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Co-creation of value in publi@hsportation

ASA RONNBACK
Division of Quality Sciences
Department of Technology Management and Economics
Chalmers University of Technology

Abstract

As outsourng of serviceproduction hadecome an increasingly common business
strategy, this hassultedn new manageriahallenges creatingvalue for customers.
The establishment of these integansational relationships has resulted in additional
actorswho performmore ativities of a higher complexity. In this thesis, the focus is on
how theideas of quality managemeantgeneral anduality management syssem
particular can be used as a strategy to manage this situation

The purposef this licentte thesis is texplore and describe the value creation process
for outsourced service production in public transportdtwo.studies were carried out
during the course of this reseaférst, interviews were conducteith members of an
interorgansational businessrelationship.The aim was to identify and describe the
concept of valuelhe resultof the interviews welaterused to explore the role of a
guality management systermassurance and improvement of valiee second study

was diteratue reviewdesigned to develop a description of what quality management
principles are important for service organisations in public transportation.

The staly of value found that drivers which can create or destroy value are associated
with product, sergie and relationshagttributes. Severahlue destroyergere found to

be connectetb servicattributes in a business relationshiyg resultalsoshowedhat
severalvalue destroyergererelatel to internal processes withihre business network

The literature review identifigd/o quality management principles which play a central
role in service organisatioasiployee management or moaalé process orientation.

Keywords: Value creation, quality management, quality managemens, gyskdin
transportation
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Definitions

As seerbelow, concepts discussed in this the®ischrified by providing soméey

definitions.
Concepts Definitions
Value The tradeoff between benefits and sacrifices (Ulagal

Chacour, 2001).

Business network

A valuecreating systentonsisting of connected act
performing activities using resourckl stakeholders in
network ceproduce value (Normann and Ramirez, 1993

Quality management

A management philosophy charasdriby its principle
practices and techniques (Dean and Bowert).1994

Principles

A set of underlying assumptionos how to view an
organisation and its relation to customers, competitor
suppliers (Dean and Bowen, 1994).

Quality Management System

A Omanagement system to
with regard to qualiby{ISO 2000a)

Process

0 A pr oc éeverk of acsvities that are repeated in ti
whose objective is to create vdiole external or interng
customersoé (Ber @man and K

Operative processes

Processethat deliver value to external customers (Berg
and Klefsjo, 200).

Management and support
processes

The management process delivetimategies, plans a
control. The support processs as itmissionthe providing
of resources for the operative processes. Managemeg
support processes have internal customers (Bergma
Klefsjo, 200).

Customer

A person, organisation or other entitgt buys goods an
services produced by another person, organisation of
entity (Il nvestor words, 2
fordo (Bergmar). and Klefsj?©°

Consumer

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

Stakeholder

Any part that has an interest in an organisation (In
words, 2008)

! Theseauthorsuse thd otal Qualit@iterminology.
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1 INTRODUCTION

This chapiers about thbéckgroune prraase; the restareiisOagaesis,
the scopadhe structure oflittestiateesiwith thappended papedescebed

1.1Background

1.1.10utsourcing services

In the early and mfDh century thenajorityof organisationdevisedand created their
own, locabrocesses for almost all sewicEhe service sector watatively small and
there was no need for service process stasad@nmli as wagshe case forthe
manufacturing sector (Metters and Verma, 2007). As the servicgreeetodreached

its current dominandbe majority obrganisatiosshifted toincludingservices, parthyr
entirely, among their offerings. As a reqwdteareenormous benefits to be gained by
service providenshen processesestandardiedand centradied. Growing out of this
view are two basic forms of business practice: outsourcing and shareqdMetigces
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
organisationTheorganisation which answésthe peformance and customer value in
theseoutsourced settingeay not have direcontactwith the customers. This makes

them dependent othe actual, independeservice providersf the offeringdor the

value cecreatedor customers. Thesedependent seng providersnaydisplaybrand
marks;this make their actions the dominant influengoon thecommon customers.

The perception of the brand is thus dependent upon the actions and attitudes of the
outsourcing partners who are providing the serlitése service industry where the
customers are a part of the service processes, the waepeadent service suppliers

act and how they treat the customessahdirect affect on how customers perceive and
value services.

As described above, outsourcirggi$eto the involvement of additional actors which in
turn leads to an increased complexity and dynaroistericing roles, actions and
interactionsThese conditions force a rethinking regarding organisational structures and
managerial arrangements as valbeing careated by two or more actors (Normann

and Ramirez, 1993; Ramirez, 199%)igh degree of coordination and shared business
strategies are required in business network managerial structures; in certain cases
governmental regulations and ino&#are being established taontrol networks
(Metters and Verma, 200T).there arenumerous challenges in connection to the
internal processes withenbusiness netwgrkubstantial resourcesay be needei

manage thenThis in turn mayhallenge theperative process#dsat createvalue for
customers. For aprganisatiorio be successful it musianagdoth internal efficiency

and external effectiveness (Reeves and Bednar, 1994).



1.1.2Public transportation

One area where service production has been umédo is Sweded spublic
transportation industryfEach 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 aredransportis being outsourced farivade operatorsThe business
relationship between the PTAs and operatare regulated through contractual
governance agreenmerithe owners o a ¢ h  cRIA ar¢ thedceunty council and

the c o u nmugid@pslitiesFigurel.lillustrateshe relationshigp between four actors:

the @°rincipad which is the owner of the PTsAknd i s mad e uppliticalf t he
units), the @&Public Transportation Authoritpr PTA (which manages and has the
responsibility for the transport systamg&ourcé whicharethe private operators who

are contracted to provide the seryiaad thed iGzeng ¢ u s t (@momghsseéarethe

syst emds us e.rTeis njodetiugtratedhelevel dicengi@ejation the PEA

must give for social, customer and corporatefqrarance, i.e. key performance
indicators should be formulated in reference to what creates value for castove#rs

as in relation to the sustaibility criteria: the finangiadocial and environmental
perspectives (Koll framat, 2007).

_________________________________________________________

- operators

Society
Prinpipal/ Citizens/
' Politician Customers !
PTA Source

Figurd..1The relationship between different actors in theicoriespoftptiospired by
Enquis(1999)

The ativities within these networkghich are coordinated by the PTAsye developed

a practice based on contractual governance andgen@ent accounting/control
(Enquist et al 2005) According to Enquist et.gR005)this has ledo the operators
becoming productieariented with a focus on cost ratisadilon This has resulted in
servicedeterioration andedution. As thePTAs anl the operatorso-create value for

their customersand the PTAs do not hawdirect, facdo-face, contact with the
passengerdhere is a mutual dependence between the PTA and the operators in
delivering value creating services.

With the objective of areasing value for customers, the Pi#@s formulated some
general areas fkey performance indicatofs an example, the goalpwbvidng high
product qualitys to be measured by performance indicators subaasand secure
vehicles The goalof high service qualitg to be measured bgllowing schedules
showinga positive attitude towards passenglerang safetyand giving out accurate
information These performance indicators will helgdotribute to a positive attitude
towards the PTAs& icommunities serve@hesebjectiveonlywork if there is support
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and collaboration between the PTAs and the operators. The two actoshareist
businesstrategies and goalgh respecto their customers.

Challenges for the public transportation indstry

Several inquires have besnlertakerto identifywhat generakthallengeshe Swedish

public transportation industfigcegKoll framat, 2007). The industry has witnessed some
positive improvementsut overalltherecontinues to ba lack of adoptioand diffusion

of dbest practi@din the industrywhich is a general phenoméhaninated by Hellstrom
(2007) An example of the kinds of problems being faced can be seen in the struggle of
metropolitan aredas address the issuerefiability. Othetypes ofproblemsstill being
addressed arenes such athe lowstatusof drivers, unprofitabilityof some parts
accessibilitproblemsan absencef coordinationconcerningravel conditions, pii,

ticket systems and informati@hiability Compli@ating these factors is the reality that the
public transportation i ndusindisinctiolsesacdhal | e
responsibilities whidead to deficiencie$hese deficiencies megncern the external
(thecustomer perspectivandthe internal perspectitbe inefficiency in relation to the
boundaries between different actors in the netwdhe dvhole tri@ perspective
Another challengthatthe public transportation industagedss the public procurement
process which forc®&T As toprovide services tite lowesbf coss.

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 relationsHikoll framat, 2007 Complicating matters is a laflcustomer
influence. Enquist (2005) statbat the focus in the industry is on production;
consequently there ian absenceof customer orientationCustomer needs and
requirements mube addressadiith the industry startg the change procdssfocusing

on wha is important for customéKoll framat, 2007).

1.1.3Creating value in business networks

To be able to deliver value to customers, management shouldkacygugdgef the
value they create or destwayhin their organisation and business nétasrit affects
customersThe goal ofcreaing value forcustomers and stakeholderghese business
networkscanbe managed in different ways. One strategyusetdhe philosophy of
gquality managemenitth its associate@rinciples, practices and techniques (Dean and
Bowen, 1994). The aim is to improve customer satisfastioga lower amount of
resources (Bergman and Klefsjo,/2@nhdthusto attaininternal efficiency and external
effectiveness (Reewvasd Bednar, 1994)h&selectiveadoption of principles, practices
and techniques should be considaesome principles may be more appropriate in
certainorganisatioal contexts thaim othersas described by, for examplewell(1995).
Continuous impvement is a principlevhich incorporates/arious practices and
techniques (Dean and Bowen, 19%dne of the more wédhownare&elf assessmént
dorocess manageme@and &ix Sigm@Anothercontinuous improvement practice is to
design and develop quality management systé@MS) which can be viewed as a
omanagement syst em otganisatiantheregard ta qudlby(lIS©@ nt r o |
2000a) A QMS can be designed to inclubstain principlesvith selectively added

> These authors use tfi®@tal Quality Managemétegrminology.
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practices antechniques; thesoften followD e mi n g 0 sycldf2@iAg,1986) A

QMS provide supporfor organisationgn the assurance and improvement of quality
(ISO, 2000Db, c). Standasieh asSO 90Q:200Ccan be usen this work. According to

ISO 9001:2000 aorganisationis viewed as a system of interlinked processes to be
managed and improved in accordance with customer requirements. Within an
organisatiolor business network there are internal prooebessaim is to manage and

support the operative processeésran inte-organisational business relationshijint

guality 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, dverswhich candestroy value ithin these processes are to be identified,
measuredgnalysé and managed.

1.2Towards a research purpose

The focus of this thesis has been directed towards thergdeisational business
relationship between a PTA and its largest contract operatorilassirated 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 syg@hgatreated. 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 campeglity/in
management system. The objective is tmiseg#he data and illuminate the areas in
which improvementshouldbe carried out in this interganisational relationship.

1.2.1Purpose of the licentiate thesis

The purposef this licentiate thesis iséa@plore and describe the value creation process
in ousourced service production in public transportation.

1.2.2Research interests and questions

The overall interesn this licentiate thesis is to contribute to knowledge development
and diffusion concerning value creation in the context of public transpdriabialer

to fulfil the purpose and the overall research intezesthree explicit research interests

have been formulated together with three research questions. First, considering the value
concept,researchinterest includes the description of valuan outsourced service
production setting, within a busirasdusiness domain in the public transportation
industry.

RQ 1:Whatcreates value in a public transportation context, where the service productior
outsourced?

The second researafterest is to describghat quality management principles are
iImportant for service organisations. Aost research in this area has been conducted in
manufacturing organisatiadhsre is a need to see if there are critical differences between
service anthanufacturing quality management principles.

RQ 2: What are the similarities and differences in the relationship between individua
management principles and business performance in manuegdnrsags@nd service

4



The third research st is to explore the role of a quality management system in the
assurance and improvement of value in ararganisatioal relationship

RQ 3:Howcam gquality management system support the assurance and improvement of v
outsourced sepvadduction setting in the context of public transportation?

On the basis of the research questitreslicentiate thesis consists of a framework and
three papers. Figur@ lllustrates the structure of tthesis.

1.3The scope

The scope of this thess the inteiorganisatioal perspectivef value creatiom the

context of public transportatiomhere the service production has been outsourced
(Paperl). Pape | describeghe constellation of valuend the techniqueof @&ritical
incidents8is used t@et a more enhanced understanding of the value concept. The thesis
also seeks to describe whyctality relategrinciples could be appropriate tog@tidn a

service industry likmublic transportatio(Paper Il) and to explore the role of a QMS in

the asurance and improvement of value in a busiodssiness domain (Paper IIl).

The research is based on a single case study.

The choice of focusing on the busidedsusiness perspective aarcludingthe
customeperspective has beerade becauseveal studiehave already been conducted
within the businegs-customerdomain in this context (see e.g. Friman.ef@0d1;
Friman and Garling, 200Nloreover,an organisatiorand a business networinust
consider both internal efficiency and externattaféness to be susskil (Reeves and
Bednar, 1994).



1.4 Structure of the thesis with the appended papers

Chapter 1: Introduction. The initial chapter consists of the background to
research area, the purpose, the resedecbsts anduestios, the sape
andthe strcture of the licentiate thesis

Chapter 2: Theoretical framework. The second chaptgresentsthe theoretica
frame of reference. The value concept is presented together with
in quality management and quality managementsystem

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

Chapter 4: Empirical findings. In the fourthchapter the thregppended papers
presented with their purpesaa findings.

Chapter 5: Conclusions and discussion. This final chapter presentsome
conclusions with respect to the thregearch papershe chaptealso
discusses the research in a wider perspactvaddresses what is
come in terms of future research

Chapter 1
Introduction

Chapter 2
Theoretical
framework

Chapter 3
Research strate(

Chapter 4 Empirical findings

Paper | Paper Il Paper I
Value Qeation in A Revew of Empirical || Quality Managemen
Outsourced Service Investigations Systemsas a Suppor
Production in Public Comparing Quality for Value Creation
Transportation Initiatives in

Manufacturing and
Service @anisations

Chapter 5
Conclusions and
Discussion

Appended
papers

Appendix

Figure 2.Structure of the licentiate thesis with the appended papers



2 THEORETICAL FRAMEWORK

This chapfaeseritse theoretical concepts and theories relevant to the thesis.

2.1The 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 theaakristics of value as
subjective, individual and dynamic elements. The scope of this research is an inter
organisational business relationship and -tseation of value for customers. Hence,

the sell erds perspect i fleentadws of wluaicecationiin | b
business networks will be discussed.

2.1.1Value and quality

The conceptof value has frequentlyeen 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
determinanin consumer choice. Abbott (19%&)pte that by focusing solely on price
competition economists ignored the critical component of consumer decision processes
guaity. Feigenbaum (1951) aAdbott (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 thiperspectivé the quality ofanorgansab n 6 s of fering i s
the valuethen the organisatiormust focus on both internal efficien@ye. cost
implications of internal conformance to specificgtaon external effectivendss. the

extent to which external customer expectatiansnaj to be successful (Reeves and
Bednar, 1994). Value has a long tradition in quality management lzewh lseeby

some scholars as a subcomponent of quality whereas others view quality as a
subcomponent of value (Reeves and Bednar, 1994). Alttedughand 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 pervasiveurrentd e f i ni t i o nthecektentgqaivehich a ppocsanvsce 0
meets and/ or e x c e(lRedves and Bednar,tl)@ddmefochssof thasx p e ¢ t
quality definition isn creating customer satisfactibale (1999) stat¢hat the focus of

quality is adding valugohnson et al. (2001) furthenwad the satisfaction concept as
connected t o ttheeredicioh is ehat asopercequ tvalue ibicreases, satisfe
increages Many schol ar s d-eff betwesn berefitsuaad sactifises | f
perceived by the customewxsth respect to whaa supplieris offering (Ulaga and
Chacour, 2001; Zeithaml et al., 1990; Monroe, 1991; Woodruff and Gardial, 1996).

The author of this thesis interprets quality, satisfaction amdagalkhree individual,
distinct concepts. Howevéney ae allinterelatedwith each otheri.e.when quality is
improvedthensatisfaction and value are also imprdvenbticeable distinction between
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the value concept used in this th@sisadeoff between benefits and sacrifi@sl the
satisfaction comept is that value addresses the perception of sacnficis the
satisfaction concegdbes not

As noted, a common definition of value is the tofideetween benefits and sacrifices
perceived by the customer s i,20018 Zeshamplptl i er ¢
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 situddnéved sacrifices are sometimes
described in monetary terms, but there are also other definitioressthidedsacrifices

more broadly. This illustrates how sacrifices can be descriimethedary or non

monetary. According to Monroe (199&crifices aref major importance to customers

in value perceptionsie further argues that customers value a reduction in sacrifices
more than an increase in benefits.

2.1.2Value as subjective, individual and dynamic

Value can further be seen as subjective, individulyjraardic Gardial et al., 1994). The
customers are the arbiters of valiat is of value to one individual may not be of value

to another. Value is also dynamic and varies over time and corttextpeeception of

valuemay notremain the same ovéme and various offerings and settings may end up

in new constellations of val(lapierre, 2000Vitell et al., 200.7Holbrook (1999) also

statel that \alueis a relativistic concepthich isperceived in comparison to another

object or situatianThis illustrates how the customer makes a personal judgyent
assessingorreuppl i er s of fwhen perjpprmmgthealuvesvaluatoom ot h e r
(Holbrook, 1999).

The traditional view of value is connected to a prodimwever the increased
importance bthe service sector and the characteristics of a service as being produced
and consumed at the same thmge causeal more proceswiented perspectite be
proposed byesearchers suchRst et al. (2002). According to therspectivealue is

creded and experienced in a process where both customers and suppliers play an active
part whichmeans thatalueis embedded in the relationship itself (Lapierre, 2000; Ulaga,
2003) The perception of value is influenced by the experiences ongoing
reldionship which are taken into account when conducting an evaloativalue

Instead of restricting the evaluationa single episode, value shouldioadened by

taking into account both episode benefits and sacafiossll aselationship benefits

and sacrificeasthe relationship itself can hamimpact 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. (2006pnducted a study amongghasing managers to explore the relative
importance of value creating dimensions in different stages of the relationship life cycle
In businesgo-b usi ness relationships. They found
val ue <cr eat i osourdng prdcdsewas strangest mehe éady stages of the
relationship life cycle business customers perceive a stronger need for personal
interaction and service support in the sourcing process during the lphlase than

they do in the mature andctieing 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 Okowwtransfer totomaskeméyrsodthasd $howe
during the relati@hip life cycle. Eggert et al. (2006) explained these findings in the
context of a customersd® need to experie
understand and assess their value creating potential. Also, this study showed that the
relationship fie cycle does not affect the value creation of a supplier through the core
of fering, . e. customers value a suppli
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 cytdeofonsis
three stages: builgh, maturity and decline.

