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Abstract  

As outsourcing of service production has become an increasingly common business 
strategy, this has resulted in new managerial challenges in creating value for customers. 
The establishment of these inter-organisational relationships has resulted in additional 
actors, who perform more activities of a higher complexity. In this thesis, the focus is on 
how the ideas of quality management in general and quality management systems in 
particular can be used as a strategy to manage this situation. 
 
The purpose of this licentiate thesis is to explore and describe the value creation process 
for outsourced service production in public transportation. Two studies were carried out 
during the course of this research. First, interviews were conducted with members of an 
inter-organisational business relationship. The aim was to identify and describe the 
concept of value. The results of the interviews were later used to explore the role of a 
quality management system in assurance and improvement of value. The second study 
was a literature review designed to develop a description of what quality management 
principles are important for service organisations in public transportation.  
 
The study of value found that drivers which can create or destroy value are associated 
with product, service and relationship attributes. Several value destroyers were found to 
be connected to service attributes in a business relationship. The results also showed that 
several value destroyers were related to internal processes within the business network. 
The literature review identified two quality management principles which play a central 
role in service organisations: employee management or morale and process orientation.  
 
Keywords: Value creation, quality management, quality management systems, public 
transportation
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Definitions  

As seen below, concepts discussed in this thesis are clarified by providing some key 
definitions.  
 

Concepts Definitions  
Value The trade-off between benefits and sacrifices (Ulaga and 

Chacour, 2001). 

Business network A value-creating system consisting of connected actors 
performing activities using resources. All stakeholders in a 
network co-produce value (Normann and Ramirez, 1993). 

Quality management A management philosophy characterised by its principles, 
practices and techniques (Dean and Bowen, 19941). 

Principles A set of underlying assumptions on how to view an 
organisation and its relation to customers, competitors and 
suppliers (Dean and Bowen, 1994). 

Quality Management System  A òmanagement system to direct and control an organisation 
with regard to qualityó (ISO 2000a). 

Process òA process is a network of activities that are repeated in time, 
whose objective is to create value for external or internal 
customersó (Bergman and Klefsjº, 2007). 

Operative processes Processes that deliver value to external customers (Bergman 
and Klefsjö, 2007). 

Management and support 
processes 

The management process delivers strategies, plans and 
control. The support process has as its mission the providing 
of resources for the operative processes. Management and 
support processes have internal customers (Bergman and 
Klefsjö, 2007). 

Customer A person, organisation or other entity that buys goods and 
services produced by another person, organisation or other 
entity (Investor words, 2008); òThose we want to create value 
foró (Bergman and Klefsjº, 2007). 

Consumer One that acquires goods or services for direct use or 
ownership rather than for resale or use in production or 
manufacturing (Investor words, 2008). 

Stakeholder Any part that has an interest in an organisation (Investor 
words, 2008). 

                                            
1 These authors use the ôTotal Qualityõ terminology. 
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1 INTRODUCTION  
This chapter is about the research areaõs background. The purpose, the research interests and questions, 
the scope, and the structure of this licentiate thesis with the appended papers are described. 

1.1 Background 

1.1.1 Outsourcing services 

In the early and mid-20th century the majority of organisations devised and created their 
own, local processes for almost all services. The service sector was relatively small and 
there was no need for service process standardisation as was the case for the 
manufacturing sector (Metters and Verma, 2007). As the service sector grew and reached 
its current dominance the majority of organisations shifted to including services, partly or 
entirely, among their offerings. As a result, there are enormous benefits to be gained by 
service providers when processes are standardised and centralised. Growing out of this 
view are two basic forms of business practice: outsourcing and shared services (Metters 
and Verma, 2007).  
 
The outsourcing of service production means that the services offered to customers are 
delivered by an independent actor who is geographically separated from the original 
organisation. The organisation which answers for the performance and customer value in 
these outsourced settings may not have direct contact with the customers. This makes 
them dependent on the actual, independent service providers of the offerings for the 
value co-created for customers. These independent service providers may display brand 
marks; this makes their actions the dominant influence upon the common customers. 
The perception of the brand is thus dependent upon the actions and attitudes of the 
outsourcing partners who are providing the services. In the service industry where the 
customers are a part of the service processes, the way the independent service suppliers 
act and how they treat the customers has a direct affect on how customers perceive and 
value services.  
 
As described above, outsourcing leads to the involvement of additional actors which in 
turn leads to an increased complexity and dynamism concerning roles, actions and 
interactions. These conditions force a rethinking regarding organisational structures and 
managerial arrangements as value is being co-created by two or more actors (Normann 
and Ramirez, 1993; Ramirez, 1999). A high degree of coordination and shared business 
strategies are required in business network managerial structures; in certain cases 
governmental regulations and incentives are being established to control networks 
(Metters and Verma, 2007). If there are numerous challenges in connection to the 
internal processes within a business network, substantial resources may be needed to 
manage them. This in turn may challenge the operative processes that create value for 
customers. For an organisation to be successful it must manage both internal efficiency 
and external effectiveness (Reeves and Bednar, 1994). 
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1.1.2 Public transportation 

One area where service production has been outsourced is Swedenõs public 
transportation industry. Each county has a Public Transport Authority (PTA) that is 
responsible for and manages transport on roads and railway as well as public transport to 
and from the area. Transport is being outsourced to private operators. The business 
relationships between the PTAs and operators are regulated through contractual 
governance agreements. The owners of each countyõs PTA are the county council and 
the countyõs municipalities. Figure 1.1 illustrates the relationships between four actors: 
the ôPrincipalõ (which is the owner of the PTA and is made up of the countyõs political 
units), the ôPublic Transportation Authorityõ or PTA (which manages and has the 
responsibility for the transport system), the ôSourceõ (which are the private operators who 
are contracted to provide the services) and the ôCitizens/customersõ (among those are the 
systemõs users (Enquist, 1999). This model illustrates the level of consideration the PTAs 
must give for social, customer and corporate performance, i.e. key performance 
indicators should be formulated in reference to what creates value for customers as well 
as in relation to the sustainability criteria: the financial, social and environmental 
perspectives (Koll framåt, 2007). 
   
 
 
 
 
 
 
 
 
 

Figure 1.1 The relationship between different actors in the context of public transportation. Inspired by 
Enquist (1999) 

The activities within these networks, which are coordinated by the PTAs, have developed 
a practice based on contractual governance and management accounting/control 
(Enquist et al., 2005). According to Enquist et al. (2005) this has led to the operators 
becoming production-oriented with a focus on cost rationalisation. This has resulted in 
service deterioration and reduction. As the PTAs and the operators co-create value for 
their customers and the PTAs do not have direct, face-to-face, contact with the 
passengers, there is a mutual dependence between the PTA and the operators in 
delivering value creating services.  
 
With the objective of increasing value for customers, the PTAs have formulated some 
general areas for key performance indicators. As an example, the goal of providing high 
product quality is to be measured by performance indicators such as clean and secure 
vehicles. The goal of high service quality is to be measured by following schedules, 
showing a positive attitude towards passengers, driving safety and giving out accurate 
information. These performance indicators will help to contribute to a positive attitude 
towards the PTAs in communities served. These objectives only work if there is support 
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Society 
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and collaboration between the PTAs and the operators. The two actors must share 
business strategies and goals with respect to their customers. 

Challenges for the public transportation industry 

Several inquires have been undertaken to identify what general challenges the Swedish 
public transportation industry faces (Koll framåt, 2007). The industry has witnessed some 
positive improvements but overall there continues to be a lack of adoption and diffusion 
of ôbest practicesõ in the industry, which is a general phenomena illuminated by Hellström 
(2007). An example of the kinds of problems being faced can be seen in the struggle of 
metropolitan areas to address the issue of reliability. Other types of problems still being 
addressed are ones such as the low-status of drivers, unprofitability of some parts,  
accessibility problems, an absence of coordination concerning travel conditions, pricing, 
ticket systems and information reliability. Complicating these factors is the reality that the 
public transportation industry is challenged by the different actorsõ indistinct roles and 
responsibilities which lead to deficiencies. These deficiencies may concern the external 
(the customer perspective) and the internal perspective (the inefficiency in relation to the 
boundaries between different actors in the network - the ôwhole tripõ perspective). 
Another challenge that the public transportation industry faces is the public procurement 
process which forces PTAs to provide services at the lowest of costs.  
 
A severe problem for the public transportation industry is the service encounter. Those 
who have direct contact with customers/passengers are unwilling to be responsible for 
the customer relationship (Koll framåt, 2007). Complicating matters is a lack of customer 
influence. Enquist (2005) states that the focus in the industry is on production; 
consequently there is an absence of customer orientation. Customer needs and 
requirements must be addressed with the industry starting the change process by focusing 
on what is important for customer (Koll framåt, 2007). 

1.1.3 Creating value in business networks 

To be able to deliver value to customers, management should acquire knowledge of the 
value they create or destroy within their organisation and business network as it affects 
customers. The goal of creating value for customers and stakeholders in these business 
networks can be managed in different ways. One strategy is to use the philosophy of 
quality management with its associated principles, practices and techniques (Dean and 
Bowen, 1994). The aim is to improve customer satisfaction using a lower amount of 
resources (Bergman and Klefsjö, 2007)2 and thus to attain internal efficiency and external 
effectiveness (Reeves and Bednar, 1994). The selective adoption of principles, practices 
and techniques should be considered as some principles may be more appropriate in 
certain organisational contexts than in others as described by, for example, Powell (1995). 
Continuous improvement is a principle which incorporates various practices and 
techniques (Dean and Bowen, 1994). Some of the more well-known are ôself assessmentõ, 
ôprocess managementõ and ôSix Sigmaõ. Another continuous improvement practice is to 
design and develop a quality management system (QMS) which can be viewed as a 
òmanagement system to direct and control an organisation with regard to qualityó (ISO 
2000a). A QMS can be designed to include certain principles with selectively added 

                                            
2 These authors use the ôTotal Quality Managementõ terminology. 
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practices and techniques; these often follow Demingõs PDCA cycle (Deming, 1986). A 
QMS provide support for organisations in the assurance and improvement of quality 
(ISO, 2000b, c). Standards such as ISO 9001:2000 can be used in this work. According to 
ISO 9001:2000 an organisation is viewed as a system of interlinked processes to be 
managed and improved in accordance with customer requirements. Within an 
organisation or business network there are internal processes whose aim is to manage and 
support the operative processes. For an inter-organisational business relationship, a joint 
quality management system is needed with shared resources to perform the processes, 
and shared routines to measure and improve them are a necessity (ISO, 2000b, c). 
Moreover, drivers which can destroy value within these processes are to be identified, 
measured, analysed and managed.  

1.2 Towards a research purpose 
The focus of this thesis has been directed towards the inter-organisational business 
relationship between a PTA and its largest contract operator as was illustrated in Figure 
1.1. Through the use of the value concept, the goal is to gain some understanding of this 
relationship and the value it jointly creates or destroys for customers. The idea is to use 
this knowledge to explore how value can be systematically created. There are many ways 
to go about this. One idea is to design a quality management system based on certain 
principles and to analyse the knowledge of value by using the central concepts in a quality 
management system. The objective is to organise the data and illuminate the areas in 
which improvements should be carried out in this inter-organisational relationship. 

1.2.1 Purpose of the licentiate thesis 

The purpose of this licentiate thesis is to explore and describe the value creation process 
in outsourced service production in public transportation. 

1.2.2 Research interests and questions 

The overall interest in this licentiate thesis is to contribute to knowledge development 
and diffusion concerning value creation in the context of public transportation. In order 
to fulfil the purpose and the overall research interest here, three explicit research interests 
have been formulated together with three research questions. First, considering the value 
concept, research interest includes the description of value in an outsourced service 
production setting, within a business-to-business domain in the public transportation 
industry.  
 
RQ 1: What creates value in a public transportation context, where the service production has been 

outsourced? 
 
The second research interest is to describe what quality management principles are 
important for service organisations. As most research in this area has been conducted in 
manufacturing organisations there is a need to see if there are critical differences between 
service and manufacturing quality management principles. 
 
RQ 2: What are the similarities and differences in the relationship between individual quality 

management principles and business performance in manufacturing and service organisations?  
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The third research interest is to explore the role of a quality management system in the 
assurance and improvement of value in an inter-organisational relationship. 
 
RQ 3: How can a quality management system support the assurance and improvement of value in an 

outsourced service production setting in the context of public transportation? 
 
On the basis of the research questions, the licentiate thesis consists of a framework and 
three papers. Figure 1.2 illustrates the structure of this thesis. 

1.3 The scope  
The scope of this thesis is the inter-organisational perspective of value creation in the 
context of public transportation, where the service production has been outsourced 
(Paper I). Paper I describes the constellation of value and the technique of ôcritical 
incidentsõ is used to get a more enhanced understanding of the value concept. The thesis 
also seeks to describe which quality related principles could be appropriate to adopt in a 
service industry like public transportation (Paper II) and to explore the role of a QMS in 
the assurance and improvement of value in a business-to-business domain (Paper III). 
The research is based on a single case study.  
 
The choice of focusing on the business-to-business perspective and excluding the 
customer perspective has been made because several studies have already been conducted 
within the business-to-customer domain in this context (see e.g. Friman et al., 2001; 
Friman and Gärling, 2001). Moreover, an organisation and a business network must 
consider both internal efficiency and external effectiveness to be successful (Reeves and 
Bednar, 1994). 
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1.4 Structure of the thesis with the appended papers 
Chapter 1: Introduction. The initial chapter consists of the background to the 

research area, the purpose, the research interests and questions, the scope 
and the structure of the licentiate thesis. 

Chapter 2: Theoretical framework. The second chapter presents the theoretical 
frame of reference. The value concept is presented together with theories 
in quality management and quality management systems.  

Chapter 3: Research strategy. The third chapter presents the chosen research 
strategy. It includes a description and discussion of aspects related to the 
chosen research approach and process. 

Chapter 4: Empirical findings. In the fourth chapter the three appended papers are 
presented with their purposes and findings.  

Chapter 5: Conclusions and discussion. This final chapter presents some 
conclusions with respect to the three research papers. The chapter also 
discusses the research in a wider perspective and addresses what is to 
come in terms of future research. 
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2 THEORETICAL FRAMEWORK  
This chapter presents the theoretical concepts and theories relevant to the thesis. 

2.1 The value concept 
As the purpose of this licentiate thesis is to explore and describe the value creation 
process, theories on the value concept used in this research will be presented. Value and 
its relationship to quality will be illuminated along with the characteristics of value as 
subjective, individual and dynamic elements. The scope of this research is an inter-
organisational business relationship and its co-creation of value for customers. Hence, 
the sellerõs perspective of value will be addressed and different views of value creation in 
business networks will be discussed. 

2.1.1 Value and quality 

The concept of value has frequently been used in disciplines such as economics, 
accounting, finance, strategy, production management and marketing (Gale, 1997). The 
traditional economic models were based on the notion that price was the primary 
determinant in consumer choice. Abbott (1955) wrote that by focusing solely on price 
competition economists ignored the critical component of consumer decision processes - 
quality. Feigenbaum (1951) and Abbott (1955) argued that both quality and price were 
important in consumer decisions. 
 
One alternative definition of quality is value (Feigenbaum, 1951; Abbott, 1955). 
According to this perspective if the quality of an organisationõs offering is determined by 
the value then the organisation must focus on both internal efficiency (i.e. cost 
implications of internal conformance to specifications) and external effectiveness (i.e. the 
extent to which external customer expectations are met) to be successful (Reeves and 
Bednar, 1994). Value has a long tradition in quality management and has been seen by 
some scholars as a subcomponent of quality whereas others view quality as a 
subcomponent of value (Reeves and Bednar, 1994). Although value and quality have 
been viewed as synonymous, they are more frequently treated as separate constructs both 
in the academic and popular press (Reeves and Bednar, 1994).  
 
The most pervasive current definition of quality is òthe extent to which a product or service 
meets and/or exceeds a customerõs expectationsó (Reeves and Bednar, 1994). The focus of this 
quality definition is on creating customer satisfaction. Dale (1999) stated that the focus of 
quality is adding value. Johnson et al. (2001) further viewed the satisfaction concept as 
connected to the value concept: òthe prediction is that as perceived value increases, satisfaction 
increasesó. Many scholars define value itself as a trade-off between benefits and sacrifices 
perceived by the customers with respect to what a supplier is offering (Ulaga and 
Chacour, 2001; Zeithaml et al., 1990; Monroe, 1991; Woodruff and Gardial, 1996). 
 
The author of this thesis interprets quality, satisfaction and value as three individual, 
distinct concepts. However, they are all interrelated with each other, i.e. when quality is 
improved then satisfaction and value are also improved. A noticeable distinction between 
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the value concept used in this thesis (a trade-off between benefits and sacrifices) and the 
satisfaction concept is that value addresses the perception of sacrifices while the 
satisfaction concept does not. 
 
As noted, a common definition of value is the trade-off between benefits and sacrifices 
perceived by the customers in a supplierõs offering (Ulaga and Chacour, 2001; Zeithaml et 
al., 1990; Monroe, 1991; Woodruff and Gardial, 1996). Perceived benefits are often 
described as a combination of physical attributes, service attributes and technical support 
available in relation to the particular use situation. Perceived sacrifices are sometimes 
described in monetary terms, but there are also other definitions that describe sacrifices 
more broadly. This illustrates how sacrifices can be described as monetary or non-
monetary. According to Monroe (1991), sacrifices are of major importance to customers 
in value perceptions. He further argues that customers value a reduction in sacrifices 
more than an increase in benefits.   

2.1.2 Value as subjective, individual and dynamic 

Value can further be seen as subjective, individual and dynamic (Gardial et al., 1994). The 
customers are the arbiters of value; what is of value to one individual may not be of value 
to another. Value is also dynamic and varies over time and context, i.e. the perception of 
value may not remain the same over time and various offerings and settings may end up 
in new constellations of value (Lapierre, 2000; Witell et al., 2007). Holbrook (1999) also 
stated that value is a relativistic concept which is perceived in comparison to another 
object or situation. This illustrates how the customer makes a personal judgment by 
assessing one supplierõs offering against another when performing the value evaluation 
(Holbrook, 1999).  
 
The traditional view of value is connected to a product. However, the increased 
importance of the service sector and the characteristics of a service as being produced 
and consumed at the same time have caused a more process-oriented perspective to be 
proposed by researchers such as Flint et al. (2002). According to this perspective value is 
created and experienced in a process where both customers and suppliers play an active 
part which means that value is embedded in the relationship itself (Lapierre, 2000; Ulaga, 
2003). The perception of value is influenced by the experiences in an ongoing 
relationship which are taken into account when conducting an evaluation of value. 
Instead of restricting the evaluation to a single episode, value should be broadened by 
taking into account both episode benefits and sacrifices as well as relationship benefits 
and sacrifices as the relationship itself can have an impact on the total value perceived 
(Ulaga and Chacour, 2001).  
 
The perception of value in a relationship is dependent upon the relationship life cycle. 
Eggert et al. (2006) conducted a study among purchasing managers to explore the relative 
importance of value creating dimensions in different stages of the relationship life cycle 
in business-to-business relationships. They found that a supplierõs potential for superior 
value creation in the customerõs sourcing process was strongest in the early stages of the 
relationship life cycle - business customers perceive a stronger need for personal 
interaction and service support in the sourcing process during the build-up phase than 
they do in the mature and declining phases of business relationships. They also found the 
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opposite in the value creation at the level of customer operations. As to dimensions such 
as ôknow-how transfer to customersõ and ôtime-to-marketõ, these showed more variance 
during the relationship life cycle. Eggert et al. (2006) explained these findings in the 
context of a customersõ need to experience dealing with suppliers in order to fully 
understand and assess their value creating potential. Also, this study showed that the 
relationship life cycle does not affect the value creation of a supplier through the core 
offering, i.e. customers value a supplierõs product quality and delivery performance 
independent of the relationship life cycle. Eggert et al. (2006) further stated that suppliers 
need to consistently meet changes in customer value demands among different customers 
and customer segments to be able to anticipate and respond to value changes to avoid 
customer dissatisfaction. Their conceptual model of the relationship life cycle consists of 
three stages: build-up, maturity and decline.  

2.1.3 The seller´s perspective 

Although the customer value theory stresses the importance of understanding customer 
perceptions of value (Woodruff, 1997), suppliers also need to understand how they can 
create and deliver value in business-to-business relationships beyond merely selling 
products (Ulaga and Eggert, 2006). Holbrook (1994) states that value is originally owned 
and offered by a seller and, created independent of customer perceptions. This 
perspective positions value in terms of seller-controlled variables, which may have the 
limitation that it underestimates customer needs. In contrast, the process-oriented 
perspective proposed by Flint et al. (2002) maintains that value is created and experienced 
in a process where both customers and suppliers have an active part. As to the seller-
controlled view it is possible for managers to focus on the value of materials, labour and 
services added to a product or service offering and to overestimate how well they 
otherwise understand customer views of their offering relative to customer perceptions 
of needs (Woodruff and Flint, 2006). This sellerõs perspective is defined as the economic 
worth of a customer to the seller in which the goal is to extract more value from existing 
customers and to segment customers by where the value potential is represented. Sellers 
seek value from customers as well as the opposite and the interaction with partners 
occurs over time and extends beyond a physical product or service to the social processes 
(Woodruff and Flint, 2006). 

