,

NJ: Upper Prentice Hall.

Arzac, E. (1986). Do your business units create shareholder

value? Harvard Business Review, January/February,

54–72.

Baker, W. M. (1995). The missing element in cost manage-

ment: competitive target costing. Industrial Manage-

ment, 37(2), 29–33.



Chapter 2 Target Costing
Bayou, M. E. & Reinstein, A. (1997). Formula for success:

target costing for cost-plus pricing companies. Cost

Management, 11(5), 30–34.

Bayou, M. E. & Reinstein, A. (1998). Three routes for target

costing. Managerial Finance, 24(1), 28–46.

Bellis-Jones, R., Oldman, A. & Mills, R. (1999). Trends in

cost management practice. Management Accounting,

77(7), 28–30.

Bhimani, A. & Neike, C. (1999). How Siemens designed its

target costing system to redesign its products. Cost

Management, 13(4), 28–34.

Bley, A. (1997). CAIV impact on program management.

Program Management, May–June.

Boer, G. & Ettlie, J. (1999). Target costing can boost your

bottom line. Strategic Finance, 81(1), 49–53.

Booth, R. (1995). Hitting the target. Management Account-

ing, UK, 73(1), 42–45.

Brausch, J. M. (1994). Beyond ABC: target costing for profit

enhancement. Management Accounting, 76(5), 45–50.

Butscher, S. A. & Laker, M. (2000). Market driven

product development. Marketing Management, 9(2),

48–53.

Bozdogan, K., Deyst, J., Hoult, D. & Lucas, M. (1998).

Architectural innovation in product development

through early supplier integration, R&D management,

28(3), 163–173.

Chen, R. C. & Chung, C. H. (2002). Cause-effect analysis

for target costing. Management Accounting Quar-

terly, Winter, p. 1–7.

Clifton, B., Townsend, W., Bird, H. & Albano, R. (2003).

Target costing: market driven product design. Princ-

eton: ESE Group.

Choe, J. M. (2002). The organizational learning effects of

management accounting information under ad-

vanced manufacturing technology. European Journal

of Information Systems, 11(2), 142–158.

Cokins, G. (2002). Integrating target costing and ABC. Cost

Management, 16(4), 13–22.

Cooper, R. (1992). Target costing for new product devel-

opment. Cost Management, 16(3), 5.

Cooper, R. & Chew, W. B. (1996). Control tomorrow’s costs

through today’s designs. Harvard Business Review,

74(1), 1–10.

Cooper, R. & Slagmulder, R. (1997a). Target costing and value

engineering. Portland. Montvale: OR: Productivity

Press NJ: IMA Foundation for Applied Research.

Cooper, R. & Slagmulder, R. (1997b). Factors influencing

the target costing process: lessons from the Japanese.

Working Paper, University of Gent and Claremont

Business School.

Cooper, R. & Slagmulder, R. (1999). Develop profitable new

products with target costing. Sloan Management Re-

view, 40(4), 23–34.

Cooper, R. & Slagmulder, R. (2002). Target costing for new-

product development: component-level target cost-

ing. Cost Management, 16(5), 36–45.

Cooper, R. & Yoshikuwa, T. (1994). Kamakura Iron Works

Company Ltd, Harvard Business School Case 9-195-

056, HBS, Boston.
Dekker, H. & Smidt, P. (2003). A survey of the adoption

and use of target costing in Dutch firms, Interna-

tional. Journal of Production Economics, 84(3),

293–320.

Dutton, J. J. (1998). Target costing: a strategic business

methodology. Chicago, IL: Arthur Andersen.

Ellram, L. M. (2000). Purchasing and supply management’s

participation in the target costing process. Journal of

Supply Chain Management, 36(2), 39–51.

Ellram, L. M. (2002a). Role of purchasing in the target

costing process. European Journal of Purchasing and

Supply Management, 8(4), 235–244.

Everaert, P. & Bruggerman, W. (2002). Cost targets and

time pressure during new product development. In-

ternational Journal of Operations & Production Man-

agement, 22, 1339–1353.

Fischer, L. (1996). How HP runs its printer business. Strat-

egy and Business, 4th Quarter, www.strategy-busi-

ness.com/press/16635507/12217.

Gagne, M. L. & Discenza, R. (1993). New product

costing, Japanese style. The CPA Journal, 63(5),

68–71.

Gagne, M. L. & Discenza, R. (1995). Target costing. The

Journal of Business and Industrial Marketing, 10, 16–18.

Giddens, A. (1991). Modernity and self-identity: self and so-

ciety in the late modern age. Stanford: Stanford Uni-

versity Press.

