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ABSTRACT

Miitto, Toni

Implementation of quality cost management tool in dyadic purchaser-provider
relationship context

Jyviaskyld: University of Jyviaskyld, 2012, 191 p.

(Jyvaskylad Studies in Business and Economics

ISSN 1457-1986; 114)

ISBN 978-951-39-4768-2 (nid.)

ISBN 978-951-39-4769-9 (PDF)

This research deals with research areas of management accounting and networks,
introducing a cost management tool with quality emphasis previously used in single
organization setting into inter-organizational setting. Research focuses on dyadic
relationships, particularly to purchaser-provider model. Two public organizations
working within a purchaser-provider relationship are studied. Data is gathered
through triangulation of observation, survey, interviews and workshop results. Data
gathered is analyzed through contingency theory complemented with theory of
organizational trust and transaction cost economics. Open-book accounting is
introduced as a concept to illustrate the amount of needed information exchange when
coordinating mutual cost reduction efforts.

Research method applied is interventionist case study carried out as an action re-
search. Implemented cost management method is studied in its implementation pro-
cess and changes required for it to work in network context are analyzed.

Research contributes to literature in several ways, first, it explicates existing cost
management tool as currently conceptualized in the literature and further specifies the
theory on the tool applied by testing its boundaries in dyadic setting. Second, it an-
swers demands to focus on mutual co-operation in place of one-way implementation
originating from focal firm. Third, using contingency theory it provides knowledge on
variables that influence changes both in pre-adoption and adoption stages of cost tool
implementation in dyadic context. Fourth, it proposes the concept of network as a ge-
neric contextual variable instead of handling it as a matter of size. Fifth, it analyzes the
success of the tool’s implementation in the network context and provides a further
specified model for cost management success evaluation. Sixth, it uses transaction cost
economics coupled with the theory on trust to explain division of costs and benefits
gained from the implementation of the specified cost management tool.

Research findings indicate that cost management tool introduced in a wider con-
text of dyadic relationship changes in comparison to existing literature on the cost
management tool. Identified differences are classified into differences arising from or-
ganization specific factors, differences caused by proposed network context of dyadic
relationship, differences caused by the environment, technology based factors and rea-
sons attributed to differences in individual factors.

Research also indicates that trust plays a significant role in determining how the
costs and benefits incurred from improvement initiative in dyadic relationship are di-
vided. It is seen that trust is strengthened by the time organizations spend in mutual
coordination and improvement efforts. The level of open-book accounting required is
found to be modest, although some information related to work procedures, problem
areas and certain costs are required to facilitate improvement and to lower costs.

Keywords: contingency theory, networks, public sector, cost management
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1 INTRODUCTION

Finnish public sector is undergoing a series of developments. In the society as a
whole, municipalities and their service structures are being formulated anew.
This process is taking place because many of the municipalities can no longer
produce their services the old way. Tasks and required services have been
increased, while available resources are being reduced. Some reasons for this
development have been identified (Kallio et al. 2006): changes in the Finnish
population structure, emergence of new and specialized healthcare methods,
society’s enhanced responsibility for individuals and more demanding
consumers, to name a few.

Imbalance between income and expense is not the only reason forcing
public sector towards reform, however. Due to changes in the population age
distribution there are growing number of retired people and thus reduced
available workforce. These developments have focused the attention of the pub-
lic sector towards improvement projects, main target being to get the same
amount of services at lesser resources or more services with same resources,
that is, to be more efficient.

Another interesting trend in the public sector concerns mergers between
neighboring municipalities or separate functions performed by public organiza-
tions. These mergers have started in response to resource cuts and the arrival of
new responsibilities. The goal of such mergers has been to cut costs by central-
izing some actions. Examples of such actions could be resources directed to-
wards purchasing, planning or administration.

However, in some earlier mergers between the city and the neighboring
municipality, unexplainable costs have been incurred. This has been widely
attributed as quality cost that has risen from centralizing and new work ar-
rangements. One of these arrangements is separation of work into one organi-
zation that purchases work and on the second that produces it. Various studies
have given possible explanations for these unexpected costs; doing the same
work twice, problems in the flow of information or unclear responsibilities in
the new field of work (Kallio et al. 2006, Lillrank and Haukkap&a-Haara 2006).
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Review of quality failure costs found in the literature (Krishnan 2006)
points towards possibilities of improving efficiency at public organizations by
reducing quality related mistakes. Krishnan's review shows some indication
that quality failure costs are generally higher at public organizations when
compared to private sector.