2.1.4 Value as constellations of value creators and destroyers 

Value is embedded in a relationship and is described as a multidimensional concept, 
constellating of value drivers that create or destroy value, see e.g. Anderson et al. (1993), 
Anderson and Narus (1995; 1999), Lapierre (1997; 2000), Ulaga (2003), Ulaga and Eggert 
(2006), Vargo and Lusch (2004), Lusch and Vargo (2006), Walter et al. (2003). An 
investigation of the constellation of value conducted by Ulaga (2003) focused on the 
relationship between a manufacturer and supplier in an industrial setting and identified 
eight value drivers which consisted of three or four sub-dimensions. Of the value drivers, 
six referred to the benefits (product quality, service support, delivery, supplier know-how, 
time-to-market and personal interaction) and two referred to the sacrifices (direct product 
cost and process cost). The participants included in the investigation were influential, 
senior-level, decision-makers involved in selecting and monitoring the manufacturer-
supplier relationship. The data was collected in in-depth interviews with nine participants.  
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Ulaga and Eggert (2006) investigated relationship value dimensions in a business-to-
business relationship. The results suggested that relationship benefits display a stronger 
potential for differentiation in key supplier relationships than do cost considerations; this 
contradicts the conventional view of value that customers emphasise cost considerations 
in business markets. Their results viewed price as having the weakest potential for 
differentiation. The authors identified service support and personal interaction as core 
differentiators followed by supplier know-how and the ability to improve a customerõs 
time-to-market. Product quality and delivery performance along with acquisition costs 
and operation costs displayed a moderate potential to help an organisation gain and 
maintain key supplier status.  
 
Walter et al. (2003) conducted a survey of 230 purchasing managers in German 
manufacturing companies. Their findings suggested four main dimensions of value 
creation in a buyer-seller relationship which they labelled: cost function, quality function, 
volume function and safeguard function. They also identified four indirect functions 
which complement a supplierõs potential for value creation in a business relationship: the 
market function, the scout function, the innovation development function and the social 
support function. Within the sacrifice domain, direct function relates to cost reduction. 

More research focusing on the value concept are the Vargo and Lusch studies from 2004 
and 2006 where they describe the concept of ôservice-dominant logicõ. This concept states 
that customers create value through service experiences and relationships during the co-
creation and sharing of resources, knowledge and skills with suppliers. The customers are 
the arbiters of value co-created in the direct service interaction and the arbiters of value-
in-use of any goods sold. Vargo and Lusch (2004; 2006) make a distinction between 
resources, such as machines and process equipment, which are used by the providers of 
services (operand resources) and the usage of skills and knowledge in the handling of the 
operand resources (operant resources). The providers use the operant resources to create 
service and value for customers. As in the studies of Ulaga (2003) and Walter et al. 
(2003), Vargo and Lusch (2004; 2006) also consider the relationship as a resource which 
is in addition to machines, process equipment, knowledge and skills. 
 
Lapierre (2000) conducted a study in a business-to-business domain in the service sector. 
A total of 13 value-based drivers of customer perceived value were identified. That 
empirical study was based on a survey sent to 209 executives in the ICE (information, 
communication and entertainment) sectors and 129 executives in the finance sector. The 
13 value drivers were divided into three scopes: product, service and relationship. The 
perceived benefits, which include ten value drivers, refer to the product (alternative 
solutions, product quality, product customisation), service (responsiveness, flexibility, 
reliability, technical competence) and relationship (image, trust, solidarity). The perceived 
sacrifices, which include three value drivers, refer to price, time/effort/energy and 
conflict, see Figure 2.1.  
 
Concerning this conceptual model by Lapierre (2000), Ulaga (2003) criticises it for 
including distinct, established concepts such as ôimageõ and ôtrustõ within the value 
concept. Also observed was that the benefit drivers in Lapierreõs (2000) model can be 
perceived as both benefits and sacrifices, e.g. flexibility (benefit) and the lack of flexibility 
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- inflexibility (sacrifice), while the sacrifice drivers can only be perceived as sacrifices 
(Ulaga, 2003). Witell et al. (2007) added to Ulagaõs (2003) criticism by stating that new 
value drivers or a new constellation of value drivers must be introduced in a business 
relationship. The value drivers might also differ for other contexts, i.e. it may be other 
constellations of value drivers than those so far identified and proposed. 
 
           Scope 
Domain 

 
PRODUCT                    SERVICE                        RELATIONSHIP  

 
  
BENEFIT  

 
Alternative solutions 
Product quality 
Product customisation 

 
Responsiveness 
Flexibility 
Reliability 
Technical competence 
 

 
Image 
Trust 
Solidarity 

 
SACRIFICE 

                                        
                                  Price 

 
Time/effort/energy 
Conflict 
 

Figure 2.1 A conceptual model of value by Lapierre (2000) 

As illustrated, many of the studies that have investigated the value concept have focused 
on the manufacturing sector, i.e. the value drivers are perceived as connected to tangible 
resources, see e.g. Ulaga (2003), Ulaga and Eggert (2006), Walter et al. (2003). As the 
research conducted in this thesis is set within a business-to-business domain in the 
service sector the conceptual model of value of Lapierre (2000) is interpreted as central to 
this research. It has its origins within a business-to-business domain in the service sector 
and also includes the relationship attributes as a category of value. Authors such as 
Eggert et al. (2006) described relationship attributes as an important source for value 
assessment. This research is intended to further develop Lapierreõs conceptual model of 
value and increase our knowledge of value creation in outsourced service production. 

2.1.5 Value creation in business networks 

According to Ulaga and Chacour (2001) an organisation can create value in three 
domains: 1) value creation through relationships with suppliers (i.e. in a business-to-
business domain), 2) value creation through alliance partnering and 3) value creation 
through relationships with customers (i.e. in a business-to-consumer domain). Many 
industries have inter-organisational relationships because they have outsourced part or all 
of their total offerings; this shift forces a rethinking of organisational structures and 
managerial arrangements (Ramirez, 1999). Within these business networks organisations 
have joined together to produce value generated because of their relationships, partnering 
and alliances. This condition represents a view that value is created by various actors 
using various resources in a market or business network (Ramirez, 1999). This means that 
value is co-invented, combined and reconciled into an interlinked chain of activities 
(Porter, 1985). The actors in these networks can be economically separated or joined. For 
this reason we can study value creation in joint ventures or as separate entities. The 
complexity and dynamism of roles and relationships increases in joint business systems 
(Normann and Ramirez, 1993).  



12 
 

There are different views of business-to-business settings. Porter (1985) used the term 
ôvalue chainõ to describe value-adding activities within an organisation and how these 
activities are interlinked. Value chains, from suppliers to an organisationõs distribution 
and customers, were described by Porter (1985) as ôvalue systemsõ. The value chain is 
used as a model for understanding inter-organisational relationships, but it is more 
adopted to a production-based economy than in a service-based one (Dekker, 2003). The 
value chain metaphor has been criticised by Normann and Ramirez (1993) as not 
capturing the complexity and dynamism of roles and relationships in business systems.  
 
Enquist (1999) uses the term ôvalue-creating stakeholder networksõ when referring to a 
more dynamic view of an inter-organisational relationship. Value-adding activities in 
interconnected value chains are also referred to in the literature as ôvalue streamsõ 
(Davies, 2004), ôvalue networksõ (Christensen, 1997) and ôvalue starsõ (Wikström and 
Normann, 1994). Flint (2004) and Walter et al. (2001) use the ôsupply chainõ or ônetworkõ 
competences and characteristics in value creation and refer to the structural 
characteristics of the supply chain. 

2.2 Quality management 
Value can be created using different business strategies. This research focuses on the 
strategies of quality management in general and quality management systems in particular 
as discussed in the following sections.    
 
Quality management is a business philosophy that has evolved over time and there have 
been several attempts to define the philosophy. Terms that have been used for quality 
management are e.g. Quality Control, Quality Assurance and Total Quality Management 
(TQM) (Dale, 1999). Researchers view quality management differently, for example Dean 
and Bowen (1994) viewed quality management as a philosophy that can be characterised 
by its principles, practices and techniques. The principles are a set of underlying 
assumptions on how to view the organisation and its relation to customers, competitors 
and suppliers. The practices are viewed as the activities performed to display and embody 
the principles with examples such as collecting customer information and conducting 
customer surveys. The techniques are seen as the guidelines and infrastructure for how to 
perform certain practices, e.g. voice of the customer tables and Quality Function 
Deployment (Dean and Bowen, 1994).  
 
Dale (1999) defined TQM as òa management approach of an organisation, centred on 
quality, based on the participation of all its members and aiming at long-term success 
through customer satisfaction, and benefits to all members of the organisation and to 
societyó. He also stated that tools and methodologies are used in TQM to continuously 
improve an organisation. Hackman and Wageman (1995) used core values and 
interventions (structures, systems and/or work practices) as their building blocks of 
quality management. Shiba et al. (1993) viewed TQM as an evolving system of practices, 
tools and training methods for managing companies to provide customer satisfaction in a 
rapidly changing world.  
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Hellsten and Klefsjö (2000) viewed TQM as a management system in continuous change, 
based on values, methodologies and tools. Hellsten and Klefsjö (2000) argued that the 
methodologies and tools support the values and that the three units together form the 
whole. Hence, a TQM implementation should start with the identification of important 
values which are not to be considered to stand alone but rather as being connected to 
each other. Secondly, methodologies that support these core values should be identified 
and used continuously and consistently. The methodologies were defined as òways to 
work within the organisation to reach the valuesó with examples such as Quality 
Function Deployment, benchmarking and quality circles. Finally, tools should be selected 
and used in an efficient way in order to support the methodologies chosen. The tools are 
described as concrete and well-defined, e.g. ISO 9000, Ishikawa diagrams and process 
maps.  
 
A possible source of confusion for researchers and practitioners are the different views 
and definitions of quality management which have been presented by different authors in 
the quality management literature. It is not only the different labels that can cause 
problems. Hackman and Wageman (1995) also stated that there is such a diversity of 
things under the concept that it becomes unclear as to whether TQM has an identifiable 
conceptual core. One example of the discrepancy in views are the differences concerning 
which concept to use: quality management or total quality management. Another example 
is the fundamental definition and building blocks of quality management which Dean and 
Bowen (1994) describe as ôprinciples, practices and techniquesõ in contrast to Hellsten 
and Klefsjöõs (2000) view of it as ôvalues, methodologies and toolsõ.  
 
The purpose of one of the research studies in this thesis is a literature review (including 
14 empirical papers) on the relationship between quality management (overall/principle 
level) and business performance. As the material has differences concerning quality 
management and principles it is important that, despite this, they hold the same 
meanings. It is the interpretation of this author that quality management and total quality 
management carry the same meaning and that the denotations of principles and values 
are essentially the same. However, the difference between practices and techniques (Dean 
and Bowen, 1994) versus methodologies and tools (Hellsten and Klefsjö, 2000) seems to 
be viewed somewhat differently. According to Hellsten and Klefsjö (2000) tools are 
different from methodologies in the sense that they provide concrete aid while Dean and 
Bowen (1994) view techniques as the guidelines or infrastructure on how to perform 
certain practices which do not hold as a concrete meaning as the tools. Hence, what is 
viewed as a technique by Dean and Bowen (1994) can be viewed as a methodology by 
Hellsten and Klefsjö (2000). An example of this difference is ôQuality Function 
Deploymentõ which according to Dean and Bowen (1994) is a technique while to 
Hellsten and Klefsjö (2000) it is a methodology.  
 
As value is used as a concept in this thesis and carries a different meaning from the 
meaning of values in the context of quality management it will henceforth be referred to 
as principles. 



14 
 

2.2.1 Principles 

Principles are, as noted earlier, an essential part of quality management. Different authors 
include different principles in their concepts of quality management. According to Dean 
and Bowen (1994) most of what has been written about quality is based on three 
principles: customer focus, continuous improvement and teamwork. Other researchers in 
the quality management field include more principles in their conceptualisations of 
quality management. Bergman and Klefsjö (2007)3 included six principles: focus on 
customers, focus on processes, base decisions on facts, improve continuously, let 
everybody be committed and top management commitment. Dahlgaard et al. (1998) 
described five principles of quality management: management commitment, focus on the 
customer and the employee, focus on facts, continuous improvement, and everybodyõs 
participation. ISO 9000:2000 lists eight principles while quality awards or so called 
excellence models are based on a large number of principles which are similar to the 
underlying principles in the quality movement; SIQ (2002) or EFQM (2005) are two 
examples of this. The Swedish quality award, established in 1992 and based on the SIQ 
model, has 13 core values. As can be seen in the review of principles of quality 
management, the suggested principles differ to some degree between authors and the 
number of principles also differ (Hellsten and Klefsjö, 2000). The range in the number of 
principles presented above is three (Dean and Bowen, 1994) to 13 (SIQ, 2002). 
 
Sila and Ebrahimpour (2002) conducted a literature review which analysed 347 survey 
articles published between 1989 and 2000 and then summarised the most frequently 
covered quality management factors in the literature. The notations of these factors are 
slightly different from the ones covered by e.g. Bergman and Klefsjö (2007), see Table 
2.1. However, they carry roughly the same meaning.  
 
Since principles are an essential part of quality management and a research area (research 
question 2) in this thesis, they are discussed below according to the structure of Bergman 
and Klefsjö (2007). 

Table 2.1 Slightly different views on quality management principles  

Sila and Ebrahimpour (2002) Bergman and Klefsjö (2007) 

Á Customer focus and satisfaction Á Focus on customers  

Á Quality information and performance 
measurement 

Á Base decisions on facts 

Á Process management Á Focus on processes 

Á Continuous improvement and 
innovation 

Á Improve continuously 

Á Employee training/Teamwork 
/Employee involvement 

Á Let everybody be committed 

Á Leadership and top management 
commitment 

Á Top management commitment 

                                            
3 These authors use the notion of ôvaluesõ instead of principles. 
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Focus on customers 

The focus on customers is addressed in most of the literature as an important part of 
quality management. Deming (1986) stated that a customerõs judgment of a product or 
service is the base for estimating the quality. Zeithaml et al. (1990) stated that: òOnly 
customers judge quality, all other judgments are essentially irrelevantó. It is consequently 
important to focus on customer perceptions as to what an organisation has delivered and 
to investigate present and future customer needs so as to fulfil and favourably exceed 
their expectations (Bergman and Klefsjö, 2007). The traditional view of a ôcustomerõ is 
the one who buys a product or service. Within the quality management field, there has 
been a shift towards the term ôstakeholderõ rather than customer to emphasise the 
importance of satisfying groups other than only the end consumers (see e.g. Bergman and 
Klefsjö, 2007). In this thesis, both the end consumer perspective as well as the broader 
stakeholder perspective are included as relevant for value creation from a sustainability 
management viewpoint.    
 
It is important to note for this principle that Sila and Ebrahimpour (2002) use the 
wording ôCustomer focus and satisfactionõ. The addition of ôsatisfactionõ to the term is 
interpreted by this author as being more an outcome of ôcustomer focusõ and therefore 
should not be included. 

Base decisions on facts 

Another important principle in the quality management field is ôquality information and 
performance measurementõ (Sila and Ebrahimpour, 2002) which is called ôbase decisions 
on factsõ by Bergman and Klefsjº (2007). This principle means that instead of letting 
random factors have influence information used for decision-making is well founded 
(Bergman and Klefsjö, 2007). Shiba et al. (1993) argued that speculation or opinion is 
never to be used as the basis for decision-making.  To collect quality information efficient 
statistical tools such as quality control tools can be used. Both quantitative and qualitative 
data on factors such as operating performance measurements, employee satisfaction and 
product development should be gathered (Bergman and Klefsjö, 2007). 

Focus on processes 

Processes play an important role in quality management as processes deliver value to 
customers (Bergman and Klefsjö, 2007). In process management the organising principle 
is the customer; this makes the principles of process management and customer focus 
closely related. The principle ôprocess managementõ means that every organised activity 
can be looked upon as a process whose aim is to deliver products or services that satisfy 
customers. Process orientation involves elements of structure, focus, measurement, 
ownership and customers while adopting a process view implies a commitment to 
process improvement (Davenport, 1993). A process can be categorised based on its 
nature in the classification: management, operative and support processes (Bergman and 
Klefsjö, 2007). Operative processes are sometimes called ômain processesõ or ôcore 
processesõ, but this thesis uses the more neutral concept ôoperativeõ to describe those 
processes that deliver value to the external customer. 
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Improve continuously 

Deming (1986) stated in one of his 14 points of management the importance of constant 
improvements to enhance quality and productivity and accordingly decrease costs. He 
also emphasised the use of the Deming cycle (also called the Shewhart cycle4) to improve 
systematically through four stages: Plan, Do, Check, Act (PDCA) (also Plan, Do, Study, 
Act, hence PDSA). These should be used to constantly improve the system of production 
and service to enhance quality and productivity and thus to constantly decrease costs 
(Evans and Lindsay, 1996). Continuous improvement is essential because of increasing 
and changing customer demands (Bergman and Klefsjö, 2007).  

Let everybody be committed 

Sila and Ebrahimpour (2002) used a broader notion than Bergman and Klefsjö (2007) of 
the principle ôlet everybody be committedõ by including employee training and teamwork 
as well. The employees are an important part of quality management. Inviting employees 
to actively participate in decisions and activities and viewing them as an asset promotes 
involvement and interest (Dale, 1999). Training and involving them in a commitment to 
customer satisfaction and to continuous quality improvement also can help to create a 
successful quality strategy (Bergman and Klefsjö, 2007).  

Top management commitment 

The leadership and not least the top management commitment to quality are vital in the 
creation of a quality mindset within an organisation. According to Dale (1999), top 
management has the responsibility to create the organisational environment, atmosphere, 
values and behaviour that promote quality work in quality management. He emphasises 
that top managementõs attitudes are vital because of their importance as a role model. 
Also, top management has the authority to give financial and moral support. Quality 
management must be truly organisation-wide and must start with the top management 
(Oakland, 1993).  

2.2.2 The improved performance of quality management 

The relationship between quality management and improved performance is frequently 
discussed; different studies have shown different results. Performance is defined as a 
measure of attainment achieved by an individual, a team, an organisation or a process 
(EFQM, 2005). There are different approaches to estimate the benefits of quality 
management. One of the most common is to estimate the costs of poor quality (Juran, 
1989).  
 
Some researchers claim that the relationship between quality management and improved 
performance is difficult to establish (Bergquist and Ramsing, 1999; Przasnyski and Tai, 
1999). Harari (1997) argued that quality management is ineffective and only about one-
fifth, or at best one-third, of the organisations working with quality management have 
achieved significant improvements in quality, productivity, competitiveness or financial 
results. Even so, most empirical studies conclude that quality management has a 

                                            
4 The development of the Deming cycle came from the inspiration of Walter Shewhart. Deming 
therefore called it the ôShewhart cycleõ to honour his mentor. 
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relationship to business performance; see e.g. Hendricks and Singhal (1995; 1996; 1997; 
2001a, b), Flynn et al. (1995), Eriksson and Hansson (2003). The strongest support for 
such a relationship was described in a series of papers by Hendricks and Singhal (1995, 
1996, 1997, 2001a, 2001b) where they investigated the financial outcomes associated with 
implementing a TQM program. By making comparisons between quality award winners 
and other companies in the same industries the authors concluded that the award-
winning firms outperformed their competitors on operating-income based measures such 
as sales, return on assets, return on sales, total assets and the number of employees. In 
addition, the authors showed that the improvements in profitability were not a result of 
winning the award and were rather due to the improvement of quality principles within 
the firms. 
 
Most studies which have investigated the relationship between quality management and 
business performance have focused on a single industry: see e.g. Flynn et al. (1995) and 
Dow et al. (1999). However, some studies such as Powell (1995), Woon (2000), Badri et 
al. (1995), Quazi et al. (1998), Nilsson et al. (2001) and Huq and Stolen (1998) have 
studied quality management in both manufacturing and service organisations plus quality 
management on a principle level as it related to performance. For example, Powell (1995) 
investigated the correlation between 12 factors in quality management and business 
performance. The study concluded that there are differences between service and 
manufacturing organisations. One mentioned was that ôsupplier relationshipsõ are vital for 
a manufacturing organisation while ôprocess improvementsõ are more important for a 
service organisation. This finding suggests that a quality management principle might 
have a different role in a manufacturing organisation than in a service organisation.  

2.3 Quality management systems  
A quality management system (QMS) can be viewed in different ways. ISO defines it as a 
òmanagement system to direct and control an organisation with regard to qualityó (ISO 
2000a). Berggren et al. (2001) gave a more comprehensive description and viewed it as a 
tool to control and improve the quality of an organisationõs products (which include 
everything from methods and routines to organisation and responsibility distribution). 
 
The author of this thesis interprets a QMS as a comprehensive practice which supports 
the assurance and improvement of quality (ISO, 2000b, c). In this interpretation of QMS, 
commonly recognised principles and techniques described by authors such as Dean and 
Bowen (1994) are used to customise practices to fit the needs of a particular organisation. 
In reference to principles, some may be more appropriate as aspects such as context 
issues and whether an organisation produces products or services create different needs, 
see e.g. Powell (1995).  
 