Hayes, R. H. & Garvin, D. A. (1982). Managing as if to-

morrow mattered. Harvard Business Review, May/

June, 71–79.

Hayes, R. H. & Abernathy, W. (1980). Managing our way to

economic decline. Harvard Business Review, July/Au-

gust, 6–14.

Hergeth, H. (2002). Target costing in the textile companies.

Journal of Textile and Apparel, Technology and Man-

agement, 2(4), 1–10.

Hibbets, A. R., Albright, T. & Funk, W. (2003). The com-

petitive environment and strategy of target costing

implementers: evidence from the field. Journal of

Managerial Issues, 15(1), 65–81.

Hofstede, G. (2001). Culture’s consequences: comparing val-

ues, behaviors, institutions and organizations across

nations. Thousand Oaks, CA: Sage Publications.

Horvath, P., Gleich, R. & Schmidt, S. (1998). Linking target

costing to ABC at a US automotive supplier. Cost

Management, 12(2), 16–24.

Ito, K. & Souissi, M. (1999). Product development strategy

at a Japanese automobile first-tier supplier: the case

of Denso America. Working Paper, Osaka City

University.

Jackson, A. (2003). The diffusion of accounting practices in

the new managerial public sector. Interantional Jour-

nal of Public Sector Management, 16(5), 359–372.

Kaplan, R. & Norton, D. (1996). Using the balanced score-

card as a strategic management system. Harvard

Business Review, Jan–Feb, pp. 75–85.

Kim, I., Ansari, S., Bell, J. & Swenson, D. (2002). Target

costing practices in the US. Controlling, November,

607–614.
525

http://www.strategy-business.com/press/16635507/12217
http://www.strategy-business.com/press/16635507/12217


Shahid Ansari, Jan Bell and Hiroshi Okano Volume 2
Kim, C. & Mauborgne, R. (2004). Blue ocean strategy. Ha-

rvard Business Review, October-November.

Koga, K. (1999). Determinants of effective product cost

management during product development: opening the

black box of target costing. Harvard University pp.

1–305.

Koga, K. & Davila, A. (1999). What is the role of perform-

ance goals in product development: a study of Jap-

anese camera manufacturers. In: M. A. Hitt, P. G.

Clifford, R. D. Nixon & K. P. Coyne (Eds), Dynamic

Strategy Resources: Development, Diffusion and Inte-

gration. New York: Wiley.

Koga, K. & Monden, Y. (2000). Analysis of variation of

target costing practices in the camera industry. In: Y.

Monden (Ed.), Japanese Cost Management. London:

Imperial College Press, pp. 123–160.

Laseter, T. M. (1998a). Supply chain management: the ins

and outs of target costing. Purchasing, 124(3), 22–23.

Laseter, T. M. (1998b). Case sample: target costing down to

the supplier level. Purchasing, 124(4), 27–30.

Leahy, T. (1998). The target costing bull’s eye. Controller

Magazine, January and February, pp. 1–2.

Leahy, T. (1999). Right on the money. Business Finance,

October, pp. 71–77.

Lockamy, A., III & Smith, W. I. (2000). Target costing for

supply chain management: criteria and selection. In-

dustrial Management+Data Systems, 100(5), 210–218.

Locke, E. A. & Latham, G. P. (1990). A theory of goal

setting and task performance. Englewood Cliff, NJ:

Prentice Hall.

Modarres, Ansari & Lockwood. (2005). Kaizen costing for

lean manufacturing: a case study. B. Modarress, A.

Ansari and D. L. Lockwood. International Journal of

Production Research 43(9), pp. 1751–1760.

Mandelbaum, J. & Pallas, S. (2001). Reducing total own-

ership cost in DoD. Program Management, July–Au-

gust, pp. 76–82.

Mills, R. (1999). Manager update, accounting and finance:

cost management, Henley-on-Thames. 11(2), 37.

Monden, Y., Akter, M. & Kubo, N. (1997). Target costing

performance based on alternative participation and

evaluation methods: a laboratory experiment. Man-

agerial and Decision Economics, 18(2), 113–130.

Newman, R. G. & McKeller, J. M. (1995). Target pricing–a

challenge for purchasing. International Journal of

Purchasing and Materials Management, 31(3), 13–23.

Nicolini, D., Tomkins, C., Holti, R., Oldman, A. & Smalley,

M. (2000). Can target costing and whole life costing

be applied in the construction industry? Evidence

from two case studies. British Journal of Manage-

ment, 11(4), 303–324.

Omar, O. E. (1997). Target pricing: a marketing manage-

ment tool for pricing new cars. Pricing Strategy &

Practice, 5(2), 61–69.

