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Abstract   
 

 

Cost reduction is a critical aspect of any manufacturing business, as it directly impacts profitability and 

competitiveness in the market. This paper discusses various cost reduction strategies that can be 

implemented by manufacturing companies to optimize costs and improve bottom-line performance. 

Manufacturing companies can re-evaluate their business size by focusing on specific regional markets or 

exploring alternate vendor sources for better cost efficiencies. Furthermore, companies can optimize 

process efficiency and bring in better technology to streamline operations and reduce costs.   

 

The major part of this project is the surveys with managers from the dairy sector in Pakistan to identify the 

impact of different cost reduction measures on profitability, ranging from high impact to slight impact. The 

results indicate that regular price increases, exploring cost-effective packaging options, and generating 

economies of scale are some of the high-impact measures for cost reduction.  

 

On the other hand, reducing marketing investment, downsizing, and curtailing employee benefits and perks 

are some of the measures that have a slight impact on profitability. It is important to note that reducing the 

profit margins of retailers is a cost reduction measure that should be avoided, as it can have an adverse 

effect on sales and revenue.  

 

This study recommends that dairy companies should focus their sales primarily on the retail market and 

less on the wholesale market, and reduce intermediaries to avoid extra costs. Overall, the study highlights 

the importance of implementing a variety of cost reduction strategies in order to achieve long-term 

profitability and success in the manufacturing industry. 
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CHAPTER   1 

THE MANUFACTURING SECTOR 

The manufacturing sector is a crucial part of any economy since it produces goods that are necessary for 

people's daily lives. Manufacturing involves the use of machinery, tools, and labor to transform raw 

materials into finished products. This sector 

encompasses a wide range of industries, 

including automotive, electronics, food, and 

textiles. The manufacturing industry can be 

categorized into two primary groups: durable 

goods and non-durable goods. Durable goods are 

products that are expected to last for at least 

three years, such as appliances and automobiles, while non-durable goods are products that are consumed 

or used up relatively quickly, such as food and clothing. 

Manufacturing is a significant source of job creation, as it provides employment opportunities for a large 

number of people, including factory workers, engineers, and designers. Moreover, manufacturing can be a 

key driver of innovation, as companies invest in research and development to enhance their products and 

processes. 

However, the manufacturing sector also faces challenges, such as rising costs of raw materials and energy, 

increasing competition from overseas manufacturers, and the need to adapt to new technologies and 

changing consumer preferences. To remain competitive, manufacturers must continually innovate, improve 

efficiency, and explore new markets and opportunities. 
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IMPORTANCE OF THE MANUFACTURING SECTOR FOR ECONOMIC DEVELOPMENT 

 

The manufacturing sector plays a critical role in the economic development of any country. It is widely 

recognized as a primary driver of economic growth, offering a range of benefits that contribute to the overall 

development of an economy. 

One of the most significant contributions of the manufacturing sector is job creation. Manufacturing 

industries tend to be labor-intensive, requiring a large workforce with various skill sets and educational 

backgrounds. As a result, the sector is a crucial source of employment opportunities, leading to higher 

incomes, increased consumer spending, and improved living standards. 

Another advantage of the manufacturing sector is that it generates export earnings. Countries with thriving 

manufacturing industries can export their products to other countries, earning valuable foreign exchange. 

This income can be used to finance imports, service external debt, and invest in infrastructure and other 

development projects. 

The manufacturing sector is also a driver of innovation and technological advancement. Manufacturing 

companies are typically motivated to improve their products and processes to remain competitive. This drive 

for innovation often leads to the creation of new technologies that can be used across various industries, 

contributing to economic growth and development. 
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In addition, the manufacturing sector contributes to the development of related industries such as logistics, 

transportation, and financial services. These industries support the manufacturing sector by providing 

critical inputs and services, creating additional employment opportunities, and generating income. 

Overall, the manufacturing sector's importance for economic development cannot be overstated. It 

contributes to job creation, export earnings, technological advancement, and the development of related 

industries. For countries that seek sustained economic growth and development, the manufacturing sector 

remains a key driver of progress. 

 

IMPORTANCE OF COST IN MANUFACTURING SECTOR 

Cost is a vital consideration in the manufacturing sector as it directly impacts a company's profitability and 

competitiveness. Managing costs effectively is essential for manufacturers to remain competitive in today's 

global market. 

One of the most significant cost drivers in manufacturing is the cost of raw materials. Manufacturers must 

source raw materials cost-effectively without compromising quality or reliability. They may also need to 

negotiate with suppliers or identify alternative sources of raw materials to secure favorable pricing. 

Another critical cost driver in manufacturing is labor costs, which can account for a significant portion of a 

company's expenses, particularly in labor-intensive industries. Manufacturers must optimize their workforce 

to reduce costs without sacrificing productivity or quality. 

Energy costs are another critical consideration in manufacturing. Manufacturing processes often require a 

significant amount of energy, and rising energy costs can have a considerable impact on a company's bottom 

line. Manufacturers must find ways to reduce energy consumption, adopt more energy-efficient 

technologies, or explore alternative energy sources to mitigate these costs. 