2.1.3The seller’s perspective

Although the customer value theory stresses the importance of understanding customer
perceptions of value (Woodruff, 1997), supmies need to understand how they can
createand deliver value in busings$usiness relationships beyond merely selling
products (laga and Egger2006)Holbrook (1994) states that valuerigioally owned

and offered by a sellend created independerdf customer perceptien This
perspectig positios value in terms of selleontrolled variablesvhich may have the
limitation that it underestimatecustomer needdn contrast, the processiented
perspectivproposed bylint et al. (2002haintains thatalue is created and experienced

in a process where both customers and suppégean active parfAs to the seller
controlled view it is possible foanmagerso focus on the value of materials, labour and
servicesaddedto a product or service offering attd overestimate how well they
otherwiseunderstand customer vieof their offering relative to custonmrceptions

of needs (Woodruff and Flint, 200b)hi s sel | er &8s perspective
worth of a customep the sellem whichthe goals to extract more valu®in existing
customers and to segment custorhgmshere the value potential is represeiSstkrs

seek value from customers as well as the opposite aintethetionwith partners
occusover time anéxtends beyond a physical product or service sotial process
(Woodruff and Flint, 2006).

2.1.4Value as constellations of value creators and destroyers

Value is embedded arelationship ands described as a multidimensional concept,
constellating of value drivéhsit create or destroy value, see/nglerson 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 alAr{2003).
investigatiorof the constellation ofalueconducted by Ulag&2003) focused on the
relationship between a manufacturer and supplier in an industrial setting and identified
eight value drivers which consisted of three or fordisdnsions. Qthe value drivers,

six referred to the benefits (product quality, gesuigport, delivery, supplier knoow,
timeto-market and personal interaction) and two referred sat¢héces (direct product
costand process cost). The participants included in the investigation were influential,
senioflevel, decisiemakers invekd in selecting and monitoring the manufaeturer
supplier relationshif he datavascollectedn in-depth interviews with nine participants.
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Ulaga and Eggert (2006) investigaélationship value dimensions in a bustoess
business relationship. Theultss suggest that relationship benefits display a stronger
potential for differentiation in key supplier relationships than do cost considéneations
contradictghe conventional vieaf value that customers empblasiost considerations

in businessmarkets. Their results viewed pricehagingthe weakest potential for
differentiation. The authors identified service support and personal interaction as core
differentiators followed bsupplier knovhow andthea bi | ity to | mprove
timeto-market. Product quality and delivery performance along with acquisition costs
and operation costs disgdya moderate potential to help arganisatiorgain and

maintain key supplier status.

Walter et al. (2003) conducted a survey of 230 purchasingrmdanagGerman
marufacturing companies. Their findings suggdsiad main dimensions of value
creation in a buyseller relationship which they ldgklcost function, quality function,
volume function and safeguard functibhey also identifietbur indirect functions
whichc o mp |l ement a sfaryald creationdabusipesd relatidnshijpg

market function, the scout function, the innovation development function and the social
support function. Within the sacrifice domain, direct aimoglates to cost reduction.

More research focusing on the value corarefite Vargo and Lusch studies from 2004
and 2006 where thdgscribe the concept ®ervicedominant logi@ This concepstates

that customers create value through service enqeeriand relationshighgringthe co
creation and sharing of resourkaswledge and skills with suppliers. The customers are
the arbites of value cecreated in the direct service interaction and the sudjitealue

in-use of any goods sold. Vargo &wodch (2004; 2006) make a distinctietween
resources, such as machines and pregegsnentwhichare used by the providers of
servicegoperand resourgesnd the usage of skills and knowledge ihahdlingof the
operand resourcésperant resoae3. The providers use the operant resources to create
service and value for customers. As in the stoflidtaga (2003) and Walter et al.
(2003), Vargo and Lusch (2004; 2006)calssidetthe relationship as a resountech

isin adlition to machinegproces®quipment, knowledge and skills.

Lapierre (2000) conducted a study in a budoressiness domain in the service sector

A total of 13 valudased drivers of customperceived value were identified. That
empirical study was based on a suemyts 209 executives in the ICE (information,
communication and entertainment) sectors and 129 executives in the finance sector. The
13 value drivereveredivided into three scopes: product, service and relatiofis@ip.
perceived benefits, which incluge value drivers, refer to the product (alternative
solutions, product quality, product cussation), service (responsiveness, flexibility,
reliability, technical competence) and relationship (image, trust, solidarity). The perceived
sacrifices, whicmalude three value drivers, refer to price, time/effort/energy and
conflict, se&igure2.1.

Concerning this conceptual model by Lapierre (2000), Ulaga (2002 dtitioir
including distinct, established concepts sucimagé and &rus® within the value
concept.Also observed was thidte benefit drivers ihapierré& (2000)modelcan 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 dricarsonly be perceived as sacrifices
(Ulaga, 2003Witell et al. (2008dded toUlagd& (2003)criticismby statng that new

value drivers oa new constellation of value drivers must be introduced in a business
relationshipThe value drivers miglatisodiffer for other contexisi.e. it may be other
constellations of value drivers than those so far identifipdogosed

Scope

Domain PRODUCT SERVICE RELATIONSHIP
Alternative solutions Responsiveness Image

BENEFIT Productquality Flexibility Trust
Product customisatior Reliability Solidarity

Technical competence
SACRIFICE Price Time/effort/energy
Conflict

Figure 2.1 Aooneptual model of vdlapibyre (2000)

As illustrated, many of tiseudieghat have investigated the value contay focused

on the manufacturing sector, i.e. the value drivers are perceived as connected to tangible
resourcessee e.dJlaga (2003))laga and Eggert (2006), Walter et al. (2@83he

research conducted this thesis is set within a busifedsusiness domain in the

service sector tlewnceptual model of value of Lapi€B@00) is interpreted eantral to

this research. It has origins within a businessbusiness domain in the service sector

and also includes the relationship attributes as a category of value. Authors such as
Eggert et al. (2006) described relatiorsttifiputesas an important source for value
assessmenthis research is intended to further develop Lapieoreceptual model of
valueand increase our knowledge of value creation in outsourced service production.

2.1.5Value creation in business networks

According to Ulaga and Chacour (2081 organisation camrreate value in tbe
domains:1) value creation through relationships with supgliersin a busine$s-
business domain?) value creation through alliance partnering3n@lue creation
through relationships with customérs. in abusines$o-consumerdomain) Many
industriehaveinterorganisatioal relationshiplsecauséhey haveutsouredpartor all

of their total offeings; this shift forces a rethinkiafjorganisatioal structures and
managerial arrangements (Ramirez, 1999). Withibtlsesess networksganisatios
have joinedogethelto produce valugenerated becausedloéir relationships, partnering
and allianced his condition represengsview that value is created by various actors
using various resourcesimarket or busegss network (Ramirez, 199%jis means that
valueis co-invented, combined and reconciletb ian interlinked chain of activities
(Porter, 1985 he actors in these networks cardmnomicallgeparatdor joined For
this reason we can study valuetiorean joint ventures oas separate entitiebne
complexity and dynamism of roles and relationsfdpmsases joint business systems
(Normann and Ramirez, 1993).
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There are different vievad businesso-business settings. Por(@e85) used the term

alue chaiiito describe valtedding activities within awrganisatiorand how these
activities are interlinkedalue chains, from suppliersaoorganisatiods di st r i bu
and customeysvere described by Porter (1985vakie systerisThe valuechain is

used as a modé&r understanding int@rganisatioal relationshipsbut it is more
adoptedo a productiorbased economy than in a serb@sed one (Dekker, 2003). The

value chain metaphor has been criéididoy Normann and Ramirez (1993) as no
capturing the complexity and dynamism of roles and relationships in business systems.

Enquist (1999) uses the te@raluecreating stakeholder netwdankden referring to a

more dynamic view of an intmganisatioa relationshipValueadding activigs in
interconnected value chains are also referred to in the literatuaduesstreands
(Davies, 2004)yalue networks(Christensen, 1997) andlue stafs(Wikstrom and
Normann, 1994). Flint (2004) and Walter et al. (2001) @epibly chaidor dmetworld
competences and characteristics in value creation and refer to the structural
characteristics of the supply chain.

2.2Quality management

Value can be created using different business strategies. This research focuses on the
strategies of qualityamagement in general and quality management systems in particular
as discussed in the following sections.

Quality management is a business philogbphlyas evolved over time and there have
been several attempts to define the philosophy. Tleattsave been usddr quality
management are e.g. Quality Control, Quality Assurance and Total Quality Management
(TQM) (Dale, 1999). Researchers view quality management differexidymnpldean

and Bowen (1994) viedquality management as a philosopht¢an be characsed

by its principles, practices and techniques. The principles are a set of underlying
assumptionsn how to view therganisatiomnd its relation to customers, competitors

and suppliers. The practices are viewed as the actixfibieagrbto display and embody

the principles with examplsachas collecting customer information and comuyct
customer surveyThe techniques are seen as the guidelines and infradoubimneto

perform certain practices, e.g. voice of the custtabies and Quality Function
Deploymen{Dean and Bowen, 1994)

Dale (1999) defideT QM as 0a man ag e noegantsaticngergredona c h o f
quality, based on the participation of all its members and aimingtatnosgccess

through customer ssftaction, and benefits to all members ofotiganisatiorand to

soci et yod. dthhetools bhnsl methodolagieg are used in TQM to continuously
improve an organisation Hackman and Wageman (1995)d usere values and
interventions (structures, sysseand/or work practices) as their building blocks of
guality management. Shiba et al. (19932d/#@M as an eveing system of practices,
toolsand training methods for managing companies to provide customer satisfaction in a
rapidly changing world.
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Hellsten and Klefsjo (2000) veslf QM as a management system in continuous change,
based on values, methodologies and tools. Hellsten and Klefsjo (200Qhatr goe
methodologies and tools support the values and that the three units together form the
whole. Hence, a TQM implementation should start with the idaiatifiof important

values which are nti be considered to stand alone but radiselpeing connected to

each other. Secondly, methodologies that support these core values should te identifie
and used continuously and consistently. The methodolegies def i ned as
work within theorganisationt o r each t he v adudnass@ualitwi t h
Function Deployment, benchmarking and quality circles. ,Fow#iyshould be selected

ard used in an efficient way in order to support the methodologies chosen. The tools are
described as concrete and -aediined, e.g. 1ISO 9000, Ishikasvagrars and process

maps.

A possible source @bnfusion for researchers and practitionerthamifferent views
and definitios of quality managemenhich have begoresented by different authors in
the quality management literatuteis not only the differenlabelsthat can cause
problems. Hackman and Wageman (1995) alsd thiatehere is such d@iversity of
things under theonicept that ibecomes uncleas towhether TQM has an identifiable
conceptual core. One example of the discrepancy inavethes differencgconcerning
whichconcepto use quality management or total quality manageAmther example
is the fundamental definition and building blocks of quality managdnotidean and
Bowen (1994) describe @snciples, practices and techniguesontrast toHellsten
and Klefsj@d @000) viewof it as&alues, methodologies d@ndlH

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 differemeesirgp quality
management and principles it is important that, despite this, they hold the same
meaningdt is the interpretation of thauthor thatquality management and total quality
management carry the same meaninghanthe denotatiosmof principles and values
areessentiallshe samddoweverthe difference between practices and techniques (Dean

and Bowen, 1994) versus methodologies aled(tbellsten and Klefsjo, 20@@ers to

be viewed somewhat differently. According to Hellsten angoK[2@90) tools are
different from methodologies in the sense that they provide concrete aid while Dean and
Bowen (1994) view techniques as the guidelines or infrastouchow to perform

certain practices which do rmild asa concrete meaning as tbels. Hence, what is

viewed as a technique by Dean and Bowen (d®94eviewed as a methodology by
Hellsten and Klefsjo (20004 n exampl e of t his di fferei
Depl oyment 8 which according to Detan and
Hellsten and Klefsjo (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 managementhgmneiiforthoe referred to
asprinciples.
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2.2.1Principles

Principles ar@s noteckarlieran essential part of quality managerbaffiérent authors

include different principles in theonceps$ of quality management. According to Dean

and Bowen (1994) most of what has been written about quality is basegk on th
principles: customer focus, continuous improvement and teamwork. Other researchers in
the quality management field include more principles in their corssjoiusliof

quality managemerBBergman and Klefsjo (20® includel 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)
descriled five principles of quality managemeranagement commitment, focus on the
customerath t he empl oyee, focus on facts, con
participation. 1ISO 9000:200@6ts eight principlesvhile quality awards or so called
excellence models arasedon a large number @finciples which areimilar to the
underlying pnciples in the quality movemestQ (2002) or EFQM (200%)e two
examples of thisThe 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 suge principles diffdilo some degrelbetween authorandthe

number of principleslsodiffer (Hellsten and Klefsjo, 2000). The rangiee number of
principles presented above is three (Dean and Bowen, 1994) to 13 (SIQ, 2002)

Sila and Ebrahimpour (ZD0conducted &terature review whichinalged347 survey
articles published between 1989 and 200@Qhandsummased the most frequently
covered quality mareagent factors in the literature. The notations of these factors are
slightly different from thenes covered by e.g. Bergman and Klefsj6 (2@@7),able

2.1. However, they carry roughly the same meaning.

Since principles are an essential part of quality management and a research area (researc
guestion 2) in this thesis, they are discussed d®towding to the structure of Bergman
and Klefsjo (2007)

Table 2.Slightly different viegusatity managepramtiples

Sila and Ebrahimpour (2002) Bergman and Klefsjo (2007

Customer focus and satisfaction Focus on customers
Quality informatiorand performance
measurement

Process management

Continuous improvement and
innovation
Employedraining/Teamwork
/Employee involvement
Leadership and top managern
commitment

Base decisions on facts
Focus on processes

Improve continuously

Let everybody be committed

> > x>y D>
> > > > > >

Top management commitment

® These authors use the notiordof a Instead o principles.
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Focus on customers
The focus on customers is addressed in aidbe literature as an important part of

gquality management. Deming (1986)cstalgac ust omer 6 s j udgment |
service is the base fatimating the qualitZeithaml et al. (1990) sthte h a t o00nl
customers judge quality, al | ot her judgm

important to focus on customeerceptiongs towhatanorganisatiomas delivered and

to investgate present and futucestomemeedsso asto fulfil and favourably exceed

their expectations (Bergman and Klefsjo7)20he traditional viewf a @ustomedis

the one who buys a product or service. Within the quality management field, there has
beena shift towards the ter@takeholdérrather than customer to empbasihe
importance of satisfying grouggkerthanonlythe end consumers (see e.g. Bergman and
Klefsjo, 20@). In this thesis, both the end consumer perspective as well as the broader
stakeholder perspectiaeeincludedas relevant fovalue creation from a sustainability
management viewpoint.

It is important to note for this principle that Sila and Ebrahimpour (2002) use the
wording O0Customer f additiosof Gatisthts @tmids ft aoc ttihoen
i nterpreted by this author as being more
shouldnot beincluded

Base decisions on facts

Another important principle in the quality management fi@daikty information and
pefformance measuremént ( Si | a and Bvhichs ballediyase decision2 0 0 2 )
onfact§ by Ber gman aThid prikclple meapsCthat(indt@ad @f)letting
random factors have influence information used for denisiking is well founded
(Begman and Klefsjo, 200 Shiba et al. (19938jgued that speculation or opinion is

never to be used as the basis for deaisaking. To collect quality information efficient
statistical tools such as quality control wwaoibe usedBoth quantitativena qualitative

dataon factors such as operating performance measurements, employee satisfaction and
product development should be gathered (Bergman and Klefgjd, 200

Focus on processes

Processeplay an important rolm quality management as procesgiser value to
customers (Bergman and Klefsjo,720@ process management the osgamprinciple

Is the customethis makes the principled process management and customer focus
closelyrelated. The principl@rocess managem@nteans that eveprganise activity

can be looked upon as a process whose aim is to deliver products othsdisatissy
customers.Process orientation involves elements of structure, focus, measurement,
ownership and customers while adopting a process view impbesm@gment to
process improvement (Davenport, 1983process can be categedi based on its
nature in the classificationanagement, operative and support processes (Bergman and
Klefsjo, 20@). Operative processes are sometimes d@aibd processeé®r @ore
processésbut this thesisisesthe more neutral concefiperativéto describe those
processes that deliver value to the external customer.
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Improve continuously

Deming (1986) statén one of his 14 points of management the importance ofrdonsta
improvements to enhance quality and productivity and accordingly decrease costs. He
also emphasd the use of the Deming cycle (also called the Shewhajttoyioprove
systematically through four stages: Plan, Do, Check, Act (PDCA) (also FBamyho,

Act, hence PDSAYThese should be usecctimstantly improve the system of production

and service to enhance quality and productivity andotlvasmstantly decrease costs
(Evans and Lindsay, 1996). Continuous improvement is esss@tise ohcaeasing

and changing customer demands (Bergman and Klefg)o, 200

Let everybody be committed

Sila and Ebrahimpour (20@®ed a broader notion than Bergman and Klefsjo (2007) of
the principle 0l et eveemplbyeatminingd teacnworkmi t t e
as well. The employees aréngoortantpart ofquality managemefryviting employees

to actively participate in decisions and actiaigsiewirg them as an asggbmotes
involvement and interest (Dale, 19983ining and involving them acommimentto

customer satisfaction and to continuous quality improveisectnhelp to creata
successfuquality strategy (Bergman and Klefsj67)200

Top management commitment

The leadership and not least the top management commitment y@icpyaddl in the

creaion of a quality mindset within arganisation According to Dale (199%pp
management has the responsibility to createghrisatioal environment, atmosphere,
values and behaviour thmbmotequality workin quality managesnt. He emphasss

t hat t op man aagrevitakbrcaudes of theimpaortanaedas a role model.
Also, top management has the authority to give financial and moral support. Quality
management must be tralgganisationwide andmuststart with theeop management
(Oakland, 1993).