Another detail in this interpretation is that every organisation has a general management 
system whose development can be viewed on a scale which has different levels of 
adoption. This is comparable to the model proposed by Lascelles and Dale (1991) who 
viewed the adoption of quality management as having six levels: ôuncommittedõ, ôdriftersõ, 
ôtool pushersõ, ôimproversõ, ôaward winnersõ and ôworld-classõ. This concept is illustrated in 
Figure 2.2. This model includes the idea that the characteristics and behaviour that 
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organisations display in reaction to quality management may differ. A particular 
organisation may not necessarily pass through all the stages when developing and 
improving the quality. For example, Stage four, ôimproversõ, are organisations which have 
not gone beyond developing routines for continuous improvement and learning. In 
contrast, Lascelles and Dale (1991) wrote that Stage six, ôworld-classõ, is only reached by a 
handful of organisations and is characterised by the total integration of quality 
improvement and business strategy so as to delight the customer creatively. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 2.2 Levels of quality management adoption (Lascelles and Dale, 1991)  

The design and development of a QMS includes choosing appropriate principles and 
techniques which may also include the adoption of supplementary practices. For 
improvement of quality, ôcontinuous improvementõ is a principle with recognised 
practices and techniques. Examples of practices are ôself assessmentõ, ôprocess 
managementõ, ôSix Sigmaõ and QMS. Thus, Six Sigma can be used as a complementary 
practice with a QMS. Different techniques, such as standards or the criteria for quality 
awards, draw upon a wide range of principles where the number can vary. This illustrates 
the importance of making appropriate choices in the design and development of a QMS. 
It is this authorõs interpretation that there is no predetermined composition for how a 
QMS is to be structured or what particular principles, practices and techniques will be 
included in the design. The objective is to achieve efficiency and effectiveness through 
continuous improvements of a system; which choices to decide on is a matter for each 
individual organisation.     
 
The purpose of a QMS is to establish an organisationõs policies and to put into practise 
the contents of these policies through short and long term goals (Nilsson, 2000). The 
substance of a QMS often follows the PDCA or PDSA cycle. The cycle is a continuous 
quality improvement model consisting of a logical sequence of four repetitive steps which 
are designed to encourage the development of continuous improvement and learning 
(Deming, 1986).  

Levels 

1. Uncommitted 2. Drifters 3. Tool-pushers 

4. Improvers 

5. Award Winners 

6. World Class 
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 Plan: plan ahead for change. Analyse and predict the results. Establish the 
objectives and processes necessary to deliver results in accordance with customer 
requirements and the organisationõs policies. 

 Do: execute the plan, taking small steps in controlled circumstances.  

 Check/Study: check, study the results by monitoring and measuring processes 
against policies, objectives and requirements and report the results. 

 Act: take actions to continually improve process performance. 

The process starts with planning and formulating concrete goals for an organisation. The 
next steps are to put the action plans or programs into action to reach the goals, then to 
check that the goals have been obtained and to act by evaluating and further improving 
organisational processes (ISO, 2000b, c).  

2.4 Standards 
As the economy grew first in the manufacturing sector in the early 20th century with the 
machine tool industry and later in the increasingly important service sector the 
complexity of business systems increased as these networks became global (Reeves and 
Bednar, 1994). Outsourcing became a common business strategy and there were 
enormous benefits to be gained by standardisation and centralisation. Standardisation 
could help to make cooperation possible; coordination on a global scale (Metters and 
Verma, 2007). Standardisation had its origins in the scientific management theory at the 
beginning of the 20th century; the theory says there can be production improvements 
through the efficient standardisation of each task - decreasing variance and resulting in a 
more consistent product (Scott, 2003).   
 
Supporters of standardisation claim that it offers many benefits, e.g. facilitation 
interaction within an organisation/network is facilitated, products and production 
processes become compatible with each other, communication for coordination becomes 
easier and more efficient, it becomes easier to adapt to upcoming events and it offers 
more order and simplicity in a chaotic world (Brunsson and Jacobsson, 2000). 
Opponents of standardisation argue that it is an obstacle to innovation and creativity as 
everyone does the same thing which can have a negative influence on work motivation 
and satisfaction (Berggren et al., 1993). An example cited by opponents of 
standardisation is the late 1960s statistic which showed that labour shortages increased 
for organisations in the manufacturing sector with the most standardised jobs. Industries 
with numbers of standardised and routine jobs had difficulties recruiting and retaining 
workers. The auto and steel industries experienced great difficulties and had problems 
meeting their expanded production schedules (Cole, 1992). 
 
Organisations must be able to balance exploitation and exploration - a notion addressed 
by researchers (e.g. March, 1991; Benner and Tushman, 2003; Tushman and Romanelli, 
1985). In relation to quality management, many practices and techniques support working 
with processes that involves mapping and decreasing variation in processes. Standards 
such as ISO 9001:2000 include process-oriented requirements. As the variation-
decreasing and efficiency-oriented focus spreads, it affects an organisationõs dynamic 
capabilities. The process management techniques favour exploitative innovation at the 
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expense of exploratory innovation; the two must co-exist (Benner and Tushman, 2003). 
Benner and Tushman (2003) further explore how ôambidextrousõ organisational forms 
provide contexts in which exploitation and exploration can be balanced. 

2.4.1 ISO 9000 

A quality management system can be developed according to a standard; ISO 9000 is the 
most widely recognised international standard (Nilsson, 2000) and has been adopted by 
over 897 000 organisations in 170 countries (ISO, 2006).  

A definition of ISO 9000 from the ISO technical committee TC 176 is: òDocument, 
established by consensus and approved by a recognised body, that provides, for common and repeated use, 
rules, guidelines or characteristics for activities or their results, aimed at the achievement of the optimum 
degree of order in a given context.ó (ISO/TC 176, 2008) 

The ISO (International Organisation for Standardization) quality standards have their 
roots in the American defence system and were first noticed in the 1970s when many 
major organisations started to publish their own quality management standards, e.g. 
Fordõs Q101, the US Department of Defenseõs 05-20 series. The idea that confidence 
could be gained in a product by an approved quality management system and quality 
manuals had been introduced. By the late 1970s it was decided that there would be a 
national standard on what constituted a quality system. Guidelines were developed which 
were largely based on Department of Defense requirements and terminology. With the 
rise of international trade in the 1980s there was a need for some kind of internationally 
recognised quality system; this resulted in the ISO 9000 series and the ISO 9001:1987 
standard. One of the rules of ISO is that the organisation reviews all its standards every 
five years. ISO 9000:1994 was the first quality standard manual and it was still influenced 
by the Department of Defenseõs quality series. The current version of ISO 9000 is the 
2000 series; it is a more practical and less military-bureaucratic system with a lesser 
emphasis on elements such as procedures (ISO, 2008). 
 
Previous versions of the ISO standard have been criticised for an emphasis on quality 
inspection and quality assurance. Kroslid (1999) described the evolution of quality 
management as being based on two different schools. One is the ôDeterministic School 
of Thoughtõ which he associates with 1) quality inspection and quality assurance, 2) the 
ideas of Fredrick W. Taylor and 3) the military standards that became the foundation for 
the ISO 9000 quality management system. The second school he discussed is the 
ôContinuous Improvement School of Thoughtõ which focuses on variation and 
improvements. This second school may be seen as related to quality control and total 
quality management. The latest version of the ISO 9000 standard, ISO 9001:2000, is an 
attempt to move away from the focus on quality assurance and instead to focus on 
continuous improvement (ISO 2000c). This move can be described as a shift in the 
orientation of the ISO quality standards from the Deterministic to Continuous 
Improvement School. 
 
ISO 9000 consists of specific requirements for a quality management system. All 
requirements in ISO 9000 are generic and are intended to be applicable to all 
organisations regardless of type, size and product (ISO, 2000b). ISO 9001 specifies 
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requirements for a quality management system that can be used internally by 
organisations for certification or to meet contractual requirements. Its focus is on the 
effectiveness of a quality management system in meeting customer requirements. While 
ISO 9001 and ISO 9004 have been designed to complement each other, they can be used 
separately. ISO 9004 gives guidance on a wider range of objectives in a quality 
management system than does ISO 9001 - particularly with respect to the continual 
improvement of an organisationõs overall performance and efficiency as well as its 
effectiveness. ISO 9004 is recommended as a guide for organisations wanting to move 
beyond the requirements of ISO 9001, in the pursuit of continuous performance 
improvements. However, it is not intended for certification or for contractual purposes 
(ISO, 2000b). 

Principles included in ISO 9001:2000 

Principles included in ISO 9001:2000 are to be used to manage an organisation to 
increase performance (ISO, 2000a). They resemble what was described in the results of 
Sila and Ebrahimpourõs (2002) study as listed in Table 2.1. In contrast, the principles of 
ISO 9001:2000 are: customer focus, leadership, involvement of people, a process 
approach, a system approach to management, continual improvement, a factual approach 
to decision making, and mutually beneficial supplier relationships. 

Process approach of quality management system 

The requirements of ISO 9001:2000 are divided into five parts: Quality management 
system, Management responsibility, Resource management, Product realisation and 
Measurement, Analysis and improvement (ISO, 2000b). The model of a process-based 
quality management system as shown in Figure 2.3 illustrates the process linkages 
between the five parts with the wide, block arrows and shows that customers play a 
significant role in defining requirements as inputs. Monitoring customer satisfaction 
requires the evaluation of information relating to customer perception as to whether the 
organisation has met customer requirements. The model covers all the requirements of 
ISO 9001:2000 but does not show processes at a detailed level (ISO, 2000b). The solid 
lines with an arrow in the figure symbolise value-adding activities and the broken lines 
stand for information flow. 
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Figure 2.3 Process approach of the QMS. Reproduced from ISO 9004:2000  

2.4.2 The economic value of ISO 9000 

Despite the ISO 9000 series of quality management systems standards being such a 
widely diffused management technique, there exists uncertainty among practitioners and 
scholars about the true effects of the standard. Its generic and minimally prescriptive 
nature means that much in the standards can have great differences in interpretation. The 
development of a quality management system and getting certified in one of the ISO 
9000 standards can involve a great deal of work and the cost of the certification process 
requires significant effort in designing, implementing and documenting appropriate 
processes, carrying out employee training etc. With respect to these costs of investing in 
ISO 9000 it is expected that the question as to whether an ISO 9000 certification really 
pays off is inevitable (Corbett et al., 2002).  
 
Corbett et al. (2005) state that there is no hard evidence to date on the financial effects of 
ISO 9000 certification. Studies by e.g. Hendrick and Singhal (1995; 1996; 1997; 2000; 
2001) show that total quality management (TQM) leads to improved financial 
performance. They used quality awards to measure the efficiency of TQM programs and 
found that the precise nature of the quality award influences the extent to which the 
organisations benefit from it. The ISO 9000 certification is more unambiguous, where 
evidence suggests that some organisations follow the standard in a more rigorous and 
comprehensive way, implementing e.g. all the principles of ISO 9000, while other 
organisations simply do the minimum required to pass the audits. Because of these 
uncertainties regarding the financial effects of ISO 9000 certification, Corbett et al. (2002; 
2005) conducted studies to investigate the effects of ISO 9000 certification on 
profitability, measured by return on assets (operating income/assets) or return on sales 
(operating income/sales). In their 2002 study they analysed the financial performance 
data of ISO 9000 certified companies, in publicly traded firms in three US manufacturing 
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business sectors between 1988 and 1997. They compared the ISO companies with 
control groups of non-certified firms in the same sectors which had a comparable 
business performance prior to the launching of ISO 9000 programs by the first groups 
and found that certification does appear to lead to improved financial performance as 
measured by return on assets. The results also showed that failing to seek ISO 9000 
certification contributes to gradually worsening performance. This suggests that after 
seeking their first certification organisations made changes that directly or indirectly led 
to relative improvements in return on assets through superior cost control and higher 
sales. The decision to seek certification is positively associated with other ôgood 
management practicesõ and the authors argued that it is these latter practices that improve 
return of assets rather than the ISO 9000 implementation and certification process itself 
(Corbett et al., 2002).  
 
The 2005 study by Corbett et al. found that ISO 9000 certification leads to productivity 
improvements, market benefits and improved financial performance. As in the 2002 
study, they compared each certified organisation to a control group of one or more 
noncertified firms in the same industry of a similar precertification size and/or return on 
assets. Three years after certification the certified firms displayed strongly significant 
performance under all control group specifications. The data from these studies include 
certifications up to 1997 and, as the standard was revised in 2000, the data is based on the 
previous standard version, i.e. ISO 9001:1994. 
 
Poksinska (2006) studied the implementation, operation and auditing of ISO 9000 to 
identify and explain the conditions under which ISO 9000 is likely to have positive effects 
on organisational performance and employee development. The results of her studies 
were somewhat contradictory regarding the benefits of ISO 9000. The standard is general 
and can be widely interpreted. Also, ISO 9000 can be adopted and developed in many 
diverse business environments; making the results difficult to compare. Poksinska (2006) 
stated that the most important thing to understand about ISO 9000 is not the standard 
itself, but the way organisations use it - this constitutes the quality management system. 
The most common conditions under which ISO 9000 is likely to have positive effects on 
organisational performance and employee development are: maturity level of quality 
management, internal motivation, implementation strategy and involvement of people 
(Poksinska, 2006). 
 
Public transportation where the service production is outsourced to private operators can 
be described and discussed using different theories. The research described here has 
focused on value creation in this inter-organisational relationship and thus uses theories 
describing the value concept. Also, the choice of business strategy to continuously assure 
and improve value in this context is quality management in general and quality 
management systems in particular which use ISO 9001:2000. Choices of theories are 
discussed in the following chapter: Research strategy. 
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3 RESEARCH STRATEGY 
This chapter presents the chosen research strategy, which includes a description and discussion of aspects 
related to the research approach and process. 

3.1 Background to the chosen research design 
The initiative to conduct research studies in the context of public transportation by 
employing industrial doctoral students was taken by the CEO of the PTA: 
Värmlandstrafik AB. Quality management was formulated as one of the topics when the 
research project was established together with the Service Research Center at Karlstad 
University in 2005. Research in this area and context had been sparse, particularly 
research conducted in a manner that resulted in concrete improvements for the industry. 
I came to be one of these industrial doctoral students - with quality management as my 
research area. In reference to the industryõs need to witness some examples of concrete 
improvements, it became important for us doctoral students to design the research 
studies to make them practically applicable.  
 
The business relationship between the PTA and the operators was identified as a cause of 
severe quality problems and I was assigned to the research within this domain. Of my 
full-time employment 80 % was devoted to research and doctoral studies and 20 % to the 
implementation of research results into practice. Hence, an action research project 
occurred parallel to the two research studies on which this licentiate thesis is based and 
that are discussed in this section. My practical assignment has been to design and develop 
a quality management system as a support for higher efficiency and effectiveness in this 
context. Action research is characterised by the researcher participating together with 
others in finding a solution to a practical problem. The action research approach implies 
co-operation in the practical work including both learning and research (Holme and 
Solvang, 1997). The action research project is however delimited from this licentiate 
thesis but will be addressed in future research (see the last section of this thesis).  
 
The choice of specific theories, research questions and certain methods were up to me 
and my supervisors to decide. As the value concept has a close relationship to quality, 
and is rather unexplored in the business-to-business relationship in this context, I chose 
to focus these research studies on value in this inter-organisational relationship. The 
technique of ôcritical incidentsõ was chosen as a complement to the value concept for 
investigating this business-to-business domain to get a richer picture of the phenomena 
of study. In relation to the requirement concerning practical applicability, the idea of 
exploring the relationship between the value concept and a quality management system 
was considered. Prior to these doctoral studies I was working with quality management 
and quality management systems; this provided some understanding as to how a quality 
management system can be designed for a service organisation like this one. My past 
work also prepared me to be able to look at how this system can be developed so as to 
increase value creators and decrease value destroyers. All these elements of quality 
seemed relevant research topics and readily relatable to the practical applicability criteria.   
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These research ideas were presented to the initiator and manager of this research project 
and they were accepted as the ideas agreed upon with respect to the given assignment. 

3.2 The research process 
I became involved in this research project at the end of 2005 and was subsequently 
accepted as an industrial doctoral student at the Division of Quality Sciences at Chalmers 
University of Technology in August 2006. During the first half year I formulated my 
research interests together with some research questions and planned a strategy for how 
to perform the research studies in reference to the licentiate thesis. This process is 
depicted in Figure 3.1. The research plan which was set up at the beginning of 2006 has 
been followed with some minor adjustments during the process.  
 
This chapter presents and discusses the choice of research strategy: a case study and a 
literature review. Also mentioned are the particular goals I had in the research and how 
data collection was conducted.  
 
 

 

 

 

 

 

 

 

 

Figure 3.1. The research process including a case study and a literature review to achieve the purpose set. 
The process resulted in three papers and this licentiate thesis. 

3.3 Goals of this research 
Research is often classified on the basis of its purpose, and historically there are three 
major purposes of research. These purposes are to explore, describe, or explain the 
phenomenon of interest (see e.g. Marshall and Rossman, 1999; Zikmund, 2000). 
ôExploreõ refers to building rich descriptions of complex circumstances that are 
unexplored in the literature (Marshall and Rossman, 1999) and clarifying the nature of 
vague problems (Zikmund, 2000). ôDescribeõ refers to the description of some 
characteristics of a phenomenon or population based on a previous understanding of the 
research problem. The ôdescriptiveõ research goes a bit further than the exploratory and 
requires a theory to guide the collection of data (Yin, 2003). Descriptive research involves 
examining a phenomenon to define it more fully or to differentiate it from other 
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phenomena (Dane, 1990). He stated further that descriptive research involves attempting 
to define or measure a particular phenomenon, usually by attempting to estimate the 
strength or intensity of behaviour or the relationship between two behaviours. Phillips 
and Pugh (2000) use the term ôtesting-out researchõ in referring to descriptive research 
and argue that the researcher is trying to find the limits of previously proposed 
generalisations. The third purpose, ôexplainõ, deals with the stipulation of a set of causal 
links in a phenomenon and can be used when the research field has matured (Yin, 2003). 
Yin (2003) also stated that the three purposes can complement each other.  
 
The purpose of this thesis is to explore and describe the value creation process in 
outsourced service production in public transportation. This research is mainly 
descriptive, using established theories concerning the value concept (Paper I), quality 
management principles (Paper II) and quality management systems (Paper III). However, 
Paper III has some exploratory elements as the relationship between value and a quality 
management system is studied through the data analysis. The relationship itself has not 
been addressed in previous research. 

3.3.1 Descriptive research 

The value concept has previously been studied and this research consequently uses 
established theories. Paper I (Study 1) seeks to identify, measure and describe the 
constellation of value in a business-to-business domain by comparing the results of the 
empirical study with a conceptual model of value (Lapierre, 2000), see Figure 2.1.  
 
Paper II (Study 2) is also descriptive, using established theories and research, to examine 
the relationship between quality management (overall/principle level) and business 
performance by reviewing the literature. The aim has been to study these two 
relationships and to compare them in manufacturing and service organisations. The aim 
has also been to describe the similarities and differences between the two relationships. 

3.3.2 Descriptive and explorative research 

Paper III mainly contains descriptive elements as both value and quality management 
systems have previously been discussed. However, the relationship between the two 
concepts has not been addressed; this gives the paper some exploratory elements. The 
results of Study I are analysed with the central concepts in a quality management system 
by the application of ISO 9001:2000. Value is viewed as the constellation of benefits and 
sacrifices - value creators and destroyers. The aim of a quality management system is to 
increase the value creators and decrease the value destroyers. 

3.4 An overview of research designs 
The research described in this licentiate thesis consists of two research studies: (1) 
interviews were conducted with 26 members at a PTA and an operator to investigate 
what creates value in their business-to-business relationship. Papers I and III are based 
on the research performed for Study 1 and (2) a literature review and comparison of the 
results of 14 empirical studies that focus on the relationship between quality management 
(overall/principle level) and business performance with a comparison between 
manufacturing and service organisations. An overview of the research designs and their 
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relation to research questions, data collection techniques and goal of each paper is shown 
in Table 3.1. 

Table 3.1 An overview of research designs 

Study Paper Research questions 
Data 
collection 

Goal 

1 (I) Value creation in 
outsourced service 
production  in public 
transportation 

RQ 1: What creates value in a 
public transportation context, 
where the service production has 
been outsourced? 

Interviews Descriptive 

2 (II) A review of 
empirical investigations 
comparing quality 
initiatives in 
manufacturing and 
service organisations 

RQ 2: What are the similarities and 
differences in the relationship between 
individual quality management 
principles and business performance in 
manufacturing and service 
organisations? 

Literature 
review 

Descriptive 

1 (III) Quality 
management system as 
a support for value 
creation  

RQ 3: How can a quality 
management system support the 
assurance and improvement of value in 
an outsourced service production 
setting in the context of public 
transportation? 