Apart from direct costs, manufacturers must also consider indirect costs such as overhead expenses, taxes, 

and regulatory compliance. These costs can accumulate quickly and have a significant impact on a 
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company's profitability. 

Effective cost management in the 

manufacturing sector is crucial for 

several reasons. First, it helps companies 

remain competitive by reducing 

production costs and improving pricing 

strategies. Second, it enables companies 

to invest in research and development, 

improve their product offerings, and explore new markets. Finally, effective cost management leads to 

higher profits, which can be reinvested in the business, used to pay dividends to shareholders, or used to 

repay debt. 

Managing costs effectively is critical for the success of manufacturing companies. Manufacturers must 

analyze their expenses, identify cost-saving opportunities, and implement cost reduction strategies to remain 

competitive in today's global market. 
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CHAPTER   2 

TYPES OF COSTS IN MANUFACTURING SECTOR 

 

The manufacturing sector involves various types of costs that are incurred during the production process. 

Understanding these costs is crucial for manufacturers to optimize their operations, price their products 

appropriately, and remain competitive in the marketplace. Below are some of the main types of costs in the 

manufacturing sector: 

Direct Materials Costs: These are the costs associated with raw materials and components used in the 

manufacturing process. They include the cost of purchasing, transporting, and storing the materials. Direct 

materials costs vary depending on the type and quality of the materials used. 

Direct Labor Costs: These are the costs associated with the labor used to produce goods. Direct labor costs 

include wages, salaries, benefits, and training costs of the workers directly involved in the manufacturing 

process. 

 

 

 

 

 

 

Overhead Costs: These are indirect costs associated with the production process, such as rent, utilities, 

maintenance, depreciation, and insurance. Overhead costs are not directly tied to the production of a specific 
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product but are essential for keeping the manufacturing process running. 

Fixed Costs: These are costs that do not change regardless of the volume of production, such as rent and 

insurance. Fixed costs can be significant, and manufacturers must ensure that their revenues cover these 

expenses. 

Variable Costs: These are costs that vary depending on the volume of production, such as raw materials 

and direct labor. Variable costs increase as production volume increases and decrease as production volume 

decreases. 

Operating Costs: These are costs associated with running the manufacturing plant, such as salaries of 

administrative staff, office supplies, and equipment maintenance. 

Capital Costs: These are costs associated with the acquisition of capital equipment such as machinery and 

tools, which are used in the production process. Capital costs can be substantial and require careful planning 

and budgeting. 

Opportunity Costs: These are costs associated with the foregone alternative use of resources. For example, 

if a manufacturer chooses to produce a particular product, they may be giving up the opportunity to produce 

another product that may have been more profitable. 

The manufacturing sector involves various types of costs that are essential to consider for manufacturers to 

remain competitive and profitable. Understanding these costs can help manufacturers optimize their 

operations, price their products appropriately, and make informed business decisions. 

 

IMPORTANCE OF COST MANAGEMENT  

 

Cost management is an essential process for all businesses, particularly in the manufacturing industry. 

Effective cost management helps manufacturers optimize their operations, reduce expenses, and stay 

competitive in the market. There are several reasons why cost management is crucial in the manufacturing 
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sector: 

Increased profitability: Manufacturers can increase their profits by reducing costs and optimizing 

production processes, which allows them to invest in research and development, expand their product 

offerings, and explore new markets. 

Competitive advantage: Managing costs efficiently enables manufacturers to offer products at lower prices, 

giving them a competitive edge over their competitors. By lowering costs, manufacturers can also improve 

their profit margins, which helps them compete more effectively in the market. 

Improved pricing strategies: Manufacturers can develop more effective pricing strategies by 

understanding the costs involved in the manufacturing process. By analyzing production costs, 

manufacturers can set prices that are competitive yet profitable. 

Enhanced production efficiency: Analyzing costs can help manufacturers identify areas where they can 

improve efficiency and reduce waste, leading to increased productivity, improved quality, and reduced costs. 

Risk management: Effective cost management helps manufacturers manage risk by monitoring expenses 

and revenue streams closely. By monitoring costs, manufacturers can identify potential issues early and take 

corrective action to mitigate risks. 

 

Informed decision-making: Analyzing costs enables manufacturers to make informed business decisions 

related to pricing, product development, and investment in new technology or equipment. 

Effective cost management is crucial for manufacturers to remain competitive and profitable. By 

understanding costs and optimizing operations, manufacturers can increase profitability, gain a competitive 

advantage, and make informed business decisions. 
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COSTS INVOLVED IN THE MANUFACTURING PROCESS AND THEIR IMPACT ON THE 

OVERALL PROFITABILITY  

 

Profitability is closely linked to the 

manufacturing costs that a business incurs. 