2.2.2The improved performance of quality management

The relationship between quality management and improved performance is frequently
discusseddifferent studies have shown different results. Performance is defined as a
measte of attainment achieved by an individual, a team, arsairgaror a process
(EFQM, 2005. There are flerent approaches to estimdbe 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) arguedat quality management is ineffective and only abeut on

fifth, or at best onthird, of the organisatie working with quality management have
achieved significant improvements in quality, productivity, competitiveness or financial
results. Even so, most empirical studies conclude that quality managenaent has

* The development of the Deming cycle came from the inspiration of Walter Shewhart. Deming
therefore called it the 6Shewhart cycled to
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relationship to business performasee e.g. Hendricks and Singhal (1995; 1996; 1997,
2001a, b), Flynn et al. (1995), Eriksson and Hansson (2003). The strongest support for
such a relationshipasdescribed im series of papeby Hendricks and Sindl{&995,

1996, 1997, 2001a, 2004here they investigdtthe financiabutcomes associated with
implementing a TQM program. By making comparisons between quality award winners
and other companies in the same industries the authors cdnttlatidhe awaF

winning firms outperforadtheir competitors on operatirgcome based measures such

as sales, returm@ssets, return on sales, total assets and the number of employees. In
addition, the authors shedthat the improvementa profitabilitywere not aresult of

winning the awardnd were rather due tioe improvement of quality principles within

the firms.

Most studiesvhich have investigated the relationship between quality management and
business performance have focused on a sidgktry:see e.gFlynn et al. (1995) and

Dow et al. (1999). However, some studies such as Powell (1995), Woon (2000), Badri et
al (1995), Quazi et.g[1998), Nilsson et.gP001) and Huq and Stolen (1998) have
studied quality management in both manufacturing arwkseganisationplusquality
management on a principle las#l relaedto performancd-or examplePowell (1995)
investigate the correlation betweel? factorsin quality management and business
performance. The study concldidbat there are diffences between service and
manufacturingrganisation One mentioned was th@upplier relationshiasre vital for

a manufacturingrganisatiorwhile process improvemel@re more important for a
serviceorganisationThis finding suggesthat a qualy management principle might
have a different role in a manufactuarganisatiothan in a serviggrganisation

2.3Quality management systems

A quality management syst&pMS can be viewed in different wa@O defingit as a
0O man age me n trecsapdscongrohaatganisatianvith regard to qualiy(1SO
2000a)Berggren et al. (2008yg a more coprehensive description and viewexs a
tool to control and improve the quality af organisatioh s p r (which odlusle
everything from metlis and routines trganisatioand responsibility distributijon

The author of this thesis interprets a QMS as a comprehensive practice which supports
the assurance and improvement of quality (ISO, 200@bthe interpretation of QMS,
commonly recagsed principles artdchniqueslescribed by authors such as Dean and
Bowen(1994)are used to customise practices to fit the needs of a particular organisation
In reference to principlespme may be more appropriateaspects such as context
iIssues andlhetheran organisation produces products or sersiease different needs

see e.g. Powell (1995).

Another detail in thimterpretationis thatevery organisation hageneramanagement
systemwhosedevelopment can be viewed on a sedleh hasdifferent levels of
adoption This is comparablte the modeproposedoy Lascelles and Dale (1991) who
viewedthe adoption of quality managemanhhavingix levelstincommitted @rifters
d@ool pushe@dmprover§ @ward winne@&ndavorld-clasé This concept is illustrated in
Figure 2.2. Tie modelincludes the idea th#te characteristics and behavidloat
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organisations display in reaction to quality managemantdiffer. A particular
organisationmay not necessarily pagbrough all the stges when developing and
improving the qualityzor exampleStage foyrdmprover§ areorganisationghichhave

not gone beyondleveloping routines for continuous improvement and learning. In
contrast, Lascelles and Dale (1991) wrote that Stagershglas§ is only reached by a
handful of organisations and is charaetbriby the total integration of quality
improvement and business strategy so as to delight the customer creatively.

Permanency o

TQOM
A
6. World Class
5. Award Winners
4. Improvers
1. Uncomntted 2. Drifters 3. Tootpushers
™
» Levels

Figure 2.2 Levels of quality managemdhaadelig®and Dale, 1991

The design and developmentaofQMS includeshoosing appropriafgrinciples and
techniqueswhich mayalso include the adoption elpplementaryractices. For
improvement of quality@ontinuous improvemefiis a principle withrecognised
practices and techniqgueExamples of practices afgelf assessmént@rocess
manageme@téix Sigm@and QMS. Thus, Six Sigma can be used @smenentary
practicewith a QMS Different techniques, suchstandards othe criteriafor quality
awardsdraw upon a wide rangepinciplesvherethe numbercanvary. Thisillustrate

the importance of making appropriate choices in the design and development of a QMS.
Itisthh s a untelpretatiorsthat there is no predetermined compoé$itichow a

QMS isto bestructured or whaparticularprinciples, practices and techniquisbe
included in thelesign. The objective is to achieve efficiency and effectiveness through
continuous improvements afsystemwhich choices to decide onaisnatter for each
individualorganisation

The purpose of a QMS is to estabdishorganisatid@ policies and tput into practise

the contentf these policies through short and long term goals (Nilsson, 2000). The
substancef a QMS often followthe PDCA or PDSAycle The cycle is a continuous
quality improvement model consisting of a logical sequence of four repetitwiicteps

are designed tencourage the developmentcohtinuous improvement and learning
(Deming, 1986).
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e Plan: plan aheadof changeAnalyseand predict the results. Establish the
objectives and processes necessary to deliver results in accordance with customer
requirements and tloeganisatiodls p.ol i ci es

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

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

e Act: take actions to continually improve process performance.

The processtars with planning andormulatirg concrete goals fanorganisationThe
next step areto put the action plans or programs into action to reach thetigeals)
check that the goals have been obtainedoaact byevaluahg and further imprang
organisationadrocesses (1SO, 200@.

2.4Standards

As the economy grefivst in the manufacturing sector in the eatlyc2@dturywith the

machine tool industnand laterin the incredngly importart service sector the
complexityof business systemrease@s these networkecameglobal (Reeves and

Bednar, 1994). Outsourcing became a common business strategy and there were
enormous benefits to be gained by starsd#iofi and centradition. Standarsdition

could help to makecooperationpossiblecoordination on a global scale (Msti@nd

Verma, 2007 &andardiation had it®riginsin the scientific management theory at the
beginning of the Z0century the theorysays there can Ipeoduction improvements

through theefficient standarsdition of each taskdecreagsg varianceandresiltingin a

more consistent product (Scott, 2003).

Supporters of standasdion claim that it offers many benefits, e.g. facilitation
interaction within arorganisatiormietwork is facilitated productsand production
processes becormempatible wit each other, commication for coordination becomes
easier and more efficieittpbecomesasietto adapt toupcoming eventandit offers
more order and simplicity in a chaotic world (Brunsson and Jacobsson, 2000).
Opponents of standasdition argu#hatit is an obstacld¢o innovation and creativity as
everyone does the same thwigch carhave a negative influence on work motivation
and satisfaction (Berggren et al., 1998). example cited by opponents of
standardisation is tha&te 1960statisticwhich showed that labour shortagecreased
for organisatios in the manufacturing sectath the most standasgid jobs. Industries
with numbers obtandarded and routine jabhad difficulties recruiting and retaining
workers The auto and steel induessr experienced great difficulties andpnadlems
meeting their expanded production schedules (Cole, 1992).

Organisations must be able to balaxgdoitation and exploratiera notionaddressed

by researchers (eMarch, 1991Benner and Tushman, 300ushman and Romanelli,

1985. In relation to quality managememnypracticeand techniquesupportworking

with processethat involves mapping and decreasing variation in processes. Standards
such asISO 9001:2000 include proeesented requiremés. As the variatien
decreasing and efficieranyented focus spreads, it affectsoaganisatiods dy nami ¢
capabilities. The process management techniques favour exploitative innovation at the

19



expense of exploratory innovatitre twomust ceexist (Bener and Tushman, 2003).
Benner and Tushman (2003) further explore &aowidextrou®organisatioal forms
provide contextis whichexploitation and exploration can be balanced.

2.4.11S0 9000

A quality management system can be developed according to g s£3an@aD is the
most widely recognised international stan@itsson, 2000and has been adoptey
over 897 000rganisations 170 countries (ISO, 2006).

A definition of ISO 900Grom the ISO technical committee TC 180 Doc ument ,
establisheccbgsensus and approved bsed becygrhat provides, for common and repeated u
rules, guidelines or characteristics for activities or their results, aimed at the achievement
degree of or(BO/MTCLIHH20@) gi ven context. o6

The ISO (InternationaDrganisatiorfor Standardation) quality standardsave their

roots in the American defensgstem and were first notidgedthe 1970svhenmany

major organisatios started to publish their own quality management standards, e.g.
Fordd s Q1 Q% Depdrtmendf Deferse 80520 series. The idea tltainfidence

could be gaineth a productby an approved quality management system and quality
manualdhad been introduced®y the latel970s it was decided that there would be a
national sindard on what constituted a quality system. Guidelines were developed which
were largelpasedon Departmeniof Deferse requirements and terminology. With the

rise of international trade in the 1980s there was a need for some kind of internationally
recognised quality systenthisresulted in the ISO 9000 series and the ISO 9001:1987
standard. One of the rules of I82hatthe organisatiorevievs all its standards every

five years. ISO 90009¥®was the first quality standard manual and it was|agihoed

by the Departmentof Defeng®d s g u a | Tihd cprrerst gersioreas ISO 9000 is the
2000 seriest is a more practical and lesslitarybureauratic system with a lesser
emphasisn elements such psocedures (ISO, 2008).

Previous versionsf the 1ISO standard fi@been criticed for an emphasis on quality
inspection andjuality assurance. Kroslid (1999) destcribe evolution of quality
managemerds being based on two different schools. Oiine @®eterministic School

of Thoughdwhich heassociates with) quality inspection and quality assurd)dbe
ideas of Fredrick W. Jlar and 3) the military standards teatame the foundation for
the ISO 9000 quality management system. The second schiietuseeds the
@&ontinuous Improverm¢ School of Thougbtwhich focuses on variation and
improvementsThis second schootay be seen as related to quality control and total
guality management. The latest version of the ISO 9000 st&@a®001:2000, is an
attempt to move away from thectis on quality assurarmed insteado focus on
continuousimprovement (ISO 2000c¢hhis 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 spécifequirements for a qualitpanagement systemll
requirementsin 1ISO 9000 are generic and are intended to be applicable to all
organisatios regardless of type, size and product (ISO, 2000b). ISO 9001 specifies
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requirements for a quality managementerayshat can be usethternally by
organisatios for certification oto meetcontractuatequirementslts focus is on the
effectiveness @ quality management system in meeting customer requir&itielas.
ISO 9001 and ISO 9004 have been designed peroent each otheheycan be used
separately. ISO 9004 gives guidance on a wider range of oljecavesiality
management system than does ISO 9Qdrticularlywith respect tahe continual
improvement of arorganisatiods over al | efeciericyo asmweelhasats and
effectiveness. ISO 9004 is recommended as a guatgdnisationwantingto move
beyond the requirements of ISO 9001thea pursuit of continaus performance
improvemerdg However, it is not intended for certification or famtactual purposes
(ISO, 2000b).

Principles included in ISO 9001:2000

Principlesincluded in ISO 9001:20@0e tobe used to managm organisatiorto
increase performance (ISO, 2000a)y Tésemblevhat was described time results of
Sila and Ebrahimpo® (2002) studgs listed iMable 21. In contrastthe principles of
ISO 9001:2000 areustomer focus leadership involvement of peoplea pocess
approacha gstem approach to managemeotinual improvemena aictual approach
to decision makingnd nutually beneficial supplier relationships

Process approach of quality management system

The requirements of ISO A0R000 are divided into five pafality management
system, Management responsibility, Resource management, Proshimnreadi
Measuremen#nalyss and improvement (ISO, 2000bhe model of a procebased
guality management systa® shown in igure 2.3 illustrates the process linkages
between the fivpartswith the wide, block arrovesd showsthat customers play a
signifiant 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 coverseajuitements of

ISO 9001:200@ut does not show processes at a detailed level (ISO, Z6eGuw)id

lines with ararrow in the figure symbagivalueadding activities and the brokendine
stand for information flow.
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Figur@.3Process approach of the QM RidipoadiSO 9004:2000

2.4.2The economic value of ISO 9000

Despite thelSO 9000series of quality management systems standards being such a
widely diffused management technique, thers @xcsrtainty among practitioners and
scholars about the true effectsttte standardits generic and minimally prescriptive
naturemeans that much in the standards can have great differences in interfiteation
development of a quality management system and getting @ertfiedof the I1ISO

9000 standardsan involvea great deabf work and the cost of the certification process
requiressignificant effortin designing, implementing and documenting appropriate
processes, carrying out employee training etcré§jiact to these cosikinvesting in

ISO 9000 it is expesx that thequestionas to whethean 1ISO 9000 certification really

pays ofis inevitabléCorbett et al., 2002).

Corbett et al. (2005) stébat there is no hard evidence to date on the financial effects of
ISO 9000 certification. Studies by e.g.dHek 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 TQMs pradjram
found that the precise nature of the quality awdwemaes the extetd which the
organisatiom benefit from it. The ISO 9000 certification is more unambiguous, where
evidence suggests that sarganisatios follow the standard in a more rigorous and
comprehensive way, implementing e.g. all the psnaplésO 9000while other
organisatio®m 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 studige investigatethe effects © ISO 9000 certification on
profitability, measured by return on assets (operating income/assets) or return on sales
(operating income/sales). In th2002 study thegnalyse the financial performance

data of ISO 9000 certified companiepublicly traed firms in three US manufacturing
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business sectors between 1988 and 1997. They compared the ISO cuomipanies
control groups of nonertified firms in the same sectors which had a comparable
business performance prior to the launching of ISO 9000 msolyathe first groups

and found that certification does appear to lead to improved financial perf@snance
measured by returon assets. The results also stwthat failing to seek 1ISO 9000
certification contributes to gradually worsening performahcesdggests that after
seeking their first certificationganisation made changes that directly or indirectly led
to relative improvements in retusn assets through superior cost control and higher
sales. The decision to seek certification is plysiagsociated with otheéngood
management practidaadthe authors arguehat it is these latter practices that improve
return of assets rather than the ISO 9000 implementation and certification process itself
(Corbett et a1 2002).

The 2005 study byorbett 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 certifiedjanisatiorto a control group of one or more
noncertified firmsni the same industof asimilar precertification size and/or return on
assets. Three years after certification the certified firmsedigptapgly significan
performance under all contgrbup specifications. The data from these studies include
certficationsup t01997 angdas the standard was revise2D0Q the datas based on the
previous standard versiae,|SO 9001:1994.

Poksinska (2006) studidgte implementationoperationand auditing oflISO 9000 to

identify and explain the conditiomslar 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 interpret&dso, 1ISO 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 orgartisas use it this constitutes the quality management system.
The most common conditions under which 1ISO 9000 is likely to have positive effects on
organisational performance and employee development are: maturity level of quality
management, internal nvation, 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 hoigranisational 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 ayd quali
management systems in particular which use 1ISO 9001:2000. Choices of theories are
discussed in the following chapter: Research strategy.
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3 RESEARCH STRATEGY

This chapteresernttse chosen research strategy, which includes a desmiptb@speCiscus
related to the research approach and process.

3.1Background tothe chosen research design

The initiative to conduct research studies in dhéext of public transportatioloy

employng industrial doctoral studentsas taken by the CEO of thBTA
Varmlandstrafik 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 areh contexthad been sparse, partidyla

research conducted in a marthatresulted in concrete improvements for the industry.

| came to be one of these industrial doctoral studentls quality management as my
research arem referencéa o t he i ndustryods nefcdncréteo wi t |
improvementsit became important fars doctoral students to design the research
studieso make thenpractically applicable.

The business relationship between the PTAhamperators was identified as a cafise

severe quality problems dndas assigned 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 result® ipractice. Hence, an action research project
occurred parallel to thedwesearch studies on which tluentiatethesis is based and

that aradiscussed in this sectidfy practical assignment has been to design and develop

a quality management system as a support for higher efficiency and effectiveness in this
context. Adbn 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 projecthisweverdelimied 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 cohesgpt close relationship to quality,

andis rather unexplored in the busiresusiness relationshiptims contextl chose

to focus these research studies on value in thisoiggerisational relatidng. The

t e c h ni ajticad incéntBrMdschosenas a complement to the value concept for
investigating this busindgsesbusiness domain to get a richer picture of the phenomena

of study.In relation tothe requirement concerning practical appliyatitieidea of
exploringthe relationship between the value concept and a quality management system
was considere®rior to these doctoral studies | was working quitlity management

and quality managemeaystemsthis providedsome understandirag b how a quality
management systezanbe designed for a servioganisatiorike this oneMy past

work also prepared me to be able to lodiloat this systeroanbe developedo aso

increase value creators and decrease value desftibyttisse elenmes of quality
seemed relevant research togncsreadilyelatibleto the practical applicability criteria.
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These research ideas were presented to the initiator and manager of this research project
andthey weraccepted abe ideaagreediponwith respect tahe given assignment.

3.2The research process

| 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 iAugust 2006. During the first half year | 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 3.1h& 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
literature review. Also mentioned arepéicular goals | had in the research and how
data collection was conducted.