Quality cost accounting is used to improve processes and action. It is help-
ful in prioritization of the most profitable and effective improvement projects
(e.g. Jarvinen et al. 2001). Studies (Jarvinen et al. 2001, Jarvinen, 2004, Merle
Bland, 1998) show that quality costs vary between 10 - 75%, depending on the
turnover, organization type (public vs. private) and business sector. Quality
costs concerning aforementioned problems and the possibility to cut them has
yet remained scarcely studied area of cost accounting.

Purchaser - producer method is one model that has been aimed at increas-
ing efficiency at the public sector. This method has been applied by cities
Jyvéaskyld, Tampere and Turku. Purchaser - producer model has been applied
in Finland in many public areas, such as healthcare, forest centers, construction
and sanitation. Purchaser - producer model has been defined as a “control sys-
tem and an organizational form where purchasing work and producing work
have been separated and purchaser’s and producer’s actions are controlled by
mutual contracts” (Arpiainen et al. 2006).

Purchaser - producer model could be labeled as customer - supplier chain.
However, purchaser - producer model as used in the Finnish public sector in-
volves different stakeholders. For instance, purchaser and customer is not the
same thing, nor are the purchaser and funder. Effectively, end-user and cus-
tomer is the taxpayer, and purchaser buys the produced work with funding
from the municipality on end-user’s behalf. Several authors have noted this
special organization method of work (Bland Merle et al. 1998, Lillrank and
Haukkapdd-Haara, 2006).

Lillrank and Haukkapé&id-Haara (2006) have identified four important ac-
tors in typical purchaser - producer model: These are: 1. Controller who gives
the authorization. This is typically the municipality that authorizes purchasing
organization and gives the funds that are obtained from government for pur-
chasing organization. 2. Purchasing organization that evaluates competing
work offers, makes purchases and controls the fulfillment of contracts. 3. Pro-
ducing organizations that produce the work and services ordered by purchas-
ing organization. These organizations may or may not be part of the same or-
ganization as purchaser and they may be privately owned businesses as well as
public organizations. 4. End users of service. These are typically citizens using
the produced services such as healthcare services, streets, sanitation services or
legal aid.

Prevention of quality faults has been found in the private sector to be the
most effective and low-risk way of cutting costs and increase profits. Quality
assurance is considered much better way of improvement than, for example,
acquisitions or increased capacity (Ostbye, 2004). This provides basis for quality
initiative in the public sector. The management of quality related costs in inter-
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organizational context, such as purchaser-provider relationship depicted here,
offers a novel area for the application of cost management tools in inter-
organizational cost management domain (IOCM). The topic of IOCM has been
largely ignored in the accounting literature (Hopwood 1996, Van der Meer-
Kooistra and Vosselman 2000). Hopwood (1996) states that changes in network
context concerning the quality, costs and service delivery have been the subject
of such neglect. Also, there is a lack of research that takes into account both per-
spectives of the dyadic setting as previous studies have been mainly concerned
with application of IOCM tool from the buyer’s perspective (Cooper and Slag-
mulder 2004, Caglio and Ditillo 2008, Mouritsen et al. 2001). Finally, in studying
IOCM or any other management accounting practice, it must be studied under
relational context in which it occurs (Hopwood 1983). Thus, a relationship such
as purchaser-provider context, must be taken into account when devising a
study to explore it. In studying quality related problems and their costs in pur-
chaser-provider context, this study offers a novel perspective into study of
IOCM. Also, a decade ago in 2001 Zimmerman expressed concerns that man-
agement accounting had failed to provide any substantive body of knowledge.
In their response, Malmi and Granlund (2009) argue that there is a need for ex-
pressing practical solutions and testing their limits. This would lead to refine-
ment or refutation of the existing model and provide theoretical contribution
while at the same time having a practical relevance. In testing a cost manage-
ment tool in a wider context of dyadic relationships and reporting on the en-
countered issues this study is both providing theoretical refinement of the cost
management tool as well as showing practical use for the organizations in-
volved.

1.1 Research problems and exclusions

Main interest of this study is the actual implementation of quality cost
management tool taken from Malmi et al. (2004), labeled “collaborative
approach for managing project cost of poor quality” (CAMP) in dyadic context.
This study is interested in changes that are required to utilize a cost
management tool previously used in single organization setting, at inter-
organizational setting. Tomkins (2001) argues that these single-organizational
tools can be used in dyadic or network contexts if this larger context is taken
into account. However, some conflicting arguments exist. Kulmala et al. (2007)
argue that difficulties in enclosing sensitive cost data may lead to problems in
implementing old, single-organizational tools in larger context. Hence they
argue for the need for new tools. Also, research on cost management tools
conducted in single organization setting (Anderson 1995, Anderson and Young
1999, Anderson et al. 2002) have found that when implementing a cost
management tool, contextual and implementation process factors seem to
correlate with perceptions on the cost management tool effectiveness. While
implementation process causes some possible changes into final cost
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management tool layout, network relationship can be seen as a contextual factor
for cost management tool implementation. This implies that contextual factors
along with processes during implementation have an effect on the effectiveness
of the cost management initiative’s outcome. Therefore, research on the
mentioned factors on inter-organizational cost management setting adds a
valuable perspective on the implementation issues of the cost management tool.