Firstly, direct materials, direct labor, and 

manufacturing overhead are all included in 

the cost of goods sold (COGS), which is 

then subtracted from the revenue generated 

by the sale of the product to calculate gross 

profit. Therefore, if the manufacturing costs increase, the COGS will increase, which can lower the gross 

profit and ultimately impact the overall profitability of the business. 

The costs of research and development, marketing and advertising, and quality control must be managed 

effectively to ensure that these expenses do not exceed the revenue generated from sales. If these costs are 

not managed efficiently, they can have a negative impact on profitability. 

If a manufacturing business is unable to manage its costs effectively, it may need to increase the selling 

price of its products to maintain profitability. However, this can lead to a decrease in demand for the product, 

which can further impact profitability. 

Managing the manufacturing costs is essential to maintain profitability in the manufacturing sector. By 

optimizing the production process, managing direct and indirect costs, and improving the quality of 

products, manufacturers can increase their profitability and remain competitive in the market. 
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CHAPTER   3 

COST REDUCTION AND ITS IMPORTANCE IN THE MANUFACTURING SECTOR 

 

The concept of cost reduction is of significant importance in the manufacturing sector. It entails identifying 

and removing unnecessary expenses from the production process to increase profitability by reducing overall 

production costs while maintaining product quality. 

Cost reduction is crucial in the manufacturing industry to enable businesses to remain competitive. By 

reducing the cost of production, businesses can offer their products at a lower price, making them more 

appealing to customers. This results in increased demand for the product, higher sales volume, and 

ultimately, enhanced profitability. 

Effective cost reduction can also improve the efficiency of the production process by identifying and 

eliminating wasteful activities and processes. This optimization of operations increases productivity, reduces 

lead times, and enables manufacturers to meet customer demands quickly, leading to improved customer 

satisfaction and loyalty. 

Cost reduction also frees up capital that manufacturers can invest in research and development, new 

equipment, or employee training, thus driving future growth. These investments can lead to product 

improvement, increased production capacity, and expanded market share. 

Cost reduction is a critical concept in the manufacturing industry that enhances profitability, ensures 

competitiveness, and drives growth. By eliminating wasteful activities and processes, manufacturers can 

optimize their operations, reduce lead times, and improve customer satisfaction, positioning themselves for 

long-term success. 
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FACTORS AFFECTING COST REDUCTION IN MANUFACTURING SECTOR 

 

Cost reduction is a crucial strategy for success in the manufacturing sector, and it is impacted by various 

factors. Manufacturers must identify and manage these factors to achieve success. 

Firstly, raw material costs are a significant part of manufacturing costs, and manufacturers must monitor 

and manage them to maintain profitability while maintaining product quality. Similarly, labor costs can 

also impact production costs, and optimizing the workforce to maximize efficiency and productivity is 

essential. Energy costs are another significant component of manufacturing costs, and manufacturers should 

adopt energy-efficient practices and invest in renewable energy sources to minimize energy costs. Overhead 

costs, such as rent, utilities, and indirect costs, can also impact production costs, and manufacturers must 

identify areas where they can reduce these costs without compromising production quality. 

Automation technologies can significantly reduce production costs, and manufacturers should explore 

automation solutions to identify areas where they can implement these technologies. Process optimization 

involves streamlining production processes to minimize waste and inefficiencies. Manufacturers should 

analyze their production processes to identify areas where they can optimize production without 

compromising product quality. 

Supply chain management can significantly impact production costs, and manufacturers should optimize 

their supply chain to minimize transportation costs and reduce lead times. Quality management is essential 

to ensure customer satisfaction and reduce the costs associated with product defects and returns. 

Manufacturers should adopt quality management systems to improve production quality and reduce costs 

associated with quality issues. 

The manufacturing sector is impacted by various factors that can affect cost reduction efforts. Manufacturers 

must identify and manage these factors to reduce production costs while maintaining product quality. Raw 

material costs, labor costs, energy costs, overhead costs, automation technologies, process optimization, 
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supply chain management, and quality management are some of the critical factors that manufacturers 

should consider when implementing cost reduction strategies. 

 

COST REDUCTION STRATEGIES FACTORS  

Cost reduction is a crucial aspect of success in the manufacturing sector, and many companies have adopted 

various strategies to achieve this goal. Some of the cost reduction strategies adopted by different companies 

in the manufacturing sector include: 

Lean Manufacturing: Lean manufacturing is a methodology that focuses on minimizing waste in 

production processes. This strategy involves identifying and eliminating non-value-adding activities, 

reducing inventory levels, and improving production efficiency. 

Outsourcing: Many companies outsource non-core functions to reduce costs. Outsourcing can help 

companies reduce labor costs, overhead costs, and inventory costs. 

Automation: Automation involves the use of technology to automate production processes. This strategy 

can help companies reduce labor costs, improve production efficiency, and minimize errors. 

Energy Efficiency: Energy costs are a significant component of manufacturing costs. Many companies 

adopt energy-efficient practices to reduce energy costs, such as implementing energy-efficient lighting and 

HVAC systems, optimizing production processes, and investing in renewable energy sources. 
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Supply Chain Optimization: Supply 

chain optimization involves 

streamlining supply chain processes to 

reduce costs and improve efficiency. 

