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Abstract:  This research investigates the influence of cost control and budgeting techniques on the profitability of small and medium 

enterprises (SMEs) in Kolkata, West Bengal, using exclusively secondary data. SMEs play a critical role in regional economic 

development by contributing to employment, industrial output, and innovation, yet many face persistent financial challenges, 

particularly in balancing costs with limited revenue streams. The study adopts a descriptive and analytical research design, drawing 

on government publications, industry reports, company financial statements, and peer-reviewed literature to evaluate current 

financial management practices and their impact on profitability indicators such as net profit margin, return on assets, and sales 

growth. Findings indicate that structured cost control practices, including variance analysis, break-even analysis, and lean 

management, positively influence profitability, while informal and ad-hoc methods demonstrate weaker outcomes. Similarly, 

budgeting techniques such as cash and operating budgets support liquidity management and growth, whereas advanced methods 

like capital budgeting and rolling budgets remain underutilized due to managerial capacity and resource constraints. Comparative 

analysis reveals that SMEs employing formal financial practices consistently outperform those relying on informal approaches, 

highlighting a significant research gap in the adoption and effectiveness of structured financial systems in the Kolkata SME sector. 

The study underscores the critical importance of managerial financial literacy, sector-specific adaptation, and policy support in 

enhancing SME resilience and profitability. Implications for practice include promoting capacity-building initiatives, encouraging 

formalization of financial processes, and aligning cost control and budgeting strategies with organizational and policy contexts. This 

research contributes to the literature by providing a comprehensive synthesis of secondary evidence linking financial management 

practices to SME performance in an emerging economy context, offering both theoretical insights and practical guidance for 

enhancing SME sustainability. 

 

IndexTerms -  Small and Medium Enterprises (SMEs), Cost Control Techniques 

I. INTRODUCTION 

Small and Medium Enterprises (SMEs) are a critical pillar of India’s economy, contributing nearly 30% of the country’s GDP and 

playing a significant role in both employment and exports (MSME, 2020). Moreover, the contribution of MSMEs to India’s GDP 

is projected to rise to 35–40% by 2027, as formalization through initiatives like the UDYAM portal enhances their access to financial 

support and market opportunities. In regions like Kolkata, West Bengal, SMEs are especially vital for regional production and job 

creation. Historical data shows that, between 2011 and early 2012, SMEs in West Bengal generated over 43,000 jobs as part of 

government-assisted programs. These activities underline the local economic relevance of SMEs and the potential benefits of 

enhancing their financial management. However, despite their contribution, SMEs often struggle with thin profit margins and 

inconsistent productivity levels a challenge exacerbated by limited access to formal financial systems and modern management 

practices (Economic Times, 2013). Against this backdrop, cost control and budgeting techniques emerge as vital strategic levers for 

improving SME profitability. Empirical evidence supports the efficacy of cost control. An Indian study across 100 MSMEs found 

that proactive cost management is significantly associated with improvements in profitability, cash flow stability, and operational 

efficiency. Similarly, research from Indonesia shows that while budgeting positively influences profitability, cost control did not 

yield statistically significant effects highlighting the context-dependent nature of these practices. On the budgeting front, a study of 

SMEs in Mumbai, Pune, and Solapur observed that clear and challenging but achievable budget goals and formal control 

mechanisms are positively correlated with firm performance. Importantly, while budget planning enhanced sales growth, budgetary 

control exerted a more direct influence on profitabilityI. Beyond India, findings from manufacturing SMEs in South Africa affirm 

that the perceived value of budgeting, often influenced by operators’ education levels, significantly affects the adoption and 

performance advantages of budgeting and budgetary control systems. Despite this body of knowledge, region-specific insights 
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particularly for Kolkata remain scarce. No known empirical study examines how cost control and budgeting techniques together 

shape SME profitability in this metropolitan region. Meanwhile, research in Northern Bengal highlights a prevalent issue among 

SMEs: abnormally high cash holdings due to mismatches between receipts and payments, recommending cash budgeting as a 

corrective measure to mitigate liquidity risks (Roy & Prasad, 2024) 

II. LITERATURE REVIEW 

Sureka, Kumar, Mukherjee & Theodoraki (2023) investigated barriers that prevent SMEs from adopting sophisticated capital 

budgeting techniques and found that knowledge/skill deficits, perceived complexity and time-consumption, and lack of computing 

technology are the primary constraints; the authors propose a structured multi-criteria view to prioritize barriers and recommend 

targeted capacity building for SME managers. This study highlights that even when advanced budgeting tools exist their adoption 

by SMEs is limited by human-capital and technological bottlenecks, a key consideration when evaluating budgeting’s real-world 

influence on SME profitability.  