Research
interest

v
RQ 1, RQ 2,
RQ 3
v
Research < Case study L
strategy Literature review [—»

4

| Licentiate
'I— Purpose Paper [7| Paper [ Paper | thesis
I I 0
Jan Aug 7 May
2006 2006 2008

Figure 3. The research process including a case study and a literature revieseto achieve the
The process resulted in three papers andhibssdicentiate

3.3Goals 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. Marsmall Rossnan, 1999; Zikmund, 2000).
&xploréd refers to building rich descriptions of complex circumstances that are
unexplored in the literature (Marshall Rossman, 1990d clarifyingthe nature of

vague problems (Zikmund, 200@escribé refers to the desdption of same
characteristics of a phenomermompopulation based @previous understanding of the
research problem. Tl@escriptivéresearch goes a bit further than the exploratory and
requires a theory to guide the collection of data (Yin, B@38)iptive research involves
examining a phenomenon to define it more fully or to differentiate it from other

26



phenomena (Dane, 1990). He stated further that descriptive research involves attempting
to define or measure a particular phenomenon, usualtgroptmg to estimate the
strength or intensity of behaviour or the relationship between two behaviours. Phillips
and Pugh (2000) -out eeseardiir referringeto desciptive sesearchg

and argue that the researcher is trying to findirthes lof previously proposed
generalisation¥he third purposagxplai® deals with the stipulation of a setafisal

linksin a phenomenon and can be used when the research field has matured (Yin, 2003).
Yin (2003) also stated that the three purpasesomplement each other.

The purposeof this thesis is t@xplore and describe the value creation pratess
outsourced service production in public transportafitms research is mainly
descriptive, using established theories concerning the valapt d®aper 1), quality
management principles (Paper Il) and quality management systems (Paper IIl). However,
Paper Il has some exploratory elementieaselationship between value aggality
management systamstudied through the data analyidig relationship itself has not

been addressed in previous research.

3.3.1Descriptive research

The value concept has previously been studied and this reseaetfuentlyises
established theories. PaperSudy 1) seeks tadentify, measurand describe the
constellation of valule a busines®-busines domainby comparing the results of the
empirical study withconceptuamodelof value I(apierre 2000, sed-igure2.1.

Paper Il §udy 2)is alsodescriptiveusingestablished theories and reseaooexamine
the relationship betweequality management (overall/principle leesl)l business
performanceby reviewing the literatur@he aim has beento study these two
relationshipgandto comparghemin manufacturing and serviganisatiosr The aim
has also beeto describe the similags and differences between the two relationships

3.3.2Descriptive and explorativaesearch

Paper Il mainly contains descriptive elemesboth value and quality management
systems have previously bekscussedHoweveyr the relationship between the two
concepts has not been addrest#adgivesthe paper some exploratory elemertg
resultsof Sudy | are analysedth the central concepts in a quality management system
by theapplicatiorof ISO 9001:2000/alue is eewed as the constellatiorbehefits and
sacrifices value creators and destroy@itse aimof a quality management systsnto
increase the valgesatorsanddecrease the value destroyers.

3.4An overview of research designs

The researchlilescribedn this licentiate thesis consists of twesearch studie¢l)
interviews were conducted with 26 members at a PTA and an operator to investigate
what creates value in their bushtedsisiness relationship. Padeand Il are based

on the research performfedt Study land(2) aliterature 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 serviceganisatios An overview of the research designs and their
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relation to research questiodata collection techniqueasd goal of each paper is shown

in Table 3.1.
Table 3.1 An overview of research designs
. Data
Study | Paper Research questions - Goal

1 () Value creation in | RQ 1:Whatfcreates value in { Interviews | Descriptive
outsourced service | public transportation conte»
production in public | where the service productig
transportation been outsourced?

2 (1) A review of RQ 2:What are the similaritieq Literature | Descriptive
empirical invesigions| differences in the relationship review
comparing quality individual quality managemer
initiatives in principles and business perfo
manufacturing and manufacturing and service
service organisations| orgamations?

1 (1) Quality RQ 3:Howcara quality Interviews | Mainly
management systes | management system support descriptive,
a support for value | assurance and improvement ( some
creation an outsourced service produc exploratory

setting in the coofgxiblic elements
transportation?

3.5Data collection

3.5.1Study 1: A study of value

Case study

Yin (2003) describescase studas a method thatao help to examinan existing
phenomenon iareallife context, gpecially when the boundaries between pharom

and context are notcle&« common view of a O6cased i s
some kind of generality. Researchers often claim that cases represent general categories o0
the social world. This cfaimplies 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 itots 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, he r esear cher should choose a o0c:
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 (Ragir
and Becker, 2000ytake (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 numerowslditionalsources oflatathat can be usefr case studies. The
most commonly sed are: documentation, archjivmterviews, direct observations,
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participanbbservation and physical artefacts (Yin, 2003). Case studissctemprise
either qualitative or quaative data, or a mix of the two, to understand and eaplain
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 operdios case the largest
operator in this business netwaiikh approximately 71 ¥2008)of the total trafficAs

| was recruited to an already established research project as an industrial doctoral student,
the case | was assigned to investigate waslyalchosen. The business relationship
between the PTA and their largest operator was identified as of caveee quality
problems. Figure 3.4 provides an illustration of the focus of this study. In Sweden there
are 21 counties whetbe transports cabe outsourced and thus estabiister
organisational relationships between PTAs and operators. This means that the particular
case | was employed to investigate can s
caseso. Al s o, a s givds preblerbsuirstherceeaticn ofrvalledot | o n s
customers, it is another argument which helps to justify the need for this particular case
study.

_________________________________________________________

- operators

Society
» Principal/ Citizens/ |
' Politician Customers !
' PTA Source

Figure 3Focus of study (dqaitéed arrdngpired EBnquis(1999)

As an industrial doatal student employed at the current PTA, rich data for the thesis
could be collected withbserious constraints. The opergaiticipatingn this research

is a cefinancier othis research prajeand so was highly motivated to give access to its
organsationfor thecollecton of necessary data. The fwroncipalactors involv@in this
project, also being financiesse motivaed as the ainhas beero supply them with
workingimprovements.

The case study conducted within the work of this licethigstis is based on qualitative

data and interviews, using itherviewedknowledgand experiences a basis for this

study. The results were compaveth theory. The data collection techniques are
discussed later in this chapter. As to the issgenefalisation, the readereferred to

the |l ast section of this chapter: O Resear

The chosen organisations: Vdrmlandstrafik AB and Swebus AB

This research project is based@mngle case study within an totganisationdbusiness
relationship between a PTA, Varmlandstrafik 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 thg cbMidrmland. Swebus

AB has about 450 employees in Varmland and over 7000 employees in Sweden, with total
revenue of 4 billion Swedi sh kronor (a
employees. As owners the county council and the municipalities each confbate 20
Varmlandst af i kK A B & s. The peenairang 60rmis sktfansirig mainly through

ticket sales. Varmlandstrafik@&B t ot a | revenue is 550 milli

Responsibilities of the PTA and operator

This research foceson the busineg®-busines perspective between a PTA and a
transporioperator The PTA has the role of a buyer and the operator the role of a service
supplierin relation totheir common customerthe passenger3able 3.2 lists the
responsibilitiesand roles for each ahese tw actors in thisnterorganisational
relationship.In Sweden,PTAs buy services from operators through a public
procurement process where tervice productiomequirementsare describedThe
PTAs generally manage the traffic plannirege are countieshere the planning is
conducted by an operatbiat has the resourcegededo perform this tasklhe PTAs
have indirect contact with the customers while the operators havdatietoiface
contact. The PTAs are the brand owners and care for ¢hereat vehicles in matters
concerning the brandhe PTAsmanage customer informatisach as information
boards at busstops, timetables, customer complaand other dissemination of
consumer information.

Table.2The responsibilities of thenB Derator

The PTA The operator
The buyer of service The seller of service
Thewriterof contract and requirements | The receiver of contract and requirements
The traffic planner The service provider
The indirect contact with customers The direct (facto-face) contact with
customers
The brand owner The brand carrier
The secondatrgquipment owner The primarilyequipment owner
The education provider The education rgzent

Primary data. Interviews

Primary data idatacollected directly from individls or groups of individuals. The
advantagef primary data is that is tailormade for thespecific research aréldhe
disadvantaged primary data collection are the high costs and total meened for
collection Primary data can be collected bthows such as intervigwobservatiosior
guestionnaisHolme and Solvang, 1997

In Study 1, primary data is fromdepth interviewsarried out with 26 memberstbé
interorganisationatelationshipbetween Varmlandstrafik AB and Swebus A

> Ticketmachinesndradio systemin vehicles, bissops withinformation boards etc.

® The PTA hasraopportunity to provide education for the opeta®r per sonn el ei gh
year, according to the present contract {2002).

"Vehicles
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choice of collecting data by interviews wassugable c e it | earpoiatd eact
of view, reflections and experiences (Bryman and Bell, 2003) to understand what creates
value in this business relationship. As the empirical study relied corapletet
perceptions of these informants it wassideredmportant to get a picture of the
variations in responded@tsackgrounds, positions, knowledge and perceptions of the
relationship. Also, since the research projectd take place ovarfiveyea period it

seemedike a requirement and a necessity to meet members ofdanitsation To do

so would gain a rich pictureradt only their experiences but also the coimexhich

they worklIt would also make it possible tbemto have more fastabout the research

projectt he r esear cher 0s btheokjartivemltinede, studtex. pher i e n
in-depth interviews gave the opportunity to build trust between the interviewer and the
interviewee verynecessargsthe other part of the search project is to work practically

with quality improvementsrough the action research part of this proiacetn though
guantitative methods are available, Haye never seemediigable for this research

study. Thesejuantitativemethods could noprovide the rich data, the personal
connections and the opportunity to build trdbisr e s ear cher 6 s obj ecti

Both managers and employees at the PTA and at their largest paeicatedn this

study. Thgwere both influential decision makerthis relationship and employegth

front-line roles in theelationshias @PTA/operatorrepresentative/contact persdinis
background was critical in the process of identifying and describing value drivers. At the
PTA all sevemrmanagersereinteviewed An additionakixemployees were identified at

the PTA as having a relationship with dperator. At the operat@ix managers and
sevenemployees were invited to participate in the study. The managers were contacted
and we set up interview dafHse employees were selettedughtheir managers. The
requirement was that every participator hgmhra in the PTA/operatorbusiness
relationship. Of all the employees at the operator thereaweta of14 that had a
relationship with the PTAnlyoneo f t h e o0 p e rswds tefioud of thesstody.l oy e e
A total of 26 agreed to participated the interviews were scheduled over a period of six
months. The interviews started in December @@@6&he managers of the PTA. One
objective wastpretest the questions. Thafeer, in May 2007, the interviews continued

with employees at the PTA and managers and employees at the operator.

Interview guide

The interviews were sestiuctured openendedto allow flexibility (Easterk8mith et

al, 2002) amh 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 threelpahntsfirst part the interviewer
describedher own background, the research project and the value ¢arnmphe
respondents were asked about their background and position in the cbmibany.
second part the respondents were asked to desbdbbenefits and sacrifices they
perceie in the relationshigvith the customers and then the relationshiih the
PTA/operator. The respondents were asked to describe the value drivdratafiect

they hadon them In the third part the participants were asked if they could identify
some dtical incidents, positive or negatittegt hadhappened and influenced the
relationship. They were asked to giketailed description of the incident, what triggered

it, the consequences and what the outcome of the incident was.
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Edvardsson (1992) g@gts an interview guide as a data collection technique when it
comes to critical incidents to capture the cause, course and result. Thisnusidant
perceived by at least one of the two actors in a relatiofisaipritical phase ends when

the situdion has been dealt with in a way that results in asstabgliationship 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 relatimohsiffipcts

the future of the relationship (Edvardsson and Strandvik, RO@@ntifying the cause,

course ath result of critical incidentsan explain the sources from which the value
drivers are derivedhe intervievguide is available in Appendix

Each interview took betwe&® and 90 minuteSheywer e hel d at t he
office to accommodatthem and ensuring that they were comfortable in a familiar
environment. All interviews were conducted by one researcher and a Dictaphone was
used durig all interviews to minissi any misunderstandings or misinterpretations.

Data analysis and interpretation

According to Miles and Huberman (1994)adreduction refers to the process of
selecting, and thusmgilifying, the data that appears written fiéd notes or
transcriptions. The researcher has to make deasidobow to code the categories,

and how togroup andrganisehem so that conclusions can be reasonably drawn and
verified. Data display refers to ways of displaying theldalteincludenatrices, graphs

and charts illustrating the patterns and findmgise dataDrawingconclusios and
verification refer to a process of developing an initial thought about patterns and
explanations from the findings, verifying them constantly bynghebki data, and
forming a new matrix. It is through suztprocess that the validity of the data is
established and the meanings of findings emerge. These three stages of data analysis are
data reduction, data displagddrawing conclusiemand verifiation - which form an
interactive, cyclical process.

First, all interviews were transcribed and a first analysis was conducted by reading and
searching for central themeperceived benefits and sacrifices. Long statements were
reduced to shorter quotés which the perceived benefits and sacrifices were embedded.

The next step was to display anganiséhe data using MS Excel. Each intervias

givenits own sheet witthe quotes (benefits and sacrifices) in one colupandy)he

different typesof categories among the quotes were marked in the next column (Xx).
Further, the categories identified were compared with each other and some were grouped
together as they were interpreted as having the same mkanmd@3 depicts the

process
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Table3.3 Data display in Study |

Interview The routines at th{ The responsibility| Vehicles” quality
answers operator are conditions are
indistinct. indistinct
Categories

1 |[6A |l arge o
has an unclear
organisation, so mgan
times you do not know
whom to contact
regarding certain
guestions.
2 [OWho are r ¢
for the dif

3 |6This oper d
very high damage
frequency on their
vehicles. o

Miles and Huberman (1994) state, tltgngoof dataThis data reduction leads to new
ideasaboutwhat should go into a matrixe.the data display. As the matsxilled
preliminary conclusions are drawmithoughthey lead t@ decision, for example, to add
another column to the matrix test the conclusion. In a way, qualitative data analysis is a
continuous, iterative activity.

After all the 26 interviews had been displayedoayahiseé individually, all the
categorieglentifiedwere gathered in one sheet anadlyse further. Firs the categories

which were interpreted as having the same meaning were grouped together. Second, the
categories were divided into five different groupsiaaigse further. The five grqs

were: (1) the value drivgwerceived by the PTAll) the valuarivers perceived by the
operator, (lll) all benefits in one group and all sacrifices in another, (IV) value drivers
related to the businesscustomerrelationshipand (V) value drivers related to the
businesso-business relationshiphird, all valuedriverswere analysdd relation to the
conceptual model of value of Lapig2800).The analysis of the value drivers and
Lapierr& model is discussed in Paper I. In the last step of the data analysis of the
interviews all value drivers were analyseglation to the central concepts of a quality
management system, see Paper Il (appended).

The data analysis procassthe data reduction, data display, conclusion drawing and
verification, werearried outseveral time€ach time new meanings the findings
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emergedThe totaihumberof categories/asreduced as many of them could be grouped
together as they warensidered thawe the same meaning.

3.5.2Study 2: A study of quality management principles

Secondary data: Literature review

Secondargatais materialsuch as scholarly literatwadlected for other purposes and

thus readily availabkel i t er ature review may include s
instance documentation, archival records, audiovisual material and books (Yin, 2003).
Advantagesof secondary datare the low cost and time related to collectfon.
disadvantage is that the datften broader than need@dolme and Solvang, 199%

may be incomplete, for instance if the information has author bias (Yin, 2003)

For Sudy 2, secondary datasgathered in a literature review. The purpose of this
literature review was to study takationship between quality managemuthtousiness
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 organisatianrs literature

reviews have studied the relationship between quality management initiatives and the
relationship to business performanceSeigsa and Voss (2002) focus on the most cited
studies and go into detai their investigation of thentn comparison Sila and
Ebrahimpour (2002) identify and review 347 sitna®sd empirical studies of qualit
management. In contrast to these two studies, thefdims studywasto makea
contribution by going through the studies timteempirically investigated and made
comparisons between manufacturing and semgaaisatiost This metanalytic study

critically examines the literature and evaluates business performance implications of
adoptingquality management principles in manufacturing and segaonesatios The

literature review was motivated by the need to establish an orientation awd aivervie
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 drtitlssidied these
relationships. The search for additional articles continued through the use of the
Emer al d, ASQ and Scirus databases. The p
6 Busi ness p drotiucts/@Goads ane Serviéddapeds of irtrest were also

found by snowball sampling of identified studddtgether 14Englishlanguage
research paperwere identifiedthat focused on the relationship between quality
management (either the overall relationship or the principle level) andsbusine
performanceEach study was analysed according tosahmple size, methodologies,
which quality management principleseanalyse, the resultsyhetherthe datavere
subjective and/or objective, which type of study (overall quality managemerdnn rela

to business performance and/or on principle level) and what conatosiloibe drawn

from the different papers in relatiorthe research question
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3.6Research quality as validity and reliability

Regardless of how much data one obtains it is stitnoagh proof of the tth
(EasterbyBmith et al., 2002wing to the requirements wdlidity and reliability. Yin
(2003 defines four criteria against which qualitative resepadged:

e Construct validity, the extent to which a measure assessissnhtgnded to
measure,

e 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,

e External validity, the extent to whible results are genesable, and

e Reliability, the extent to which other researchers would arrthe aame
conclusions if they studied the same case in exactly the same way

3.6.1Construct and internal validity

Positivists are interestedshowinghow wellthe results obtained from the use of the
measure fit the theories around which the test is designe@(0®3n Case study
research can achieve construct validity by developing constructs through literature
revievg, peer reviews, member checks and ipatbcy modes of research (Merriam,
1998).

Merriam (198 discussesix techniques that can be used to ensure internal validity:
Triangulation, Member checks, Lo&ign observations, Peer examination, Participatory
modes of r esear cbs ThatdchnRees te answehcenstiud vality a s
are similar to thosesedto ensure internal validity.