Companies can achieve this by 

reducing lead times, optimizing 

transportation routes, and improving 

inventory management. 

Product Design: Product design can 

significantly impact manufacturing costs. Companies can reduce costs by designing products that are easier 

to manufacture, use fewer materials, and require less labor. 

Continuous Improvement: Continuous improvement involves identifying and eliminating inefficiencies in 

production processes. Companies can achieve this by implementing process improvement initiatives, 

training employees on best practices, and using data to drive decision-making. 

Despite the different cost reduction strategies adopted by companies in the manufacturing sector, 

there are several common factors that are essential to the success of cost reduction efforts. These factors 

include: 

A clear understanding of the cost structure: Companies must have a clear understanding of their cost 

structure to identify areas where cost reduction efforts will have the most significant impact. 

Employee involvement: Successful cost reduction efforts require the involvement of all employees in the 

organization. Employees should be trained on cost reduction strategies and encouraged to identify and 

eliminate inefficiencies. 

Data-driven decision-making: Data is a powerful tool in cost reduction efforts. Companies must collect 

and analyze data to identify inefficiencies and measure the effectiveness of cost reduction initiatives. 



18 

 

Continuous improvement: Cost reduction is an ongoing process, and companies must continually look for 

ways to improve production processes and reduce costs. 

Cost reduction is a critical aspect of success in the manufacturing sector, and companies adopt various 

strategies to achieve this goal. Lean manufacturing, outsourcing, automation, energy efficiency, supply 

chain optimization, product design, and continuous improvement are some of the cost reduction strategies 

adopted by different companies. A clear understanding of the cost structure, employee involvement, data-

driven decision-making, and continuous improvement are some of the common factors essential to the 

success of cost reduction efforts. 

 

CHALLENGES IN IMPLEMENTING COST REDUCTION STRATEGIES 

Cost reduction is an essential aspect of achieving profitability in the manufacturing sector. However, 

implementing cost reduction strategies can be challenging for companies, and they may face several 

obstacles in the process. Understanding the challenges and finding ways to overcome them is crucial to the 

success of cost reduction efforts. Here are some of the challenges companies may face and ways to overcome 

them: 

 

Resistance to Change: One of the significant challenges faced by companies in implementing cost 

reduction strategies is resistance to change. Employees may be resistant to change, especially when it 

involves changes in work processes or job roles. To overcome this challenge, companies should 

communicate the benefits of cost reduction strategies to employees, provide training on the new processes, 

and involve employees in the implementation process. 

Lack of Data: Implementing cost reduction strategies requires accurate and up-to-date data on production 

processes, costs, and efficiencies. However, many companies may not have access to the required data, 

making it difficult to identify areas for cost reduction. To overcome this challenge, companies should invest 
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in data collection and analysis systems, such as enterprise resource planning (ERP) software, to gather the 

necessary data. 

Implementation Costs: Implementing cost reduction strategies may require upfront investment, which can 

be a challenge for companies, especially those with limited budgets. To overcome this challenge, companies 

can start with small-scale cost reduction initiatives that have a lower implementation cost and demonstrate 

their effectiveness before moving on to larger initiatives. 

Lack of Expertise: Companies may lack the expertise required to implement cost reduction strategies 

successfully. This can be due to a lack of internal resources or limited access to external expertise. To 

overcome this challenge, companies can seek the assistance of consultants, join industry associations, or 

partner with other companies to share knowledge and expertise. 

Inadequate Support from Management: Cost reduction strategies require support from management to 

be successful. However, some companies may lack this support, which can lead to a lack of resources and a 

lack of motivation among employees. To overcome this challenge, companies should educate management 

on the benefits of cost reduction strategies and involve them in the planning and implementation process.  

Cost reduction is crucial for the success of companies in the manufacturing sector. Overcoming the 

challenges of implementing cost reduction strategies requires a commitment to change, data-driven decision-

making, expertise, and support from management. Companies that can overcome these challenges and 

implement effective cost reduction strategies will be better positioned to achieve profitability and long-term 

success in the manufacturing industry. 
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CHAPTER 4 

COMPANIES THAT SUCCESSFULLY IMPLEMENTED COST REDUCTION STRATEGIES  

There are several companies in the manufacturing industry that have implemented cost reduction strategies 

and achieved remarkable results. For example: 

Toyota: Toyota is renowned for its cost reduction strategies that focus on continuous improvement through 

identifying and eliminating waste in the production process. The company has leveraged lean manufacturing 

principles to enhance efficiency and productivity, resulting in significant cost savings. 

General Electric: General Electric has successfully reduced manufacturing costs through process 

improvement and optimization. The company has utilized digital technologies to optimize its production 

processes and achieve significant cost savings. 

Boeing: Boeing has streamlined its production processes and reduced lead times to cut manufacturing costs. 