Partridge, M. & Perren, J. (1997). Management techniques–

target costing. Accountancy, 120, 1251–1262.

Pierce, B. (2002). Target cost management: comprehensive

benchmarking for a competitive market. Account-

ancy, 34(2), 30–41.
526
Salipante, P., Notz, W. & Bigelow, J. (1982). A matrix ap-

proach to literature reviews. In: M. S. Barry & L. L.

Cummings (Eds), Research in Organizational Be-

havior (Vol. 4, pp. 321–348). Greenwich, CT:

JAI Press.

Schmelze, G., Geier, R. & Butress, T. E. (1996). Target

costing at ITT automotive. Management Accountant,

December, 26–30.

Shank, J. K. & Fisher, J. (1999). Target costing as a

strategic tool. Sloan Management Review, 41(1),

73–82.

Staley, D. & Hales, R. (1995). Mix target costing, QFD for

successful new products. Marketing News, 29, 1.

Sulaiman, M., Ahmad, N. & Alwi, N. (2004). Management

accounting practices in selected Asian countries.

Managerial Auditing Journal, 19(4), 493–508.

Swenson, D., Ansari, S., Bell, J. & Kim, I. (2003). Best

practices in target costing. Management Accounting

Quarterly, 4(2), 12–17.

Tani, T., Okano, H., Shimizu, N., Iwabuchi, Y., Fukuda, J.

& Cooray, S. (1994). Target costing management in

Japanese companies: current state of art. Manage-

ment Accounting Research, 5, 67–81.

Wagner, H. M. (1984). Profit wonders, investment blunders.

Harvard Business Review, September/October,

121–135.

Woodlock, P. (1999). Weighing the options to meet targeted

costs. Cost Management, 13(6), 25–35.
Online Sources

Bonzemba, E. & Okano, H. (1998). The effects of target

costing implementation on an organizational culture

in France http://www3.bus.osaka-cu.ac.jp/apira98/

archives/htmls/70.htm.

Ellram, L. M. (2002b). Purchasing and supply manage-

ment’s involvement in target costing process.’’

European Journal of Purchasing & Supply Manage-

ment 8 (4), 235–244. http://ejournals.ebsco.com/di-

rect.asp?ArticleID ¼ AL09RC5RXN3M9DW5J57M

Martyniuk, T. & Zablocka, S. (1998). Practice application of

target costing: case study—cost of roof production.

http://www.bham.ac.uk/EAA/eaa98/abstracts/man/

martyniuk.html.

Monden, Y., Akter, M. & Kubo, N. (1997b). Target costing

performance based on alternative participation and

evaluation methods: a laboratory experiment. Japa-

nese Technology Management, 18(2), 113–129. http://

links.jstor.org/

sici?sici=01436570%28199703%2918%3A2%3-

C113%3ATCPBOA%3E2.0.CO%3B2-1.

Van Merode, F. (2004). A prelude of the 2004 Antwerp

Quality Conference: targets and target values—inte-

grating quality management and costing. Accredita-

tion and Quality Assurance 9 (3), 168–171. http://

ejournals.ebsco.com/direct.asp?Article-

ID ¼ EU8D81RKU5YN8DKV537R.

http://www3.bus.osaka-cu.ac.jp/apira98/archives/htmls/70.htm
http://www3.bus.osaka-cu.ac.jp/apira98/archives/htmls/70.htm
http://ejournals.ebsco.com/
http://ejournals.ebsco.com/
http://www.bham.ac.uk/EAA/eaa98/abstracts/man/martyniuk.html
http://www.bham.ac.uk/EAA/eaa98/abstracts/man/martyniuk.html
http://links.jstor.org/sici?sici=01436570%28199703%2918%3A2%3C113%3ATCPBOA%3E2.0.CO%3B2-1
http://links.jstor.org/sici?sici=01436570%28199703%2918%3A2%3C113%3ATCPBOA%3E2.0.CO%3B2-1
http://links.jstor.org/sici?sici=01436570%28199703%2918%3A2%3C113%3ATCPBOA%3E2.0.CO%3B2-1
http://links.jstor.org/sici?sici=01436570%28199703%2918%3A2%3C113%3ATCPBOA%3E2.0.CO%3B2-1
http://ejournals.ebsco.com/direct.asp?
http://ejournals.ebsco.com/direct.asp?


Chapter 2 Target Costing
References Japanese

Ito, Y. (1999). The possibilities and difficulties of transferring

Japanese knowledge-creating process to Foreign com-

panies: a field study on the target cost/target profit

project in an Italian firm. Journal of Economics & Busi-

ness Administration (Kobe University), 179(2), 13–30.