Member checks Sudy |usedimember checksvheremembers of this research project
were asketb examine the research results for accuracy. Afteattharalysis, a report
was written and presented to the participants.\iidreygiven the opportunity tsdiss

the results within their ovarganisatiomand a twalay seminar wagldto discuss how

the resultsvould be managed further by the texgansatiors. The seminar resulted in
an improvement plan, based on the restittss research. There were no disagreements
amonghe participants concerning their understanding of the accuracy of the results.

Peer examination The research results regaydihe two studiesvere initially
submitted to th@rimarysupervisor, who gave comments and feedback on the outcomes
and was also a -emthor in writing the individual papers, appended to this. thesis
Discussions with other researchers and colleague®klptace itheform of seminas
concerning bothtsdies and during a conferenegarding the second study.

Resear c h e Béng enpioyed & san industrial doctoral student at one of the
investigatedrganisations t he r e s e ar crotbeelinsinatedinsteadthea s e s
position was used as a wayainrich dataasa member and also a participant in the
development of thesarganisation & | mpr ovement pl ans. Thus
aware of personal biases during the data colledli@malyses. One of theganisation
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could not be favoured above the other. The geographical distance between the
researchersodo wor king pl apossiblymadd it dasiee tor e s e .
handle the issue of biases, since the researcher nawver @dtaof theorganisational
culture.An interview guide was used and all interviewees received the same information
about the research project.

3.6.2External validity

Frequent criticissof the case study methodologsethat the dependence on a single

case enders itunable to offera generalconclusionand that it is considered to be
dnicroscopigbecause ibacks a sufficient numider of cases . aH®98e | ( H:
and Yin (208) forcefully argued that the relative size of the samf@thertwo, ten, or

100 cases are used, does not transform a multiple case into a macroscopic study. The goal
of the study shoultle toestablish the parameterkichthen should be applied to all
research. In this way, even a single case could be considered acceptable, prasided it me
the established objective.

The aim of this case study was not to gesertli a theoryput to understand and
illustrate a phenomenon in its natural settingg&herasation of the outcomes of this
research is left to the reader, who can decide to what extent the results candsel generali
to other case situations (Fishman, 1999).

3.6.3Reliability

Reliability in the case study is a functicimetredibility of the e sear cher 6 s kn
claims and acknowledgementheir central role and biases in the research. Case studies

are dependent on the sensitivity and integrity of the investigator. Qualitative research has
its limitatiors in the standarsiationof data anlgsis. Datas interpreted by the researcher

and their own experiencesalues and beliefs are natural influencers in this process.
Mistakes can be madeentionallyor unintentionallyYin, 2003Merriam, 198).

Silvermar{2006)argues that using lomterference descriptors in data collection can help
researchers to achieve reliability in qualitative rebganeliing use of techniques that
reducehe research@own perceptiosbinfluence on the collection of dakesearcher
must alwaybe sehreflectiveabouttheirown subjectivity. Examples of low interference
descriptors used in these studies wemnst@rview guide (see Appendaudio recording
and careful transcription of the intervienst, he interview questions were-fasted

to dheck that they could be understood and used as intétideterviews began by
outlining the objectivesf the research, how the interviewsild proceed and how the
resultswouldbeused. The interviews were based starzdard format written dovim

ani nterviewer s gui de. The i rdr theapurposenoé r al
informed consent before moving on to the ssdmictured, opeended questions
(Carson et al., 2001).

Reliabilitycan also be improved by comparing the analydie clatne dataadeby
several researchers. These measuremkenia the two studies as the research material
was written in collaboration with-aothorsThe data analyses were thoroughly handled
and repeated several times by the researchers, tiyimgrise any possible mistakes.
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The methods used had bgeactisedy othersn contact with the researchevkjch
was another wdg avoiderrors. It was also important to be opboutthe weaknesses
of thestudies.

This chapter has addressed theareh 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 theoke thesis is also offered.
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4 EMPIRICAL FINDINGS

This chapter sunsesatine resolthie research studies. For more details, the reader is referred
full papers found in the appendix.

4.1Paper |

The purposeof Paper Iwas todescribe the consteéitan of value in an outsmed

service production settingiithin a busineg®-business domain in the public
transportation industry. Value is defined as the constellation ofcresdt@sand

destroyers al so referred to as Obenefits and s

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
businesso-business setting. These three groupings can be explained in téwens of
intention of the system to create value for the user. Since the service production is
outsourced, value must first be created in the buAmssiness setting. All parties
operate in an overall system where there are prerequisites that caaleither i@hibit

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 businesbusiness setting.

4.1.1Prerequisites for value creation

In the value creation proce8g, of the value driverglentified could be viewed as
prerequisitesThese prerequisites are issiiat are outside the control of the everyday
activities related tealue creatiomnd can b&riewed as belonging to the systAm.

example of such a prerequisite is l#test governance agreement from 2004 that
contains deficiencies suchd@aeaches of agteme nt 6 and O0i n@hest i nct
examples are tlggublic procurement procéss ichwidrces the PTAs to produce traffic

at thelowest of costs. Anothés @lifferent regulatio®s whi ch t he PTAs m
when they are planning for the trafic The physi cal | ocatsi on of
remote from mangustomers. The indugtsuffers from &ulture of low price and low
gualitypand thebelel of educational attainn@stow. These prerequisitesowthat a

number of issues influenthe ability of participantgo create value for thesers of

public transportation. Howeyéhoseare outside the control of any of the actors in the
dayto-day value creatiometwork. In the long run, the politics in the coumtiy
managemershould work to reduce thashibiting factors twalue creatian

4.1.2Value creationfor the user of publc transportation

Altogethey 64 value drivers for the user of public transportation mergified With
these as point of departurethe analysis fountén categories of value driverfive
benefits andive sacrifices. On an overall level the valuerd are consistent with
Lapierre (2000 thatthe value driverglentifiedrelate tat h at  dhweé $tapesh s
product, service and relationsagpectsThere is also an agreement Wikhag& (2003)
criticism ofthe value drivers in Lapierre@@fto the effect that thealue drivers within
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the benefit domain can be perceived as both benefits and sdorifiieegivestigation

of value <creation for the user not al | C
identified. Value drivers a@h could not be identified belong to the categories of

0al ternatoimreo duwdtuft,i omfdl e éatibd ¢ h mt ity @drvice) o mp e t
and @&gacrifice)& further discussioof the issue ofvhat categories should be
included, witta special emphasis on the role of price in the perception ofsvaltiee

following chapter@onc | usi ons . Ehe dext dactomescabeshe valde
driversidentified.They are also shownhkigure4.1

The benefit domain

The value driverelated to théroducbscopehave mainly to do with improvements
concerning the vehicles and the adjustmenthe traffic systemlt has beena
requirement since the latest governance agreement was establishaghien20@das
stipulatedhat all vhicles irabus park be equipped with safetits and alcoh@dcks to
insure greatersecurity for both passengers and drivers. The vehicles must also be
equipped with air conditionin@pe seats must be adjustatrid havdoot support. The
maxinum ageof a vehicle ido be 13 years. The traffwas furtheradjusted and
reorgarged according to a timetable with even time intervals between dejpanales

it easier for users to remember the timetdltlese value drivers are perceived by the
PTA. Thereare todaynly two PTAs in Swedethat have the requiremefdr safety
belts in all seats and alcdbacks in all vehicles.

The &ervicéscopewithin the benefit domain relates to communication and information
aspects anib the ability to manage custer complaints. Within tlaelationshifscope

the positive relationship between the PTA thedoperator and their customers is
identified. It is also perceived as a monetary advantage for soaestandrso use
public transportation.

When all beefits are consideraidjustments of trafficddequirement of safebelts and
alcohollockand thewelationship between the PTA and operator and their cusiomers
are the most frequently mentioned value drivers.

The sacrifice domain

The value drivenelated to th@roductscoperefer to the@uality of vehicléand a

factor such agpoorly functioning ticketnachined The timetable also includes many

errors, which affects both operators and passengers. The value drivers related to the
&ervicé scope refer to @ustomer complairdswhich are managed by the PTA, the
difficulty for the PTA to spread informationitsocustomers, the handling of goods since
areorganisation and the maintenance of bu
a valie destroyeasperceived by the operator.

The@elationshipscopewithin the sacrifice domain refers todkationship withu s ¢ r s &
which the PTA perceives can be improved, andetihdonship between the PTA and
the owner8 The PTA also finds @b the negative attite between the PTA and operator
affects thgassengersegativelyThe value drivers relate to the three scojpeoduct,
service and relationship, as within the benefit dodahicle qualigand @elationship
withu s earesl@most frequently mentioned value destroyers.
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Scope
PRODUCT SERVICE RELATIONSHIP
Domain
Product quality (8) Responsiveness (9) Image (1)
E Product custorsation (11) Trust ad Solidarity (6)
i
Z
L
e
" Product quality (11) Responsiveness (5) Time/effort/energy and
O Product custorsation (1)  Reliability (2) conflict (10)
LL
o
©)
<
n

Figure 4 Xlalue creationsimesscustomer

4.1.3Value creationin a businessto-business setting

Altogetherl55value drivers weidentifiedfor the relationship between the PTA and

the operator of public transportation. THecategories of value driveigided intdfive

benefits anaix sacrificesand could be related to the product, service aratiogiship

scopes within the benefit domain as well as within the sacrifice. dbmdireakdown

is shown irFigure4.2 As for value creation for the user of public transportation, some
categories of wvalwue dri ver s valuamcoudaptibeer r e d
identified inthis case of value creation in a busi@bsisiness setting. In the benefit
domain none of the value drivers related tgptheo duct 6 scope wer e i n
tothe@ er vi c e Glextitityd p & a | twasenot maludesl and thus not perceived

as a benefit. As in the previous casdepthei ce 6 cat egory was not
Further,the categories ofalue drivers within the benefit domeauldbe perceived as

both benefits and sacrificewhich illustrate similar results as in value creation for the
user of public transportation.

The benefit domain

The Gelationship between the PTA and opedaitod @ommunicatioddrivers wee the

most frequently mentioned vatweatorsWithin the@ervecedscope communication and
information between the PTA and operatare perceived as value creatérdffic
planningat the PTAwas alsoseen as an important value creator. @tganisational

changes within the PBAave |d to clearer routines, whiwere identified by both the
PTAandtheoper at or 6s empl oyees asdtheagemateraxcr eat
havingdigh capacifiandasalwayseing accessible for communicationrelation to

the @elationshipscopethe operator perceweahat therehave beer@ultural changés

that have taken place since therentCEO at the PTA begawork in 2003. The
@elationshipas such between the PTA and openatsralso perceived as positive on a
managerial levahdon a personal level. The opergerceive the PTA as being more
@@pen to t he o poaithadspectd tsafficsplammiggarsd tthe @ HAsno
longerinterferesvi t h t he operatords internal pl ann
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The sacrifice domain

In reference to théroducb scope,only the radio stam used between the PTA,
operators and drivevgasperceived as a sacrifice. @oorlyfunctioning radio systém
forced the drivers to use mobile phones in its place. This in turedfassengesafety
negatively.

Both the PTA and operatoound e@ah otherdureaucratic  ahrerdrchicéland felt
thatthe @esponsibility conditions and routines are udoleidre other organisation. The
PTA found the operatoanflexiblé® The operatordund that@ommunicatiodbetween

the PTA andhe operatorwas poor and that the PTAvas often laten the @elivery of
traffic orders and paymedt§hedack of a comprehensive view between the PTA and
operator in reference to the passebgessalso a cause of quality problems. The two
organisationslid not viav themselveas beingn a valuecreating, customeriented
business network. Instead, theye more like two solia entities thatocused on
internal activities armbnsequentlgave insignificant consatation to their joint external
activities Theydid not meet regularlgjd not shae sufficient information and common
business strategies adal not develop valdadding routines for their common
customers.

Other value destroyers in tBervicé s wep pe  BadkAddksowledge concerning
the trafficddand thatmost@ustomer complairiisould be tracedto the operatorThere
were alsadliversénternal problentsvi t hi n t he PTA ang operato

Value destroyers in tlielationshipscope we: @ttitude problenigd p e r s olnearhs @ r o &
dack of engagemeon the part ofthe PTAand@nprofessional managing at the BTA

The most frequelt mentioned value destroyensare: @xternal communication
deficiencigganddack ofacomprehensive viéWNoteworthywas the perception of jge,

which in this studyas not perceived as a sacrifice.shuw/'s the same result in relation

to value creatiofor users of public transportation.

Scope
PRODUCT SERVICE RELATIONSHIP
Domain
Responsiveness (7) Trust and Solidarity (16)

- Reliability (10) Image (2)

T Technical competence (.

p

L

s

Ll Product quality (1) Flexibility (11) Time/effort/energy and

@) Reliability (48) conflict (28)

LL Responsiveness (29)

® Technical competenc® (

<

n

Figure 2 Value creatibusinessbusiness
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4.2Paper Il

The purposef Paper Il wago describéby means of a literature review what quality
management principles are important for service organisationst assearch in this
area has been conducted in manufacturing organisations.

4.2.1Types of studies

A review of the literatufeund 14 empirical investigatioosquality management where

the authorcomparedmanufacturing and service orgations. These stediweae of

different sizecovering between 2®d oved80 orgasations. The studiegerecarried

out invariouscountries such as Sweden, Norway, SingdpetéS and Australidhe

fact that thestudies cover a range of national cultma@gcontribue 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, Thendb 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 qality nanagement in manufacturing and service
organisationsas 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 servicatomgs (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
improvemenprogram.

4.2.2Comparing 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 printiplesyerall
relationship between quality managemr@htbusiness performanaadthe relationship
between different quality priples and business performance.

First,as concernthe performance of orgaationsin different quality principleQuazi

et al (1998) concludedin their studies of firms inirfgapore that manufacturing
organisations sh@da higher mean score than service organisations in eacbevkthe
quality principlesnvestigatedIn their study of 18 manufacturing and 18 service
organgations in the US, Huq and Stolen (1988)sgnficantly lower scores for service
organisations itenout of 19 quality principl@svestigatedin contrastWoon® (2000)
study of organisations in Singapore sdowo significant difference between
manufacturing and service organisations except fquailitg principle.
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Secong concerning the overall relationship between quality management and business
performance, Beaumoat al.(1997)in their study of Australian indussiyowed no
relationship between quality management and business performaaitkerin
manufacturing or service organisatibagrosen and Lagrosen (2003), Sun (2001), Solis

et al (1998), Quazi et.al1998), Hug and Stolen (1998) &=smson et al(1991)
concludd that quality management has a stronger relatiomgtip business
performance in manufacturing than in service organisations.

Third, the empirical studissowedsome majodifferences in resulgth respecto the
relationship betweemdividual quality principleand business performance. This
concerns: 1) the prinagsl of process management, 2) supplier relationships, 3)
leadership commitment and 4) customer orientation.piiheple managemenof
process qualityshowed a stronger relationship in manufacturing organisations
comparison to service organisatiam#f)e study by Woon (20000 most other studies
such asNilsson et al(2001), Sun (2001), Hug and Stolen (1998) and Powell (1995) the
similar principle process orientatiorshows a stronger relationship in service
organisations?owell (1995) studied 39nArican firms, wherée quality principlef
supplier relationshiphiovedarelativelystronger relationshipith business performance

in manufacturingrganisationn comparison to service organisatiarisle the highly
similar principlesupplier cha cooperatiorshowed a stronger relationship in service
organisations in the study by Sharma and Gadenne (2002). In the saBkastudy
and Gadenne (2008howed that therincipleof top executive quality commitment
demonstrated stronger relationghivith business performanicemanufacturingirms.

Such asSun (2001) and Solis et(2B98)the principleof leadershighows a stronger
relationship with business performaimcservice organisatiorie last contradiction
concernscustomer orientatip which in studies in Sweden (Nilsset al, 2001) and
Taiwan $olis et al1998)there was a stronger relationship with business perforimance
manufacturing organisations whilestundies of Norwegiars@n 2001)and Australian
manufacturing and s@® organisationSiqigh et al2006)customer orientatioshowed

a stronger relationshipith business performanieservice organisatiorichere were
however, no contradictory results in the principlengiloyee management or morale
(Nilsson et al.2001, Parasuraman and Varadaral®@88 Singh et al 2006). Most
studies suggest that employee management or morale has a stronger r&l@honship
businesperformancén service organisatiotfin inmanufacturing organisations.

4.3Paper lll

The purposef Paper Ill was to explore the role of a quality management system in the
assurance and improvement of value in arorganisatioal networkwhere the service
production processes were outsourced

From the interviewsonducted with 26 members of mter-organisationabusiness
relationship in the context of public transportation value drivers (benefits and sacrifices)
were identifiedanalysg and sorted according to the process model of the 1SO
9001:2000 standard and tleguirements of the five ased) Quality Management
System2) Management responsibiliBy,Resource managemefitProduct readation,

and5) Measurement, analysis and improvement.
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4.3.1The businessto-customer domain

Altogether 67 value drivers were identified in relation to theedstisicustomer

domain. The analysis revealed 35 benefits and 32 sacrifices. In relation to the central areas
of a quality management system the area
benefits and 14 sacrificeResource management showed ormeifisg Product
realisation had 25 benefits and three sacrifeoes Measurement, analysis and
improvement had three benefits and 14 sacrifices.

The analysis shows tresveral attributethat create value can ber a ¢ bdudt o 6
realisatiodwith exanples such a&ehicle qualigwhich the participants perceive as

being improveds a result dhe latest contractual agreem@rdjustment of traffidwas
alsoperceived as a drivéltat creates value major changesad been carried ourt

recent yearby the PTA to make the traffiettermatcht he travel |l ing pat
users of public transportation.

Regarding the drivetisat destroy value in relation to the customers, the analysis shows
that thegreateshumber of value destroyers wasa t eMhanagemenbresponsibdity
According to the PTA, the relationship between the PTA and the customers can be
improved. The PTA percesie as challenging to manage this business netitdkt

having direct fae®-face contact with thetustoners The relationship deficiencies

bet ween the PTA and operator affect thei
and attitudes towards them are influenced by the relationship with the PTA.