The company has achieved considerable cost savings by optimizing its supply chain and enhancing process 

efficiency. 

Nestle: Nestle has implemented cost reduction strategies to reduce production costs through process 

improvement and supply chain optimization. The company has leveraged lean manufacturing principles to 

improve efficiency and achieve significant cost savings. 

Procter & Gamble: Procter & Gamble has optimized its production processes and supply chain to reduce 

production costs. The company has achieved substantial cost savings by reducing waste and enhancing 

process efficiency. 

These companies have implemented cost reduction strategies that prioritize process improvement, supply 

chain optimization, and lean manufacturing principles. As a result, they have achieved significant cost 

savings, enhanced efficiency, and improved profitability. Companies in the manufacturing industry can learn 

from these examples and implement similar cost reduction strategies to achieve long-term success. 
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COST REDUCTION IN TEXTILE MANUFACTURING INDUSTRY IN PAKISTAN 

The textile manufacturing industry is a significant contributor to the economy of Pakistan, and cost reduction 

is essential to its success. To achieve this goal, textile manufacturers in Pakistan have implemented various 

strategies. 

One of the primary cost reduction strategies in the industry is optimizing production processes. This 

involves identifying and eliminating wasteful activities, reducing downtime, and enhancing operational 

efficiency. Through process optimization, textile manufacturers have been able to reduce production costs 

and increase productivity. 

 

Technology adoption is another 

strategy that has helped manufacturers 

reduce costs. By using automated 

machinery and advanced software 

systems, manufacturers can streamline 

the production process and reduce labor 

costs. The adoption of digital 

technologies has not only reduced operational costs but also improved product quality. 

Supply chain optimization is also a strategy implemented by textile manufacturers in Pakistan to reduce 

costs. This involves collaborating with suppliers to reduce lead times, optimize inventory levels, and 

improve logistics. By optimizing their supply chains, textile manufacturers have been able to reduce 

production costs and improve competitiveness. 

Overall, the textile manufacturing industry in Pakistan has been successful in implementing cost reduction 

strategies to enhance efficiency and productivity. These strategies have helped the industry remain 

competitive, improve profitability, and contribute to the country's economic development. 
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COST REDUCTION IN FOOD MANUFACTURING INDUSTRY IN PAKISTAN 

Cost reduction is crucial for the success and competitiveness of the food manufacturing industry in Pakistan. 

To achieve this goal, food manufacturers in the country have implemented various cost reduction strategies. 

One of the primary strategies for cost reduction in the food manufacturing industry is the optimization of 

the supply chain. This involves reducing the time taken to procure raw materials, lowering inventory levels, 

and improving logistics. By optimizing their supply chain, food manufacturers can reduce production costs, 

improve efficiency, and reduce lead times. 

Another strategy implemented by food manufacturers is process optimization. This involves identifying 

and eliminating inefficiencies in the production process, reducing waste, and enhancing operational 

efficiency. By improving process efficiency, manufacturers can reduce production costs and improve 

profitability. 

Adopting advanced Technology is also a critical strategy for cost reduction in the food manufacturing 

industry in Pakistan. By using advanced machinery and software systems, manufacturers can streamline 

production processes, reduce labor costs, and improve product quality. The adoption of digital technologies 

has also enabled manufacturers to reduce waste and enhance supply chain management. 
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Energy conservation is another strategy implemented by food manufacturers to reduce costs. By adopting 

energy-efficient processes and equipment, manufacturers can reduce energy costs and improve 

sustainability. 

The food manufacturing industry in Pakistan has been successful in implementing cost reduction strategies 

to improve efficiency and competitiveness. These strategies have enabled the industry to improve 

profitability, contribute to economic development, and meet the growing demand for food products in the 

country. 

 

COST REDUCTION IN AUTOMOBILE MANUFACTURING INDUSTRY IN PAKISTAN 

Cost reduction is crucial for the success and competitiveness of the automobile manufacturing industry in 

Pakistan. To achieve this goal, automobile manufacturers in the country have implemented various cost 

reduction strategies. 

One of the primary strategies for cost reduction in the automobile manufacturing industry is the 
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optimization of the supply chain. This involves reducing the time taken to procure raw materials, lowering 

inventory levels, and improving logistics. By optimizing their supply chain, automobile manufacturers can 

reduce production costs, improve efficiency, and reduce lead times. 

Another strategy implemented by automobile manufacturers is process optimization. This involves 

identifying and eliminating inefficiencies in the production process, reducing waste, and enhancing 

operational efficiency. By improving process efficiency, manufacturers can reduce production costs and 

improve profitability. 

Technology adoption is also a critical strategy for cost reduction in the automobile manufacturing industry 

in Pakistan. By using advanced machinery and software systems, manufacturers can streamline production 

processes, reduce labor costs, and improve product 

quality. The adoption of digital technologies has 

also enabled manufacturers to reduce waste and 

enhance supply chain management. 