Ministry of MSME, Government of India (Annual Report 2023–24) provides official, up-to-date statistics and policy context 

for Indian MSMEs, documenting the sector’s contribution to employment and GDP, recent state and central policy initiatives (credit 

schemes, cluster development, training programs) and measures to ease finance and operational costs for MSMEs. The report 

underscores the policy environment in which Kolkata SMEs operate and supports the need to study managerial practices (like 

budgeting and cost control) within a policy-sensitive framework.  

OECD (2024)  Financing SMEs and Entrepreneurs 2024  synthesizes international evidence on SME financing constraints and 

policy responses, stressing that improved financial management (including budgeting and cash planning) strengthens access to 

finance and SME resilience. The report links financial management capability to firm outcomes and therefore reinforces the 

theoretical mechanism by which budgeting and cost control can affect profitability.  

Msomi (2024) examined budgeting skills of SMEs (South Africa) and their influence on loan repayment and financial discipline; 

findings indicate that stronger budgeting skills correlate with better loan repayment outcomes and improved financial planning. The 

study supports the broader claim that budgeting capability (not merely the existence of budgets) matters for SME financial outcomes, 

which is relevant when testing whether budgeting per se drives profitability.  

Tam & Tuan (2020)  empirically explored factors influencing ABC (Activity-Based Costing) adoption in developing-country firms 

and found that internal capabilities, perceived benefits and complexity significantly shape ABC adoption; they show ABC can 

improve cost accuracy and decision quality but adoption barriers persist for small firms. This helps explain why sophisticated cost 

systems are unevenly used in SMEs despite potential profit benefits.  

Raucci & Lepore (2020)  proposed a simplified ABC approach for SMEs, demonstrating that tailored, less resource-intensive ABC 

adaptations can be feasible for small firms and lead to improved cost visibility and pricing decisions. The study provides a practical 

pathway for SMEs to realize ABC benefits without fullscale systems, directly relevant for SME cost-control strategies in constrained 

settings.  

Systematic reviews on ABC adoption (2020–2022)  several literature reviews and meta-analyses summarize global evidence that 

ABC or its time-driven variants often improve cost allocation and operational performance; however, results for direct financial 

performance (profitability) are mixed and context-dependent  benefits are clearest where firms use cost information to change 

pricing, product mix, or process decisions. These reviews emphasize the mediating role of managerial response to cost information 

(i.e., simply collecting cost data is insufficient).  

Studies on budgetary control and SME performance (2018–2022)  multiple empirical works from developing economies (Africa, 

Asia) find a positive relationship between budgeting/ budgetary control and firm performance (sales growth, profitability and 

financial discipline). For example, studies in Kenya and Rivers State (Nigeria) report significant positive associations between 

budget control and financial performance, while others emphasize that the perception and use of budgets (education, managerial 

buy-in) drive the effectiveness of budgeting systems. These findings support hypotheses that structured budgeting positively affects 

SME profitability, but also signal heterogeneity by context and managerial capacity.  

Predictive role of budgeting techniques (recent working papers, 2023–2024)  newer empirical research links specific budgeting 

techniques (rolling budgets, cash budgets, variance analysis) and cash-management strategies to improved short-term liquidity and 

longer-term profitability, particularly when budgets are integrated with decision processes and performance measurement. These 

studies underline the importance of which budgeting techniques are used (cash vs. operating budgets vs. capital budgets) and how 

they are operationalized.  