Certain prerequisites mentioned by the respondental®ahe tracedto the area
Management responsibdiffhese prerequisites are issues that are outside the control of
anyof thea c t waluexréation network but can be viewed as belonging to the system.
Examples of such prerequisites are the latest gogermagreement from 2004 that
contains a number of deficiencies, suclib@saches of agreem@&nt adndobtinct
agreement Other examples of prerequisites aregihielic procurement procéssd
@lifferent regulatio@sThe @hysical location of the P6A main of fi ce al
geographical distance to the custaineusther, the industry suffers frona@alture of

low price and low qualityand thedevel of educational attainm@rst low. These
prerequisites influemcthe possibility to create wvalufor the users of public
transportation. Although they are outside thetaddgly activities of the valaeeating
network, they still belong fimanagement responsibditgs it is their obligation to
analyse these prerequisites and plan for how toerddemas they hinder the value
creatiorprocesses

In relation to the business-customer perspective, the most frequently mentioned value
creator igAdjustments of traffgwhich can béracedto droduct realisatidand the

most frequently meiohed value destroyer in the same domawelscle qualify i n
Measurement, analysis and improvdimewen though it is the perception of the
respondents that the quality of vehicles has been improved since the latest contractual
agreement was estaimg in 2004, many still perceive the quality as deficiennaed

of further improvement
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4.3.2The businessto-businessdomain

Altogether 204 value drivers in the busittebsisiness domain were seen: 41 benefits

and 163 sacrifices. In relation to the rekrdreas 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 realsatvealed seven benefits and 29 sacrifices,

and Measurement, analysis and improvement revealed two benefits and seven sacrifices.

The analysis determinttht an immens&umberof value drivers, both creators and
destroyers, can leacedto Managementesponsibiliy The value creators mentioned

by the respondents are e.g. @etationship between the PTA and opegatoich

several perceive as positive. Also, since the two organisatiogpstternew CEOs,
@ultural changésook place. Further, @rofessional attituden the part ofboth the

PTA and operator is perceived as a benefit in this btisHiresiness relationship. As in
relation to the businesscustomer perspective, certain prerequisites caackd to
dnanagement responsibitgd perceived as value creators. Such prerequisites are the
agreement and the perception of the market asimetibning.

The value destroyettsat can betracedto dnanagement responsibiayefor example

ondistinct responsibility conditions aodtines at the PTA and operdtort hat i1 s,
the two actors do not hold the correct informatiomoashom to address in certain
matters. Also, th@elationshif) dhformatior) @ommunicatioband the@greemediare

perceived as deficient. Sevefrdahe respondents still perceive the relationship between

the PTA and operator as strained after the proltartsccurred in 2005 with frequent

traffic delays followed by numerous of customer complaints. Further, information and
communication between ttveo business partners can be improved. They rarely meet in
person and discuss common business strategies and plans. Instead, the PTA calls a
meeting tadiscuss a problethathas already occurred amidenthere is a need to deal

with the situationmmedigely. There is a lack of systematic routines between the PTA

and operator in their joint valuzeation processedor customers. Also, certain
prerequisitessuchas the agreement deficiencies@@gnaches of agreem@indistinct
agreemetand thedack of knowledge concerning the agredivgnet perceived by

several members of this int@ganisational relationship as value destroyers, which can
bet r a c Blahagenent éesponsibiity

Individually, the most frequently mentioned value creatbie ibusinest-business
domain isiRelationshif which can béracedto dManagement responsibditivhilethe
most frequently mentioned value destroy@asimunication deficiencies between the
PTA and operatém @roduct realisati@n
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5 CONCLUSIONS AND DISCUSSION

The ainofthis chapter iptesesbmeonclusions from the threegblgaigpen the research
conducted and present a discelsdion to the three papmiseaim is tmtegrate the results
ofthe three papdmsaibroadgrerspectivaaisearch for knowledge emergingdnaoméake
finding$inallysome aspects to consideagarial implicaimhsture reseanchpresented

The purposeof this thesisvasto explore and describe the value cregtimcessn
outsourced service production in public transportation.

Theresearch studigmve a description what creates value irpablic transportation
context when the service production has been outsotMsed he analysis of the
results fromthe value study in comparison wille central concepts @f quality
management systeshowed that multiple value destroyers relate to internal processes
within a business netwoiknd these destroydesd to inefficiencgeyond this,everal

value destnyga's can be traced to management isShese results shed light on where
this interorganisational relationship has its areas open to improveareatsérvice
organisatioror networksuchas the public transportatiamdustry the results indicate
thatprocess orientation and employee managemaratie are two principladichwill
benefit from attentian

5.1A study of value

The purposef this studywas to describe the constellatiorvalfiein an outsourced
service produion setting within a busingssbusiness domain in the public
transportation industry.

This study has dr aocenceptug raodel df walmad ¢estedétha ( 2 O (
new empirical context in two different relationshigdue creation for users and value
creation in a busirew-business relationship. On an overall level tfiedings
demonstratéhat both perceived benefits and sacrifices are related to product, service and
relationship attributedVhen evaluating value, one has to move away from only
evaluating a singlef@ing and instead view it in the context of an ongoing relationship.

Value creation for the users of public transportatiotrehadtegories of value drivefs

which five werebenefits andive weresacrifices. ¢ value creation in a businéss
bushess relationshipl categories of value driveligided up intdive benefitsand six
sacrificesOn the category level, not all categories of value drivers described in the
literature could be identified in this study. Some categories were givesna rditfein

this empirical context. Consistent with previous research, the analysis showed that all
benefits can be perceived as both benefits and sacrifices. In pantittipde, value
destroyers relate to service asp€astrary to the traditionalew of value, price is in

this study not perceived as a sacrifiegherasconceris about value creatifor users

nor about value creation the businest®-business relationship. On the contrary, price

or dnonetary advanta@e perceived as a valreator for customerfn explanation is
thatvalue is a relativistic concept, perceived in comparison to another object or situation
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in this particular casthe respondents compared public transportation to travelling
individuallyin private carslf 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 incorpuicatbd three

scopes of product, serviegsl relationships when operationalising the value concept.

The study of value creation in public transportation reveals that theertaire
prerequisites thanhibit value creatiorfor a user It is a challenge for the public
transportation industrynd the PTAs which must takdo consideration not only the
p a s s ebempeisanddcorporate benefits but simultaneously social belagfitdeo
the sustainability criter@ the financial social and environmental perspectiasher,
service pyduction has been outsourced to a number of private operat@geasywhe
hasdifferent interests the PTA with acontractualmanaging control system and the
private operators with a productomented approactvhich focuses on rationalising
costswhile leading to low service leve(Enquist, 1999Enquist et al., 20P5These
factors causthereto bevalue leaks in the systesmich causes tligfferent actors in the
value creationetworkto be unable tprovideusers of the public transportatiwith a
high service level.

The PTAs do not hava direct, face-facerelationship with end customdike the
operators. The PTAs ateus dependent on the operatorth respect téhe value they
want to create for the customeesired values inclutiegh product qualitythrough
clean and secure vehicles, high service dquaditghprecisedeparture times, a positive
attitude towards the passengers, safetiieommad, correct information and a positive
opinionof the PTA. The PTA business stratetpedbuildingcustomer value will only
work if there is collaboration betwed@hAsand operators. The operators are dependent
on the PTASsfor traffic orders, paymen#ndthe maintenance of equipment such as
vehicleradio system$icketmachinesind passengsheltersln terms ofthis outsourced
production settingpr creaion of value for customers, the resokshis study showat

it is essential th#te two businesses have shared strategiesamn@nview of their
customersPersonnel and managers lmsth sides should have positive attitudes when
referring to their business partokering dialogue with customer&dding systematic
communication routines this business a wayto shae common values, strategies and
goals. The contractual agreemastittie operational value as iperceived agagueby
someparticipants whalsohave difficulf understandings conterd The agreement can
be seen as a soudgfanany value destroyers in the relatigmwhich in turmegatively
affects customers

The results of the present study nahbe interpreted without taking into account its
limitations. The value drivers identified and described were perceived by the participants
overa limited time periodt a timewhen there wernancialconcernsThis view of

value drivers ithis outsourced service productiomistb e s een as a oO0shapg
relationship at a given poimt time. The value drivergdentified come from the

suppliers” viesandthe passenger view\aflue creation was not incldd€he choiceto

exclude passengevas made sindhe interest and focus value creatiowasin the

outsourced service productiom.further studie®f value creation in supply chaihe
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recommendation is that the whole value chaircdveed - this would include
passengers

5.2A 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 Highted areas showing similar results and helped to show why
research has had varying results. The research results from this literature study identified
anumber of inconsistenciesthe fundamental relationship between quality management
and business germance Such differences in research results are frustfating
researchergdesigning new studies afad practitionerswho seek advice on how to
implement quality manageméntonsistenciesaused bdifferences in research design

might explainsome of the variationin the resultsin 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 exteed alifbgrtent
principles of quality management than seen in other specialiti@gai@eet al 1998

andHuq and Stolen 1998)jowever, the present research shows that this difference is
decreasing and that service organisations in general have a d#naigement in

guality 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 (segadiget al1998 and Baumont et gl1997)

The literature revieviound no systematic difference between manufacturing and service
organisatiosin the individual quality principles they have adopteds, the difference
between manufacturing and service organisations laendgpbeen 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 questmfrthe financial benefits of qualityrmagementvarious

research studies shaenflicting results. Some studies show no relationship between
guality management and business performance, while other studies show a strong
relationshipThe more comprehensive studies such as Nilsson et al. $200@001)

and Solis et .a(1998)seemto agree that adoption of quality management leads to
iImprovements in business performance. Taking this empirical evidence together with the
comprehensive studies Hendricks and Singhdl905; 1996; 1997; 200k thereis
persuasive evidenge tothe benefits of quality management.

In terms ofthe differences in research design, some studies laclcoigeerning the

sample and methodshosen Some studies wusesmall samples when making their
analyses anamclusionse.g. Powell (1995), ParasuraaratVaradarajan (1988), Quazi

et al (1998)and Hug and Stolen (1998)ethods such as factor analysis with samples of

30 observations are not consistent with commonly accepted scientific guidelines; the
resultscan not be trustedome results concerning the relationship between principles
and business performance are based on correlations $aohdawvith 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 ovetéstirak of
quality principles iorganisatios

When investigating the relationship between different quality management principles and
business performandeis importanto keep in mind that the principles are not distinct

all principles are interrelateddome direct and some indiregly. top management
commitment Attention to a quality initiative in an organisation might leadttonger
customer orientation whieh turn can lead tbetterquality and customer satisfaction.

This example emphasisel a tmpartandhata quality management model include not

only quality management principles but also the relationship between them.

This review of previous resgaprovides 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. Secorite 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 pmciples 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.

Manages who have quality on their agenda must decide which quality strategies to
choose for their companiestrategieshat also involve quality management principles.

This decision can be difficult as there are inconsistencies in the research and different
studies give different recommendatifamsmanufacturing and service organisations. The
wrong decision cdrevery expensive. This stuayl hopefully bring some clarttyand
providesupportfor this decision and function as a guideline for both mamirfigcand

service organisationsOrganisations mushot only choosea quality management
principle,they mustlso anadg the relationship between the principles, as they should
beseenn 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
iImplement quality management. Two quality principles stand out as being central for
servce organisationemployee managemambraleand process orientatiofihis can

be explained by the service logic. As customers-predocers and services are often
produced and consumed at the same time in the service production @nplegse
managment or moraleand processorientation have direct effects on customer
satisfactionBy 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 impovement program that will have a positive influence on business
performance.
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5.3A study of the role of QMS as a support for value
creation

The aimof this paperwas toexplorethe role of a quality management systerthe
assurance and improvement ofeyand toshed some light on the difficulties associated
with creating value in a context in which service production processes have been
outsourced

When comparing the resutitthe anlysis of value drivers with the central areas of a
guality managemie systemQuality Management System, Management responsibility,
Resource management, Product realisatidivjeasurement, analysis and improvement,
thegreatest number of value creators (benefits) can be tré&editct realisatidand

the most valudestroyers (sacrificesgn be traced tdlanagement responsibdiand
Measurement, analysis and improveneithin the businegs-customer domain.
Further, the most value creators and also the most value destreyelsted to
Management respabisitydwithin the businegs-business domain. These resshisv

how several value destroyers canrdmedto internal processes within this business
network which leads to inefficiency. These conditions in turn influence the operative,
customeiorientd processes negativatgmaking this network ineffective as well.

In reference to the PDCe¢ycle (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 afad acing upon ths data to improve the procesfssth

internally and in particular externaibyards their customers are appreciably lacking.
Congquently, the systematic routi(esth within the two organisations separately and

in their joint valuadding activitigmeed to be overseen and improWsely routines, in
particular regarding their performance in relation to customer requiremeltglsthou

be implemented if this network aims to improve agaion for customers.

The basisof this business relationshipaisontractual agreement. Assthgreement is
formulated with a productiesriented approachwhich lacks customeioriented
incentives, the business netwbdcomesleficientin terms ofservice quality. Also, the
requirements in the agreement can be interpdéfedently whichcauses conflicts
between the two business actors as they are driven by different.iftelests
paticularly apparent whehe operator uses the agreenmenustifyits own interests.
Because of the split perspecthestivo organisatior® not view themselves beingn

a valuecreating, customeriented business network. Instead, they are rkerénd
solitay entities concerned only witteér own internal activitiesThe attention of each
lieson thar management and support proceasegjivesinsignificant consideration to
their joint external, operative processes. The information and coratimm aspects
were perceived by both managers and employees at the PTA and operator as deficient.
The interviews revealed that the two actorsot meet regularlgp not shae sufficient
information do not usecommon business strategies dadot deelop valuadding
routines for their customers.
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The development of a quality management system is a strategic Ohe@sion
organisationand the commitmerdf management and top management is cifiical
success. As many value drivers in this stedsean by the participards sacrifices
traceabléo dManagement responsibdity should be a prioritgmongthe management
to understand stakeholder requirements, develop protedsadd value for them,
obtain result®n process performance andeefivenessand continually improve the
processes based on objective measurenfe@MS which minimises the influence of
the value destroyebyidentifying measung, analyisg and mandgg themcan help to
ful fil ma n a g e mesrthesulgect unéessudy s sam ibtérganisational A
relationship, joint quality management routameswhat will besto-creae value for
customers. For this business network to be successful, both internal efficiency and
external effectiveness are a necessityie contractual agreement serves dm#isfor

this business relationshits, next versioshouldbe reviewedvith respect to wording
which minimises pagtontent interprettion problems.More importantly,contract
revisionavhichinclude incentivesr service quality with a custorogenedapproach.

5.4A comprehensive view of the results

5.4.1Challenges when outsourcing service production

The results of these research studies show that the outsourcing of service production is
not an uncomplicated matserd 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 cremta 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 ofdifierent actors can also cause problems in
cooperation. Outsourcingersices 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 idiedtid number of challenges. The first study of value
revealed several perceived value destroyers in Huegatesational relationship. These
destroyers were related to issues such as reliability, responsiveness and the relationship
itself between thewb 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 ofrte commonality needed to promote quality. This condition makes the
close collaboration between actors even more central. The actors are dependent on one
anotherthey can no longer continue to work alone and instead must view themselves in
an actonetworkin the cecreation of value for customers.

5.4.2Co-creation of value

The methodology used in Paper lll, 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 performirag quality audit. The purpose of an asdid determine whether

the quality management system conforms t® fdarmeetingthe requirements of a
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standard and to requirements established lmyghrisationand to determin@hether
the quality managenteystem is effectively implemented and maintained (ISO, 2003c).

The value concepias arninterestin both benefits and sacrifices, or value creators and
destroyerswhich is in contrasto the audit process whidbcusesmerely on the
nonconformities the destroyersBy using research methods in the data colleittéon,
methodology becomeswayfor measuring performancehe @uality informatiofican

be used as a support for makdregisions based on fagtila and Ebrahimpour, 2002).
ISO 9001:2000equiresthat managemeitte responsibldor ensuringthat actions are
taken to eliminate nonconformities and their causes. fapllaativitieshouldinclude
verifyingthe actions taken and the reporting of verification results (ISO, 2003c).

Integratig the value conceptith quality management systemekesit possible to
combine twaconceptual modelghich individually have th@irimary focus oexternal
processes, i.e. custorneented processes (Lapierre, 2000) and internal processes
(quality maagement systemand 1ISO 9001:2000)he denotation oihternal processes

is therefore identifyingoth individuallyorganisatioal internalprocesseas well athe
business netwadkinternal processekhese twamust be joined together in the value
creaton for customers the exérnal/operative processes as depictedyurds.1.

Continual improvement of
the joint and individual QM§

e mmmm e o Managemefi
responsibilif

Customers Customersg
Measurement ) )
Resource analysis and+|--------- » Satisfactiop
managemeji improveme
Require
ments

A

> realisatio roauc
Input Output

Figur®.1 The role of a QMS for value craatismass netwmided on the process approach of
the QM$ISO 9004:2000)

In figure 51 theauthoris illustraingthe cocreation of value througixternal, customer
orientedprocesses between different actors in this business netwdrkisbased on
the process approach of the quality management systen@@BZD00). Each actor in
this network manages itslividualguality management systeattivities separate from
the networkmust be considered. The PTA produite traffic plans; a task which uses
some of itanternal processeshe operator, on the loetér hand delivers the traffic to
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customerswhich requireghat the operator use its internal planning proEkssever,

the cocreationov al ue f or t h ecorimos cusi@ers obligestthe actors 0 s
to design and develop a joint quality managesystemwith shared goals, resources,
planning activities, evaluation and improvement routines which involve every step in a
PDCA cycled and in a QMSThe individual and joint quality management systems are
illustrated in Figurgl as the overlappiageasn ISO 9001:2000rhese are: th@uality
management system, Management responsibility, Resource management, Product
realgation angdMeasurement, anasyand improvement (ISO, 20Q0b)

As the studyof principles supports the idedhat process ori¢éastion can be
recommended for servig@gganisatios, a service business netwak the public
transportation industshouldconsequentlipcuson valueadding activitieghe straight,
unbrokenlines in Figure.B and map the operative/custormeientedprocessed hese
arederivel from customer requiremerfty the joint readiation of the service offering
The joint internal hencemanagement and suppoprocesses within the business
network should be mapped. Their task is to manage and supportatieeopcesses.
The joint process mapbould baused as a techniquestioed light ocommon areas of
improvementn these network processes.