Study’s research problems arise from this debate and are presented as:

P1: Can the tool aimed at cost reductions in single organization setting be used
in dyadic settings?

To achieve understanding of the primary research problem, several facets of the
problem need to be addressed. Firstly, tool may need certain modifications both
before actual implementation to accommodate network setting and during the
implementation because of the network setting and organizational factors.
Secondly, needed information exchange between partners to achieve success in
implementation must be addressed before analyzing the possible success of the
implementation. Thirdly, success itself needs to be verified through analysis of
implementation success literature (Malmi 1997, Anderson and Young 1999).
Finally, profits and costs attributed to newly planted cost management
initiative must be divided between partners. For this, transaction cost theory
and literature on trust provide a background.

Therefore, main research problem leads to first set of complementary questions
of

P2: if so, what, if any, modifications are needed to ensure that the cost reduction
tool functions in this dyadic setting?

P3: how does the cost reduction tool change during implementation process in
this dyadic setting and what factors cause this?

P4: What kind of open-book accounting does the cost reduction tool require in
the network context?

Study is positioned in the discussion on IOCM literature as well as quality
literature. IOCM discussion implies the use of network literature and a context
of inter-organizational setting. Theories used to analyze the implementation of
IOCM tool in this inter-organizational setting are theory on organizational trust,
transaction cost economics (TCE) and contingency theory. Also, discussion on
open-book accounting (OBA) is used to understand the needed information
exchange when applying the chosen tool. Caglio and Ditillo (2008) have
reviewed existing IOCM literature and constructed a three-dimensional
classification for the studies conducted within it; first dimension is the unit of
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analysis where the number of relationships are shown. That is, study is
conducted as either focusing on dyadic relationship or larger network. Study at
hand is focused at dyadic relationship. Second dimension is the point of view;
this means that findings are reported as either from the single organizational
point of view or the study takes into account perspectives of other
organizations in the setting. While many studies have considered mainly only
the perspective of the focal firm (Mouritsen et al. 2001, Caglio and Ditillo 2008),
this study considers the perspectives of both the purchaser and the provider.
Lastly, third dimension refers to type of arrangement in question. This means
differentiating bilateral arrangements from multilateral ones. Caglio and Ditillo
(2008) also divide the multilateral agreements to one-to-many and many-to-
many arrangements. As purchaser-provider relationship implies the bilateral
arrangement between two organizations, this study is considered thus focusing
on bilateral issues. Caglio and Ditillo (2008) note that there is a methodological
reason for choosing to study dyadic relationships rather than entire networks;
focus on dyads enables the definition of theoretical models that could not be
built without simplifying network complexity.

Caglio and Ditillo (2008) also classify work done on the inter-
organizational issues between vertical and horizontal linkages. Studies are
therefore divided into research done on complementors as well as on competi-
tors. Also, research is divided into functionalist explanation and non-
functionalist research. While the former is relatively straightforward and the
study at hand can be classified to research done on complementors rather than
competitors, latter demands more attention. Functionalist approaches are more
concerned with increasing production efficiency, incorporation of innovations
(Cooper and Slagmulder 2004), improvement initiatives (Dekker 2003, Mour-
itsen et al. 2001, Seal et al. 1999, Carr and Ng 1995), division of profits (Dekker
2003, Cooper and Slagmulder 2004), trust issues (Cooper and Slagmulder 2004,
Dekker 2003) as well as coordinating and managing interdependencies (Dekker
2003). Non-functionalist approaches, on the other hand, have focused on social-
ly constructed identities and meanings (Chua and Mahama 2007), rules and
routines that link different institutions and activities (Coad and Cullen 2006),
re-presentation and re-translation of corporate identity and phenomena (Mour-
itsen et al. 2001) or depiction of the organizational system as an abstract symbol
for disembedding and re-embedding transactions (Seal et al. 2004). While the
latter area of research has contributed to the literature by analyzing accounting
phenomena through socially constructed realities and study of different sym-
bols and meanings, functionalist research has directed attention towards meas-
urable outcomes such as initiatives, efficiency and division of profits. This study
presents an attempt to replicate existing single-organization cost management
tool in IOCM interface. It contains an element on the construction of improve-
ment initiatives with attempt to increase efficiency in case organizations. Study
also analyses the data gathered through trust between dyadic partners and
transaction costs to see how the division of profits and costs is achieved. The
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focus on efficiency gains and improvement along with understanding of the
issues needed to achieve this shows movement towards functionalist research.