Kato, Y. (1999b). Headquarters-division relationships and

their impact on target cost management implemen-

tation: a case of the electronics systems division of

Magneti Marelli, S. P.A. Journal of Economics &

Business Administration (Kobe University), 179(2),

61–83.

Okano, H. (1999). Target osting as a human resource man-

agement: management by objective at Magneti Mar-

elli. Journal of Economics & Business Administration

(Kobe University), 179(2), 31–45.

Okano, H. (2002). Japanese Management Accounting: A

Historical & Institutional Perspective (2nd ed.). To-

kyo: Chuo Keizaisha, pp. 215.

Okano, H. (2003). International comparison on product

development cost management. Tokyo: Yuhikaku,

pp. 212

Shimizu, N. (1999). The difficulties on transfer of target cost

management into foreign countries: a case of value

engineering in Magneti Marelli, S.P.A. Journal of

Economics & Business Administration (Kobe Univer-

sity), 179(2), 47–59.

Yoshida, E. (2003). Organizational capabilities for target

costing. Tokyo: Chuo Keizaisha, pp. 258.
Selected Pre-1995 References

Bhimani, A. & Okano, H. (1995). Target excellence: target

cost management at Toyota in the UK. Management

Accounting, 73(6), 42–44.

Japan Accounting Association (1996). Research on target

costing: a report of the special committee of target

costing, Japan accounting association. Tokyo: Mori-

yama Shoten, pp. 186.

Kato, Y. (1993). Genka Kikaku: senryakteki cost manage-

ment (Target costing: strategic cost management).

Tokyo: Nihon Keizai Shinbunsha, pp. 328.

Monden, Y. (1995). Cost reduction system: target costing and

Kaizen costing. Portland, OR: Productivity Press,

pp. 373.

Okano, H. (2002). Nihon-teki Kanrikaikei no Tenkai: Genka

Kikaku eno Rekishi-teki Shiza (Japanese management

accounting: institutional & historical perspective). To-

kyo: Chuo Keizaisha, pp. 183.

Tanaka, M. (1977). Genkakogaku niokeru tagetto kosuto

no yakuwari (The role of target cost in cost engi-

neering. Bulletin of Business Engineering, Tokyo

University of Science.

Tanaka, M. (1995). Genka Kikau no Riron to Jissen (theory

and practice of target costing). Tokyo: Chuo Kei-

zaisha, pp. 301.
Further Reading

Ansari, S. & Bell, J. (1998). Target costing: profit planning

in disguise. Accountancy and Finance, February, 3,

No. 1, 2–4.

Castellano, J. F. & Young, S. (2003). Speed splasher: An

interactive, team-based target costing exercise. Jour-

nal of Accounting Education, 21(2), 149–155.

Chen, Y. S. A., Timothy, R. & Zuckerman, G. J. (1997).

Examination of U.S.-based subsidiaries: evidence of

the transfer of the Japanese strategic cost manage-

ment. The International Journal of Accounting, 32(4),

417–441.

Cooper, R. & Slagmulder, R. (1998). Developing

meaningful profitability maps cascading cost/

benefit trade-offs. Management Accounting, 80(6),

16–18.

Davila, A. (Tony) & Wouters, M. (2004). Designing cost-

competitive technology products through cost man-

agement. Accounting Horizons, 18(1), 13–27.

Everaert, P., Boer, G. & Bruggerman, W. (2000). The im-

pact of target costing on cost, quality and develop-

ment time of new products: conflicting evidence from

lab experiments. Working Paper Presented at the

2000 Management Accounting Research Conference

in Mesa, AZ.

Ewert, R. & Christian, E. (1999). Target costing, co-ordi-

nation and strategic cost management. European Ac-

counting Review, 8(1), 23–49.

Helms, M. M., Ettkin, L. P., Baxter, J. T. & Gordon, M. W.

(2005). Managerial implications of target costing.

Competitiveness Review, 15(1), 49–57.

Hoque, M. & Monden, Y. (2002). An empirical study on

simultaneous achievement of quality, cost and timing

in product development. International Journal of

Manufacturing Technology and Management,

4.1(4.2), 1–20.

Koga, K. (2004). Determinants of effective product cost

management during product development: opening

the black box of target costing. Working paper, Uni-

versity of Illinois, Champaign, IL.

Koons, F. J. (1994). Applying ABC to target costs.

(Proceedings of the 38th Annual Meeting of AACE

International) Transactions of the American Associ-

ation of Cost Engineers, pp. CSC11–15.

Lee, J. Y. (1994). Use target costing to improve your bot-

tom-line. The CPA Journal, 64(1), 68–71.