Interviews Mainly 
descriptive, 
some 
exploratory 
elements 

3.5 Data collection 

3.5.1 Study 1: A study of value 

Case study 

Yin (2003) describes a case study as a method that can help to examine an existing 
phenomenon in a real-life context, especially when the boundaries between phenomenon 
and context are not clear. A common view of a ôcaseõ is a particular social setting with 
some kind of generality. Researchers often claim that cases represent general categories of 
the social world. This claim implies that any identified case comes from a knowable well-
organised universe from which a sample might be drawn. Researchers seldom, if ever, 
claim that their work deals only with one particular circumstance (Ragin and Becker, 
2000). This view has its roots in the positivistic research tradition. When choosing a case, 
Ragin and Becker (2000) argue that a case must be justified, shown to be a case of 
something important. There are at least two ways of making general claims for a given 
case study: first, the researcher should choose a òcase like other casesó, making it clear 
that the issues presented by the new case are similar to those treated in other studies of 
the general case. Second, a strategic argument should be developed for the case (Ragin 
and Becker, 2000). Stake (2000) discusses selecting cases on the grounds of the feeling of 
their being the ones from which the most can be learned and of the possibility of 
collecting data where the most information is available. 
 
There are numerous additional sources of data that can be used for case studies. The 
most commonly used are: documentation, archives, interviews, direct observations, 
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participant observation and physical artefacts (Yin, 2003). Case studies can also comprise 
either qualitative or quantitative data, or a mix of the two, to understand and explain a 
phenomenon (Eisenhardt, 1989; Yin, 2003).  
 
This research is based on a single case study within the public transportation industry and 
focuses on the relationship between a PTA and an operator, in this case the largest 
operator in this business network with approximately 71 % (2008) of the total traffic. As 
I was recruited to an already established research project as an industrial doctoral student, 
the case I was assigned to investigate was already chosen. The business relationship 
between the PTA and their largest operator was identified as a cause of severe quality 
problems. Figure 3.4 provides an illustration of the focus of this study. In Sweden there 
are 21 counties where the transports can be outsourced and thus establish inter-
organisational relationships between PTAs and operators. This means that the particular 
case I was employed to investigate can somewhat be assumed to be a òcase like other 
casesó. Also, as this business relationship gives problems in the co-creation of value for 
customers, it is another argument which helps to justify the need for this particular case 
study.  
 
 
 
 
 
 
 
 
 
 

Figure 3.2 Focus of study (double- pointed arrow) Inspired by Enquist (1999) 

As an industrial doctoral student employed at the current PTA, rich data for the thesis 
could be collected without serious constraints. The operator participating in this research 
is a co-financier of this research project and so was highly motivated to give access to its 
organisation for the collection of necessary data. The two principal actors involved in this 
project, also being financiers, are motivated as the aim has been to supply them with 
working improvements. 
 
The case study conducted within the work of this licentiate thesis is based on qualitative 
data and interviews, using the intervieweesõ knowledge and experiences as a basis for this 
study. The results were compared with theory. The data collection techniques are 
discussed later in this chapter. As to the issue of generalisation, the reader is referred to 
the last section of this chapter: ôResearch quality as validity and reliabilityõ. 

The chosen organisations: Värmlandstrafik AB and Swebus AB 

This research project is based on a single case study within an inter-organisational business 
relationship between a PTA, Värmlandstrafik AB, and its largest operator, Swebus AB. 
Swebus AB is the largest bus operator in Sweden and manages approximately 30 % of the 
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total public bus transport in Sweden and 71 % (2008) in the county of Värmland. Swebus 
AB has about 450 employees in Värmland and over 7000 employees in Sweden, with total 
revenue of 4 billion Swedish kronor (û427M). Vªrmlandstrafik AB has about 60 
employees. As owners the county council and the municipalities each contribute 20 % of 
Värmlandstrafik ABõs operating cost. The remaining 60 % is self-financing mainly through 
ticket sales. Värmlandstrafik ABõs total revenue is 550 million kronor (û59M) (2007).   

Responsibilities of the PTA and operator 

This research focuses on the business-to-business perspective between a PTA and a 
transport operator. The PTA has the role of a buyer and the operator the role of a service 
supplier in relation to their common customers, the passengers. Table 3.2 lists the 
responsibilities and roles for each of these two actors in this inter-organisational 
relationship. In Sweden, PTAs buy services from operators through a public 
procurement process where the service production requirements are described. The 
PTAs generally manage the traffic planning; there are counties where the planning is 
conducted by an operator that has the resources needed to perform this task. The PTAs 
have indirect contact with the customers while the operators have direct, face-to-face, 
contact. The PTAs are the brand owners and care for the exterior of vehicles in matters 
concerning the brand. The PTAs manage customer information such as information 
boards at bus stops, timetables, customer complaints and other dissemination of 
consumer information.    

Table 3.2 The responsibilities of the PTA and operator 

The PTA The operator 
The buyer of service 
The writer of contract and requirements 

The seller of service 
The receiver of contract and requirements 

The traffic planner The service provider 
The indirect contact with customers The direct (face-to-face) contact with 

customers 
The brand owner The brand carrier 
The secondary5 equipment owner 
The education provider6 

The primarily7 equipment owner 
The education recipient 

Primary data: Interviews 

Primary data is data collected directly from individuals or groups of individuals. The 
advantage of primary data is that it is tailor-made for the specific research area. The 
disadvantages of primary data collection are the high costs and total hours needed for 
collection. Primary data can be collected by methods such as interviews, observations or 
questionnaires (Holme and Solvang, 1997).  
 
In Study 1, primary data is from in-depth interviews carried out with 26 members of the 
inter-organisational relationship between Värmlandstrafik AB and Swebus AB. The 

                                            
5 Ticket machines and radio systems in vehicles, bus stops with information boards etc. 
6 The PTA has an opportunity to provide education for the operatorõs personnel eight hours per 
year, according to the present contract (2004-2012). 
7 Vehicles 
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choice of collecting data by interviews was suitable since it learned each individualõs point 
of view, reflections and experiences (Bryman and Bell, 2003) to understand what creates 
value in this business relationship. As the empirical study relied completely on the 
perceptions of these informants it was considered important to get a picture of the 
variations in respondentsõ backgrounds, positions, knowledge and perceptions of the 
relationship. Also, since the research project would take place over a five year period it 
seemed like a requirement and a necessity to meet members of both organisations. To do 
so would gain a rich picture of not only their experiences but also the context in which 
they work. It would also make it possible for them to have more facts about the research 
project, the researcherõs background, experiences and the objectives of these studies. The 
in-depth interviews gave the opportunity to build trust between the interviewer and the 
interviewee - very necessary as the other part of the research project is to work practically 
with quality improvements through the action research part of this project. Even though 
quantitative methods are available, they have never seemed suitable for this research 
study. These quantitative methods could not provide the rich data, the personal 
connections and the opportunity to build trust - this researcherõs objectives.  
 
Both managers and employees at the PTA and at their largest operator participated in this 
study. They were both influential decision makers in this relationship and employees with 
front-line roles in the relationship as a PTA/operator representative/contact person. This 
background was critical in the process of identifying and describing value drivers. At the 
PTA all seven managers were interviewed. An additional six employees were identified at 
the PTA as having a relationship with the operator. At the operator six managers and 
seven employees were invited to participate in the study. The managers were contacted 
and we set up interview dates. The employees were selected through their managers. The 
requirement was that every participator had a part in the PTA/operator business 
relationship. Of all the employees at the operator there were a total of 14 that had a 
relationship with the PTA, only one of the operatorõs employees was left out of the study. 
A total of 26 agreed to participate, and the interviews were scheduled over a period of six 
months. The interviews started in December 2006 with the managers of the PTA. One 
objective was to pre-test the questions. Thereafter, in May 2007, the interviews continued 
with employees at the PTA and managers and employees at the operator.  

Interview guide 

The interviews were semi-structured, open-ended to allow flexibility (Easterby-Smith et 
al., 2002) and let the interviewee speak freely. The intention was to create an upfront 
dialogue with the interviewees and allow room for an informal dialogue to take place. An 
interview guide was used, which consisted of three parts. In the first part the interviewer 
described her own background, the research project and the value concept, and the 
respondents were asked about their background and position in the company. In the 
second part the respondents were asked to describe what benefits and sacrifices they 
perceive in the relationship with the customers and then the relationship with the 
PTA/operator. The respondents were asked to describe the value drivers and what effect 
they had on them. In the third part the participants were asked if they could identify 
some critical incidents, positive or negative, that had happened and influenced the 
relationship. They were asked to give a detailed description of the incident, what triggered 
it, the consequences and what the outcome of the incident was.  
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Edvardsson (1992) suggests an interview guide as a data collection technique when it 
comes to critical incidents to capture the cause, course and result. This incident must be 
perceived by at least one of the two actors in a relationship. The critical phase ends when 
the situation has been dealt with in a way that results in a stabilised relationship on the 
same level as before, a higher level, a lower level or a dissolved relationship. Thus, a 
critical incident occurs within a relationship and is affected by the relationship and affects 
the future of the relationship (Edvardsson and Strandvik, 2000). In identifying the cause, 
course and result of critical incidents can explain the sources from which the value 
drivers are derived. The interview guide is available in Appendix.  
 
Each interview took between 30 and 90 minutes. They were held at the intervieweeõs 
office to accommodate them and ensuring that they were comfortable in a familiar 
environment. All interviews were conducted by one researcher and a Dictaphone was 
used during all interviews to minimise any misunderstandings or misinterpretations.  

Data analysis and interpretation 

According to Miles and Huberman (1994) data reduction refers to the process of 
selecting, and thus simplifying, the data that appears in written field notes or 
transcriptions. The researcher has to make decisions as to how to code the categories, 
and how to group and organise them so that conclusions can be reasonably drawn and 
verified. Data display refers to ways of displaying the data which include matrices, graphs 
and charts illustrating the patterns and findings in the data. Drawing conclusions and 
verification refer to a process of developing an initial thought about patterns and 
explanations from the findings, verifying them constantly by checking the data, and 
forming a new matrix. It is through such a process that the validity of the data is 
established and the meanings of findings emerge. These three stages of data analysis are: 
data reduction, data display, and drawing conclusions and verification - which form an 
interactive, cyclical process.  
 
First, all interviews were transcribed and a first analysis was conducted by reading and 
searching for central themes - perceived benefits and sacrifices. Long statements were 
reduced to shorter quotes, in which the perceived benefits and sacrifices were embedded.  
 
The next step was to display and organise the data using MS Excel. Each interview was 
given its own sheet with the quotes (benefits and sacrifices) in one column (y), and the 
different types of categories among the quotes were marked in the next column (x). 
Further, the categories identified were compared with each other and some were grouped 
together as they were interpreted as having the same meaning. Table 3.3 depicts the 
process.  
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Table 3.3 Data display in Study I 

  
Interview  
answers 
 
                     Categories 
 

 
The routines at the 
operator are 
indistinct. 

 
The responsibility 
conditions are 
indistinct 

 
Vehicles´ quality 

1 óA large operator as X 
has an unclear 
organisation, so many 
times you do not know 
whom to contact 
regarding certain 
questions.ó 

 
 
 
 

  

2 òWho are responsible 
for the different areas?ó 
 
 
 
 
 

  
  

 

 

3 óThis operator has a 
very high damage-
frequency on their 
vehicles.ó 
 
 
 

   
 

 
Miles and Huberman (1994) state, the coding of data. This data reduction leads to new 
ideas about what should go into a matrix, i.e. the data display. As the matrix is filled, 
preliminary conclusions are drawn, although they lead to a decision, for example, to add 
another column to the matrix to test the conclusion. In a way, qualitative data analysis is a 
continuous, iterative activity.  
 
After all the 26 interviews had been displayed and organised individually, all the 
categories identified were gathered in one sheet and analysed further. First, the categories 
which were interpreted as having the same meaning were grouped together. Second, the 
categories were divided into five different groups and analysed further. The five groups 
were: (I) the value drivers perceived by the PTA, (II) the value drivers perceived by the 
operator, (III) all benefits in one group and all sacrifices in another, (IV) value drivers 
related to the business-to-customer relationship, and (V) value drivers related to the 
business-to-business relationship. Third, all value drivers were analysed in relation to the 
conceptual model of value of Lapierre (2000). The analysis of the value drivers and 
Lapierreõs model is discussed in Paper I. In the last step of the data analysis of the 
interviews all value drivers were analysed in relation to the central concepts of a quality 
management system, see Paper III (appended).  
 
The data analysis process, i.e. the data reduction, data display, conclusion drawing and 
verification, were carried out several times. Each time new meanings in the findings 
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emerged. The total number of categories was reduced as many of them could be grouped 
together as they were considered to have the same meaning. 

3.5.2 Study 2: A study of quality management principles 

Secondary data: Literature review 

Secondary data is material such as scholarly literature collected for other purposes and 
thus readily available. A literature review may include several categories of ôliteratureõ, for 
instance documentation, archival records, audiovisual material and books (Yin, 2003). 
Advantages of secondary data are the low cost and time related to collection. A 
disadvantage is that the data is often broader than needed (Holme and Solvang, 1997) or 
may be incomplete, for instance if the information has author bias (Yin, 2003).  
 
For Study 2, secondary data was gathered in a literature review. The purpose of this 
literature review was to study the relationship between quality management and business 
performance in manufacturing and service organisations, and to describe the similarities 
and differences in the relationship between individual quality management principles and 
business performance in manufacturing and service organisations. Other literature 
reviews have studied the relationship between quality management initiatives and the 
relationship to business performance, e.g. Suosa and Voss (2002) focus on the most cited 
studies and go into detail in their investigation of them. In comparison, Sila and 
Ebrahimpour (2002) identify and review 347 survey-based empirical studies of quality 
management. In contrast to these two studies, the aim of this study was to make a 
contribution by going through the studies that have empirically investigated and made 
comparisons between manufacturing and service organisations. This meta-analytic study 
critically examines the literature and evaluates business performance implications of 
adopting quality management principles in manufacturing and service organisations. The 
literature review was motivated by the need to establish an orientation and overview of 
these relationships. Alternative research strategies, such as a case study, would not have 
made it possible to cover and provide the same overview of the chosen research field.  
 
The literature review started with a handful of already known articles that studied these 
relationships. The search for additional articles continued through the use of the 
Emerald, ASQ and Scirus databases. The primary keywords were ôQuality managementõ, 
ôBusiness performanceõ, and ôProducts/Goods and servicesõ. Papers of interest were also 
found by snowball sampling of identified studies. Altogether 14 English-language 
research papers were identified that focused on the relationship between quality 
management (either the overall relationship or the principle level) and business 
performance. Each study was analysed according to: the sample size, methodologies, 
which quality management principles were analysed, the results, whether the data were 
subjective and/or objective, which type of study (overall quality management in relation 
to business performance and/or on principle level) and what conclusions could be drawn 
from the different papers in relation to the research question. 
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3.6 Research quality as validity and reliability 
Regardless of how much data one obtains it is still not enough proof of the truth 
(Easterby-Smith et al., 2002) owing to the requirements of validity and reliability. Yin 
(2003) defines four criteria against which qualitative research is judged:  

 Construct validity, the extent to which a measure assesses what it is intended to 
measure, 

 Internal validity, the extent to which the researcher has demonstrated a causal 
relationship between two factors by showing that other plausible factors could not 
explain the relationship, 

 External validity, the extent to which the results are generalisable, and 

 Reliability, the extent to which other researchers would arrive at the same 
conclusions if they studied the same case in exactly the same way. 

3.6.1 Construct and internal validity 

Positivists are interested in showing how well the results obtained from the use of the 
measure fit the theories around which the test is designed (Yin, 2003). Case study 
research can achieve construct validity by developing constructs through literature 
reviews, peer reviews, member checks and participatory modes of research (Merriam, 
1998).  
 
Merriam (1998) discusses six techniques that can be used to ensure internal validity: 
Triangulation, Member checks, Long-term observations, Peer examination, Participatory 
modes of research and Researcherõs biases. The techniques to ensure construct validity 
are similar to those used to ensure internal validity. 
 
Member checks: Study I used ômember checksõ, where members of this research project 
were asked to examine the research results for accuracy. After the data analysis, a report 
was written and presented to the participants. They were given the opportunity to discuss 
the results within their own organisations and a two-day seminar was held to discuss how 
the results would be managed further by the two organisations. The seminar resulted in 
an improvement plan, based on the results of this research. There were no disagreements 
among the participants concerning their understanding of the accuracy of the results.  
 
Peer examination: The research results regarding the two studies were initially 
submitted to the primary supervisor, who gave comments and feedback on the outcomes 
and was also a co-author in writing the individual papers, appended to this thesis. 
Discussions with other researchers and colleagues also took place in the form of seminars 
concerning both studies and during a conference regarding the second study.  
 
Researcherõs biases: Being employed as an industrial doctoral student at one of the 
investigated organisations, the researcherõs own biases cannot be eliminated. Instead, the 
position was used as a way to gain rich data as a member and also a participant in the 
development of these organisationsõ improvement plans. Thus, it was relevant to be 
aware of personal biases during the data collection and analyses. One of the organisations 
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could not be favoured above the other. The geographical distance between the 
researchersõ working place and the research environment possibly made it easier to 
handle the issue of biases, since the researcher never became part of the organisational 
culture. An interview guide was used and all interviewees received the same information 
about the research project. 

3.6.2 External validity 

Frequent criticisms of the case study methodology are that the dependence on a single 
case renders it unable to offer a general conclusion and that it is considered to be  
ômicroscopicõ because it ôlacks a sufficient numberõ of cases. Hamel (Hamel et al., 1993) 
and Yin (2003) forcefully argued that the relative size of the sample, whether two, ten, or 
100 cases are used, does not transform a multiple case into a macroscopic study. The goal 
of the study should be to establish the parameters which then should be applied to all 
research. In this way, even a single case could be considered acceptable, provided it meets 
the established objective. 
 
The aim of this case study was not to generalise to a theory but to understand and 
illustrate a phenomenon in its natural setting. The generalisation of the outcomes of this 
research is left to the reader, who can decide to what extent the results can be generalised 
to other case situations (Fishman, 1999). 

3.6.3 Reliability 

Reliability in the case study is a function of the credibility of the researcherõs knowledge 
claims and acknowledgement of their central role and biases in the research. Case studies 
are dependent on the sensitivity and integrity of the investigator. Qualitative research has 
its limitations in the standardisation of data analysis. Data is interpreted by the researcher, 
and their own experiences, values and beliefs are natural influencers in this process. 
Mistakes can be made intentionally or unintentionally (Yin, 2003; Merriam, 1998).   
 
Silverman (2006) argues that using low interference descriptors in data collection can help 
researchers to achieve reliability in qualitative research by making use of techniques that 
reduce the researcherõs own perceptionsõ influence on the collection of data. Researchers 
must always be self-reflective about their own subjectivity. Examples of low interference 
descriptors used in these studies were an interview guide (see Appendix), audio recording 
and careful transcription of the interviews. First, the interview questions were pre-tested 
to check that they could be understood and used as intended. All interviews began by 
outlining the objectives of the research, how the interviews would proceed and how the 
results would be used. The interviews were based on a standard format written down in 
an interviewerõs guide. The interviewer also discussed ethical concerns for the purpose of 
informed consent before moving on to the semi-structured, open-ended questions 
(Carson et al., 2001).  
 
Reliability can also be improved by comparing the analysis of the same data made by 
several researchers. These measures were taken in the two studies as the research material 
was written in collaboration with co-authors. The data analyses were thoroughly handled 
and repeated several times by the researchers, trying to minimise any possible mistakes. 
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The methods used had been practised by others in contact with the researchers; which 
was another way to avoid errors. It was also important to be open about the weaknesses 
of the studies. 
 
This chapter has addressed the research strategy, the goals of this research and how the 
two studies in this thesis were carried out. The next chapter will present the results of 
these studies, followed by some conclusions drawn and a discussion of each study. A 
general discussion of the whole thesis is also offered. 
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4 EMPIRICAL FINDINGS  
This chapter summarises the results of the research studies. For more details, the reader is referred to the 
full papers found in the appendix.  

4.1 Paper I 
The purpose of Paper I was to describe the constellation of value in an outsourced 
service production setting within a business-to-business domain in the public 
transportation industry. Value is defined as the constellation of value creators and 
destroyers, also referred to as ôbenefits and sacrificesõ.  
 
The analysis of the 26 interviews conducted with the PTA and operator revealed 271 
value drivers related to prerequisites, value creation for the user and value creation in the 
business-to-business setting. These three groupings can be explained in terms of the 
intention of the system to create value for the user. Since the service production is 
outsourced, value must first be created in the business-to-business setting. All parties 
operate in an overall system where there are prerequisites that can either enable or inhibit 
value creation. In the following, the findings will be discussed as they relate to the three 
groupings of 1) prerequisites, 2) value creation for the user of public transportation and 
3) value creation in a business-to-business setting.  

4.1.1 Prerequisites for value creation 

In the value creation process, 52 of the value drivers identified could be viewed as 
prerequisites. These prerequisites are issues that are outside the control of the everyday 
activities related to value creation and can be viewed as belonging to the system. An 
example of such a prerequisite is the latest governance agreement from 2004 that 
contains deficiencies such as ôbreaches of agreementõ and ôindistinct agreementõ. Other 
examples are the ôpublic procurement processõ, which forces the PTAs to produce traffic 
at the lowest of costs. Another is ôdifferent regulationsõ which the PTAs must consider 
when they are planning for the traffic. The physical location of the PTAõs main office is 
remote from many customers. The industry suffers from a ôculture of low price and low 
qualityõ and the ôlevel of educational attainmentõ is low. These prerequisites show that a 
number of issues influence the ability of participants to create value for the users of 
public transportation. However, those are outside the control of any of the actors in the 
day-to-day value creation network. In the long run, the politics in the county and 
management should work to reduce these inhibiting factors to value creation. 