This study contributes to literature in several ways, first, it explicates exist-
ing tool (Malmi et al. 2004) as currently conceptualized in the literature (Dekker
2003), secondly, it provides new information on the usage of IOCM to joint re-
duction of costs, thus answering demands to focus on mutual cooperation
(Mouritsen et al. 2001, Cooper and Slagmulder 2004, Coad and Cullen 2006) in
place of one-way implementation and provides evidence on the actual use of
IOCM. Third, it provides valuable quality cost data and problem classifications
as well as improvement data to add to quality literature. Fourth, it provides
contribution in illustrating contextual elements that may rise in implementing
cost reduction tool in IOCM interface. This contribution is achieved by using
contingency theory to understand changes required to chosen tool in different
stages of adoption when moving to dyadic setting. Fifth, it is a novel approach
in using quality related tool in IOCM setting with theories of trust, TCE and
contingency theory in the same study. Sixth, tied to discussion on practical ex-
amples of management accounting theory put to use (Malmi and Granlund
2009) and implementation success factors (Anderson and Young 1999, Malmi
1997), it analyzes the concept of successful implementation and provides possi-
ble guidelines to measure success of the tool’s network implementation.

Sixth area of contribution leads to complementary research problems presented
as:

P5: How can the success of a particular implementation project be determined?
P6: How can the implementation stages and market test on the tool be analyzed?

Also, to achieve some indication on the treatment of cost savings and costs in-
curred to achieve these savings in the partnership setting, this study uses trans-
action cost theory to seek answers into how the costs and savings are divided
between partners. This is expected to shed light on partnership decision-making
and the impact of trust and transaction costs:

P7: How are the costs and cost savings caused by the implemented cost man-
agement tool divided between case organizations?

Finally, one product of this study is a COPQ measurement framework that
relies on measuring impact of improvement efforts on identified key problems
and total COPQ these faults generate. Measures are derived from processes
associated with identified key problems along with plans from improvement
efforts developed to remedy them. So far, only plausible way to conduct COPQ
study has been to make a thorough quality cost identification process involving
analysis of organizations accounting data and interviews of the key personnel
(Jarvinen et al. 2001). This study provides framework for the development of
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quality measures that are constructed without thorough data analysis and are
easily integrated into organizations work processes.

Although quality related improvement projects and studies have been
made on many aspects of quality in the private sector, public sector still remains
mostly uncharted territory. (McAdam et al. 2002) have found that quality relat-
ed measurement does improve efficiency in the public sector, thus validating
often heard expression what is measured, gets done.

This study focuses only on public organizations and more precisely on
purchaser-provider relationship context. Further, because of the noted potential
for improving efficiency in the public sector by lowering fault generated costs
(Krishnan 2006), this study focuses on quality failure costs and efficiency.
Therefore, prevention and appraisal costs of quality are largely outside the
scope of this study.

1.2 Methodology

This sub-chapter illustrates methodological choices and presents the ontological
and epistemological assumptions as well as positions the study into
management accounting research literature. Assessment of contribution,
achieved validity, reliability of the study, generalizability of the results and
consideration of the role of the researcher are more thoroughly considered at
the end of the thesis.

In its most simple dichotomy, methodological choice can be divided into
qualitative and quantitative approach. Qualitative approaches have been la-
beled in various terms such as naturalistic, interpretive or phenomenological
(Morgan and Smircich 1980, Tomkins and Groves 1983, Ahrens and Chapman
2006). Ahrens and Chapman (2006) point out that qualitative as an attribute re-
fers to the general approach taken in the study while being totally independent
of the choice of methods such as interview, observation and the use of ques-
tionnaires. Qualitative methodology offers an alternative to positivism. While
positivism makes the assumption that empirical reality is objective and exists
externally to the subject which, in turn leads to epistemological stance that it
can be studied objectively and verified by empirical methods (Chua 1986), qual-
itative research means movement towards subjectivist view (Morgan and Smir-
cich 1980). Subjectivist view of the reality in the extreme leads to epistemologi-
cal reasoning that world can only be understood through processes which hu-
man beings use to make sense of the world. Thus any form of objective
knowledge is disputed. Morgan and Smircich (1980) have devised a subjectiv-
ist-objectivist continuum for positioning research according to chosen ontologi-
cal and epistemological assumptions. This continuum, in turn, is based on the
notion of interpretive and functionalist paradigms described by Burrell and
Morgan (1979). Morgan and Smircich (1980) advice caution when separating
quantitative research from qualitative ones; dichotomization between these ap-
proaches is oversimplified. Methodological choices must reflect the link be-
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tween the theory and the method, type of world view chosen, research question
posed and the techniques adopted. Also Ahrens (2008) has cautioned from
making too strict distinctions between objective and subjective approaches.