Lellram, L. M. (2000). Purchasing and supply management’s

participation in the target costing process. Journal of

Supply Chain Management, 36(2), 1–39.

Smith, W. I. & Lockamy, A., III. (2000). Target costing for

supply chain management: an economic framework.

Journal of Corporate Accounting & Finance, 12(1),

67–77.

Souissi, M. & Ito, K. (2004). Integrating target costing and

the balanced scorecard. The Journal of Corporate

Accounting & Finance, 15, 6.

Stenzel, C. & Stenzel, J. (2004). Cost and performance man-

agement tactics used by learning organizations. The
527



Shahid Ansari, Jan Bell and Hiroshi Okano Volume 2
Journal of Corporate Accounting & Finance, 15(3),

37–61.

Swenson, D. W. (1998). Managing costs through complexity

reduction at carrier corporation. Management Ac-

counting, 79(10), 20–27.

Tayles, M. (1995). Target costing: a state-of-the-art review.

Journal of the Operational Research Society, 46(8),

10–37.

Walker, M. (1999). Attribute based costing: for decision

making. Management Accounting, 77(6), 18–22.

Willax, P. (1997). Target costing helps set the ‘right’ price

for your goods. Enterprise, April, 3 pages.

Woodlock, P. (2000). Does it matter how targeted costs are

achieved?. Journal of Corporate Accounting & Fi-

nance, 11(3), 43–52.

Yu-Lee, R. T. (2002). Target costing: what you see is not

what you get. Cost Management, 16(4), 23–28.

Ewert, R. & Christian, E. (1999). Target costing, co-ordi-

nation and strategic cost management. European Ac-

counting Review 8 (1), 23–49. http://ejournals.ebsco

.com/direct.asp?ArticleID ¼ CGHD9885KHC5DG-

KETM4K

TOC & CAIV and their relationship to target costing. http://

www.abm.rda.hq.navy.mil/navyaos/content/down-

load/1187/5453/file/caiv993.pdf

Wu, H.-H. (2004). Using target costing concept in loss

function and process capability indices to set up goal

control limits. The International Journal of Advanced

Manufacturing Technology, 24.3(23.4), 206–213.

http://ejournals. ebsco.com/direct.asp?ArticleID ¼

CXK6GU363PAVCC25VAV1.

Araki, H. (1999). Productivity design tool for target costing

at Panasonic. Matsushita Industrial Technical Report,

(67), 13–18.

Asada, T. (1997). New product development and target

costing. Hinshitsu Kanri (Quality Control), 48(3),

248–253.

Bu, Z. (2001). Target costing: a tool for achieving compet-

itive advantage. Economic Science, 49(3), 29–44.

Bu, Z. (2002). Target costing as strategic cost management,

Ph.D., University of Nagoya.

Bu, Z. (2004). Development of IT and evolution of target

costing. Office Automation, (105), 82–87.

Fukuda, F. (1998). Issues in target costing under the con-

ditions of multi-product development projects. Jour-

nal of Yokohama City University (Social Science), (1),

1–20.

Fukuda, T. (2000). Role of target costing in management

accounting. Bulletin of Business and Economics, (22),

145–157.

Hasegawa, K. (1997). The new cost management for modern

business environment: strategic cost management by

target costing. Kigyo Shindan, 44(7), 84–89.

Hasegawa, Y. (2000). Recall cost research: total recall of

target costing. Reitaku International Journal of Eco-

nomic Studies, 8(2), 65–79.

Hasegawa, Y. (2001). Reconsidering the theory of target

costing: costs generated by recalls of Japanese
528
auto-manufactures. Reitaku International Journal of

Economic Studies, 9(1), 37–51.

Hiraoka, H. (1997). CALS at Japanese companies and tar-

get costing. Review of Business Administration, 22(1),

37–68.

Hoque, M. (2001). Three essays on target costing: customer-

oriented product development and role of product

designers. Ph.D., University of Tsukuba.

Inaba, K. (2003). The relation between target and VE. Jour-

nal of Research (Iiwate Prefecture University), 14(2),

76–89.

Inoue, S. (2001). Transferring design-in and target cost

management into Japanese-affiliated companies in

overseas countries. Kagawa University Economic Re-

view, 74(3), 71–91.

Ito, K. (2000). Integrated cost management of target cost-

ing. Journal of Japanese Management Engineering,

50(6).

Ito, K. & Tasaka, K. (2002). The role of the cost table in

TCM. Sangyo Keiri (Industrial Management & Ac-

counting), 62(3), 40–48.

Ito, K., et al. (2000). A new approach of concentration and

dispersion in TC Japanese companies & US compa-

nies. Accounting (Kigyo Kaikei), 52(9), 1364–1369.