4.1.2 Value creation for the user of public transportation 

Altogether, 64 value drivers for the user of public transportation were identified. With 
these as a point of departure, the analysis found ten categories of value drivers - five 
benefits and five sacrifices. On an overall level the value drivers are consistent with 
Lapierre (2000) in that the value drivers identified relate to that authorõs three scopes of 
product, service and relationship aspects. There is also an agreement with Ulagaõs (2003) 
criticism of the value drivers in Lapierre (2000) to the effect that the value drivers within 
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the benefit domain can be perceived as both benefits and sacrifices. In the investigation 
of value creation for the user not all of Lapierreõs categories of value drivers could be 
identified. Value drivers that could not be identified belong to the categories of 
ôalternative solutionsõ (product), ôflexibilityõ, ôreliabilityõ, ôtechnical competenceõ (service) 
and ôpriceõ (sacrifice). A further discussion of the issue of what categories should be 
included, with a special emphasis on the role of price in the perception of value, is in the 
following chapter, ôConclusions and discussionõ. The next section describes the value 
drivers identified. They are also shown in Figure 4.1. 

The benefit domain 

The value drivers related to the ôproductõ scope have mainly to do with improvements 
concerning the vehicles and the adjustments to the traffic system. It has been a 
requirement since the latest governance agreement was established in 2004 when it was 
stipulated that all vehicles in a bus park be equipped with safety belts and alcohol locks to 
insure greater security for both passengers and drivers. The vehicles must also be 
equipped with air conditioning, the seats must be adjustable and have foot support. The 
maximum age of a vehicle is to be 13 years. The traffic was further adjusted and 
reorganised according to a timetable with even time intervals between departures to make 
it easier for users to remember the timetable. These value drivers are perceived by the 
PTA. There are today only two PTAs in Sweden that have the requirement for safety 
belts in all seats and alcohol locks in all vehicles.  
 
The ôserviceõ scope within the benefit domain relates to communication and information 
aspects and to the ability to manage customer complaints. Within the ôrelationshipõ scope 
the positive relationship between the PTA and the operator and their customers is 
identified. It is also perceived as a monetary advantage for society and customers to use 
public transportation.  
 
When all benefits are considered, ôadjustments of trafficõ, ôrequirement of safety belts and 
alcohol locksõ and the ôrelationship between the PTA and operator and their customersõ 
are the most frequently mentioned value drivers. 

The sacrifice domain 

The value drivers related to the ôproductõ scope refer to the ôquality of vehiclesõ and a 
factor such as ôpoorly functioning ticket machinesõ. The timetable also includes many 
errors, which affects both operators and passengers. The value drivers related to the 
ôserviceõ scope refer to ôcustomer complaintsõ, which are managed by the PTA, the 
difficulty for the PTA to spread information to its customers, the handling of goods since 
a reorganisation and the maintenance of bus stops which are the PTAõs responsibility and 
a value destroyer as perceived by the operator.  
 
The ôrelationship´ scope within the sacrifice domain refers to the ôrelationship with usersõ, 
which the PTA perceives can be improved, and the ôrelationship between the PTA and 
the ownersõ. The PTA also finds that the negative attitude between the PTA and operator 
affects the passengers negatively. The value drivers relate to the three scopes of product, 
service and relationship, as within the benefit domain. ôVehicle qualityõ and ôrelationship 
with usersõ are the most frequently mentioned value destroyers. 
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       Scope                    
 
Domain 

 
PRODUCT                          SERVICE                    RELATIONSHIP 

  

B
E

N
E

F
IT

 Product quality (8) 
Product customisation (11) 

 

Responsiveness (9) 
 

Image (1) 
Trust and Solidarity (6) 
 

  

S
A

C
R

IF
IC

E
 Product quality (11) 

Product customisation (1) 
 

Responsiveness (5) 
Reliability (2) 

 

Time/effort/energy and 
conflict (10) 

 
 

Figure 4.1 Value creation: business-to-customer  

4.1.3 Value creation in a business-to-business setting 

Altogether 155 value drivers were identified for the relationship between the PTA and 
the operator of public transportation. The 11 categories of value drivers divided into five 
benefits and six sacrifices and could be related to the product, service and relationship 
scopes within the benefit domain as well as within the sacrifice domain. The breakdown 
is shown in Figure 4.2. As for value creation for the user of public transportation, some 
categories of value drivers in Lapierreõs (2000) conceptual model of value could not be 
identified in this case of value creation in a business-to-business setting. In the benefit 
domain none of the value drivers related to the ôproductõ scope were included. In relation 
to the ôserviceõ scope, the ôflexibilityõ value driver was not included and thus not perceived 
as a benefit. As in the previous case, the ôpriceõ category was not perceived as a sacrifice. 
Further, the categories of value drivers within the benefit domain could be perceived as 
both benefits and sacrifices - which illustrate similar results as in value creation for the 
user of public transportation.  

The benefit domain 

The ôrelationship between the PTA and operatorõ and ôcommunicationõ drivers were the 
most frequently mentioned value creators. Within the ôserviceõ scope, communication and 
information between the PTA and operator were perceived as value creators. ôTraffic 
planningõ at the PTA was also seen as an important value creator. The ôorganisational 
changes within the PTAõ have led to clearer routines, which were identified by both the 
PTA and the operatorõs employees as value creators. The PTA perceived the operator as 
having ôhigh capacityõ and as always being accessible for communication. In relation to 
the ôrelationshipõ scope, the operator perceived that there have been ôcultural changesõ 
that have taken place since the current CEO at the PTA began work in 2003. The 
ôrelationshipõ as such between the PTA and operator was also perceived as positive on a 
managerial level and on a personal level. The operator perceived the PTA as being more 
ôopen to the operatorõs suggestionsõ with respect to traffic planning, and the PTA no 
longer interferes with the operatorõs internal planning.  
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The sacrifice domain 

In reference to the ôproductõ scope, only the radio system used between the PTA, 
operators and drivers was perceived as a sacrifice. The ôpoorly functioning radio systemõ 
forced the drivers to use mobile phones in its place. This in turn affected passenger safety 
negatively. 
 
Both the PTA and operator found each other ôbureaucraticõ and ôhierarchicalõ and felt 
that the ôresponsibility conditions and routines are unclearõ in the other organisation. The 
PTA found the operator ôinflexibleõ. The operator found that ôcommunicationõ between 
the PTA and the operator was poor and that the PTA was often late in the ôdelivery of 
traffic orders and paymentsõ. The ôlack of a comprehensive view between the PTA and 
operator in reference to the passengersõ was also a cause of quality problems. The two 
organisations did not view themselves as being in a value creating, customer-oriented 
business network. Instead, they were more like two solitary entities that focused on 
internal activities and consequently gave insignificant consideration to their joint external 
activities. They did not meet regularly, did not share sufficient information and common 
business strategies and did not develop value-adding routines for their common 
customers.  
 
Other value destroyers in the ôserviceõ scope were: PTAõs ôlack of knowledge concerning 
the trafficõ and that most ôcustomer complaintsõ could be traced to the operator. There 
were also diverse ôinternal problemsõ within the PTA and operatorõs organisations.  
 
Value destroyers in the ôrelationshipõ scope were: ôattitude problemsõ, ôpersonal problemsõ, 
ôlack of engagement on the part off the PTAõ and ôunprofessional managing at the PTAõ. 
The most frequently mentioned value destroyers were: ôexternal communication 
deficienciesõ and ôlack of a comprehensive viewõ. Noteworthy was the perception of price, 
which in this study was not perceived as a sacrifice. This shows the same result in relation 
to value creation for users of public transportation.  
  
      Scope                    
 
Domain 

 
PRODUCT                                    

 
SERVICE                            RELATIONSHIP  

  

B
E

N
E

F
IT

   Responsiveness (7) 
Reliability (10) 
Technical competence (1) 

 
 
 

Trust and Solidarity (16) 
Image (2) 

 

 

 

S
A

C
R

IF
IC

E
 Product quality (1) 

 
Flexibility (11) 
Reliability (48) 
Responsiveness (29) 
Technical competence (2) 

 
 

Time/effort/energy and 
conflict (28) 
 
 

 

Figure 4.2 Value creation: business-to-business 
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4.2 Paper II  
The purpose of Paper II was to describe by means of a literature review what quality 
management principles are important for service organisations as most research in this 
area has been conducted in manufacturing organisations.  

4.2.1 Types of studies 

A review of the literature found 14 empirical investigations of quality management where 
the authors compared manufacturing and service organisations. These studies were of 
different sizes covering between 33 and over 480 organisations. The studies were carried 
out in various countries such as Sweden, Norway, Singapore, the US and Australia. The 
fact that the studies cover a range of national cultures may contribute to the different 
results in the studies, it also aids in discovering possible universal laws concerning quality 
management.  
 
It is of interest that the studies were published in a range of scientific journals such as 
Strategic Management Journal, The Journal of Service Marketing, Journal of Quality 
Management and Quality Management Journal. In Managing Service Quality and the 
International Journal of Quality and Reliability Management, research on the similarities 
and differences in the role of quality management in manufacturing and service 
organisations has been published in a series of papers.  
 
On an overall level, this research study revealed that there are three types of studies that 
have compared quality management in manufacturing and service organisations: (1) 
comparing the degree of performance on quality principles, (2) comparing the 
relationship between quality management in general and business performance and (3) 
comparing the relationship between individual quality management principles and 
business performance. For the purpose of this study and as a guide for managers, the 
latter is most informative since it provides managers with an option as to which 
principles should be included and which principles not to include in a quality 
improvement program.  

4.2.2 Comparing the results of the studies 

In the following section, the results of the various research studies are studied and 
examined in terms of the degree of performance in quality principles, the overall 
relationship between quality management and business performance, and the relationship 
between different quality principles and business performance. 
 
First, as concerns the performance of organisations in different quality principles, Quazi 
et al. (1998) concluded in their studies of firms in Singapore that manufacturing 
organisations showed a higher mean score than service organisations in each of the seven 
quality principles investigated. In their study of 18 manufacturing and 18 service 
organisations in the US, Huq and Stolen (1998) saw significantly lower scores for service 
organisations in ten out of 19 quality principles investigated. In contrast, Woonõs (2000) 
study of organisations in Singapore showed no significant difference between 
manufacturing and service organisations except for one quality principle. 



44 
 

Second, concerning the overall relationship between quality management and business 
performance, Beaumont et al. (1997) in their study of Australian industry showed no 
relationship between quality management and business performance in either 
manufacturing or service organisations. Lagrosen and Lagrosen (2003), Sun (2001), Solis 
et al. (1998), Quazi et al. (1998), Huq and Stolen (1998) and Benson et al. (1991) 
concluded that quality management has a stronger relationship with business 
performance in manufacturing than in service organisations. 
 
Third, the empirical studies showed some major differences in results with respect to the 
relationship between individual quality principles and business performance. This 
concerns: 1) the principles of process management, 2) supplier relationships, 3) 
leadership commitment and 4) customer orientation. The principle management of 
process quality showed a stronger relationship in manufacturing organisations (in 
comparison to service organisations) in the study by Woon (2000). In most other studies 
such as Nilsson et al. (2001), Sun (2001), Huq and Stolen (1998) and Powell (1995) the 
similar principle process orientation shows a stronger relationship in service 
organisations. Powell (1995) studied 39 American firms, where the quality principle of 
supplier relationships showed a relatively stronger relationship with business performance 
in manufacturing organisations (in comparison to service organisations) while the highly 
similar principle supplier chain cooperation showed a stronger relationship in service 
organisations in the study by Sharma and Gadenne (2002). In the same study, Sharma 
and Gadenne (2002) showed that the principle of top executive quality commitment 
demonstrated a stronger relationship with business performance in manufacturing firms. 
Such as Sun (2001) and Solis et al. (1998) the principle of leadership shows a stronger 
relationship with business performance in service organisations. The last contradiction 
concerns customer orientation, which, in studies in Sweden (Nilsson et al., 2001) and 
Taiwan (Solis et al., 1998) there was a stronger relationship with business performance in 
manufacturing organisations while in studies of Norwegian (Sun, 2001) and Australian 
manufacturing and service organisations (Singh et al., 2006) customer orientation showed 
a stronger relationship with business performance in service organisations. There were 
however, no contradictory results in the principle of employee management or morale 
(Nilsson et al., 2001, Parasuraman and Varadarajan, 1988, Singh et al., 2006). Most 
studies suggest that employee management or morale has a stronger relationship with 
business performance in service organisations than in manufacturing organisations. 

4.3 Paper III  

The purpose of Paper III was to explore the role of a quality management system in the 
assurance and improvement of value in an inter-organisational network where the service 
production processes were outsourced.  
 
From the interviews conducted with 26 members of an inter-organisational business 
relationship in the context of public transportation value drivers (benefits and sacrifices) 
were identified, analysed and sorted according to the process model of the ISO 
9001:2000 standard and the requirements of the five areas: 1) Quality Management 
System, 2) Management responsibility, 3) Resource management, 4) Product realisation, 
and 5) Measurement, analysis and improvement. 
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4.3.1 The business-to-customer domain 

Altogether 67 value drivers were identified in relation to the business-to-customer 
domain. The analysis revealed 35 benefits and 32 sacrifices. In relation to the central areas 
of a quality management system the area of ôManagement responsibilityõ showed seven 
benefits and 14 sacrifices, Resource management showed one sacrifice, Product 
realisation had 25 benefits and three sacrifices, and Measurement, analysis and 
improvement had three benefits and 14 sacrifices. 
 
The analysis shows that several attributes that create value can be traced to ôProduct 
realisationõ with examples such as ôvehicle qualityõ which the participants perceive as 
being improved as a result of the latest contractual agreement. ôAdjustment of trafficõ was 
also perceived as a driver that creates value - major changes had been carried out in 
recent years by the PTA to make the traffic better match the travelling patterns of todayõs 
users of public transportation.  
 
Regarding the drivers that destroy value in relation to the customers, the analysis shows 
that the greatest number of value destroyers was related to ôManagement responsibilityõ. 
According to the PTA, the relationship between the PTA and the customers can be 
improved. The PTA perceives it as challenging to manage this business network without 
having direct face-to-face contact with their customers. The relationship deficiencies 
between the PTA and operator affect their common customers as the operatorõs actions 
and attitudes towards them are influenced by the relationship with the PTA.  
 
Certain prerequisites mentioned by the respondents can also be traced to the area 
ôManagement responsibilityõ. These prerequisites are issues that are outside the control of 
any of the actorsõ value creation network but can be viewed as belonging to the system. 
Examples of such prerequisites are the latest governance agreement from 2004 that 
contains a number of deficiencies, such as ôbreaches of agreementõ and ôindistinct 
agreementõ. Other examples of prerequisites are the ôpublic procurement processõ and 
ôdifferent regulationsõ. The ôphysical location of the PTAõs main office also causes a 
geographical distance to the customersõ. Further, the industry suffers from a ôculture of 
low price and low qualityõ and the ôlevel of educational attainmentõ is low. These 
prerequisites influence the possibility to create value for the users of public 
transportation. Although they are outside the day-to-day activities of the value-creating 
network, they still belong to ômanagement responsibilityõ, as it is their obligation to 
analyse these prerequisites and plan for how to reduce them as they hinder the value 
creation processes.   
 
In relation to the business-to-customer perspective, the most frequently mentioned value 
creator is ôAdjustments of trafficõ, which can be traced to ôProduct realisationõ, and the 
most frequently mentioned value destroyer in the same domain is ôVehicle qualityõ in 
ôMeasurement, analysis and improvementõ. Even though it is the perception of the 
respondents that the quality of vehicles has been improved since the latest contractual 
agreement was established in 2004, many still perceive the quality as deficient and in need 
of further improvement. 
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4.3.2 The business-to-business domain 

Altogether 204 value drivers in the business-to-business domain were seen: 41 benefits 
and 163 sacrifices. In relation to the central areas of a quality management system, 
Quality management system revealed five benefits and 33 sacrifices, Management 
responsibility revealed 23 benefits and 92 sacrifices, Resource management revealed four 
benefits and two sacrifices, Product realisation revealed seven benefits and 29 sacrifices, 
and Measurement, analysis and improvement revealed two benefits and seven sacrifices. 
 
The analysis determined that an immense number of value drivers, both creators and 
destroyers, can be traced to ôManagement responsibilityõ. The value creators mentioned 
by the respondents are e.g. the ôrelationship between the PTA and operatorõ, which 
several perceive as positive. Also, since the two organisations had gotten new CEOs, 
ôcultural changesõ took place. Further, a ôprofessional attitudeõ on the part of both the 
PTA and operator is perceived as a benefit in this business-to-business relationship. As in 
relation to the business-to-customer perspective, certain prerequisites can be traced to 
ômanagement responsibility and perceived as value creators. Such prerequisites are the 
agreement and the perception of the market as well-functioning.  
 
The value destroyers that can be traced to ômanagement responsibilityõ are for example 
ôindistinct responsibility conditions and routines at the PTA and operatorõ that is, where 
the two actors do not hold the correct information as to whom to address in certain 
matters. Also, the ôrelationshipõ, ôinformationõ, ôcommunicationõ and the ôagreementõ are 
perceived as deficient. Several of the respondents still perceive the relationship between 
the PTA and operator as strained after the problems that occurred in 2005 with frequent 
traffic delays followed by numerous of customer complaints. Further, information and 
communication between the two business partners can be improved. They rarely meet in 
person and discuss common business strategies and plans. Instead, the PTA calls a 
meeting to discuss a problem that has already occurred and when there is a need to deal 
with the situation immediately. There is a lack of systematic routines between the PTA 
and operator in their joint value creation processes for customers. Also, certain 
prerequisites, such as the agreement deficiencies, e.g. ôbreaches of agreementõ, ôindistinct 
agreementõ and the ôlack of knowledge concerning the agreementõ, are perceived by 
several members of this inter-organisational relationship as value destroyers, which can 
be traced to ôManagement responsibilityõ. 
 
Individually, the most frequently mentioned value creator in the business-to-business 
domain is ôRelationshipõ, which can be traced to ôManagement responsibilityõ. While the 
most frequently mentioned value destroyer is ôCommunication deficiencies between the 
PTA and operatorõ in ôProduct realisationõ. 
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5 CONCLUSI ONS AND DISCUSSION 
The aim of this chapter is to present some conclusions from the three papers, reflect upon the research 
conducted and present a discussion in relation to the three papers. Another aim is to integrate the results 
of the three papers into a broader perspective in a search for knowledge emerging from the combined 
findings. Finally, some aspects to consider for managerial implications and future research are presented.  
 
The purpose of this thesis was to explore and describe the value creation process in 
outsourced service production in public transportation.  
 
The research studies gave a description of what creates value in a public transportation 
context when the service production has been outsourced. Also, the analysis of the 
results from the value study in comparison with the central concepts of a quality 
management system showed that multiple value destroyers relate to internal processes 
within a business network and these destroyers lead to inefficiency. Beyond this, several 
value destroyers can be traced to management issues. These results shed light on where 
this inter-organisational relationship has its areas open to improvement. For a service 
organisation or network such as the public transportation industry the results indicate 
that process orientation and employee management/ morale are two principles which will 
benefit from attention. 

5.1 A study of value 
The purpose of this study was to describe the constellation of value in an outsourced 
service production setting within a business-to-business domain in the public 
transportation industry. 
 
This study has drawn upon Lapierreõs (2000) conceptual model of value and tested it in a 
new empirical context in two different relationships - value creation for users and value 
creation in a business-to-business relationship. On an overall level these findings 
demonstrate that both perceived benefits and sacrifices are related to product, service and 
relationship attributes. When evaluating value, one has to move away from only 
evaluating a single offering and instead view it in the context of an ongoing relationship.  
 
Value creation for the users of public transportation had ten categories of value drivers of 
which five were benefits and five were sacrifices. For value creation in a business-to-
business relationship 11 categories of value drivers divided up into five benefits and six 
sacrifices. On the category level, not all categories of value drivers described in the 
literature could be identified in this study. Some categories were given a different role in 
this empirical context. Consistent with previous research, the analysis showed that all 
benefits can be perceived as both benefits and sacrifices. In particular, multiple value 
destroyers relate to service aspects. Contrary to the traditional view of value, price is in 
this study not perceived as a sacrifice, neither as concerns about value creation for users 
nor about value creation in the business-to-business relationship. On the contrary, price, 
or ômonetary advantageõ is perceived as a value creator for customers. An explanation is 
that value is a relativistic concept, perceived in comparison to another object or situation; 
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in this particular case, the respondents compared public transportation to travelling 
individually in private cars. If the study had compared public transportation to for 
example, traveling by bicycle, price would probably have been seen as a sacrifice. These 
results show that a dual role with all value drivers can be incorporated into the three 
scopes of product, services and relationships when operationalising the value concept. 
 