Movement towards qualitative research means acknowledging that the
world is not a closed system of concrete, measurable structures but rather a
construction of social relationships where human beings may actively contrib-
ute to its creation. Morgan and Smircich (1980) point out that when research
question is posed in a way that emphasizes the social world as an open-ended
process, closing the study within narrow snapshots of empirical query in fixed
point in time does not do justice to research subject. In such a situation, differ-
ent approaches are required and these tend to focus on qualitative features of
the target phenomena. Morgan and Smircich point out, however, that quantita-
tive methods may add to understanding of the processes of social change stud-
ied. This statement is verified by Eisenhardt (1989). Morgan and Smircich (1980)
continue that to do effective research on the process of social change, one can no
longer remain as an external observer but must rather investigate the subject
from within and employ appropriate research techniques. This is consistent
with Jonsson and Lukka’s (2005) argument that studying the subject from with-
in is not only done to understand the meanings and actions of the actors but
also to communicate and act in unison with them. Otherwise the researcher
risks to be regarded as an outsider and receives only basic information intended
for outsiders. This so called emic perspective refers to studying human behav-
ior from inside the system while etic perspective is the study of the subject from
the outside. Authors point out that the etic perspective is however needed in all
types of academic studies. The researcher must be able to move from etic per-
spective to emic and back again to analyze the findings received from the inside
as an outsider. (Ahrens 2008, Jonsson and Lukka 2005, Suomala et al. 2011)

As noted, the study of social change in organization requires more subjec-
tivist view and the use of qualitative research methodology. However, another
choice must be made regarding the use of interventionist or non-interventionist
research. This choice of the level of intervention has often been left in the back-
ground while it has been routinely assumed that intervention should be mini-
mized and research has been positioned merely in terms of positivism and its
alternatives. (Jonsson and Lukka 2005). Non-interventionist research tends to
explain management accounting issues on the conceptual level. It may test or
illustrate prior theory, or even in the case of lack of theory construct new theo-
retical frames. In order to make a contribution findings must be generalized to
illustrate their meaning. Non-interventionist research is typically ex-post facto:
research examines what has taken place in the past. This is why non-
interventionist case research typically uses interviews and archives for their
data (Jonsson and Lukka 2005).

Interventionist case research differs by placing the researcher directly in-
volved with something that is going on in the cases selected. Therefore, inter-
vention is seen as one of the research weapons. An ex post facto is not even an
option for the researcher, as he/she has to conduct the research along the flow
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of life in the target organizations. Empirical data collection comprises of inter-
views, archives and observation but the latter is usually dominating method.
Jonsson and Lukka (2005) argue that the key advantage of interventionist re-
search is the opportunity to collect more subtle and significant data than what is
possible through more traditional methods. Interventionist study makes it pos-
sible to examine and observe what actors actually do in different situations,
thus giving lot of potential for emic understanding. Interventionist research is
characterized by a clear orientation to solve practical problems. This leads to the
strength of the practicality and relevance in terms of the issue studied since
problems and their solutions has “by definition” these inherent.

Jonsson and Lukka (2005) categorize different approaches of intervention-
ist studies; constructive research, action science, design science, clinical research
and action research. Also worth mentioning is the innovation action research
promoted by Kaplan (1998). Clinical research refers to interventionist research
where the major focus is on solving the problems of the client organization.
While all interventionist research, according to Jonsson and Lukka (2005) have
this element, it is strongly emphasized in the clinical research tradition. Action
science is a stream of research suggested by Argyris et al. (1985). It is defined by
promoting learning in the client system and this way contributing to general
knowledge. Jonsson and Lukka (2005) see action science as a variant of action
research. This is supported by the view in Argyris et al. (1985) of the founder of
action research, Kurt Lewin as the first true action scientist. Design science was
introduced by van Aken (2004). It attempts to develop “field-tested and
grounded technological rules”. According to Jonsson and Lukka (2005) it comes
close to action science, although handling the theoretical issues in different way.