Kajiwara, T. (1998). International transfer of target costing

in Japanese MNC. Shogaku Tokyu (Otaru University

of Commerce), 48(2/3), 317–341.

Kamata, H. & Miyazawa, T. (2002). Formula for cost re-

duction and know-how manufacturing. Kojo Kanri

(Factory Management), 48(15), 110–116.

Kato, T. (1998). Strategic cost management by target cost-

ing. Hinshitsu (Quality), 28(2).

Kato, Y. (1996). Study on life cycle target costing. Japan:

Ministry of Education.

Kato, Y. (1997). Transferring target cost management into a

European company: a preliminary analysis. Journal

of Economics & Business Administration (Kobe Uni-

versity), 175(6), 29–47.

Kato, Y. (1998). The development of TC by cost tables of

customer perspective. IE Review, 39(2), 47–55.

Kato, Y. (1999a). Empirical study of interaction between

target costing and organizational capability. Japan:

Ministry of Education.

Koga, K. (2001). Unsolved research questions on target

costing. Accounting, 159(1), 13–29.

Kondo, K. (2001). Research on product manager’s role in

target costing: a system view. Kobe University.

Kondo, T. (2000). Role of product manager in target cost-

ing. Accounting (Kigyo Kaikei), 52(7), 1029–1034.

Kondo, T. (2004). A study on the introduction of target

costing at an electric machinery firm. Journal of

Business and Economics, 84(2), 81–118.

Lee, C. & Monden, Y. (2000). An effect on cost reduction by

manufacturer–supplier relationships in target cost-

ing. Management Accounting, 8(1/2), 119–137.

Lee, C. H. (2002). Research on Relationship Between Prod-

uct Development Organizations and Target Costing

Systems, Ph.D., University of Tsukuba.

http://ejournals.ebsco.com/
http://ejournals.ebsco.com/
http://www.abm.rda.hq.navy.mil/navyaos/content/download/1187/5453/file/caiv993.pdf
http://www.abm.rda.hq.navy.mil/navyaos/content/download/1187/5453/file/caiv993.pdf
http://www.abm.rda.hq.navy.mil/navyaos/content/download/1187/5453/file/caiv993.pdf
http://ejournals.ebsco.com/direct.asp?


Chapter 2 Target Costing
Lee, J. (2004). Management accounting system for the Jap-

anese insurance companies: TC/ABC/ABM. Kyoto

Gakuen University Review, 13(3), 57–76.

Maekawa, M. (1997). The practice of target costing at Clar-

ion. Keiei Jitsumu (Business Practice), (508), 2–4.

Maruta, O. (1998). Target costing as feed-forward manage-

ment accounting. Sangyo Keiri (Industrial Manage-

ment & Accounting), 57(4), 91–99.

Maruta, O. (2002). Feed-forward control in target cost

management Japanese companies. Saga University

Economic Review, 34(5), 21–48.

Mochimoto, S. (2003). Quality, price, cost design on the new

products. Bulletin of the Institute of Industrial Infor-

mation (Asahi University), (11), 33–45.

Morofuji, Y. (1999). The necessity of sharing information in

target costing. Sangyo Keiri (Industrial Management

& Accounting), 59(1), 104–113.

Nagasaka, E. (1998). Cost management and target costing.

Boundary, 14(1), 48–54.

Nagasawa, S. (1998). Target costing in cost management.

Hinshitsu (Quality), 28(2), 190–199.

Nakagawa, M. (2003). Product development and target

costing in Japanese companies overseas. Doshisha

Business Review, 54(4), 555–566.

Nakajima, H. (2003). A study on integrating target costing

and life cycle costing. Studies in Business Administra-

tion, (20), 395–414.

Nishimura, A. (1999). Cost design and cost reduction anal-

ysis. Journal of Political Economy (Kyushu Univer-

sity), 65(5), 1–10.

Noda, Y. (1998). Target costing at Aishin Seiki. Hinshitsu

(Quality), 28(2), 226–231.

Obata, H. (2000). Adoption and adaptation of target costing

in Germany. Accounting, 157(3), 186–198.

Ogawa, M. (2001). Target costing in practice. Tokyo:

Zeimukeiri Kyokai, pp. 295.

Oishi, T. (2001). Expansion of the product cost manage-

ment. Seisan Kanri (Production Management), 7(2),

137–140.

Okano, H. (1997). The globalization of product develop-

ment and target costing: a tentative of conceptual

framework. Sangyo Keiri (Industrial Management &

Accounting), 57(1), 88–94.