The study of value creation in public transportation reveals that there are certain 
prerequisites that inhibit value creation for a user. It is a challenge for the public 
transportation industry and the PTAs which must take into consideration not only the 
passengersõ benefits and corporate benefits but simultaneously social benefits relatable to 
the sustainability criteria of the financial, social and environmental perspectives. Further, 
service production has been outsourced to a number of private operators and everyone 
has different interests - the PTA with a contractual managing control system and the 
private operators with a production-oriented approach which focuses on rationalising 
costs while leading to low service levels (Enquist, 1999; Enquist et al., 2005). These 
factors cause there to be value leaks in the system which causes the different actors in the 
value creation network to be unable to provide users of the public transportation with a 
high service level. 
 
The PTAs do not have a direct, face-to-face relationship with end customers like the 
operators. The PTAs are thus dependent on the operators with respect to the value they 
want to create for the customers. Desired values include high product quality through 
clean and secure vehicles, high service quality through precise departure times, a positive 
attitude towards the passengers, safety on the road, correct information and a positive 
opinion of the PTA. The PTA business strategies for building customer value will only 
work if there is collaboration between PTAs and operators. The operators are dependent 
on the PTAs for traffic orders, payments and the maintenance of equipment such as 
vehicle radio systems, ticket machines and passenger shelters. In terms of this outsourced 
production setting for creation of value for customers, the results of this study show hat 
it is essential that the two businesses have shared strategies and a common view of their 
customers. Personnel and managers on both sides should have positive attitudes when 
referring to their business partner during dialogue with customers. Adding systematic 
communication routines in this business is a way to share common values, strategies and 
goals. The contractual agreement has little operational value as it is perceived as vague by 
some participants who also have difficulty understanding its contents. The agreement can 
be seen as a source of many value destroyers in the relationship, which in turn negatively 
affects customers.  
 
The results of the present study can not be interpreted without taking into account its 
limitations. The value drivers identified and described were perceived by the participants 
over a limited time period at a time when there were financial concerns. This view of 
value drivers in this outsourced service production must be seen as a òsnapshotó of the 
relationship at a given point in time. The value drivers identified come from the 
suppliers´ views and the passenger view of value creation was not included. The choice to 
exclude passengers was made since the interest and focus on value creation was in the 
outsourced service production. In further studies of value creation in supply chains the 
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recommendation is that the whole value chain be covered - this would include 
passengers. 

5.2 A study of quality management principles 
The literature review of the similarities and differences between manufacturing and 
service organisations concerning the relationship between quality management and 
business performance highlighted areas showing similar results and helped to show why 
research has had varying results. The research results from this literature study identified 
a number of inconsistencies in the fundamental relationship between quality management 
and business performance. Such differences in research results are frustrating for 
researchers designing new studies and for practitioners who seek advice on how to 
implement quality management. Inconsistencies caused by differences in research design 
might explain some of the variation in the results. In the following sections, the 
implications of this study are summarised for the purposes of further research and for 
managers in service organisations.  
 
Research shows that manufacturing firms have to a large extent adopted different 
principles of quality management than seen in other specialities (see Quazi et al., 1998 
and Huq and Stolen 1998). However, the present research shows that this difference is 
decreasing and that service organisations in general have a stronger development in 
quality management. Distortions in past research may have come about because some of 
the research instruments have focused on tools and techniques that are more commonly 
used in manufacturing organisations (see e.g. Solis et al., 1998 and Beaumont et al., 1997). 
The literature review found no systematic difference between manufacturing and service 
organisations in the individual quality principles they have adopted. Thus, the difference 
between manufacturing and service organisations has apparently been exaggerated in 
previous research. Using research instruments that focus on general practices and 
principles will provide fairer results when adopting quality management.  
 
Concerning the overall question of the financial benefits of quality management, various 
research studies show conflicting results. Some studies show no relationship between 
quality management and business performance, while other studies show a strong 
relationship. The more comprehensive studies such as Nilsson et al. (2001), Sun (2001) 
and Solis et al. (1998) seem to agree that adoption of quality management leads to 
improvements in business performance. Taking this empirical evidence together with the 
comprehensive studies of Hendricks and Singhal (1995; 1996; 1997; 2001a, b), there is 
persuasive evidence as to the benefits of quality management.  
 
In terms of the differences in research design, some studies lack rigour concerning the 
sample and methods chosen. Some studies used small samples when making their 
analyses and conclusions, e.g. Powell (1995), Parasuraman and Varadarajan (1988), Quazi 
et al. (1998), and Huq and Stolen (1998). Methods such as factor analysis with samples of 
30 observations are not consistent with commonly accepted scientific guidelines; the 
results can not be trusted. Some results concerning the relationship between principles 
and business performance are based on correlations such as found with Badri et al. 
(1995) and Huq and Stolen (1998). Their results do not take the multicollinearity between 
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different quality principles into account. As a result, these studies overestimate the role of 
quality principles in organisations. 
 
When investigating the relationship between different quality management principles and 
business performance, it is important to keep in mind that the principles are not distinct; 
all principles are interrelated - some direct and some indirect, e.g. top management 
commitment. Attention to a quality initiative in an organisation might lead to a stronger 
customer orientation which in turn can lead to better quality and customer satisfaction. 
This example emphasises that itõs important that a quality management model include not 
only quality management principles but also the relationship between them. 
 
This review of previous research provides us with a list of guidelines for future research. 
First, future studies must focus on larger sample sizes. To be able to statistically compare 
manufacturing and service organisations, studies should include more than 200 
observations. Second, the studies need to use research instruments that focus on general 
principles and practices commonly used in all types of organisations. Third, conceptual 
models that include an internal structure among the different quality principles and where 
not all principles directly influence business performance should be used. Fourth, 
appropriate statistical methods should be used which take multicollinearity into account 
when estimating the relationship between quality management and business performance.  
 
Managers who have quality on their agenda must decide which quality strategies to 
choose for their companies - strategies that also involve quality management principles. 
This decision can be difficult as there are inconsistencies in the research and different 
studies give different recommendations for manufacturing and service organisations. The 
wrong decision can be very expensive. This study will hopefully bring some clarity to and 
provide support for this decision and function as a guideline for both manufacturing and 
service organisations. Organisations must not only choose a quality management 
principle, they must also analyse the relationship between the principles, as they should 
be seen in both the context and the influence they have on one another. 
 
An examination of the 14 studies that make direct comparisons between manufacturing 
and service organisations can offer some guidelines for a service manager who wants to 
implement quality management. Two quality principles stand out as being central for 
service organisations: employee management/ morale and process orientation. This can 
be explained by the service logic. As customers are co-producers and services are often 
produced and consumed at the same time in the service production process, employee 
management or morale and process orientation have direct effects on customer 
satisfaction. By focusing on the principles that have a direct influence on the service 
production process and the everyday life of the customer, an organisation can build a 
quality improvement program that will have a positive influence on business 
performance.  



51 
 

5.3 A study of the role of QMS as a support for value 
creation 

The aim of this paper was to explore the role of a quality management system for the 
assurance and improvement of value, and to shed some light on the difficulties associated 
with creating value in a context in which service production processes have been 
outsourced.  
 
When comparing the results of the analysis of value drivers with the central areas of a 
quality management system: Quality Management System, Management responsibility, 
Resource management, Product realisation, and Measurement, analysis and improvement, 
the greatest number of value creators (benefits) can be traced to ôProduct realisationõ and 
the most value destroyers (sacrifices) can be traced to ôManagement responsibilityõ and 
ôMeasurement, analysis and improvementõ within the business-to-customer domain. 
Further, the most value creators and also the most value destroyers are related to 
ôManagement responsibilityõ within the business-to-business domain. These results show 
how several value destroyers can be traced to internal processes within this business 
network which leads to inefficiency. These conditions in turn influence the operative, 
customer-oriented processes negatively and making this network ineffective as well.  
 
In reference to the PDCA cycle (Deming, 1986) and the results of this study, it becomes 
apparent that these business actors individually plan their activities and perform them. 
However, the joint routines for evaluating how well they are performing in relation to 
customer requirements and for acting upon this data to improve the processes (both 
internally and in particular externally) towards their customers are appreciably lacking. 
Consequently, the systematic routines (both within the two organisations separately and 
in their joint value-adding activities) need to be overseen and improved. New routines, in 
particular regarding their performance in relation to customer requirements, should also 
be implemented if this network aims to improve value creation for customers.  
 
The basis of this business relationship is a contractual agreement. As this agreement is 
formulated with a production-oriented approach which lacks customer-oriented 
incentives, the business network becomes deficient in terms of service quality. Also, the 
requirements in the agreement can be interpreted differently which causes conflicts 
between the two business actors as they are driven by different interests. This is 
particularly apparent when the operator uses the agreement to justify its own interests. 
Because of the split perspective the two organisations do not view themselves as being in 
a value-creating, customer-oriented business network. Instead, they are more like two 
solitary entities concerned only with their own internal activities. The attention of each 
lies on their management and support processes and gives insignificant consideration to 
their joint, external, operative processes. The information and communication aspects 
were perceived by both managers and employees at the PTA and operator as deficient. 
The interviews revealed that the two actors do not meet regularly, do not share sufficient 
information, do not use common business strategies and do not develop value-adding 
routines for their customers.  
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The development of a quality management system is a strategic decision in an 
organisation, and the commitment of management and top management is critical for 
success. As many value drivers in this study are seen by the participants as sacrifices 
traceable to ôManagement responsibilityõ, it should be a priority among the management 
to understand stakeholder requirements, develop processes that add value for them, 
obtain results on process performance and effectiveness, and continually improve the 
processes based on objective measurements. A QMS which minimises the influence of 
the value destroyers by identifying, measuring, analysing and managing them can help to 
fulfil managementõs responsibility. As the subject under study is an inter-organisational 
relationship, joint quality management routines are what will best co-create value for 
customers. For this business network to be successful, both internal efficiency and 
external effectiveness are a necessity. As the contractual agreement serves as the basis for 
this business relationship, its next version should be reviewed with respect to wording 
which minimises past content interpretation problems. More importantly, contract 
revisions which include incentives for service quality with a customer-oriented approach.   

5.4 A comprehensive view of the results 

5.4.1 Challenges when outsourcing service production 

The results of these research studies show that the outsourcing of service production is 
not an uncomplicated matter and should be considered in that light. Outsourcing results 
in greater complexity, leads to interdependencies between different actors, and results in 
new challenges with respect to creating value for customers and stakeholders. 
Outsourcing usually creates a geographical distance between actors; issues such as 
communication are a greater challenge because the distance is a barrier. The different 
corporate cultures and work styles of the different actors can also cause problems in 
cooperation. Outsourcing services creates another actor beyond the original one 
responsible for service interactions with customers. These new actors must consequently 
be highly motivated to fulfil and/or exceed customer needs and expectations.  
 
The research conducted here identified a number of challenges. The first study of value 
revealed several perceived value destroyers in the inter-organisational relationship. These 
destroyers were related to issues such as reliability, responsiveness and the relationship 
itself between the two actors. General challenges emerge when outsourcing service 
production in the form of barriers like geographical/physical distance between actors, 
differences in corporate cultures, differences in work styles and other barriers which 
hinder building of the commonality needed to promote quality. This condition makes the 
close collaboration between actors even more central. The actors are dependent on one 
another; they can no longer continue to work alone and instead must view themselves in 
an actor network in the co-creation of value for customers.  

5.4.2 Co-creation of value 

The methodology used in Paper III, i.e. combining the value concept and the practice, 
the quality management system of the standard ISO 9001:2000, adopted the same ideas 
used when performing a quality audit. The purpose of an audit is to determine whether 
the quality management system conforms to plans for meeting the requirements of a 
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standard and to requirements established by the organisation, and to determine whether 
the quality management system is effectively implemented and maintained (ISO, 2003c).  
 
The value concept has an interest in both benefits and sacrifices, or value creators and 
destroyers, which is in contrast to the audit process which focuses merely on the 
nonconformities - the destroyers. By using research methods in the data collection, the 
methodology becomes a way for measuring performance. The ôquality informationõ can 
be used as a support for making ôdecisions based on factsõ (Sila and Ebrahimpour, 2002). 
ISO 9001:2000 requires that management be responsible for ensuring that actions are 
taken to eliminate nonconformities and their causes. Follow-up activities should include 
verifying the actions taken and the reporting of verification results (ISO, 2003c).   
 
Integrating the value concept with quality management systems makes it possible to 
combine two conceptual models, which individually have their primary focus on external 
processes, i.e. customer-oriented processes (Lapierre, 2000) and internal processes 
(quality management systems and ISO 9001:2000). The denotation of internal processes 
is therefore identifying both individually organisational internal processes as well as the 
business networkõs internal processes. These two must be joined together in the value 
creation for customers in the external/operative processes as depicted in Figure 5.1.  
 
 
       
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

Figure 5.1 The role of a QMS for value creation in a business network, based on the process approach of 
the QMS (ISO 9004:2000) 

In figure 5.1 the author is illustrating the co-creation of value through external, customer-
oriented processes between different actors in this business network which is based on 
the process approach of the quality management system (ISO 9004:2000). Each actor in 
this network manages its individual quality management system - activities separate from 
the network, must be considered. The PTA produces the traffic plans; a task which uses 
some of its internal processes. The operator, on the other hand, delivers the traffic to 
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customers; which requires that the operator use its internal planning process. However, 
the co-creation of value for the business networkõs common customers obliges the actors 
to design and develop a joint quality management system, with shared goals, resources, 
planning activities, evaluation and improvement routines which involve every step in a 
PDCA cycle ð and in a QMS. The individual and joint quality management systems are 
illustrated in Figure 5.1 as the overlapping areas in ISO 9001:2000. These are: the Quality 
management system, Management responsibility, Resource management, Product 
realisation and, Measurement, analysis and improvement (ISO, 2000b).  
 
As the study of principles supports the idea that process orientation can be 
recommended for service organisations, a service business network as the public 
transportation industry should consequently focus on value-adding activities (the straight, 
unbroken lines in Figure 5.1) and map the operative/customer-oriented processes. These 
are derived from customer requirements for the joint realisation of the service offering. 
The joint internal, hence management and support, processes within the business 
network should be mapped. Their task is to manage and support the operative processes. 
The joint process maps should be used as a technique to shed light on common areas of 
improvement in these network processes.   

5.5 Managerial implications 
Many organisations in the private and public sectors are a part of larger business systems 
consisting of several actors performing various activities with different roles and 
responsibilities. This requires a high degree of collaboration and shared business 
strategies to be able to create value for customers. In the public sector, business 
relationships are in some cases based on contractual agreements. The terms of these 
agreements may lack a customer orientation and result in attention being directed 
towards the internal processes in these networks instead of the operative/customer-
oriented processes. The different actors in these networks become driven by self-interest 
and do not view themselves as a part of value-creating networks that provide services to 
customers. The inefficiencies this causes will end-up resulting in higher internal network 
costs. Stakeholders may ultimately end up being forced to compensate for the 
unnecessary inefficiency through higher taxes or user fees.  
 
There are several ways to improve value creation for stakeholders. Studies of the role of 
quality management in general and quality management systems in particular suggest that 
there are workable strategies. In the public sector, the contractual agreement serves as the 
basis for a business relationship and formulates requirements through a customer-
oriented approach which in turn can stimulate value creation for customers. Also, joint 
systematic routines in these networks could increase the value: communicating, sharing 
planning, letting employees be involved and delegating responsibilities to them (although, 
management must not delegate their responsibilities), implementing new routines or 
developing the present ones if they are insufficient, evaluating the processes, formulating 
key performance indicators (whose aim is to increase value creation for customers and 
stakeholders) and making sure that improvements are made on the basis of customer 
requirements. The following is necessary for a service network: map the joint processes 
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and use the technique as a way to illuminate areas of improvement. A standard such as 
ISO 9001:2000 can be used as guidance for this work.  

5.6 Future research 
There are many ways to continue this research. As this study revealed, multiple value 
destroyers in the internal processes in the business-to-business domain are present. 
Destroyers could also be traced to ôManagement responsibilityõ as outlined in the central 
concepts of quality management systems. It seems relevant to continue research in this 
domain to seek to more precisely define influencers so that they can be better controlled 
in the system studied.  
 
As these research results are being applied to improve the relationship between the two 
current actors, the PTA and the operator, it would be interesting to describe and 
hopefully be valuable for readers to learn more about how the research is applied in the 
development of this network as one which is value-creating. Using the same research 
strategy as in Study I and describing another business-to-business relationship where 
service has been outsourced will make it possible to compare two sets of results. 
Comparing any interesting similarities and differences between the two inter-
organisational relationships would help to show what measures are most likely to foster 
quality and value creation.  
 
A quality management system can be developed according to different models or 
techniques that can serve as a guide as to which actions an organisation should take to 
improve quality. How can a model for evaluation of suppliers in the public transportation 
industry be designed conceptually and be suited for all types of operators, i.e. bus, train 
and taxi? This is an interesting research question for investigation with an action research 
strategy. The model could further be used in future versions of contractual agreements 
between PTAs and operators. Other interesting areas of investigation are studies of how 
this model and agreement could include customer-oriented incentives and requirements 
to help operators to continuously improve quality and value in their organisations for 
customers. In relation to the PTAs, the work can be productive in terms of developing 
this industry into a value-creating one. 
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Abstract 

Purpose: To identify and describe the perceived value drivers, i.e. benefits and sacrifices, 
in outsourced service production in public transportation. The suppliers´ perception of 
value creation for passengers and value creation in a business-to-business relationship are 
included in this investigation. 

Methodology/approach: In depth-interviews were conducted with a total of 13 
managers and 13 employees in two organisations.  

Findings: The results show that both perceived benefits and sacrifices are related to 
product, service and relationship attributes. Multiple value destroyers relate to the service 
aspects in the business-to-business relationship.  

Research limitations/implications: The value drivers identified originate from the 
suppliers´ view. The study confirms the role of value and its product, service and 
relationship oriented aspects.  

Practical implications: Managers should acquire knowledge regarding the value they 
create or destroy, both internally within their organisation and in their business network, 
and thus ultimately for their passengers. Moreover, drivers that destroy value are to be 
identified, measured, analysed and managed. 

Originality/value: Contributes to a better understanding of the difficulties of creating 
value in a context where service production has been outsourced.  

Keywords: Value creation, Business to business relations, Outsourced services, Public 
transportation 

Category: Research paper 
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INTRODUCTION  

Creating and delivering value to customers is a concern to all kinds of businesses today, 
both in the private and public sectors. Many scholars define value as a trade-off between 
benefits and sacrifices perceived by the customers in a supplierõs offering (Zeithaml et al., 
1990; Monroe, 1991; Woodruff and Gardial, 1996). The value concept has its tradition in 
business research and focuses on the value of a physical product and often neglects the 
service and relational dimensions of value (Dwyer and Tanner, 2002). According to 
Lapierre (2000), value can be created not only through physical products but also through 
services or the relationship as such. The literature focuses on the value perceived by the 
customers, which is a necessity in a market-oriented and customer-oriented approach. 
However, to be able to create value for the customers, it is a necessity also to clarify how 
value creation takes place throughout the supply chain involving different suppliers 
producing the products or services for the users.  
 
In many industries, service production is being outsourced, which can lead to challenges 
when it comes to value creation for users. A context where the service production has 
been outsourced is the public transportation industry in Sweden. Each county has a 
Public Transport Authority (PTA), which is responsible for public transportation in the 

region on the roads and railway as well as public transport from and to the region. The 
transports are run by private operators and the business relationship is regulated through 
a contractual governance agreement. These organisations, the PTA and the operators, 
together create value for their common customers, i.e. the passengers. The PTAs do not 
have the direct, face-to-face, relationship with the passengers, and there is thus a mutual 
dependence between the PTA and the operators concerning value creation for users.  
 
Our knowledge of how value creation appears throughout the value chain in outsourced 
service production is still rather limited. Hence, the aim of this paper is to investigate 
what creates value in a public transportation context where the service production has 
been outsourced. In this empirical investigation we adopt two views: (I) Value creation 
for customers: the suppliersõ, i.e. the PTA and the operatorõs perception of which value 
they together create for the customers; and (II) Value creation through relationships with 
suppliers, i.e. the PTA and the operatorõs perception of which value they create in this 
outsourced production setting. More specifically, this paper focuses on the value concept 
and seeks to identify and describe the value drivers, i.e. benefits and sacrifices, in this 
outsourced production setting. The relationship dynamics is studied through ôcritical 
incidentsõ, including source, content and results (Edvardsson, 2000). This research is 
based on 26 in-depth semi-structured interviews with managers and employees from two 
different actors in the public transportation industry. The findings show that both 
perceived benefits and sacrifices are related to product, service and relationship attributes.  

THE VALUE CONCEPT  

Value is a concept frequently discussed in different literature streams and has a wide range 
of different meanings associated with it. It has been used in various disciplines, such as 
economics, accounting, finance, strategy, production management, and marketing (Gale, 
1997). A common definition of value is the trade-off between benefits and sacrifices 
perceived by the customers in a supplierõs offering (Ulaga and Chacour, 2001; Zeithaml et 



 

al., 1990; Monroe, 1991; Woodruff and Gardial, 1996). Perceived benefits are often 
described as a combination of physical attributes, service attributes and technical support 
available in relation to the particular use situation. Perceived sacrifices are sometimes 
described in monetary terms, but there are also other definitions that describe sacrifices 
more broadly (Monroe, 1991).  
 