Constructive research was developed by Kasanen et al. (1993). It refers to
problem solving through the construction of models, diagrams and organiza-
tions. As examples of such constructions they present the ROI-measure or DCEF-
technique. They present the construction itself as central point in the research
and offer the “market tests” for its applicability. Constructive research tries to
combine theoretical contribution of the construction with the starting point on
interventionist action. Major difference to action research is the emphasis on the
actual construction. This study uses an instrument of constructive research, a
market test (Labro and Tuomela 2003) to test the applicability of the tool in
wider context. Their proposition about market test concerns the evaluation of
the construct in terms of external validity. Thus, aspects of the construct that
could be transferable to other organizations are considered. In terms of failed
parts of the construction, it is possible to explore factors that could cause fail-
ures in other organizations. (Labro and Tuomela 2003, Lukka 2000). Labro and
Tuomela (2003) propose a market test, where construct is proposed to pass the
weak market test if it has been used in the case organization at least once. As
the market test gets stronger by organization using it regularly or other organi-
zation adopting it to produce better results, construct can be said to have
passed semi-strong or strong market test. They acknowledge that it is typically
impossible to pass semi-strong or strong market tests within a medium time
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span and thus they have concentrated on nuances concerning the weak market
test.

Innovation action research, presented by Kaplan (1998) is a form of action
research that documents a limitation in existing practice, identifies a new con-
cept to overcome this limitation, applies and improves this new practice
through use, publication and teaching thus forming a innovation action re-
search cycle. This, in turn, leads to enhancement of the existing theory

According to Coughlan and Coghlan (2002), Action research is characterized by
several characteristics;

1) Itis research in action as opposed to research about action.

2) It is participative

3) Itis concurrent with action

4) It is comprised of a sequence of events and an approach to problem solv-
ing

Also, desired outcomes for action research (AR) are the solutions for practical
problems in target organizations added with learning from outcomes and a
contribution to scientific theory (Coughlan and Coghlan 2002). This research
incorporates the use of action research as a research method. Research problems
presented earlier are tied to the improvement method labeled CAMP. This tool
requires the implementation of predefined steps to solve practical, quality
related problems in the case organizations. It involves participation of the
researcher in the implementation of the tool as an observer and as a presenter of
working guidelines. The scientific contribution is sought by answering research
problems from the findings received from implementing CAMP in a new
context. Therefore, interventionist research approach is needed to address the
aforementioned issues and as action research offers the most suitable approach
from the interventionist approaches, it is covered in more detail.

1.2.1 Action research

Action research is founded in the work of Kurt Lewin (1946). He viewed action
research as a way to conduct change experiments to solve real-life problems in
social systems and contribute to basic knowledge in the social sciences. He
defined action research in his book as “a comparative research on the
conditions and effects of various forms of social action and research leading to
social action” that uses “a spiral of steps, each of which is composed of a circle
of planning, action, and fact-finding about the result of the action”.

AR is usually contrasted with positivism. Whereas the aim of positivism is
to create universal knowledge or laws and thereby the knowledge is seen as
universal and applicable over wide situations, knowledge created in AR is situ-
ational and thereby not as easily generalizable although Lukka and Kasanen
(1995) have argued that case research is generalizable through contextual gen-
eralization relying on link between business context and embedded structural
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relationships. In AR, data is contextual and must be interpreted. The basis for
validation of knowledge is the AR cycle formed from different phases consist-
ing of planning, doing and measuring the results.While positivist science tends
to see the position of the researcher as detached and neutral, action researcher is
immersed in the setting, becoming both the researcher and the actor of change.
(Coughlan and Coghlan 2002).

Gummesson (2000) presents 10 major characteristics of the action research:

1) Action researchers take action rather than merely observe. They are
agents of change

2) AR involves two goals; both to solve a problem and contribute to science

3) AR is interactive. It requires co-operation between the researcher and the
research subjects and therefore continuous adjustment to new events. In
a sense, research subjects become co-researchers.

4) Aim of AR is holistic understanding. Organizations are seen as dynamic
socio-technical systems and this requires ability to work with complexity.

5) AR is about change. It is applied to understanding, planning and imple-
menting change in case organizations.

6) AR requires an understanding of the ethical framework. This refers to
how the researcher works with the members of the organization.

7) AR can include all types of data gathering methods. These include both
qualitative and quantitative tools such as interviews and surveys. Data
collection methods are themselves a form of intervention and forms of
data collection as, for example, interview may generate feelings of anxie-
ty or suspicion.

8) AR requires pre-understanding of the case organization’s environment.
This refers to knowledge that the researcher is actually bringing into the
case organization.

9) AR is conducted in real time, although instances of retrospective AR
have also been applied. It is thus usually written as it unfolds.

10) Goodness of any AR research must be judged by its own criteria.