Okano, H. (1998). Existing state of TC practices in Western

companies: CAM-I TC project. Accounting (Kigyo

Kaikei), 50(6).

Okano, H. (2000). Globalization of Japanese management

accounting: international comparison of target cost-

ing. Accounting, 157(3), 175–185.

Okano, H. (2004). Transfiguration of Japanese management

accounting: a social & institutional perspective. Ac-

counting, 166(5), 706–716.

Otsuki, H. (2003). A conceptual framework for constructing

cost estimation systems in target cost management.

Accounting, 164(5), 668–681.

Otsuki, H. (2004). Architecture of cost estimation system in

target costing. Sangyo Keiri (Industrial Management

& Accounting), 64(1), 86–95.
Park, G. (2002). A study on environmental product develop-

ment and cost management, Ph.D., Kobe University.

Park, W. (2001). Integrated target costing in product devel-

opment system, Ph.D., Tamagawa University.

Park, W. & Ito, K. (1999). An empirical research on TC’s

tools. Kaihatsu Kogaku (Development Engineering),

18(2), 51–59.

Park, W. & Ito, K. (2000). An effect of management engi-

neering’s tools for TCM. Management Accounting,

9(1), 25–42.

Saki, A. (2002). Strategic cost management: integration TC.

Meiji Business Review, 49(3/4), 49–66.

Sato, S. (1997). The interface between ABC and target cost-

ing: from the viewpoint of segmental management

accounting. Papers and Proceedings of Economics

(Meiji Gakuin University), (601), 41–54.

Sato, S. (1998a). Segmental cost management in the airline

ndustry: around the interface between ABC and tar-

get costing. Papers and Proceedings of Economics

(Meiji Gakuin University), (607), 33–44.

Sato, S. (1999). A review on the interface between ABC and

target costing. Accounting, 155(1), 82–94.

Sato, Y. (1998b). Target costing: (1) Re-check costs. Nikkei

Mechanical, (524), 90–94.

Sato, Y. (1998c). Target costing: (2) Where costs were de-

cided? Nikkei Mechanical, (525), 106–110.

Shimizu, N. (1997). The present state of target costing

research. Accounting (Kigyo Kaikei), 49(13),

1914–1916.

Shimizu, N. (2001). A framework for explaining rules of

establishing target cost. Accounting, 160(5), 686–698.

Shimizu, N. (2002). Analyzing the reason why Genka

Kikaku became target costing and management ac-

counting. Accounting, 162(6), 798–811.

Shimizu, S. (1998). The new challenge which exceeds target

costing by Toyota motor corporation. Waseda Com-

mercial Review, (378), 321–339.

Shishido, T. (2004a). Specific measure of cost management

on implementing VE in construction industry: basic

view and effect. Zenken Journal, 43(5), 41–43.

Shishido, T. (2004b). Specific measure of cost management

on implementing VE in construction industry: mech-

anism and foundation of target costing. Zenken Jour-

nal, 43(6), 44–46.

Shishido, T. (2004c). Specific measure of cost management

on implementing VE in construction industry: a case

of a local enterprise. Zenken Journal, 43(7), 48–50.

Suematsu, E. (1997). Target costing and the changes of

business environment. The Research in Management

and Accounting, (58), 109–129.

Suyama, H. & Kashio, K. (1997). Target costing for com-

petitive advantage: cost solution. Information of

Management & Accounting, (811), 25–29.

Takashima, T., et al. (2003). System creation for company-

wide cross-sectional use of information in target

costing. Fujitsu Ten Technical Report, 21(2), 38–45.

Tanaka, M. (1997a). An investigation and trend analysis of

target costing in Japan, Ministry of Education.
529



Shahid Ansari, Jan Bell and Hiroshi Okano Volume 2
Tanaka, M. (1997b). Pricing in target costing. Journal of

Management & Accounting Studies, (41), 262–274.

Tanaka, M. (1998). From cost maintenance to cost man-

agement of target costing and Kaizen costing. Ac-

counting (Kigyo Kaikei), 50(2), 255–264.

Tanaka, M. (2001). Advanced enterprise’s TC: (2) cost es-

timation, Japanese companies investigation. Kigyo

Kaikei, 53(12), 1785–1794.

Tanaka, M. (2002a). Profit strategy and VE. SANNO. To-

kyo: Institute of Management, pp. 162.

Tanaka, M. (2002b). Advanced enterprise’s TC (3): the pre-

cision of cost estimation. Accounting (Kigyo Kaikei),

54(1), 149–159.

Tanaka, M. (2002c). Advanced enterprise’s TC (4): conse-

quences of cost and decrease measure. Accounting

(Kigyo Kaikei), 54(2), 273–280.