Capital budgeting barriers & firm growth (Small Business Economics, 2023) the capital budgeting barriers literature (see Sureka 

et al., 2023) also establishes that SMEs often underinvest in long-term profitable projects due to lack of structured appraisal methods; 

this implies a dual channel where budgeting influences not only short-term cost control but also long-term profitability through 

better investment decisions.  
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Empirical studies on cash budgeting and liquidity management (2019–2024) several country studies emphasize that cash 

budgeting is particularly important for SMEs’ survival and profitability because it helps manage working capital, anticipate 

shortfalls, and avoid costly short-term borrowing. Evidence from India and nearby regions shows that irregular cash flows and poor 

cash planning frequently precipitate profit erosion and distress; thus cash budgets are frequently recommended as a corrective 

measure.  

Policy / sector reports with regional relevance (SIDBI 2025; state initiatives) industry and policy reports (e.g., SIDBI’s national 

MSME surveys, state budgets for West Bengal) document structural constraints (access to finance, delayed payments, logistics 

costs) that affect SME cost structures and profitability. These sources argue that managerial interventions (budgeting training, digital 

accounting adoption, cluster support) combined with policy levers can materially improve SME outcomes. For a Kolkata-focused 

study, these reports provide essential background on the operating ecosystem and expected leverage points.  

III. OBJECTIVES 

Small and Medium Enterprises (SMEs) in Kolkata, West Bengal, constitute a crucial backbone of the regional economy, contributing 

significantly to employment, industrial production, and innovation. Despite their importance, many SMEs continue to face persistent 

challenges in financial management, particularly regarding cost control and budgeting, which directly affect profitability and long-

term sustainability. Evidence from secondary data indicates that while structured financial practices such as variance analysis, break-

even analysis, cash budgeting, and lean management are strongly associated with improved net profit margins, return on assets, and 

sales growth, most SMEs in Kolkata rely heavily on informal and ad-hoc approaches. Advanced techniques, including activity-

based costing, capital budgeting, and rolling budgets, remain underutilized due to perceived complexity, resource constraints, and 

limited managerial financial literacy. Sectoral disparities further exacerbate the issue: manufacturing SMEs tend to adopt more 

structured cost control mechanisms, whereas service and trading enterprises lag behind, leading to uneven profitability outcomes. 

This gap between the demonstrated benefits of formal financial practices and their actual adoption highlights a critical problem in 

understanding how cost control and budgeting influence SME performance in the Kolkata context. Accordingly, this study aims to 

examine the current state of cost control and budgeting practices among SMEs, evaluate their impact on key profitability indicators, 

and compare the performance of firms employing formal financial systems with those relying on informal methods. Furthermore, it 

seeks to identify the barriers that hinder the adoption of structured financial management techniques and provide insights for 

strategies that can enhance SME profitability, financial stability, and resilience in a competitive and resource-constrained 

environment. 

IV. METHODOLOGY  

This study adopts a descriptive and analytical research design that relies entirely on secondary data sources to examine the influence 

of cost control and budgeting techniques on the profitability of SMEs in Kolkata, West Bengal. The descriptive component of the 

design allows for documenting the financial management practices of SMEs as reflected in government publications, industry 

reports, and academic studies. At the same time, the analytical component provides the basis for examining how these practices 

correlate with profitability indicators such as net profit margin, return on assets, and sales growth. By combining descriptive insights 

with analytical evaluations, the research design ensures that both the existing state of SME financial practices and their measurable 

impact on profitability are adequately captured and assessed. 

The study exclusively utilizes secondary data sources, thereby depending on published and authentic information to achieve its 

objectives. Data will be obtained from government reports and publications, including Ministry of Micro, Small and Medium 

Enterprises (MSME) Annual Reports, Reserve Bank of India (RBI) documents, and West Bengal government budget reports. 

Industry-related insights will be gathered from the Confederation of Indian Industry (CII), Federation of Indian Chambers of 

Commerce & Industry (FICCI), ASSOCHAM, and SME Chamber of India publications. Financial performance data of SMEs will 

be extracted from company annual reports, CMIE Prowess, Dun & Bradstreet, and Statista. Additionally, academic literature such 

as peer-reviewed journal articles, dissertations, and case studies on cost control, budgeting, and SME profitability will form a 

significant part of the data. Finally, online databases including ResearchGate, Scopus, JSTOR, and Google Scholar will be consulted 

to gather empirical studies and scholarly insights relevant to the research context. This combination of sources ensures both the 

breadth and depth of secondary data necessary for meaningful analysis. 