AR can be seen as appropriate in situations where research problem relates to
describing series of actions over time in any given group, community or
organization. Understanding as a member of the group how and why actions
taken change or improve some aspects of the working system; and
understanding the process of change or improvement in order to learn from it.
(Coughlan and Coghlan 2002)

Coughlan and Coghlan (2002) differentiate six steps in AR that relate to data
gathering and performing action. These are

1) The data gathering phase. It can be divided into hard and soft data. Hard
data is information such as statistics, financial accounts and reports. Soft
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data is obtained through observation, discussions and interviews. The
term softness comes from the perceptual nature of the data and possible
differences of interpretation. Important part of data comes from partici-
pation and observation of team work and problem solving, but also from
both formal and informal interventions in the improvement project.

2) The data feedback phase. Researcher takes the data and feeds it back to
client system, thereby making it available for analysis.

3) Data analysis. This phase is collaborative with the researcher and the
members of the target organization. This is based on the assumption that
members of the case organization know their organization best.

4) Action planning. This is a joint activity where AR project steering group
and the senior management set the responsible people for different ac-
tions and assign the time schedule.

5) Implementation. The planned actions are implemented. This involves
making the desired changes and following through the plans.

6) Evaluation. This involves reflecting on the outcomes of actions taken,
both intended and unintended.

1.2.2 Case study method

The qualitative, interventionist approach coupled with research problems
presented earlier demand that this inquiry is made in the chosen context. As
Otley (1980) notes, when studying processes by which an accounting system
develops and is changed, research requires an approach that lets the researcher
to have close contact with the organization. Also, as researcher needs to unravel
a complex pattern of interaction, he needs to be able to focus deeply on
organizations he is involved with. Otley (1980) continues that these arguments
strongly support the idea of case studies. Case research is not as much a
methodological choice as it is a choice of what is to be studied (Stake, 2005). As
this compares the case in question to unit of analysis, it is important to describe
what it is that the researcher wants to know from the target organization. In the
study in question, an existing tool is implemented in inter-organizational
context and changes brought by this dyadic setting and organizational factors
are documented. These findings constitute the main contribution of this study.

Fletcher and Plakoyiannaki (2010) present several misconceptions often
linked to case study research. First of these is a statement “The empirical unit is
the unit of analysis”. However, this is not the case as in the study at hand; unit
of analysis is the case organization to be studied whereas the empirical unit is
the unit of observation. These include teams and single participants at different
phases of the study.

There are different opinions whether to make sampling decisions early on
(Yin, 2009) or merely take the case study process as an iterative process where
theoretical and empirical choices may shape the case study boundaries (Ragin,
1992). Fletcher and Plakoyiannaki (2010) call this dilemma a misconception of
“early decision on sampling is best”. Yin's (2009) notion is that cases should be
selected and evaluated before data collection. Specification of cases beforehand
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ensures fit between research questions and empirical evidence. However, Ragin
(1992) accepts the idea of changing case study boundaries when empirical
choices or reconsideration of the focus demands this.

In the study described here, case organizations were obtained according to
Yin's (2009) notion that cases must be selected to fit in with the research ques-
tions. As the aim is to identify and analyze differences contextual factors cause
on cost management tool’s implementation in dyadic interface, research re-
quires the cases to be specified according to that context.

Yin (2009) and Ragin (2002) have other differences relating to pursue of
knowledge besides the selection of cases and timeline of specifications. Yin's
view is more positivistic in nature, implying that truth is obtainable through
case study research. Raging’s view states that truth is socially constructed and
contains many different opinions. This leads to the idea that there is no single
truth to be obtained; rather different interpretations (Plakoyiannaki, 2010).
When the focus of the study is centered on identification of quality failures pre-
sent in organization’s work processes, information obtained through team ses-
sions, interviews or data analysis is considered to be the truth. A consensus is
sought through series of workshops regarding the relative importance and ex-
istence of different quality failures. By feeding back the results to organization
on regular intervals through the workshops, validity of the data is also in-
creased (Otley, 1980)

According to Fletcher and Plakoyiannaki (2010), the question whether to
include a single case or multiple cases for sample size is the best known and
most discussed in the literature regarding case studies. They present a miscon-
ception of “A single or multi-case approach is an either/or decision”. The ques-
tion whether to include multiple cases in a study or just one is often thought of
as either concentrating into depth of one case or breadth obtained through mul-
tiple cases. Eisenhardt (1989) argues that when the case study researcher is in-
terested in making contrasting or differing observations for the advancement of
propositions or replication of findings, multiple case approach is best suited. It
follows that if the case study researcher is interested in explaining the phenom-
ena or contextualizing the data, single case study may be better suited (Dyer
and Wilkins, 1991). This study of the quality failures within the purchaser-
producer network contains two organizations working within purchaser-
producer model. Data from case organizations is analyzed with within- and
cross-case analysis. This means that case organizations are analyzed inde-
pendently as well as together. However, quality problems of the purchaser-
provider organizations are related to their mutual interface and thus cases are
studied also together.