Tanaka, M. (2005). Research questions on target costing in

Japanese major enterprises. Accounting (Kigyo-Kai-

kei), 57(2), 148–156.

Tanaka, M. & Ishigami, D. (2001a). Advanced enterprise’s

TC: (1) VE implementation. Value Engineering,

(204), 13–18.

Tanaka, M. & Ishigami, D., (2001b). Advanced enterprise’s

TC: (2) VE implementation. Value Engineering,

(205), 21–27.

Tanaka, M. & Otsuki, H. (2004a). Evaluation of target

costing: take the narrow sense of target costing as an

object of study. Value Engineering, 221, 9–14.

Tanaka, M. & Otsuki, H. (2004b). Evaluation of

target costing: take the broad sense of target costing

as an object of study. Value Engineering, 222,

31–36.

Tanaka, M., et al. (1997a). The present state of target cost-

ing in Japanese enterprises (1): questionnaire. Ac-

counting (Kigyo Kaikei), 49(7), 953–960.

Tanaka, M., et al. (1997b). The present state of target cost-

ing in Japanese enterprises (2): ramification of man-

ufacture target cost. Acounting (Kigyo Kaikei), 49(8),

1096–1104.

Tanaka, M., et al. (1997c). The present state of target cost-

ing in Japanese enterprises (3): the way of cost
530
estimation. Accounting (Kigyo Kaikei), 49(9),

1304–1311.

Tanaka, M., et al. (1997d). The present state of target cost-

ing in Japanese enterprises (4): cost estimation and

how to solve problems of target cost failure. Ac-

counting (Kigyo Kaikei), 49(10), 1417–1424.

Tanaka, T. (1997c). The maintenance of constitution and

structure for a successful target costing. Hinshitsu

(Quality), 27(1).

Tanaka, Y. (2002). On the role of establishing standard costs

in standard cost management and target costing.

Kagawa University Economic Review, 75(2), 299–319.

Tani, T. (1997). Cost management in product development.

Tokyo: Chuo Keizaisha, pp. 233.

Tani, T. (1999). How are Japanese companies preparing and

using cost tables? Journal of Economics & Business

Administration (Kobe University), (179) 2, 1–11.

Tasaka, K. (2004). Linking target costing to BSC: a view of

Ansari and Kaplan. Bulletin of the Institute of Busi-

ness Administration (Senshu University), (160), 1–15.

Torii, H. (1998). ABC and target costing in management

functions. Papers and Proceedings of Economics (Me-

iji Gakuin University), (607), 63–72.

Yamakita, H. (1998). Study on management control func-

tion of target costing: analysis of manufacturer-sup-

plier relationships. Shoko Shido, 463(2), 1–26.

Yamamoto, K. (1997). Integration of Target Costing and

ABC/ABM, Ministry of Education.

Yamamoto, K. & Matsuo, T. (2000). The present condition

and assignment for integration of TC and ABC/

ABM. Journal of Economic Studies (Osaka Prefec-

ture University), 45(2), 25–44.

Yamamoto, Y. (1997). Target costing and value engineering

for sensitivity. Journal of Economic Studies (Osaka

Prefecture University), 42(2).

Yoshida, E. (2004). Conceptualizing target cost manage-

ment change: an institutional perspective. Mita Busi-

ness Review, 47(1), 225–235.

Yoshida, M. (1997). The application of TC in distribution:

target costing in distribution. Ryutsu Networking

(Distribution Networking), 9(9), 68–72.


	Target Costing: Uncharted Research Territory
	Overview of Target Costing
	Conceptual Approach
	Knowledge Progression Framework
	Development and Advocacy
	Technical Refinement
	Organizational Context of the Practice
	Links with Other Processes and Tools
	Institutionalization and Diffusion

	Taxonomic Approach

	Literature Organized by Stage of Knowledge
	Target Costing-Description and Advocacy
	What is Target Costing?
	Environment in which Target Costing is Beneficial
	Benefits of Target Costing

	Technical Refinement of Target Costing
	Situating the Practice in Its Organizational Context
	Linkage with Established Processes and Tools
	Diffusion and Institutionalization

	Literature Organized by Taxonomic Variables
	Intended Audience
	Nature of Study

	Research Method
	Areas for Future Research
	Future Research-Description and Advocacy
	Future Research-Technical Refinement of Target Costing
	Future Research-Organizational Context of Target Costing
	Future Research-Linkage with Processes and Tools
	Future Research-Diffusion and Institutionalization of Target Costing

	Conclusion
	References
	References English
	Online Sources
	References Japanese
	Selected Pre-1995 References
	Further Reading