The traditional view of value is connected to a product. However, due to the increased 
importance of the service sector and the characteristics of a service as being produced and 
consumed at the same time, a more process-oriented perspective has been proposed 
(Flint et al., 2002). According to this perspective, value is created and experienced in a 
process where both customers and suppliers play an active part, which makes value 
embedded in the relationship itself (Lapierre, 2000; Ulaga, 2003). The perception of value 
is influenced by the experiences in an ongoing relationship, which should be taken into 
account when conducting an evaluation of value. Instead of restricting the evaluation to a 
single episode, value should be extended to taking into account both episode benefits and 
sacrifices as well as relationship benefits and sacrifices, since the relationship itself can 
have impact on the total value perceived (Ulaga and Chacour, 2001).  
 
Vargo and Lusch (2004; 2006) suggest the ôservice-dominant logicõ as a new perspective 
of value creation. According to this perspective, customers create value through service 
experiences and relationships, in the co-creation and sharing of resources with suppliers, 
including knowledge and skills. The customers are the arbiter of value co-created in the 
direct service interaction, and the arbiter of value-in-use of any goods sold. Vargo and 
Lusch (2004; 2006) make a distinction between the resources, such as machines and 
process equipment, that are used by the providers of services, which they refer to as 
ôoperand resourcesõ, and the usage of skills and knowledge in the handling of the operand 
resources, which they refer to as the ôoperant resourcesõ. The providers use the operant 
resources to create service and value for customers. Vargo and Lusch (2004; 2006) also 
address the relationship as a resource in addition to the machines, process equipment, 
knowledge and skills. 
 
Value as constellations of value creators and destroyers 

Value is embedded in the relationship and described as a multidimensional concept, 
consisting of value drivers, which create or destroy value, see e.g. Anderson et al. (1993), 
Anderson and Narus (1995; 1999), Lapierre (1997; 2000), Ulaga (2003), Ulaga and Eggert 
(2006), Vargo and Lusch (2004), Lusch and Vargo (2006), Walter et al. (2003), Witell et al. 
(2007). An investigation of the constellation of value, i.e. benefits and sacrifices, by Ulaga 
(2003) focused on the relationship between a manufacturer and supplier in an industrial 
setting and identified eight value drivers, which consisted of three or four sub-
dimensions. Of all value drivers, six referred to the benefits (product quality, service 
support, delivery, supplier know-how, time-to-market and personal interaction) and two 
referred to the sacrifices (direct product cost, and process cost). The participants included 
in the investigation were influential, senior-level, decision-makers involved in selecting 
and monitoring the manufacturer-supplier relationship, and the data were collected 
through in-depth interviews with nine participants.  
 
Lapierre (2000) conducted a study in the service sector in a business-to-business domain 
and identified 13 value-based drivers of customer perceived value. The empirical study 



 

was based on a survey sent to 209 executives in the ICE (information, communication 
and entertainment) sectors and 129 executives in the finance sector. The 13 value drivers 
were divided into three scopes: product, service and relationship. The perceived benefits, 
which include ten value drivers, refer to the product (alternative solutions, product 
quality, product customisation), service (responsiveness, flexibility, reliability, technical 
competence) and relationship (image, trust, solidarity). The perceived sacrifices, which 
include three value drivers, refer to price, time/effort/energy and conflict, see Figure 1.  
 
           Scope 
Domain 

 
PRODUCT                   SERVICE                      RELATIONSHIP  

 
  
BENEFIT  

 
Alternative solutions 
Product quality 
Product customisation 

 
Responsiveness 
Flexibility 
Reliability 
Technical competence 
 

 
Image 
Trust 
Solidarity 

 
SACRIFICE 

                                        
                                 Price 

 
Time/effort/energy 
Conflict 
 

Figure 1: Value drivers (Lapierre, 2000) 

The research of Lapierre (2000) has been criticised by Ulaga (2003) for the inclusion of 
established concepts such as ´image´ and ´trust´ within the value concept. Further, the 
benefit drivers in the model created by Lapierre (2000) can be perceived as both benefits 
and sacrifices, e.g. flexibility (benefit) and the lack of flexibility - inflexibility (sacrifice), 
while the sacrifice drivers can only be perceived as sacrifices (Ulaga, 2003). In addition, 
Witell et al. (2007) state that new value drivers or new constellations of value drivers must 
be introduced in a business relationship. In addition, for other contexts the value drivers 
might differ, i.e. it may be other constellations of value drivers than those so far identified 
and proposed (Witell et al., 2007). 
 
Many of the studies that have investigated the value concept have focused on the 
manufacturing sector, i.e. the value drivers are perceived as connected to tangible 
resources, see e.g. Ulaga (2003), Ulaga and Eggert (2006), Walter et al. (2003). As this 
research is conducted in the public transportation sector, the conceptual model of value 
of Lapierre (2000) is interpreted as central for this research. It has its origin within a 
business-to-business domain in the service sector and also includes the relationship 
attributes as a category of value. Our research is intended to further develop Lapierreõs 
conceptual model of value and increase our knowledge of value creation in outsourced 
service production.  
 
Value creation in business networks 

Many industries are establishing inter-organisational relationships through the outsourcing 
of parts of or their total offerings, which forces a rethinking concerning organisational 
structures and managerial arrangements (Ramirez, 1999). Within these business networks, 
organisations together produce value through their relationships, partnering and alliances. 
The value concept represents a view that value is created by various actors using various 



 

resources in the market or business network (Ramirez, 1999). This means that values are 
co-invented, combined and reconciled in an interlinked chain of activities (Porter, 1985). 
The actors in these networks can be separate or joint economic actors. For this reason, 
value creation can be studied in joint ventures or separately. The complexity and 
dynamism of roles and relationships is increasing in joint business systems (Normann and 
Ramirez, 1993).  
 
Enquist (1999) uses the term ôvalue-creating stakeholder networksõ when referring to a 
more dynamic view of an inter-organisational relationship. Value-adding activities in 
interconnected value chains are also referred to in the literature as ôvalue streamsõ (Davies, 
2004), ôvalue networksõ (Christensen, 1997) and ôvalue starsõ (Wikström and Normann, 
1994). Flint (2004) and Walter et al. (2001) use the ôsupply chainõ or ônetworkõ 
competences and characteristics in value creation and refer to the structural characteristics 
of the supply chain.   

EMPIRICAL FRAMEWORK  

The study object 

The public transportation industry in Sweden has been organised with a PTA (Public 
Transportation Authority) in each county, which manages the transports in the region on 
roads and railway as well as public transports from and to the region. The transports are 
run by private operators. The operators are contracted through a public procurement 
process. The owners of the PTAs are the county councils and the municipalities. The 
PTA and the operators together create value for their common customers through their 
service offering. The inter-organisational activities between the PTA and operators are co-
ordinated by the PTA in a stakeholder network (Enquist, 1999). Ferlie et al. (1996) 
characterise a value-creating stakeholder network by interactive collaboration between the 
public and private sectors.    
 
Our research interest is to investigate what creates value in a public transportation context 
where the service production has been outsourced. Our focus is a business-to-business 
relationship between a PTA and a private operator. This relationship is regulated through 
a contractual agreement over a period of eight years. The latest agreement was established 
in 2004 and is valid up to 2012. When this research study was conducted it had been three 
years since the agreement was established. According to Porterõs (1980) life cycle model 
with four stages ð birth, growth, maturity and decline ð this relationship can be seen as 
being in its growth stage.  
 
Sample procedure  

Data for this paper were gathered in in-depth interviews with managers and employees at 
both the PTA and at their largest operator, which runs approximately 71 % (in 2008) of 
the total transports in this county. The participants were both influential decision-makers 
in this relationship and employees that have a business relationship with the 
PTA/operator. This background was critical in the process of identifying and describing 
value drivers. A total of 26 agreed to participate. At the PTA, there was a total of seven 
managers and all were interviewed. An additional six employees were identified at the 
PTA as having a relationship with this particular operator. At the operator, six managers 
and seven employees participated in the study. 



 

Data Collection 

The 26 interviews consisted of three parts. First, the interviewer described the purpose of 
the research study and the value concept as such. The respondents were asked about their 
own backgrounds and their roles in the organisation. Second, the respondents were asked 
to describe what benefits and sacrifices they perceive in the value creation for the users 
and what creates value in the relationship between them and the PTA/operator. Third, 
the interviewees were asked if they had experienced some critical incidents in the 
outsourced service production. The notion of incidents traditionally refers to an episode 
when the customer interacts with the service providerõs contact persons, systems or 
physical equipment. A critical incident (Bitner, 1990; Flanagan, 1954; Johnston, 1995) is 
when something happens, unusually positive or negative, which deviates from the normal 
and catches attention (Edvardsson and Olsson, 1992). Critical incidents influence the 
relationship, e.g. a negative critical incident may result in the termination of a relationship 
and a positive critical incident may result in a stronger and deeper relationship (Holmlund, 
2004). The respondents were asked to provide a detailed description of the incident; what 
triggered it, the consequences it had and what the outcome of the incident was.  
 
The interviews lasted from about 30 minutes to 90 minutes. Each interview was audio-
taped and transcribed. The first interviews conducted in December 2006 were used as a 
pre-test to check that the questions could be understood and whether the results could be 
identified as value drivers in this relationship. The final interviews were later conducted in 
May 2007. First, all interviews were read and a first analysis was conducted, highlighting 
the value drivers, i.e. benefits and sacrifices, in each interview. All interview material was 
analysed in relation to the conceptual model of value of Lapierre (2000).  

RESULTS 

Our analysis of the 26 interviews conducted with the PTA and operator revealed 271 
value drivers related to prerequisites, value creation for the user and value creation in the 
business-to-business setting. These three instances can be explained such that the 
intention of the system is to create value for the user. Since service production is 
outsourced, value has to be created first in the business-to-business setting. All parties 
operate in an overall system where there are prerequisites that can either enable or inhibit 
value creation. In the following, we discuss our findings related to prerequisites, value 
creation for the user of public transportation and value creation in a business-to-business 
setting.  
 
Prerequisites for value creation 

It is noteworthy that 52 of the value drivers identified can be viewed as prerequisites in 
the value creation process. These prerequisites are issues that are outside the control of 
the day-to-day activities related to value creation and can be viewed as belonging to the 
system. One example is the latest governance agreement from 2004 that contains a 
number of agreement deficiencies, such as ôbreaches of agreementõ, ôindistinct agreementõ 
(lack of bonus, lack of knowledge about the agreement). Other examples are the ôpublic 
procurement processõ and ôdifferent regulationsõ. The physical location of the PTAõs main 
office also causes a geographical distance to the customers. The industry furthermore 
suffers from a ôculture of low price and low qualityõ and the ôlevel of educational 
attainmentõ is low. These prerequisites show that a number of issues influence the 



 

possibility to create value for the users of public transportation, but that they are outside 
the control of any of the actors in the value creation network. In the long run, the politics 
in the county should work to reduce these factors that inhibit value creation.  
 
Value creation for the user of public transportation 

Altogether, 64 value drivers for the user of public transportation were revealed. Using 
these as the point of departure, we identified ten categories of value drivers, i.e. five 
benefits and five sacrifices. On an overall level the value drivers are consistent with 
Lapierre (2000), i.e. the value drivers relate to the three scopes of product, service and 
relationship. However, consistent with Ulagaõs (2003) criticism of the value drivers in 
Lapierre (2000), the value drivers within the benefit domain can be perceived as both 
benefits and sacrifices. In our investigation of value creation for the user, we could not 
identify all categories of value drivers. We could not identify any value drivers belonging 
to the categories of ôalternative solutionsõ (product), ôflexibilityõ, ôreliabilityõ, ôtechnical 
competenceõ (service) and ôpriceõ (sacrifice). A further discussion of the issue of what 
categories should be included, with a special emphasis on the role of price in the 
perception of value, is given later in this paper. In the next section we review the value 
drivers identified, see Figure 2. 

The benefit domain 

The value drivers related to the ôproductõ scope have mainly to do with improvements 
concerning the vehicles and the adjustments to the traffic system. It has been a 
requirement since the latest governance agreement was established in 2004 that all 
vehicles in the bus park be equipped with safety belts and alcohol locks to insure greater 
security for both passengers and drivers. The vehicles must also be equipped with air 
conditioning, and the seats must be adjustable and have foot support. The maximum age 
of a vehicle is 13 years. The traffic has further been adjusted and reorganised according to 
a timetable with even time intervals between departures, which has been done to make it 
easier for the user to remember the timetable. These value drivers are perceived by the 
PTA. There are today only two PTAs in Sweden that have the requirement of safety belts 
in all seats and alcohol locks in all vehicles.  
 
The ôserviceõ scope within the benefit domain relates to communication and information 
aspects and to the ability to manage customer complaints. Within the ôrelationshipõ scope 
the positive relationship between the PTA and operator and their customers is identified. 
It is also perceived as a monetary advantage for society and customers to use public 
transportation.  
 
When all benefits are considered, ôadjustments of trafficõ, ôrequirement of safety belts and 
alcohol locksõ and the ôrelationship between the PTA and operator and their customersõ 
are the most frequently mentioned value drivers. 

The sacrifice domain 

The value drivers related to the ôproductõ scope refer to the ôquality of vehiclesõ and a 
factor such as ôpoorly functioning ticket machinesõ. The timetable also includes many 
errors, which affects both operators and passengers. The value drivers related to the 
ôserviceõ scope refer to ôcustomer complaintsõ, which are managed by the PTA, the 



 

difficulty for the PTA to spread information to its customers, the handling of goods since 
a reorganisation and the maintenance of bus stops, which are the PTAõs responsibility and 
a value destroyer as perceived by the operator.  
 
The ôrelationshipõ scope within the sacrifice domain refers to the ôrelationship with usersõ, 
which the PTA perceives can be improved, and the ôrelationship between the PTA and 
the ownersõ. The PTA also finds that the negative attitude between the PTA and 
operators affects the passengers negatively. The value drivers relate to the three scopes of 
product, service and relationship, as within the benefit domain. ôVehicle qualityõ and 
ôrelationship with usersõ are the most frequently mentioned value destroyers. 
 
       Scope                    
 
Domain 

 
PRODUCT                     SERVICE                              RELATIONSHIP  

  

B
E

N
E

F
IT

 

Product quality 

- Safety belts and 
alcohol locks (4) 

- Vehicle quality (4) 
Product customisation 

- Adjustments of 
traffic (10) 

- Timetables (1) 
 

Responsiveness 

- Communication (3)  

- Information (3) 

- Managing customer 
complaints (3) 

 

Image 

- Monetary 
advantage (1)  

 
Trust and Solidarity 

- Relationship (6) 
 

  

S
A

C
R

IF
IC

E
 

Product quality 

- Poorly functioning 
ticket machines (1) 

- Vehicles´ quality 
(10) 

 
Product customisation 

- Timetable (many 
errors) (1) 
 

Responsiveness 

- Information (3) 

- Managing customer 
complaints (2) 

 
Reliability 

- Handling of goods 
(1) 

- Maintenance of bus 
stops (1) 

 

Time/effort/energy and 
conflict 

- Relationship 
between the PTA 
and users (6) 

- Relationship 
between the PTA 
and the owners (3) 

- Negative attitude 
between the PTA 
and operator 
affects the 
passengers (1) 
 

Figure 2: Value creation: business-to-customer from both the PTA and operatorõs view 
 
Note: The numerical data within brackets indicate the quantity of the individual value 
driver. 

Value creation in a business-to-business setting 

Altogether 155 value drivers were revealed concerning the relationship between the PTA 
and the operator of public transportation. The 11 categories of value drivers, i.e. five 
benefits and six sacrifices, can be connected to the product, service and relationship 
scopes within the benefit domain as well as within the sacrifice domain, see Figure 3. As 
for value creation for the user of public transportation, some categories of value drivers in 
Lapierreõs (2000) conceptual model of value could not be identified in our case of value 
creation in a business-to-business setting. In the benefit domain, none of the value drivers 
related to the ôproductõ scope were addressed. Further, in relation to the ôserviceõ scope, 



 

the ôflexibilityõ value driver was not included and thus not perceived as a benefit. As in the 
previous case, the ôpriceõ category was not perceived as a sacrifice. Further, the categories 
of value drivers within the benefit domain can be perceived as both benefits and 
sacrifices, which illustrates similar results as in value creation for the user of public 
transportation.  

The benefit domain 

The ôrelationship between the PTA and operatorõ and ôcommunicationõ drivers are the 
most frequently mentioned value creators. Within the ôserviceõ scope, communication and 
information between the PTA and operator are perceived as value creators. ôTraffic 
planningõ at the PTA is also seen as an important value creator. The ôorganisational 
changes within the PTAõ have lead to clearer routines, which are identified by both the 
PTA and operatorõs employees as value creators. The PTA perceives the operator as 
having ôhigh capacityõ and as always being possible to get hold of. In relation to the 
ôrelationshipõ scope, the operator perceives that there are ôcultural changesõ that have 
taken place since the current CEO at the PTA began work in 2003. The ôrelationshipõ as 
such between the PTA and operator is also perceived as positive, both on a managerial 
level and on a personal level. The operator perceives the PTA as being more ôopen to the 
operatorõs suggestionsõ with respect to traffic planning, and the PTA no longer meddles 
with the operatorõs internal planning.  

The sacrifice domain 

In reference to the ôproductõ scope, it is only the radio system used between the PTA, 
operators and drivers that is perceived as a sacrifice. The ôpoorly functioning radio systemõ 
forces the drivers to use mobile phones in its place. This in turn affects passenger safety 
negatively. 
 
Both the PTA and operator find each other ôbureaucraticõ and ôhierarchicalõ and consider 
that the ôresponsibility conditions and routines are unclearõ within the other organisation. 
The PTA finds the operator to be ôinflexibleõ. The operator, in particular, finds that the 
ôcommunicationõ between the PTA and operator is poor and that the PTA is often late 
with the ôdelivery of traffic orders and paymentsõ. The ôlack of a comprehensive view 
between the PTA and operator in reference to the passengersõ is also found to be a cause 
of quality problems. The two organisations do not view themselves as being in a value 
creating, customer-oriented business network. Instead, they are more like two solitary 
entities that focus on their internal activities and consequently give insignificant 
consideration to their joint external activities. They do not meet regularly, they do not 
share sufficient information and common business strategies and they do not develop 
value-adding routines for their common customers.  
 
Other value destroyers within the ôserviceõ scope are: PTAõs ôlack of knowledge 
concerning the trafficõ and that most ôcustomer complaintsõ can be ascribed to the 
operator. There are also diverse ôinternal problemsõ within the PTA and operatorõs 
organisations.  
 
In 2005 the agreement between the PTA and operator had recently been established and 
the operator was struggling with economical difficulties. The operator was forced to 
optimise the traffic, i.e. the usage of vehicles, to make savings. The outcome on several 



 

occasions was delays in traffic. The customers complained to the PTA, which received the 
negative publicity created by these delays. The PTA in turn decided to publicly blame the 
particular operator for the problems. This negative critical incident resulted in a strained 
relationship between the PTA and the operator.  
 
Other value destroyers in context of the ôrelationshipõ scope are: ôattitude problemsõ, 
ôproblems related to personal factorsõ, ôlack of engagement of the PTAõ, and 
ôunprofessional managing at the PTAõ. The most frequently mentioned value destroyers 
are: ôexternal communication deficienciesõ and ôlack of a comprehensive viewõ. 
Noteworthy is the perception of price, which in this study is not perceived as a sacrifice 
that shows the same result in relation to value creation for users of public transportation.  
 
      Scope                    
 
Domain 

 
PRODUCT                                    
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  Responsiveness 

- Communication (6)  

- External information (1) 

Reliability 

- Capacity at operator (3) 

- Routines for controlling 
operators (2)  

- Clear routines at PTA (5)  

Technical competence 

- Traffic planning (1)  
 

Trust and Solidarity 

- Relationship (11) 

- Cultural changes (3) 

- Openness for suggestions (1) 

- Organisational changes at PTA 
(1) 

Image 

- Professionalism (2) 
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Product quality 

- Poorly 
functioning radio 
system (1) 

 

Flexibility  

- Bureaucracy (2)  

- Hierarchy:(3) 

- Inflexibility (6)  

Reliability 

- Traffic planning (7) 

- Indistinct routines (13) 

- Lack of comprehensive 
view (16)  

- Quality follow-up (5)  

- Handle customer 
complaints (1) 

- internal problems (6) 

Responsiveness 

- Delays in traffic orders 
and payments (5)  

- Communication 
deficiencies (22) 

- Information (2) 

Technical competence 

- Lack of knowledge 
concerning traffic (2) 
 

Time/effort/energy and 
conflict 

- Relationship deficiencies (11)  

- Attitude problems (6)  

- Personal related problems (3)  

- Lack of engagement (2)  

- Unprofessional managing (5)  

- Outlook (1)  
 
 

 

 
Figure 3: Value creation: business-to-business from both the PTA and operatorõs view 



 

Note: The numerical data within brackets indicate the quantity of the individual value 
driver. 