Since the research is based solely on secondary sources, the study employs desk research techniques for data collection. Relevant 

documents, published financial data, and scholarly articles will be systematically reviewed and compiled to create a comprehensive 

database. The financial performance of SMEs will be extracted from publicly available reports and industry records, while academic 

works and case studies will provide insights into the adoption of cost control and budgeting techniques. Indicators of profitability, 

such as net profit margin, sales growth, and return on assets, will be compared with documented cost control practices like variance 

analysis, activity-based costing, and budgeting strategies including cash and operating budgets. This process ensures that secondary 

data is consolidated and analyzed in a structured way, providing a reliable foundation for answering the research objectives. 

The study involves three categories of variables: independent, dependent, and control variables. The independent variables include 

cost control techniques such as variance analysis, activity-based costing, break-even analysis, lean management, and waste 

minimization, as well as budgeting techniques such as cash budgeting, operating budgeting, capital budgeting, and rolling budgets. 

The dependent variable is the profitability of SMEs, measured using secondary data indicators such as net profit margin, return on 

assets, sales growth, and liquidity ratios. To ensure accuracy and avoid bias, control variables such as firm size, sector 

(manufacturing, services, and trading), and years of operation will also be considered. This variable framework enables the research 
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to explore not only the direct influence of cost control and budgeting but also how contextual factors mediate or moderate their 

impact on SME profitability. 

The data collected will be analyzed using a combination of qualitative content analysis and quantitative techniques. Trend analysis 

will be applied to observe changes in SME profitability indicators in Kolkata and West Bengal over the past 5–10 years, allowing 

the identification of growth patterns and financial challenges. Comparative analysis will be used to differentiate between SMEs that 

employ modern cost control and budgeting techniques and those that rely on traditional or informal methods, as reported in case 

studies and secondary sources. Where available, correlation and regression analysis will be conducted on published financial datasets 

to test statistical associations between cost management techniques and profitability outcomes. Additionally, thematic and content 

analysis will be carried out on academic literature, government reports, and industry publications to identify recurring themes, 

barriers, and success factors. This mix of approaches ensures a comprehensive and balanced interpretation of secondary data. 

Ensuring validity and reliability is critical in secondary data research. This study addresses these aspects through source 

triangulation, whereby information from government reports, industry publications, academic literature, and financial databases will 

be cross-verified. To strengthen validity further, only peer-reviewed and authentic sources will be used for academic references. 

Data consistency checks will also be undertaken, wherein financial indicators from different reports will be normalized to ensure 

comparability across SMEs and industries. These steps guarantee that the secondary data employed is credible, reliable, and aligned 

with the research objectives. 

Ethical integrity is central to the research process. All secondary sources of data will be properly acknowledged and cited to avoid 

plagiarism and ensure academic honesty. The study will only use publicly available information, thereby respecting confidentiality 

and avoiding unauthorized disclosure of SME financial data. Furthermore, the analysis will remain objective, ensuring that 

interpretations are not biased by selective use of secondary information. By adhering to these ethical principles, the research 

maintains transparency, credibility, and accountability. 

V. RESULTS AND DISCUSSION  

The central aim of this research has been to examine how cost control and budgeting techniques influence the profitability of small 

and medium enterprises (SMEs) in Kolkata, West Bengal. As SMEs constitute a vital backbone of regional economies, contributing 

substantially to employment, industrial production, and innovation, their financial sustainability is a matter of both academic and 

policy significance. Despite this critical role, many SMEs continue to face persistent financial challenges, particularly in balancing 

their cost structures with limited revenue bases. Budgeting and cost control, which form the foundation of financial discipline, 

therefore emerge as vital tools for enhancing profitability and ensuring resilience. This section synthesizes findings from secondary 

data sources including government reports, industry publications, and empirical studies over the past decade. The discussion moves 

sequentially from cost control practices to budgeting techniques, before analyzing their combined effects on profitability. 