 Automobile manufacturers have been adopting 

lean manufacturing principles that focus on 

reducing waste and improving efficiency. This 

involves reducing inventory levels, improving production flow, and reducing defects. By implementing lean 

manufacturing principles, manufacturers can achieve cost savings, improve productivity, and enhance 

quality. Energy conservation is another strategy implemented by automobile manufacturers to reduce costs. 

By adopting energy-efficient processes and equipment, manufacturers can reduce energy costs and improve 

sustainability.The automobile manufacturing industry in Pakistan has been successful in implementing cost 

reduction strategies to improve efficiency and competitiveness. These strategies have enabled the industry 

to improve profitability, contribute to economic development, and meet the growing demand for 

automobiles in the country. 
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CHAPTER               5 

PAKISTAN DAIRY INDUSTRY – A CASE STUDY 

The dairy industry is a vital component of Pakistan's economy, and the country is the fifth-largest milk 

producer globally, with an estimated annual production of 46 billion liters of milk. Milk is sourced from 

various animals in Pakistan, including cows, buffaloes, goats, and sheep, but buffalo milk accounts for 75% 

of total milk production. Most milk is 

produced by smallholder farms, and the milk 

is sold to local collection centers and then 

transported to larger processing plants for 

further processing and distribution. 

Despite being a major milk producer, Pakistan 

faces several challenges in the milk industry, 

including low milk yields, poor animal 

nutrition and health, and quality issues. 

However, the government and private sector have taken various initiatives to improve the milk industry's 

productivity and sustainability, including better animal feed and healthcare, modern processing 

technologies, and establishing milk collection and transportation systems. 

The dairy product manufacturing industry in Pakistan is a significant contributor to the country's economy, 

with agriculture contributing 20.9% of the total gross domestic product and employing 43.4% of the total 

labor force. The livestock sub-sector, which includes dairy production, is the most significant contributor, 

employing approximately 35 million people. The industry includes a range of dairy products such as milk, 

yogurt, butter, cheese, and ice cream.  

The farming of livestock has not kept pace with the rapid increase in population and urbanization, and the 
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majority of Pakistani consumers are price-conscious. This has resulted in dairy products becoming costlier, 

and people prefer lower-cost alternatives. Branded milk is perceived as a luxury product in the mass market 

of Pakistan, which has resulted in challenges for the dairy industry. 

Some of the major players in the Pakistani dairy industry include Engro Foods, Nestle Pakistan, Haleeb 

Foods, and Fauji Foods. These companies produce a range of dairy products using modern technologies and 

techniques to ensure quality, safety, and affordability for consumers. Other notable players in the industry 

include Dairyland Pvt. Ltd, Gourmet Foods, Shakarganj Foods, and Millac Foods. 

 

Data Analysis 

Data was collected from 21 respondents from four major players in the Pakistan dairy manufacturing 

industry to analyze their cost reduction strategies. The survey was designed to gather input from individuals 

directly involved in cost management and profit generation for their respective companies. To ensure 

accuracy, respondents were selected from the middle cadre or above and held decision-making positions 

in their respective divisions. Senior managers made up 60% of the respondents, while middle-tier managers 

comprised the remaining 40%. Annexure A is the survey form used for the purpose, which listed nine cost 

components and sixteen cost controlling techniques. Respondents were asked to score each item on a scale 

of 1-5, with 1 being the lowest score. The following paragraphs cover the analysis of the responses 

received. 

 

Cost Components and Impact:  

Raw Milk Cost  

According to the analysis, the cost of raw milk has the highest impact on profitability, with a mean score 

of 4.7, indicating that its impact is close to "Very high." This is reasonable because dairy manufacturers 

purchase, source, or collect raw milk from farms and then process and package it into final products such 
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as branded milk, yogurt, butter, cheese, and butter oil. Even a slight increase in the price of raw milk can 

result in a significant increase in the manufacturing costs of these products. The component received a 

minimum rating of 4 indicating consistency in the responses from all managers. The results for the cost 

components are tabulated below. 

 

SER COST ELEMENT N Min Max Mean 

1 Raw Milk 21 4 5 4.7 

2 Other Raw Material 21 3 4 3.5 

3 Packaging 21 3 5 4.1 

4 Labor 21 1 3 2.5 

5 Factory Overheads 21 1 3 2.5 

6 Marketing 21 3 5 3.7 

7 Selling and Distribution 21 2 5 3.7 

8 Administrative 21 1 3 2.2 

9 Human Resource 21 1 3 2.2 

 

Packaging Cost 

The second most significant cost component, with a mean rating of 4.1, is the cost of packaging. In most 

cases, this is mainly due to the cost of TetraPak's packaging. According to the managers, this particular 

packaging is six-layered and protects the milk from sunlight, moisture, dampness, germs, bacteria, and so 

on. However, despite its distinct benefits and extensive research and development, TetraPak packaging 

also carries a heavy price tag. Moreover, frequent price increases of the packaging are prevalent. Apart 

from the primary packaging, the secondary packaging (outer cartons) also incurs a significant cost. 
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Marketing, Selling and Distribution Cost 

The third most substantial costs impacting the profitability of these dairy companies are marketing, selling, 

and distribution costs. Due to close market shares among leading companies and high competition, 

significant investment is required in consumer marketing. Therefore, companies primarily invest in creative 

advertising, media airing, direct marketing activities, and marketing research. There is intense competition 

in building market and trade presence. 