CONCLUSIONS AND DISCUSSION  

This paper makes several contributions to quality theory and practice. First, we focus on 
value and value creation. Value has a long tradition in quality management, but it has 
recently not been treated extensively. Value as a concept has re-appeared in marketing, 
and industrial marketing in particular, and by making connections to quality management 
we believe that this research stream can move forward. Second, we study value in the 
context of outsourced service production. Even though outsourcing of services is an 
increasing phenomenon in practice, it has not been extensively empirically investigated in 
research studies.  
 
Our research has scrutinised Lapierreõs (2000) conceptual model of value and tested it in a 
new empirical context in two different relationships, value creation for users and value 
creation in a business-to-business relationship. On an overall level, our findings show that 
both perceived benefits and sacrifices are related to product, service and relationship 
attributes. When evaluating value, we have to move away from only evaluating the 
offering and instead view it in the context of an ongoing relationship.  
 
For value creation for users, ten categories of value drivers were revealed, i.e. five benefits 
and five sacrifices. Further, for value creation in a business-to-business relationship, 11 
categories of value drivers, i.e. five benefits and six sacrifices, were revealed. On the 
category level, not all categories of value drivers could be identified in our study or some 
categories have been given a different role in this empirical context. Consistent with 
previous research, we find that all benefits can be perceived as both benefits and 
sacrifices. In particular, multiple value destroyers relate to the service aspects. Contrary to 
the traditional view of value, price is in this study not perceived as a sacrifice as concerns 
either value creation for users or value creation in the business-to-business relationship. 
On the contrary, price, or in this case ômonetary advantageõ, is perceived as a value creator 
for customers. An explanation is that value is a relativistic concept, perceived in 
comparison to another object or situation; in this particular case, the respondents 
compared public transportation to travelling individually in private cars. If the study had 
used previous price as a comparison or made the comparison to traveling by bicycle, price 
would probably have been seen as a sacrifice. We can thus now incorporate the dual role 
of all value drivers into the three scopes of product, services and relationships when 
operationalising the value concept.  
 
The study of value creation in public transportation reveals that there are certain 
prerequisites that inhibit value creation for the user. It is a challenge for the public 
transportation industry and the PTAs, which must take consideration to not only the 
passengersõ benefits and corporate benefits, but simultaneously to social benefits, i.e. in 
relation to the sustainability criteria ð the economical, social and environmental 
perspectives. Further, service production has been outsourced to a number of private 
operators, and the different actors have different interests: the PTA with a managing 
control system based on the contractual governance agreement and the private operators 
with a production-oriented approach that focuses on rationalising costs, which in turn has 
led to a low service level (Enquist, 1999; Enquist et al., 2005). As a consequence, there are 



 

many value leaks in the system and thus the different actors in the value creation network 
can not provide the user of the public transportation with a high service level. 
 
The PTAs, which do not have the direct, face-to-face, relationship with the end 
customers that the operators do, are thus dependent on the operators with respect to the 
value they want to create for the customers: to provide high product quality, e.g. clean 
and secure vehicles, high service quality, e.g. precise time of departures, a positive attitude 
towards the passengers, high safety on the road, correct information and creating a 
positive opinion towards the PTA in society. The PTAsõ business strategies concerning 
customer value will only be put into practice if there is collaboration between them and 
the operators. The operators, on the other hand, are dependent on the PTAs as concerns 
traffic orders, payments, the maintenance of diverse equipment, such as radio systems in 
vehicles and ticket machines etc. For this outsourced production setting to create value 
for the customers, the results in this study show the importance for the two businesses to 
have shared strategies and a comprehensive view in reference to their common 
customers. The personnel and managers on both sides should have positive attitudes 
when referring to their business partner in dialogues with customers, and systematic 
communication routines should be introduced to this business relationship as a way of 
sharing common values, strategies and goals. The contractual agreement has in this study 
been shown to be perceived as indistinct by several participants who have difficulty 
comprehending its contents. The agreement can be seen as a source of many value 
destroyers in the relation, which in turn affects the customers negatively.  
 
The results of the present study can not be interpreted without taking into account its 
limitations. The value drivers identified and described were perceived by the participants 
during a limited time period, and also during a time when there were economical 
difficulties. Our view of value drivers in outsourced service production must be seen as a 
òsnapshotó of the relationship at a given point in time. In addition, the value drivers that 
were identified come from the suppliers´ view, and this study did not ask passengers 
about their view of value creation. This choice was made since we wanted to focus on 
value creation in outsourced service production. In further studies of value creation in 
supply chains we recommend that the whole value chain be covered. 

REFERENCES 

Anderson, J. C., Jain, D. C. and Chintagunta, P. K. (1993). òCustomer value assessment in 
business marketsó, Journal of Business-to-Business Marketing, Vol. 1 No. 1, pp. 3ð 29. 
 
Anderson, J. C., and Narus, J. A. (1995). Capturing the value of supplementary services, 
Harvard Business Review, Vol. 72 No. 1, pp. 75ð 83. 
 
Anderson, J. C. and Narus, J. A. (1999). Business Market Management: Understanding, Creating, 
and Delivering Value, Upper Saddle River, NJ: Prentice-Hall. 
 
Bitner, M. J. (1990). òEvaluating service encounters: the effects of physical surroundings 
and employee responsesó, Journal of Marketing, Vol. 54 No. 2, pp. 69-82. 
 
Christensen, C. (1997). The Innovators Dilemma: When New Technologies Cause Great Firms to 
Fail, Harvard Business School Press: Boston, MA. 



 

Davies, A. (2004). òMoving base into high-value integrated solutions: a value stream 
approachó, Industrial and Corporate Change, Vol. 13 No. 5, pp. 727-756. 
 
Dwyer, F. R. and Tanner, J. F. (2002). Business Marketing, 2nd edition, New York: McGraw-
Hill Higher Education. 
 
Edvardsson, B. and Olsson, J. (1992). Kvalitet i TjänsteUtveckling inom Televerket ð Rapport 
från en förstudie. Televerkets enhet för Koncernkvalitet ð MQ, Rapport MQ 69/92 115.  
 
Edvardsson, B. (2000). òCritical incident techniques ð towards a framework for analyzing 
the criticality of critical incidentsó, International Journal of Service Industry Management, Vol 12 
No. 3, pp 251-268. 
 
Eggert, A., Ulaga, W. and Schultz, F. (2006). òValue creation in the relationship life cycle: 
a quasi-longitudinal analysisó, Industrial Marketing Management, Vol. 35 No. 1, pp. 20-27. 
 
Enquist, B. (1999). Från produktionsparadigm till serviceparadigm? Karlstad University Studies 
1999:3, Karlstad University, Sweden (in Swedish). 
 
Enquist, B., Johnson, M. and Camén, C. (2005). òContractual Governance for Sustainable 
Serviceó, Quality Research in Accounting & Management, Vol. 2 No. 1, pp. 29- 53. 
 
Ferlie, E., Ashburner, L., Fitzgerald, L., and Pettigrew, A. (1996). The New Public 
Management in Action, Oxford University Press, Oxford. 
 
Flanagan, J. C. (1954). òThe critical incident techniqueó, Psychology Bulletin, Vol. 51 No. 4, 
pp. 327-358. 
 
Flint, D. J. (2004). òStrategic marketing in global supply chains: four challengesó, Industrial 
Marketing Management, Vol. 33 No. 1, pp. 45Ĭ50. 
 
Flint, D. J., Woodruff, R. B. and Gardial, S. F. (2002). òExploring the customer value 
change phenomenon in a business-to-business contextó, Journal of Marketing No. 66 No. 4, 
pp. 102-117.  
 
Gale, B. (1994). Managing Customer Value: Quality and Service that Customers Can See, The Free 
Press, New York, NY. 
 
Johnston, R. (1995). òThe determinants of service quality: satisfiers and dissatisfiersó, 
International Journal of Service Industry Management, Vol. 6 No. 5, pp. 53-71. 
 
Lapierre, J. (1997). òWhat does value mean on business to business professional 
services?ó. International Journal of Service Industry Management, Vol. 8 No 5, pp. 377-397. 
 
Lapierre, J. (2000). òCustomer-perceived value in industrial contextsó. Journal of Business & 
Industrial Marketing, No. 15 No. 2/3, pp. 122-140. 



 

Lusch, R. and Vargo, S. (2006). Service-dominant logic as a foundation for building a general theory. 
In The service-dominant logic of marketing: Dialog, debate and directions, Armonk, NY: 
M. E. Sharpe. 
 
Monroe, K. B. (1991): Pricing ð Making Profitable Decisions. McGraw Hill, New York.  
 
Normann, R. and Ramirez, R. (1993). òStrategy and the art of reinventing valueó, Harvard 
Business Review, Vol. 71 No. 5, pp. 50ð51. 
 
Porter, M. E. (1980). Competetive Strategy - Techniques for Analyzing Industries and Competitors, 
The Free Press, New York. 
 
Porter, M. E. (1985). Competitive Advantage, The Free Press, New York.  
 
Ramirez, R. (1999). òValue co-production: intellectual origins and implications for 
practice and researchó, Strategic Management Journal, Vol. 20 No. 1, pp. 49-65.  
 
Ulaga, W and Chacour, S. (2001). òMeasuring customer-perceived value in business 
markets, a prerequisite for marketing strategy development and implementationó, 
Industrial Marketing Management, Vol. 30 No. 6, pp. 525ð540. 
 
Ulaga, W. (2003). òCapturing value creation in business relationships: a customer 
perspectiveó, Industrial Marketing Management, Vol. 32 No. 8, pp. 667-693. 
 
Ulaga, W. and Eggert, A. (2006). òValue-based differentiation on business relationships: 
gaining and sustaining supplier statusó, Journal of Marketing, Vol. 70 No. 1, pp. 119-136. 
 
Vargo, S. and Lusch, R. (2004), òEvolving to a new dominant logic of marketingó, Journal 
of Marketing, Vol. 68 No. 1, pp. 1-17. 
 
Walter, A., M¿ller, T. A., Helfert, G., and Ritter, T. (2003). óFunctions of industrial 
supplier relationships and their impact on relationship qualityó, Industrial Marketing 
Management, Vol. 32 No. 2, pp. 159ð 169. 
 
Walter, A., Ritter, T., and Gemünden, H. G. (2001). òValue creation in buyerðseller 
relationships: theoretical considerations and empirical results from a supplier's 
perspectiveó, Industrial Marketing Management, Vol. 30 No. 4, pp. 365Ĭ377. 
 
Wikström, S. and Normann, R. (1994). Knowledge and Value: A New Perspective on Corporate 
Transformation. Routledge: London 
 
Witell, L., Edvardsson, B., Magnusson, P. and Beckman, H. (2007), òValue creation 
through services in different states of business relationshipsó, Third IMP Asia conference, 
Phuket, December 9-13. 
 
Woodruff, R, B. and Gardial, S. (1996). Know Your Customer: New Approaches to 
Understanding Customer Value and Satisfaction. Cambridge, MA: Blackwell Publishers, 338 
pages. 

http://www.kau.se/forskning/forskdb/index.lasso?to_do=show_result&id=6993
http://www.kau.se/forskning/forskdb/index.lasso?to_do=show_result&id=6993
http://www.kau.se/forskning/forskdb/index.lasso?to_do=show_result&id=6993


 

Zeithaml, V. A., Parasuraman, A., Berry, L. L. (1990) Delivering Quality Service ð Balancing 
Customer Perceptions and Expectations. The Free Press, New York. 

 



 



 

 
 
 
 
 
 

Paper II  
 

A review of empirical investigations comparing quality initiatives in 
manufacturing and service organisations 

 

(An earlier version of this paper was presented and published in the Proceedings of the 
10th International Conference, Quality Management and Organisational 

Development (QMOD), Helsingborg, 2007) 
 

Submitted for publication 



 



 

A Review of Empirical Investigations Comparing Quality Initiatives in 
Manufacturing and Service Organisations 

 

ÅSA RÖNNBÄCK* AND LARS WITELL** 

*Division of Quality Sciences, Chalmers University of Technology, 
SE-412 96 Göteborg, Sweden,  

+46 70-5675997, asa.ronnback@chalmers.se 
 

**Service Research Center, Karlstad University, 
SE-65188 Karlstad, Sweden,  

+46 54-7002134, lars.witell@kau.se 
 

Abstract 

Purpose: The purpose of this paper is to investigate, by reviewing the literature, the 
relationship between quality management and business performance with a comparison 
between manufacturing and service organisations.  

Methodology/Approach: This meta-analytic study critically examines the literature and 
evaluates the business performance implications of adopting quality management 
principles in manufacturing and service organisations. Altogether we identified 14 
published research studies that focused on the relationship between quality management 
and business performance with a comparison between manufacturing and service 
organisations. 

Findings:  The results show several inconsistencies in previous research when it comes 
to the relationship between quality management and business performance when 
comparing manufacturing and service organisations. Some of these inconsistencies 
concern the principles of supplier relationships, leadership commitment and customer 
orientation. Regarding consistencies, two quality management principles stand out in 
several studies as being more central for service organisations: employee management or 
morale and process orientation. The inconsistencies can be explained by a number of 
factors: the difference in size of the organisations included in the studies, the cultural 
aspect and the research design.  

Practical implications: Our results can provide guidance for service managers aiming to 
implement quality management. In addition, our paper provides guidance to researchers 
about methodological issues so that future research can provide more reliable and valid 
results. 

Originality/value of paper: Our paper provides a critical review of previous research on 
what principles of quality management should be adopted in a service organisation.  

Keywords: Quality Management, Principles, Business performance 

Category: Literature Review 
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INTRODUCTION  

Quality management is widely discussed in the literature and can be seen as a management 
philosophy characterised by its principles, practices and techniques which emphasize 
continuous improvement, increased employee involvement and teamwork, process 
orientation, competitive benchmarking, committed leadership, constant measurement of 
results and closer relationships with suppliers. Most empirical studies on quality 
management have been conducted in the manufacturing sector, while research on 
organisations in the service sector has been sparse. The characteristics of services 
(intangibility, co-production, inseparability and heterogeneity) and the growth of service 
industries have resulted in an increased focus on the implementation of quality 
management principles in service organisations interested in delivering high-quality 
service to customers (Schneider and White, 2004). 
 
There are several research studies that examine the impact of quality management on 
business performance, e.g., Hendricks and Singhal (1995; 1996; 1997; 2001a, b), Flynn, 
Schroeder and Sakakibara (1995) and Eriksson and Hansson (2003). There are also a 
number of research studies that investigate the impact of quality management principles 
on business performance with a comparison between manufacturing and service 
organisations, e.g., Nilsson et al. (2001), Sun (2001), Solis et al. (1998), Singh et al. (2006) 
and Powell (1995). These studies are intended to help managers implement quality 
management more effectively by giving recommendations about which quality 
management principles to adopt depending on whether the organisation produces goods 
or services.  
 
Unfortunately, the present status of the research can not provide clear guidance.  
Beaumont (1997), for example, concludes that there is no relationship between quality 
management and business performance in either manufacturing or service organisations. 
In contrast, Lagrosen and Lagrosen (2003) conclude that quality management and 
business performance have a stronger relationship for manufacturing organisations than 
for service organisations, while Woon (2000) on an overall level shows no significant 
difference between manufacturing and service organisations. To conclude, the three 
research studies all examine the same research issue but come to different results; how is 
this possible? Instead of living up to the intention of identifying systematic differences 
between manufacturing and service organisations concerning the relationship between 
quality management and business results, these studies are inconsistent and therefore 
confuse both researchers and managers as to which principles are most important in 
different organisational contexts.  
 
The aim of our research is to identify why inconsistencies in previous research exist and 
what researchers can do to conduct strong research studies in the future. To accomplish 
this aim, we perform a literature review, investigate the research methodology and 
compare the results of 14 empirical studies published between 1988 and 2006 that focus 
on the differences between quality management in manufacturing and service 
organisations. In particular we are interested in the relationship between individual quality 
management principles and business performance and how it differs among companies in 
different industries. Our results provide guidance to managers about which conclusions 
are common across the studies and which recommendations do not hold when the 



 

scientific rigour is scrutinised. In addition, we provide guidance to researchers regarding 
methodological issues so future research can provide more reliable and valid results. 

 
QUALITY MANAGEMENT  

Quality management is a business philosophy or a company ideal. Several attempts have 
been made to define and identify the building blocks of quality management, total quality 
management, total quality control and similar terms. Hellsten and Klefsjö (2000) define 
TQM as a management system in continuous change, consisting of values, methodologies 
and tools, aiming to increase external and internal customer satisfaction with a reduced 
amount of resources. Hackman and Wageman (1995) use core values and interventions 
(structures, systems and/or work practices) as their building blocks of quality 
management. Both of these models can be used to describe what quality management 
really is, but they do not fully capture the whole range of activities present in quality 
management. We argue that quality management is better viewed as a combination of 
principles, practices and techniques (Dean and Bowen 1994, see Table I). A principle is 
implemented through a set of practices, which are simply activities such as collecting 
customer information. The practices are, in turn, supported by a wide array of techniques 
to make the practices effective. To be able to compare industry sectors, the object of 
comparison should be the principles since the practices performed to display and embody 
the principles of quality management might differ among industries.  
 

Table I: The building blocks of quality management. 

Concepts Definitions Examples 

Principles A set of underlying assumptions of 
how to view the organisation and its 
relation to customers, competitors and 
suppliers. 

Customer focus, Continuous 
improvement, Teamwork 

Practices  Activities performed to display and 
embody the principles 

Collecting customer information, 
Conduct a customer survey 

Techniques Guidelines and infrastructure of how 
to perform certain activities. 

Voice of the customer tables, 
Quality Function Deployment 

 
According to Dean and Bowen (1994), most of what has been written about quality 
management is based on three principles: customer focus, continuous improvement and 
teamwork. Advocates of the quality movement include more principles in their 
conceptualization of quality management (see Bergman and Klefsjö, 2003 and Dahlgaard 
et al., 1998). Bergman and Klefsjö (2003) include six principles of quality management: (1) 
focus on customers, (2) focus on processes, (3) base decisions on facts, (4) improve 
continuously, (5) let everybody be committed and (6) top management commitment. 
Quality awards or so called excellence models are built on a large number of values, 
similar to the underlying principles in the quality movement (see SIQ, 2002 or EFQM, 
2005). The Swedish quality award, established in 1992 based on the SIQ model, has 13 
core values: customer orientation, committed leadership, everybodyõs involvement, long-
term focus, community responsibility, process orientation, education and training, pro-
activeness, continuous improvement, benchmarking, responsiveness, decisions based on 
facts and cooperation. As can be seen in the review of principles of quality management, 
the suggested principles differ among various authors; the number of principles also 



 

differs (Hellsten and Klefsjö, 2000). Various researchers use between three (Dean and 
Bowen, 1994) and 13 (SIQ, 2002) of these principles, which contributes to the different 
perspectives on quality management.  
 
The Economic Value of Quality Management 

According to quality management advocates, quality management produces value through 
a variety of benefits: improved understanding of customers´ needs, improved customer 
satisfaction, improved internal communication, better problem-solving, greater employee 
commitment and motivation, stronger relationships with suppliers, fewer errors and 
reduced waste (Juran, 1988). Most existing empirical studies conclude that quality 
management has a relationship to business performance (see Hendricks and Singhal, 
1995, 1996, 1997, 2001a, b; Flynn et al., 1995; Eriksson and Hansson, 2003; Gustafsson et 
al., 2003). The strongest support for such a relationship is provided by the seminal series 
of papers by Hendricks and Singhal where they investigate the financial effects of 
implementing a TQM program. By making comparisons between quality award winners 
and other companies in the same industries, the authors conclude that the award-winning 
firms outperform their competitors on operating-income based measures. In addition, the 
authors show that the improvements of profitability are not a result of winning the award 
but of the improvement of quality principles within the firm. 
 
Most studies investigating the relationship between quality management principles and 
business performance have focused on a single industry (see e.g., Flynn et al., 1995 and 
Dow et al., 1999. Some studies such as Powell (1995), Woon (2000), Badri et al. (1995), 
Quazi et al. (1998), Nilsson et al. (2001) and Huq and Stolen (1998), however, have 
studied quality management principles in both manufacturing and service organisations. 
Powell (1995), for example, investigates the correlation between 12 factors of quality 
management and business performance. The study concludes that there are differences 
between a manufacturing and a service organisation; supplier relationships, for example, 
are vital for a manufacturing organisation, while process improvements are more 
important for a service organisation. To conclude, a quality principle might have a 
different role in a manufacturing organisation than in a service organisation. The question 
is what these differences are and if we can use the differences between goods and services 
to explain the various roles of quality principles in manufacturing and service 
organisations. 
 
Manufacturing and Service organisations 

A quality principle that has a different role in a manufacturing firm than a service firm 
might depend on the various characteristics of goods and services, i.e., intangibility, 
heterogeneity, inseparability and perishability (Zeithaml et al., 1985). Although these 
characteristics do not clearly distinguish all goods from all services, we argue that they can 
be used to better understand the differences between the production of goods and 
services. Using a similar argument, Anderson et al., (1997) and Johnson and Nilsson 
(2003) show that the quality dimensions of reliability and customisation have different 
roles in manufacturing and service organisations. 
 
Intangibility denotes that services are activities and not physical objects as are goods. The 
intangible nature of services often means that customers have difficulty evaluating and 