Comparative evidence from both Indian and international contexts is considered, with a specific emphasis on its applicability to 

SMEs in Kolkata. In doing so, the chapter also highlights barriers to adoption, contrasts formal and informal practices, and draws 

implications for policy and practice. 

Cost Control Practices among SMEs 

Cost control refers to the systematic monitoring and regulation of expenses with the objective of improving efficiency and 

profitability. Secondary data indicates that Indian SMEs have gradually expanded their adoption of structured cost control 

mechanisms, although disparities persist between sectors and firm sizes. Micro-enterprises often rely on informal tracking 

mechanisms, such as household-style accounting, whereas larger SMEs tend to employ variance analysis, break-even calculations, 

or elements of activity-based costing (Talikoti, 2025). Empirical studies suggest a clear relationship between proactive cost control 

measures and financial outcomes. For instance, Talikoti (2025) reported that SMEs employing variance analysis and waste 

minimization techniques demonstrated more stable net profit margins and stronger liquidity management compared to those lacking 

formal systems. Similarly, Mulani, Chi, and Yang (2025) observed that break-even analysis not only supported cost reduction but 

also guided decision-making regarding product pricing and sales strategies. 

Table 1: Cost Control Practices and Profitability Effects 

Technique Adoption Frequency Profitability Effect Source 

Variance Analysis High in medium SMEs Strong positive Talikoti (2025) 

Break-even Analysis Moderate Moderate to strong Mulani et al. (2025) 

Activity-Based Costing (ABC) Low Mixed results Annisa et al. (2020) 

Lean/Waste Minimization Emerging Strong positive Schubert & Martikainen (2022) 

Informal Expense Tracking Very common Weak correlation Muneer et al. (2023) 

The table illustrates that while advanced practices such as ABC remain rare due to resource constraints, simpler tools like variance 

analysis and break-even assessment are more widely adopted. Their demonstrated positive relationship with profitability highlights 

the potential of even basic cost control measures for SMEs in Kolkata. The evidence also reveals sectoral distinctions. Manufacturing 

SMEs, facing higher fixed costs and greater exposure to material wastage, tend to benefit more from lean techniques and variance 

analysis. Conversely, service-oriented SMEs in Kolkata often emphasize expense monitoring but show weaker uptake of structured 

techniques. This uneven adoption underscores the research gap regarding how sector-specific practices influence profitability 

outcomes. 
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Budgeting Techniques and Financial Planning 

Budgeting constitutes the forward-looking aspect of financial management, enabling firms to forecast revenues, plan expenditures, 

and allocate resources efficiently. Across India, SMEs demonstrate significant variation in budgeting sophistication, with a majority 

relying on basic cash budgeting practices while only a minority employ capital budgeting for long-term investment planning 

(Muneer, Ahmad, & Ali, 2023). The literature consistently highlights the value of budgeting for profitability. Mulani et al. (2025) 

found that budgetary planning supports sales growth, while budgetary control correlates more directly with profit margins. Similarly, 

Talikoti (2025) reported that SMEs implementing structured cash budgeting were more likely to maintain liquidity and avoid short-

term financial shocks. 

Table 2: Budgeting Practices and Observed Effects 

Budgeting Technique Adoption Observed Effect Source 

Cash Budgeting High Improves liquidity, margins Talikoti (2025) 

Operating Budgeting Moderate Enhances sales planning Mulani et al. (2025) 

Capital Budgeting Low Supports long-term ROA Annisa et al. (2020) 

Rolling Budgets Rare Improves adaptability Schubert & Martikainen (2022) 

Informal Budgeting Very High Weak impact on profitability Muneer et al. (2023) 

Cash budgeting emerges as the most prevalent technique, largely because of its simplicity and direct relevance to liquidity 

management. Operating budgets are moderately applied, primarily in SMEs with formal accounting departments. Capital budgeting 

remains rare, with most SMEs perceiving it as unnecessary due to limited long-term financing. Rolling budgets, which emphasize 

adaptability in dynamic markets, have limited penetration but are considered highly effective where adopted. For Kolkata SMEs, 

particularly those in the services and trade sectors, the evidence suggests an overwhelming reliance on informal budgeting, often 

integrated with personal finances. This practice, while simple, correlates weakly with profitability and increases exposure to 

financial volatility. The research gap here lies in the lack of longitudinal studies tracking how transitions from informal to formal 

budgeting impact firm growth trajectories in the region. 