5.5Managerial implications

Manyorganisatios in the private and public sestare a part dérger business s
consisting of several actgperforming various activitieswith different rolesand
responsibilities This requires a high degree of collaboration and shared business
strategies to be able to create value for custoimethe public sectpibusiness
relationships are in some cases based on conteapginents. hE terms ofthese
agreementsnay lacka customer orientatiomnd result in attention being directed
towards the internal processesthese networkistead of the operative/customer
orientel processeJhe different actons these networks become driven byistdfest
anddo not viewthemselves aspart ofvaluecreatinghetworls that provide services to
customers. fie ineficiencies this causedl endup resultingn higher internalatwork
costs Sakeholdersmay ultimatelyend up being forced to compensate for the
unnecessary inefficiency throhgiher taxes arserfees.

There are several wagamprovevalue creation for stakeholdé&sdiesof the role of
guality managemenmt general andguality management syssam particular suggest that
there are workable strateglaghe public sector, tloentractuahgreement serves as the
basisfor a business relationship afmtmulatesrequirementghrough a customer
oriented apprachwhich in turn carstimulate value creation for customers. Also, joint
systematic routines in these networks could increase the value: comgnshiag
planning, léing employeebe involved and delegating responsibilities to (ddémough,
mangement must not delegate their responsb)litmplemenhg new routinesor
developing the present ones if theyireefficient, evaluat the processes, formuieg
key performance indicatqmhoseaim is to increase value creation for custoamets
stakeholdersdnd malng sure that improvements are madethan basis otustomer
requirementslhe following is necessary foservice netwarknap the joint processes
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and usdhe technigue as a wayilluminateareas of improvemenA standard such as
ISO 9001:2006an be used as guidance for this work.

5.6Future research

There are many ways to continue this research. As this study, nend@bdel value
destroyers in the internal processethe businest-business domaiare present.
Destroyercoud alsobetracedto dManagement responsibdeyg outlined ihe central
conceptf quality management systethseems relevant to continue research in this
domainto seek to more precisely define influencers so that they can be better controlled
in the system studied

As thesaesearch results are being applied to improve the relationship between the two
current actorsthe PTA andthe operator, it would be interesting to descehd
hopefully be valuable for readers to learn more bbauthe reearch is applied the
develoment ofthis néwork as one which is valoeating.Usingthe same research
strategy as i®udy | anddescribinganother businege-business relationship where
service has been outsouraedl make it possible toomparetwo sets ofresults
Comparing anyinteresting similarities and differences between the inieo
organisationaklationshipsvould help to show what measures are most likely to foster
guality and value creation

A quality management system can be ajmatlaccording talifferent models or
techniques that caerve as guice asto which actions aarganisatiorshould take to
improve quatly. How can a model for evaluation of suppliers in the public transportation
industrybe designeadonceptuallyandbe suitedfor all types of operatornse. bus, train

and taxi? This &n interestingesearch questidor investigationvith an action research
strategyThe model could further be used in future versions of contractual agreements
between PTAs and openatoOther interesting areas of investigation are studies of how
this model and agreement could include customesated incentives and requirements

to help operators to continuously improve quality and value in their organisations for
customers. In relam to the PTAs, the work can be productive in terms of developing
this industry into a vaheeeating one.
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Abstract

Purpose:To identify and descelthe perceived value drivers, i.e. benefits and sacrifices
in outsourcedervice production ipublic transportation. The suppliers” perception
value creatiofor passengemndvalue creatiom a busines®-business relationship are
included in ttd investigation.

Methodology/approach: In depthinterviews were conducted wightotal of 13
managers and 13 employees in two organisations.

Findings: The resultsshow that both perceived benefits and sacrifices are related to
product, service and relaiship attributeMultiple value destroyers relate to the service
aspects in the busindgsshusiness relationship.

Research limitations/implications: The value drivergentified originate from the
suppliers” view. The studpnfirms the role of value drits product, service and
relationship orienteaspects

Practical implications: Managershould acquirknowledgeregarding the value they
create or destroy, both internally within their organisatioin #melrbusiness network,
and thus ultimately fdheir passengers/oreover, dversthat destroy value are to be
identified, measureahalysg and managed.

Originality/value: Contributes to a better understanding of the difficulties of creating

Keywords: Value creatignBusiness to business relatiégdstsourced serviceBublic
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 priate and public seckoMany scholars define value as a-trHideetween
benefits and sacrifices perceived by the
1990; Monroe, 1991; Woodruff and Gardial, 1996). The value concept has its tradition in
business research and fesas the value of a physical product afidn neglects the

service and relational dimensions of value (Dwyer and Tanner,A200&Jing to

Lapierre (2000)awe can be createdt onlythrough physical products but also tigto

services or the relationship as siibke. literature focuses on the value perceived by the
customers, which is a necessitpa markebriented and customeriented approach.
However, to be able to create value for the custatrsies necessiglo to clarifyhow

value creatioriakes place throughout the supply chain involifigrent suppliers
producing the products or servit@sthe users

In many industrieserviceproduction is being outsourced, which can lead to challenges
when it comes$o value creatiofor usersA context where the service production has

been outsourced is thmublic transportation industry in SwedEach county has a

Public Transport Authority (PTANhich isresponsible fopublic transportation in the

region onthe roads and railway as well as public transport from and to the regidre
transports are run by private operators and the business relationship is regulated through
a contractual governance agreemidmse organisatignie PTA and the operators,
togeher create value for their common customers, i.e. the passengers. The PTAs do not
have the direct, fate-face, relationship with the passenge there is thus a mutual
dependence between the PTA and the opecatocsrning value creation for users

Our knowledgef how value creatioappears throughout the value chain in outsourced
service production is still rather limiteiénce, the aim of this paperto investigate

what creates value a public transportation context where the service piraulu@as

been outsourcedn this empirical investigation we adopt two view¥.a(l)e creation

for customers: the suppli@rse. the PTA and the operdtgerceptiorof whichvalue

they together create for the custoraand (I1)Value creatiothrough relationships with
suppliersj . e . the PTA and ofhveich vapue they treatednsthisp er ¢
outsourced production setting. More spadljicdhis paper focuses on the value concept

and seeks to identify and describe the value drigefsgnefits and sacrifices, in this
outsourced production setting. The relationship dynamics is studied tribicgh
incident§ including source, content and results (Edvardssad), 20 research is

based on 26 idepth semstructured interviewsith managers and employees from two
different actors in the public transportation industry. fifftengs show that both
perceived benefits and sacrifices are related to product, service and relationship attributes.

THE VALUE CONCEPT

Value is a concepefjuently discussed in different literature streams and has a wide range
of different meanings associatath 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 traufk between benefits and sacrifices
perceived by the cust ome rChacaum20@L; Zsithgmpek i e r C



al., 1990; Monroe, 1991; Woodruff and Gardial, 1996). Perceived benefits are often
descibed as a combination of physical attributes, service attributes and technical support
available in relation to the particular use situd®noeived sacrifices are sometimes
described in monetary terms, but there are also other definitionssthnig dacrifices

more broadly (Monroe, 1991).

The traditional view of value is connected to a pradoetever 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 npeesriented perspective has rogaoposed

(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 itgetfpierre, 2000; Ulaga, 2003). The perception of value

is influenced by the experienitean ongoing relationship, which should be taken into
account when conducting an evaluation of value. Instead of restricting the evaluation to a
single episode, valsieould be extended to taking into account both episode benefits and
sacrificesas well aselationship benefits and sacrifices, since the relationship itself can
have impact on the total value perceived (Ulaga and Chacour, 2001)

Vargo and Lusc(2004 2006 suggest thé&ervicedominant logiGas anew perspective

of value creation. According to this perspeativ@pmers create value through service
experiences and relationships, in thereation and sharing of resources with suppliers,
including kowledge and skills. The customers are the arbiter of vaheaten in the
direct service interaction, and the arbiter of “iaduge of any goods sold. Vargo and
Lusch (2004; 2006) make a distinchetweenthe resources, such as machines and
processequipmentthat are used by the providers of services, which they refer to as
@perand resourd@sand the usage of skills and knowledge imathdlingof the operand
resources, which they refer to as@lperant resourc@s'he 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 machineseququasnt,
knowledge and skills.

Value as constellations of value creators and destroyers

Value is embedded in the relationship and described as a multidimensional concept,
consisting oYalue drivers, which create or destroy value, see e.g. Anderson et al. (1993),
Anderson and Narus (1995; 1999), Lapierre (1997; 2000), Ulaga (2003), Wagat and E
(2006), Vargo and Lusch (2004), LaschVargo (2006), Walter e(2003) Witell et al.
(2007) An investigatioof the constellation of value, i.e. benefits and sacrifices, by Ulaga
(2003) focused on the relationship between a manufactureppler sn 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 knbvaw, timeto-market and peosal interaction) and two
referred to the sacrifices (direct product cost, and process cost). The participants included
in the investigation were influential, sel@eel, decisiemakers involved in selecting

and monitoring the manufactuserpplier rekonship, and the dataere collected

through indepth interviews with nine participants.

Lapierre (2000) conducted a study in the service sector in a-bosinssess domain
and identified 13 vahllmsed drivers of customer perceived value. Thecaingiudy



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 relatidhsipiprceived 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, solid&hty)perceived sacrifices, which
include three value drivers, refer to price, time/effort/energy and conflict, see Figure 1.

Scope

Domain PRODUCT SERVICE RELATIONSHIP
Alternative solutions Responsiveness Image

BENEFIT | Product quality Flexibility Trust
Product customisatior Reliability Solidarity

Technical competenci
SACRIFICE Price Time/effort/energy
Conflict

Figure NMalue drivers (Lapierre, 2000)

The research dfapierre (200d)as been criticised bjfaga (2003) fahe inclusion of
established concepts such as “image” and “trust” within the value concept. Further, the
benefit drivers in the modaleatedy Lapierrd2000) can be perceived as both benefits

and sacrifices, e.g. flexibility (benefit) and the lack of fleximfigxibility (sacrifice),

while the sacrifice drivezanonly be perceived as sacrifices (Ulaga, 20Qf)dition,

Witell et al. (20Q&tate that new value drivers or new consteléatioralue drivers must

be introduced in a business relationshipddition for other contexts the value drivers

might differ, i.e. it may be other constellations of value drivers than those so fed identif
and poposedWitell et al., 2007)

Many of the studiethat have investigated the value concept have focused on the
manufacturing sector, i.e. the value drivers are perceived as connected to tangible
resourcessee e.gUlaga (2003), UlagadaEggert(2006), Walter et gR003).As this

research is conducted in fheblic transportatiosector, the conceptual model of value

of Lapierre (2000) is interpretedcastral for this research hasits originwithin a
busines$o-business domaiim the sevice sector and also includes the relationship
attributes aseat egory of wval ue. Our research is
conceptual model of valaad increase our knowledge of value creation in outsourced
service production.

Value creaton in business networks

Many industries are establishing-otganisational relationships through the outsourcing

of partsof or their total offerings, which forces a rethinking concerning organisational
structures and managerial arrangements (Ra@#8y, Within these business networks,
organisations together produce value through their relationships, partnering and alliances.
The value concept representgeav that value is created by various actors using various



resources in the market or busimetgvork (Ramirez, 1999his means that values are
co-invented, combined and reconciled in an interlinked chain of activities (Porter, 1985).
The actors in these networks carsdygarate goint economic actors. For this regson

value creation can beudied 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 te@raluecreating stakeholder netwd@ws$en referring to a
more dynamic view of an interganisational relationshigalueadding activities in
interconnected value chains are also referred to in the literatalecastreandgDavies,
2004),&value networkygChristensen, 1997) ad@lue statgWikstrom and Nonann,
1994). Flint (2004) and Walter et al. (2001) use&upply chaidor metworld
competences and characteristiegline creatioand refer to the structural characteristics
of the supply chain.

EMPIRICAL FRAMEWORK

The study object

The public trasportation industry in Sweden has been organised with a PTA (Public
Transportation Authority) in each county, which manlageransports in the region on

roads and railway as well as public transports from and to the region. The transports are
run by pwate 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 offeng. The inteprganisational activities between the PTA and operators are co
ordinated by the PTA in a stakeholder network (Enquist, F¥98¢. et al(1996)
characterise a valoeating stakeholder network by interactive collaboration between the
public and private sectors.

Our research interdstto investigat@hat creates valirea public transportation context
where the service production has been outso@cedocus isa busines®-business
relationship between a PTA and a private apeiftis relationship is regulated through

a contractual agreement over a periaigbtyears. The latest agreement was established
in 2004 and is valid up to 2012. When this researchvsismbnducted ihadbeenthree

years since the agreement wiableshed. According orted €1980) life cycle model
with four stage#8 birth, growth, maturity and decli@dehis relationshiganbe seeras
beingin its growth stage.

Sample procedure

Data for this paper were gathereth-depth interviews witthanagers and employees at

both the PTA and at their largest operator, whichapproximately 71 % (in 2008) of

the total transports in this county. The participants were both influential dealsos

in this relationship and employett®t have abusnhess relationship with the
PTA/operator. This background was critical in the procederdffying and describing
valuedrivers. A total of 26 agreed to participatehe PTA, theravas a total afeven
managers and allereinterviewed. A aditional &x employees were identified at the

PTA as having a relationship with this particular operator. At the operator, six managers
and seven employgesticipated in the study.



Data Collection

The26intervievs consisted of three parksrst,the interviewedescribed thpurpose of
theresearch study and tvedue conceps such. Theespondents were asked about their

own backgroursland theirolesin theorganisationrSecondtherespondents were asked

to describavhatbenefits and sacrifices they perceivtbe value creation fahe users
andwhat creates valuetime relationship between them and the PTA/operatord,

the intervieweesvere asked if thelgad experiencedome critical incidents the
outsourced service productidime notion of incidats traditionally refers to an episode
when the customer Il nteracts with the se
physical equipmené aitical incident (Bitner, 1990; Flanagan, 1954; Johnston, 1995) is
when something happens, unusually positimegative, which devisfeom the normal

and catches attention (Edvardssoa Olsson1992). Critical incidents influence the
relationship, e.g. a negative critical incident may result in the termination of a relationship
and a positive critical inadenay result in a stronger and deeper relationship (Holmlund,
2004).The respondents were askeg@rovidea detailed description of the incident; what
triggered it, the consequenitémdand what the outcome of the incident was.

The interviews lastdtbm about 30 minutes to 90 minutes. Each interview was audio
taped and transcribed. The first interviews conducted in December 2006 were used as a
pretest to checkhatthe questions could be understoodwahetherthe results could be
identified as vaé drivers in this relationship. The final interviews were later conducted in
May 2007. First, all interviews were read and a first analysis was ctighigibdng

the value drivers, i.e. benefits and sacrifices, in each infehierview matesl was
analysein relation tahe conceptual model of valagLapierre (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 tiatue crea
busines$o-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 beisiHessness settgn 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 vedaéian in a businessbusiness

setting.

Prerequisites for value creation

It is noteworthy thab2 of the value driveiiglentifiedcan be viewed as prerequisites in

the value creatioprocess. These prerequisites are issues that are outside thefcontrol

the dayto-day activities related value creatioand can be viewed as belonging to the
system. One example is the latest governance agreement from 2004 that contains a
numberof agreement deficiencies, suctbsaches of agreem@dihdistinct ageement

(lack of bonus, lack of knowledge about the agreement). Other example§@akcthe
procurement procedanddalifferent requlatio®s The physi cal | ocati o
office also causes a geographical distance to the customers. Tityefurithesmore

suffers from a@ulture of low price and low qudlignd thedevel of educational
attainmerid is low. These prerequisites show that a number of issues mfloenc



possibility to create value for the users of public transportatidhattlteyare outside
the control of any of the actors in tledue creationetwork. In the long run, the politics
in the county should work to reduce tHastorsthat inhibitvalue creatian

Value creation for the user of public transportation

Altogeher, 64 value drivers for the user of public transportation were revdsied.

these as the point of departure, we identiBactategories of value drivers, fie

benefits andive sacrifices. On an overall level the value drivers are consigtent wi
Lapierre (2000), i.e. the value drivers relate to the three cfcppehuct, service and
relationshipHowever,consistent with Ula@a(2003) critism ofthe value drivers in
Lapierre (2000}he value drivers within the benefit domain can be pedces both
benefits and sacrificés. 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 ddlternative solutiodgproduct),dlexibilityd @eliability dechnical
competendi(service) andoriced (sacrifice)A further discussioof the issue ofvhat
categories should be included, with a special emphasis on the role of price in the
perception of valués givenlater inthis pape. In the next section we review the value
driversidentified see Figure 2.

The benefit domain

The value drivers related to heoductscopehave mainly to do with improvements
concerning the vehicles and the adjustmientthe traffic system. lhas leen a
requirement since the latest governance agreement was established in 2004 that all
vehicles in the bus park be equipped with dadéisyand alcohtdcks to insurgreater
security for both passengers and drivers. The vehicles must also be wdhigped
conditioningand the seats must be adjustabtthavdoot support. The maxiom age

of a vehicle is 13 years. The trafficftsdlerbeen adjusted and reorgadiaccording to

a timetable with even time intervals between depavttiies hadeen done to make it
easier for the user to remember the timetdblese value drivers are perceived by the
PTA. There are todanlytwo PTAs in Swedehathave the requirement of safletyjts

in all seats and alcotmtks in all vehicles.

The Gervecedscopewithin the benefit domain relates to communication and information
aspects antb the ability to manage customer complaints. Withimelagonshifscope

the positive relationship between the PTA and operator and their customers is identified.
It is also perceived as a monetary advantage for societystomderdo use public
transportation.

When all benefits are considetadjustments of traffiddequirement of safebelts and
alcohollock$and thedelationship between the PTA anemgpor and their customérs
are the most frequently mentioned value drivers.