 

Other Raw Material 

Another key cost factor identified is the cost of other raw materials, which has a mean score of 

3.5. This indicates a moderate impact on profitability.  

 

Labor and factory overheads 

Labor and factory overheads have a mean of 2.5 each,  indicating a slight impact on profitability. It is 

worth noting that these two components make a significant contribution in most industries. However, in 

the dairy sector, these factors are more consistent in nature, while other "industry-specific" components, 

such as raw milk and packaging costs, are more significant and demanding cost components. 

 

Administrative costs and managerial human resource costs 

The impact of administrative costs and managerial human resource costs on profitability is slight, with a 

mean rating of 2.2 and a minimum rating of 1. Due to the highly competitive nature of the industry, dairy 

companies consider managerial human resource costs an important investment, as it is only a small part of 

the total cost. Similarly, administrative costs have a slight or low impact on overall profitability. 
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Cost Minimization Techniques and Impact: 

The respondents were requested to rate the impact level of various measures on the dairy industry, using a 

scale of 1-5. The measures identified to increase profits or reduce costs included frequent price increases, 

changes in product formulation, exploring alternative packaging options, reducing contents or pack size 

while declaring it, controlling machine downtime and increasing operational efficiency, gaining 

efficiencies through economies of scale (bulk production), controlling expenses on electricity, gas, and 

utilities, reducing marketing investment, reducing margins to retailers, achieving efficiencies through bulk 

buying of raw materials, packaging, and media, increasing negotiations with suppliers and vendors to 

obtain lower quotes, reducing administrative costs, initiating downsizing of labor, initiating downsizing of 

managers, freezing the hiring of new staff, curtailing promotions, perks, and benefits, among others. 

 

The detailed quantitative analysis is presented in the table below, and the following are the detailed findings 

for each technique. 

SER COST ELEMENT N Min Max Mean 

1 Frequent Price increase 21 2 5 4.2 

2 Product Formulation 21 2 5 3.7 

3 Alternative Packaging 21 2 5 4.0 

4 Declared under filling 21 2 5 3.4 

5 Operational efficiency/Reduced 

machine downtime 

21 1 5 3.2 

6 Economies of Scale 21 2 5 3.5 

7 Control Expense (Electricity, fuel 

etc.) 

21 1 5 3.2 

8 Reduce Marketing expenses 21 1 5 2.5 

9 Reduce margin to Retailers 21 1 3 2.1 

10. Efficiency through bulk buying 21 2 5 3.4 

11. Increase negotiation with suppliers 21 2 5 3.5 
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12. Reduced administrative cost 21 2 5 3.0 

13. Downsizing ( labor) 21 2 3 2.4 

14. Downsizing ( manager) 21 2 3 2.2 

15. Freezing more hiring 21 2 4 2.8 

16. Reducing / curtailing benefits 21 2 5 2.7 

 

Regular Price Increases:   

The measure that has the most significant and direct impact on the profitability of dairy companies is 

increasing the prices of their products. Therefore, this measure has a mean score of 4.2, indicating a "high 

impact." 

 

Alternative packaging:  

As for packaging, the majority of dairy companies opt for TetraPak packaging, which is a costly alternative. 

However, some companies have looked into alternative modes of packaging such as pouch packaging for 

pasteurized and bottled milk. This measure ranks second in terms of impact for dairy companies, with a 

mean rating of 4.0 (high impact). 

 

Product formulation:  

The managers have revealed that optimizing the product formulation or recipe based on consumer 

preferences, food laws, and cost factors is the third most crucial factor. This measure has been rated 3.7, 

indicating a moderate to high impact. 

 

Economies of Scale:  

According to the managers, economies of scale are an essential means of achieving cost efficiencies, with 

a mean rating of 3.5, indicating a moderate impact on profitability. The managers explained that due to the 
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high market demand and fast-paced nature of their products, planning and production are conducted on a 

massive scale every day. This results in reduced fixed costs for the business unit. 

 

Increasing negotiation with suppliers:  

Negotiating with suppliers is also a crucial factor, with a mean score similar to that of economies of scale. 

The respondents stated that obtaining competitive and blind quotations from various suppliers creates 

competition among them, ultimately leading to reduced costs of inputs, materials, and services. 

 

Efficiencies through bulk buying:  

Generating cost efficiencies through bulk buying is another significant measure for cost reduction, with a 

mean rating of 3.4 implying moderate impact and a consistent response. Respondents noted that bulk 

buying of raw materials, packaging, and even media is an effective way to lower costs. While this method 

requires a heavy initial cash outlay, it can result in cost savings in the medium term. 