Financial Practices and Profitability Outcomes 

A synthesis of secondary data reveals a robust positive correlation between structured financial practices and profitability. 

Specifically, budgetary control and cash budgeting appear most strongly linked with higher net profit margins, while lean cost 

control practices show strong associations with sales growth and operational stability. 

Table 3: Relationship Between Practices and Profitability Indicators 

Practice Type Net Profit Margin ROA Sales Growth Source 

Variance Analysis ↑ Strong ↑ Moderate ↑ Weak Talikoti (2025) 

Break-even Analysis ↑ Moderate Neutral ↑ Strong Mulani et al. (2025) 

Cash Budgeting ↑ Strong ↑ Strong ↑ Moderate Muneer et al. (2023) 

Capital Budgeting ↑ Moderate ↑ Moderate Neutral Annisa et al. (2020) 

Lean Management ↑ Strong ↑ Strong ↑ Strong Schubert & Martikainen (2022) 

The data underscores that profitability outcomes vary by practice type. Cash budgeting and lean management stand out as the most 

consistently effective methods across multiple profitability indicators. Break-even analysis shows particular strength in driving sales 

growth, especially for SMEs engaged in competitive markets where pricing strategies are critical. For Kolkata SMEs, the evidence 

suggests that profitability gains can be maximized through incremental improvements adopting cash budgeting and variance analysis 

as a starting point rather than attempting to implement complex and resource-intensive systems. 

Formal vs. Informal Approaches 

The comparative evidence highlights stark differences between SMEs that adopt formal financial practices and those that rely on 

informal methods. Formal practices are associated with significantly higher profitability margins, greater sales growth, and enhanced 

liquidity stability. 

Table 4: Profitability Outcomes – Formal vs. Informal Practices 

Practice Type Avg. Net Profit Margin Sales Growth Liquidity Stability Source 

Formal Practices 12–15% 10–12% Stable Talikoti (2025) 

Informal Practices 5–7% 4–6% Volatile Annisa et al. (2020) 

The table illustrates that SMEs adopting formal practices outperform their counterparts by nearly double in profitability measures. 

Such findings resonate strongly with anecdotal evidence from Kolkata, where family-owned SMEs often hesitate to formalize 

financial management, thereby limiting their growth potential. The divergence between formal and informal approaches represents 

a critical research gap for the Kolkata context. While informal practices may provide short-term flexibility, they ultimately 
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undermine strategic growth. Future research is warranted to explore the pathways through which SMEs can transition from informal 

systems to more structured approaches without incurring prohibitive costs. 

V. CONCLUSION AND FUTURE SCOPE 

 

The findings of this study clearly demonstrate that cost control and budgeting techniques exert a significant influence on the 

profitability of SMEs in Kolkata, West Bengal. Secondary data analysis highlights that structured practices such as variance analysis, 

break-even assessment, cash budgeting, and lean cost management consistently contribute to improved financial outcomes, 

including higher net profit margins, stronger return on assets, and enhanced sales growth. Conversely, SMEs relying on informal or 

family-based accounting systems exhibit weaker profitability and greater financial volatility. The study also reveals that while cash 

and operating budgets are widely practiced due to their simplicity and immediate relevance, more advanced techniques such as 

capital budgeting, activity-based costing, and rolling budgets remain underutilized because of financial, technological, and 

knowledge barriers. Importantly, evidence from both Indian and international contexts reinforces that formalization of financial 

practices—not necessarily their sophistication yields the most tangible gains for SMEs. However, barriers such as financial 

illiteracy, resistance to change, and limited institutional support continue to constrain wider adoption. For SMEs in Kolkata, the 

strategic implication is that incremental formalization, supported by government training programs, affordable digital tools, and 

industry collaborations, offers a feasible pathway to enhance profitability and long-term sustainability. In sum, this research 

contributes to bridging the gap between theory and practice by affirming that robust financial discipline, rooted in practical cost 

control and budgeting methods, is indispensable for strengthening SME competitiveness and resilience in an increasingly dynamic 

business environment. 
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