The sacrifice domain

The value drivers related to theoductscoperefer to the@uality of vehicléand a

factor such aspoorly functioning tickeinachined The timetablelso includes many

errors, which affects both operators and passengers. The value drivers related to the
&ervicé scoperefer to @ustomer complairgswhich are managed by the PTA, the



difficulty for the PTA to spread informationitocustomers, the hdling of goods since
areorganisation and the maintenance of bu
a value destroyasperceived by the operator.

The @elationshipscopewithin the sacrifice domain refers to de&tionship witlhuser§

which the PTA perceives can be improved, anddlationship between the PTA and
the owner8 The PTA also finds that the negative attitude between the PTA and
operators affects thpassengersegativelyThe value drivers relate to the three sooipes
product, service and relationship, as within the benefit daieliicle quality and
@elationship witluserSare the most frequently mentioned value destroyers.

Scope
PRODUCT SERVICE RELATIONSHIP
Domain
Product quality Responsiveness Image
- Safetyelts and - Communication (3) - Monetary
alcohollocks (4) - Information (3) advantage (1)
E - Vehiclequality (4) - Managing custome
W Product customisation complaints (3 Trust and Solidarity
w - Adjustments of - Relationship (6)
e traffic (10)
- Timetables (1)
Product quality Responsiveness Time/effort/energy and
- Poorly functioning - Information (3) conflict
ticketmachines (1 - Managingustomer - Relationship
- Vehicles™ quality complaints (2) between the PTA
w (10) and users (6)
@) Reliability - Relationship
LL Product customisation - Handling of goods between the PTA
?j - Timetable (many @ and the owners (3
(</f) errors) (1) - Maintenance of bus - Negative attitude
stops (1) between the PTA
and operatr
affects the
passengers (1)

Figure 2: Value creation: btginasst omer fr om both the PTA a

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

Value creation in a businesso-business s#ing

Altogetherl55value drivers were revealed concerning the relationship between the PTA
and the operator of public transportation. Thecategories of value drivers, fixe

benefits andsix sacrifices, can be connected to the product, serviaelamonship

scopes within the benefit domain as well as within the sacrifice domain, seeAsigure 3.

for value creation for the user of public transportation, some categories of value drivers in
Lapierreds (2000) c 0 n c e pantifiedlin oun caseedf valoef v a
creation in a businessbusiness setting. In the benefit domain, none of the value drivers
related to thé@roducbscope were addressed. Further, in relation t@dhecéscope,



the dlexibilitydvalue driver was notdluded and thus not perceived as a benefit. As in the
previous case, tigaricédcategory was not perceived as a sacrifice. Ftiréh@ategories

of value drivers within the benefit domain can be perceived as both benefits and
sacrificeswhich illustras similar results as in value creation for the user of public
transportation.

The benefit domain

The delationship between the PTA and opedatod @ommunicatioddriversare the

most frequently mentioned vatireatorsWithin the®ervicéscope communication and
information between the PTA and operator are perceived as value d@eathcs.
planning at the PTA isalsoseen as an important value creator. @fganisational
changes within the PBAave lead to clearer routines, which are iéenkfi both the

PTA and operatords employees as value cr
havingdigh capacif/and as alwaysbeingpossible to get hold of. In relation to the
@elationship scope,the operator perceives that there Guétural chnge8that have

taken place since therrentCEO at the PTA begamorkin 2003. Thé&elationshipas

such between the PTA and operator is also perceived as positive, both on a managerial
levelandon a personal level. The operator perceives the PBgainrebpen to the

oper at or d@vithgesppgoetrafticiplamrmisgand the PTA no longer meddles
with the operatorods internal pl anning.

The sacrifice domain

In reference to th@roducbscopejt is only the radio system used between tiAe PT
operators and drivers that is perceived as a sacrifiggodmdunctioning radio systém
forces the drivers to use mobile phones in its place. This in turn affects psefstynger
negatively.

Both the PTA and operator find each othareaucratbanddierarchicéandconsider
thatthe @esponsibility conditions and routines are uidgkghm the other organisation.
The PTA finds the operatto be dnflexiblé The operator, in particular, finds that the
@ommunicatiodbetween the PTA anderator ipoor and that the PTA is often late
with the @elivery of traffic orders and payméntéie dack of a comprehensive view
between the PTA and operator in reference to the passsngissfound to be a cause
of quality problems. The two orgationsdo not view themselvess beingn a value
creating, customeriented business network. Instead, they are more like twy solita
entities thatfocus on their internal activities andnsequentlygive insignificant
consictration to their joint egtnalactivities Theydo not meet regularly, thelp not
shae sufficient information and common business strategies andothey develop
valueadding routines for their common customers.

Other value destroyers within ti@ervicé scopear e : d@ack fob knowledge
concerning the traffiand thatmost @ustomer complaird€an beascribedto the

operator There are alsdiversednternal probleniswi t hin the PTA and
organisatios

In 2005 the agreement between the PTA and operatoedeadly 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 .s@vengsitcomeon several



occasiongvas delays in traffic. The customers ¢amgd to the PTA, whiagleceivedhe
negative publicityreated byhese delays. The PTA in turn decided to publicly blame the
particularoperator for the problems. This negative critical incident resulted in a strained
relationship between the PTA dheloperator.

Other value destroyers tontext ofthe @elationship scopeare: @ttitude problenis
@roblems related to personal fadodmck of engagemendf the PTA) and
@nprofessional managing at the BTAe most frequelytmentioned value desyers
are: @®xternal communication deficien@iesmd dack of a comprehensive viéw
Noteworthy is the perception of price, which in this study is not percewesdeifice
thatshows the same result in relationaioie creatiofor users of public@ansportation.

Scope
PRODUCT SERVICE RELATIONSHIP
Domain
Responsiveness Trust and Solidarity
- Communication (6) - Relationship (11)
- External information (1) - Cultural change8)(
Reliability - Opem_ess_for suggestiofiy
E _ Capacity at operaton(3 " (Olr)ganlsatlonal changes at P
%J - Routines for controlling
w operators (2) Image
@ - Clearroutines at PTA (5) - Professionalis (2)
Technical competence
- Traffic planning (1)
Product quality Flexibility Time/effort/energy and
- Poorly - Bureaucrac{p) conflict
functioning radio - Hierarchy?3) - Relationkip deficiencies (11)
system (1) - Inflexibility (6) - Attitude problems (6)
Reliability - Personal related problems (3
- Traffic planning (7) - Lack of engagement (2)
- Indistinct routinesi@) - Unprofessional managing (5
- Lack of comprehensive Outlook (1)
view (16)
L - Quality followup (5)
(f - Handlecustomer
T complaintg1)
%:) - internal problems)
2 Responsiveness
- Delays in traffic orders
and payments (5)
- Communication
deficiencief2?)
- Information (2
Technical competence
- Lack of knowledge
concerning traffic (2)

Figure 3: Value creation: bidinass i ness from both the PTA

a



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

CONCLUSIONS AND DISCUSSION

This paper makes several contributiorgusditytheory and practicEirst, we focus on

value and value creation. Value has a long tradition in quadtyemant, but it has
recently not been treated extensively. Value as a concepappsesared in marketing,

and industrial marketing in particular, and by making connections to quality management
we believe that this research stream can move forwardd, See®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 Lapiérrs  ¢oRdepiu@l )model of valard tested it in a

new empirical context in two different relationships, value creation for users and value
creation in a businessbusiness relationship. On an overall leuefjralings show that

both perceived befits 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 usees)categories of value drivers were revealdd;d leenefits

andfive sacrifices. Furthefor value creation in a busings$usiness relationshipl
categories of value drivers, fiee benefitsand six sacrifices, were revedlsd the
categoryevel, 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
sarifices. In particulamultiple value destroyers relate to the service ashetiary to

the traditional viewf value, price is in this study not perceived as a sasticeers
eithervalue creatiofor usersor value creatiom the businest®-business relationship.

On the contrary, pricer in this casénonetary advantaije perceived as a vatueator

for customersAn explanation is thatalue is a relativistic concept, perceived in
comparison to another object or situgtion this paticular casethe respondents
compared public transportation to travelling individugllsivate cardf 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 sadhiiccan 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 therertaire
prerequisites thanhibit value creatiorior the user It is a challenge for the public
transportation industry and the PTAs, which mustdaksideration to not only the

p as s ebegehts a;md corporate benefits, but simultaneously to social benefits, |
relation to the sustainability critedathe economical, social and environmental
perspectived-urther,service production has been outsourced to a number of private
operatorsand the different actors have different interests: the PTA with gimgana
control system based on the contractual governance agreement and the private operators
with a productioforiented approadhatfocuses on rationalising costs, which in turn has

led to a low service level (Enquist, 1B8§uist et al., 20D5As a cosequence, there are



manyvalue leaks in the systand thughe different actors in thalue creationetwork
can not provide theser of the public transportatisith a high service level.

The PTAs, which do not have the direct, -fadace, relatisghip with the end
customershat the operators gdare thus dependent on the operatatts respect tdhe

value they want to create for the custonerprovide high product quality, e.g. clean

and secure vehicles, high service quality, e.g. precifed@partures, a positive attitude
towards the passengers, high safetyhemoad, correct information and cregta

positive opinion towards the PTA in society. The Blidsness strategies concerning
customer value will only be put into practickdfe is collaboration between them and

the operators. The operators, on the other hand, are dependent on taedehéers

traffic orders, payments, the maintenance of diverse equipment, such as radio systems in
vehicles and ticketachines etc. For thoutsourced 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 d¢omiman
customers The personnel and managersboth sides should have positive attitudes
when referring to their business partner in diadogiile customersand systematic
communication routines should be introduced to this business relationship as a way of
sharing common values, strategies ansl. Jowd contractual agreement has in this study
beenshown to be perceived as indistinct by several participants who have difficult
comprehending its contenfThe agreement can be seen as a soumany value
destroyers in the relation, which in tufaci$ the customers negatively.

The results of the present study oah be interpreted without taking into account its
limitations. The value drivers identified and described were perceived by the participants
during a limited time perio@nd also during a timewhen there were economical
difficulties. Our view of value drivers in outsourced service producisbbe seen as a
osnapshot o of t he rirtima tniadditios, kbivagdue driverthat g i v e |
were identifieccome from the supielrs” viewand this studglid not ask passengers

about theirview of value creationThis choice was made since we wanted to focus on
value creation in outsourced service produdtofurther studie®f value creation in

supply chains we recommehdtthe whole value chain beveed
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Abstract

Purpose: The purposeof this paper is tonvestigate, by reviewing the literature, t
relationship between quality management and business performance with a comparison
between manufacturing and service organisations.

Methodology/Approach: This metaanaytic study critically examines the literature and
evaluatesthe business performance implications aglopting quality management
principles in manufacturing and service organisatdtogether we identified 14
published researdtudieshat focused orhe relationship between quality management
and business performanegth a comparison between manufacturing and service
organisations.

Findings: The resultshowseveral inconsistenciasprevious researethen it comes

to the relationship betweequaliy managemenand 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, twotyquainagement principles stand out in
several studies as being more central for service organsaupogee management or
moraleand process orientation. The inconsistencies can be explained by a number of
factors: the difference in size of the orgaoiss 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
abou 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 sHmiltopted in a serviceyansation

Keywords Quality Management, Principles, Business performance

Category:Literature Review
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INTRODUCTION

Quality management is widely discussed in the literature and can bensapagesnent
philosophy charactsed by its principles, practcand 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 ampgiticlies on quality
management have been conducted in the manufacturing sector, while research on
organisationsn the service sector has been sparse. The characteristics of services
(intangibility, cgproduction, inseparabilignhd heterogeneity) andetlgrowth of service
industrieshave resulted in an increased focus on the implementation of quality
management principles in servarganisatios interested in delivering higimality

service to customers (Schneider and White, 2004).

There are severalsearch studies that examine the impact of quality management on
business performanag, Hendricks and Singhal (1995; 1996; 1997a,200FIlynn,
Schroeder and Sakakibara (1998 Erikssorand Hansson (2003 There are also a
number of research stad that investigathe impact of quality management principles

on business performance with camparison between manufacturing and service
organisations, e.g., Nilsson e(24l01), Sun (2001), Solis e{1898), Singh et §2006)

and Powell (1995 hese studies are intendedhi&lp managers implement quality
management more effectively by giving recommendatioost which quality
management principles to adopt dependinghmtherthe organisatioproducegoods

or services.

Unfortunately, the rpsent status of the research can not provide clear guidance.
Beaumont (1997jor exampleconcludes that there is no relationship between quality
management and business performance in either maimgagt service organisations.

In contrast,Lagrosenand Lagrosen (2003) conclude that quality management and
business performanbavea stronger relationship for manufacturing organisdtians

for serviceorganisations, whi/oon (2000pn an overall leveahows no significant
difference between manctizring and service organisations. To concludethtbe
researclstudies akkxaminghe same research issue but come to different;rbsults

this possible? Instead of living up to the intention of identifying systematic differences
between manufaging and servicerganisation concerning the relationship between
guality management and business results, these atadiesonsistent and therefore
confuseboth researchers amdanagerss to whichprinciples are most important in
differentorganisabnal contexts.

The aim ofour researcks toidentify why inconsistencies in previous research exist and
what researchers can do to conduct strong research studies in the future. To accomplish
this aim, weperform a literature reviewnvestigate the search methodology and
compare the results of 14 empirical studies published between 1988 and 2006 that focus
on the differencesbetween quality managementh manufacturing and service
organisations. In particular we are interested in the relationslepnbetiwidual quality
management principles and business performadd®w it differs among companies in
different industriesOur results provide guidance to managwsosit whichconclusions

are commonacross the studiend which recommendations dot mold 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 philgsoph company ideal. Several attempts have
been made to defirmad identify the building blocksmfality management, total quality
management, total quality control and similar terms. Helistédefsjo (2000) define

TQM as a management system inigaatis change, consgigfof values, methodologies

and toolsaimingto 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 workagtices) as their building blocks of quality
managemenBoth of thesemodelscan be used to describe what quality management
really is, but thegio not fully capture the whole range of activities present in quality
managemeniVe argue thatuglity managment is better viewed as a cowmtion of
principles, practicesd techniques (Dean and Bowen /1884 Table .IA principle is
implemented through a set of practices, which are simply activities such as collecting
customer information. The practices @ turn, supported by a wide array of techniques

to make the practices effectiVe. be &le to compare industry sectdie object of
comparison should be the principles since the praaiéesmed to display and embody

the principles of qualitparagemeninight differ among industries

Table I: The building blocks of quality management.

Concepts Definitions Examples

Principles A set of underlying assumptions of Customer focus, Continuous
how to view the organisation and its improvement, Teamwork
relation to customers, competitors a

suppliers.
Practices Activities performed to display and Collecting customer information,
embody the principles Conduct a customer survey

Techniques  Guidelines and infrastructure of hov Voice of the customer tables,
to perform certain activiie Quality Function Deployment

According to Dean and Bowen (199dst of what has been written about quality
managemens based on three principles: customer focus, continuous improvement and
teamwork. Advocates of the atity movement include more principles in their
conceptualization of quality manager(s@@Bergman and Klefsj@0® andDahlgaard

et al, 1998) Bergman and Klefsjo (20033ludesix principles of quality manageméhy

focus on customsy (3 focus on processes, (®se decisions on facd) improve
continuously(5) let everybody be committed and (6) mepnagement commitment.
Quality awards or so called excellence models are built on a large number of values,
simlar to the underlying principles in the quality move(seatSIQ20® or EFQM,

20®). The Swedish quality award, established in 1992 based&up thedel, has 13
corevaluex ust omer orientati on, cirvatvemnenttiongl | e a c
term focus, community responsibility, process orient&itutation and training, pro
activeness, continuous improvement, benchmar&spgpnsiveness, decisionsetdamn

facts and cooperatioAs can be seen in the review of principles of quality manggemen

the suggested principles diflanongvariousauthors; the number of principlaso



differs (Hellsten and Klefsjo, 2000arious researchers use betwbese (Dean and
Bowen, 1994) and 13 (SIQ, 2002) of these prinaygieh contributes to the difent
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 predaiimg, greater employee
commitment and motivation, stronger relationships with suppliers, fewer errors and
reduced waste (Juran, 1988). Most existing empirical studies conclude that quality
maragement has a relationship to business perforrsaeddendricks and Singhal
199519961997 200H, b;Flynn et a).1995 Eriksson and Hanssa2)(®B; Gustafsson et

al, 2003). The strongest support for such a relationship is provitedseyninadeies

of papes by Hendricks and Singhal where they investigate the financial effects of
implementing a TQM program. By making comparisons between quality award winners
andother companies in the same industries, the authors conclude that terenvayd

firms outperform their competitors on operatmgpme 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 westigating the relationship between quality management principles and
business performance have focused on a single irfdeste.gFlynn et al., 1995 and

Dow et al., 199%0ome studies such as Powell (1995), Woon (2000), Badil 25|,

Quazi etal (1998), Nilsson et.gR001) and Huq and Stolen (199®)weverhave

studied quality management principles in both manufacturing and service organisations.
Powell (1995)for exampleinvestigates the correlation betwé@rfactors of quality
manageent and business performance. The study concludes that there are differences
betweera manufacturing and a servarganisationsupplier relationshipfor example,

are vital for a manufacturingrganisation while process improvements are more
important for a serviceorganisation To conclude, a quality principle might have a
different role in a manufacturiogganisation than i servicerganisationThe question

is what these differences are and if we can use the differences between goodsand service
to explain the various roles of quality principles anufacturing and service
organisations.

Manufacturing and Service organisations

A quality principlehat hasa different role in a manufacturiiirgn thana service firm

might depend on the variogbaracteristics of goods and services, intangibility,
heterogeneity, inseparaypildnd perishability (Zeithaml et 4B85).Although these
characteristics do not clearly distinguish all goods from all services, we argue that they can
be used to leer 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 manuféwgring and service organisations.

Intangibilitgenotes that services are activities and not physical objecigoasiaiide
intangible nature of services often means that customers have difficulty evaluating and