 

Declared Under filling of products:  

Dairy product manufacturers also employ a technique of under filling products with an on-pack declaration, 

which has a similar mean rating as bulk buying. According to the managers, for certain products like 250ml 

milk pouches, the milk content was reduced to 240ml, and the packaging was updated with the revised 

label indicating the reduced quantity. This approach is used as an alternative to increasing prices. 

 

Controlling expenses on utilities:  

The mean score of 3.2 is given to the measure of controlling expenses on utilities such as electricity, gas, 

etc. Despite incurring substantially high costs, the managers have rated it as moderate impact on 

profitability as it is considered a relatively uncontrollable factor for the company's management. 
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Reducing administrative costs:  

Administrative cost reduction has a mean rating of 3, indicating a low impact, and a minimum rating of 2. 

According to the respondents, while it is an easy and visible way to reduce costs, it only constitutes a small 

percentage of the company's overall costs. 

 

Freeze hiring of new staff & curtailing benefits:  

Among the measures with low impact, the top-rated one is freezing the hiring of new staff, with a mean 

rating of 2.8. Managers prefer this measure over downsizing, as it helps retain the existing workforce while 

still controlling human resource costs. Hiring new employees typically results in increased HR costs, 

making it more advantageous to retain and motivate the current talent pool. Downsizing, on the other hand, 

has a mean score of 2.7, which indicates a low impact on profitability. 

 

 

Reducing Marketing investment:  

The dairy sector is highly competitive, and companies need to invest heavily in marketing to increase 

consumer demand for their products. According to the managers, reducing marketing investment altogether 

is not feasible, as it is essential for maintaining and expanding their product's market share. Therefore, the 

mean score for the impact of reducing marketing investment is also 2.5 (slight impact), with a minimum 

rating of 1. 

 

Downsizing (Labor & Managerial):  

Companies often resort to downsizing as a way to achieve short-term cost reductions. However, the 

managers in the dairy sector have assigned a mean rating of 2.4 to the downsizing of labor and 2.2 to the 
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downsizing of managerial staff. According to most managers, the human resources of the company are 

crucial for driving the business successfully, and employees in the dairy sector possess highly specific 

skills that are beneficial for the company. As a result, downsizing is not preferred. 

Reducing margins of retailers:  

According to the data, reducing profit margins of retailers has the least impact on profitability and should 

be avoided as it could result in reduced cooperation or even loss of business. To minimize costs, companies 

can implement techniques with high impact such as regular price increases and exploring alternate 

packaging options, and those with moderate impact like optimizing product formulation, generating 

economies of scale, and controlling machine downtime. Measures with slight impact include reducing 

marketing investment, downsizing, and curtailing employee benefits. Companies can also re-evaluate their 

business size, explore alternate vendor sources, focus on existing products, and enhance process efficiency. 

There should also be increased focus on integration, primarily backward, for procurement of raw milk, and 

sales should be focused primarily on the retail market to avoid intermediary costs. 
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Annexture A 

SURVEY FORM  

COST REDUCTION IN DAIRY MANUFACTURING 

INDUSTRY 

 

Special Notes:  Please read before filling in the form. 

 This survey is being carried out in order to gather data from experts working in the 

Tetra Pack Milk Industry regarding the impact of cost components and its impact and 

Cost reduction techniques and its impact. 

 Two tables have been formulated for cost components and its impact and Cost reduction 

techniques and its impact. Scale of 1-5 is shown in each table. 1 being lowest. 

 Please tick the minimum and maximum impacts for all the rows accordingly. 

 This form contains 2 pages. 

 

TABLE 1: COST COMPONENT & IMPACT 

 

SER COST ELEMENT 1 

(Lowest) 

2 3 4 5 

(Highest) 

1 Raw Milk      

2 Other Raw Material      

3 Packaging      

4 Labor      

5 Factory Overheads      
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6 Marketing      

7 Selling and Distribution      

8 Administrative      

9 Human Resource      

 

 

TABLE 2: COST MINIMIZING TECHNIQUES AND ITS IMPACT 

 

SER COST MINIMIZING 

TECHNIQUES 

1 

(Lowest) 

2 3 4 5 

(Highest) 

1 Frequent Price increase      

2 Product Formulation      

3 Alternative Packaging      

4 Declared under filling      

5 Operational efficiency / 

Reduced machine 

downtime 

     

6 Economies of Scale      

7 Control Expense 

(electricity, fuel etc.) 

     

8 Reduce Marketing 

expenses 

     

9 Reduce margin to 

Retailers 

     

10. Efficiency through bulk 

buying 

     

11. Increase negotiation 

with suppliers 
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12. Reduced administrative 

cost 

     

13. Downsizing ( labor)      

14. Downsizing ( manager)      

15. Freezing more hiring      

16. Reducing / curtailing 

benefits 

     

 

 

NAME               ……………………………………………………………    

 

SIGNATURES   …………………………………………… 

 

DESIGNITION    …………………………………………………………… 

 

COMPANY         …………………………………………………………… 
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