Finally, Fletcher and Plakoyiannaki (2010) present a misconception of “the
more cases, the better”. As authors note, researchers following positivistic logic
(Yin, 2009, Eisenhardt, 1989) argue that multiple cases are preferable to single
case studies since theoretical strength comes in part from comparative multi-
case scenario. However, some authors (Ahrens and Dent, 1998, Dyer and Wil-
kins 1991) argue that single case design allows to generate deep insights and
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richness of data from investigated phenomena when using only a single case as
unit of analysis. Ahrens and Dent (1998) continue “richness presupposes a deeper
appreciation of accounting in its in organizational and social settings and of infor-
mation more broadly. Small samples permit closer engagement with the field and rich
descpritions of organizational practice build on such closer engagement”. Thus, when
seeking to understand the context of the implementation process and organiza-
tional factors causing changes in the implementation process, it is essential to
form a broad understanding of the case organizations. Also, this study requires
rich problem related data from case organizations to achieve its quality im-
provement and cost reduction goal; thus, study uses a single pair of case-
organizations that are analyzed in depth with multiple methods through exten-
sive improvement project. The study is therefore leaning towards single-case
setting as these organizations form a case-study pair. However, case still con-
tains data from two separate organizations and thereby ensures an abundance
of empirical observations.

Luft and Shields (2003) have reviewed existing research on management
accounting, particularly on the focus of such research. They present several
studies grouped by either focusing on the causes of management accounting or
their effects noting that studies focusing on complete causal chain of explaining
how the management accounting takes a certain form and moving to explain its
effects on organization are rare. This study focuses on identifying reasons that a
predefined cost management tool takes a certain form during implementation
at target organizations. The form of the tool is also considered, adding to the
knowledge about implementation process. This study is focused on explaining
why the chosen tool changed from the form presented in the literature into
something else and what was the outcome, mapping the causes for manage-
ment accounting. However, results of the improvement are also discussed and
so effects of the management accounting receive some attention. Luft and
Shields (2003) note that linking explanations of management accounting’s caus-
es into its effects create a “valid and more complete causal chain”. Studies lack-
ing this complete view may be criticized about possible conflicts between ex-
planations of causes and effects.

Case studies typically utilize several data collection methods such as in-
terviews, questionnaires and observations (Eisenhardt 1989, Lukka and
Kasanen 1995, Lukka 1999, McKinnon 1988). This study is no exception. Lukka
and Kasanen (1995) argue that through triangulation of data collection methods
it is possible to counterbalance the impossibility of conducting statistical infer-
ence, thus making generalizability of the results possible. Eisenhardt (1989) also
notes that triangulation of data sources serves to strengthen the findings of the
study as patterns from one data source can be corroborated by the evidence
from another, thus making the findings more grounded in empirical data. This
study uses questionnaire to start the improvement project, observations during
the workshop periods coupled with written data received from the workshops
and finally concludes the data collection by follow-up interviews done after the
improvement projects are ended. Another data synergy that can be attainable is
the usage of qualitative data alongside quantitative sources. Eisenhardt states
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that use of quantitative data may indicate relationships and keep the researcher
objective when looking into qualitative data. Use of quantitative data also
serves to strengthen the findings received from qualitative source. Morgan and
Smircich (1986) have also noted this synergy, although reminding that quantita-
tive techniques play only partial role in explaining the process of change. The
data used in this study is mainly qualitative in nature, formed from interviews,
open questions in the questionnaire and observations. However, teamwork
based data collection phase involves in some parts validation of the survey data
following Ishikawas (1985) guidelines for identification of root causes for quali-
ty failures as well as the pareto diagram for grouping of quality failures. Ishi-
kawa’s methods involve some quantification of the data. This leads to grouping
of different quality failures as well as their prioritization using statistical tools
such as pareto diagram. Thus, findings from preliminary survey and work-
shops are further validated through statistical methods.

Jarvenpédd and Pellinen (2005) write that through their analysis of several
dissertation and licentiate thesis’, they have noted a tendency to employ several
theories in order to support different parts of the study’s interpretations. In ad-
dition to multiple theories, they note that multiple approaches are also often
employed in single dissertation. Thus, constructive and interpretative approach
may be employed in the same setting. This study is no exception; this study
aims to test the boundaries of a chosen cost management tool in a larger context
of dyadic setting, thereby contributing towards theory refinement approach
(Keating 1995), further elaborated by Vaivio (2008). However, this study also
employs the contingency theory to understand changes in the tool’s application
when moving from single organization setting into dyadic context. Contingency
theory is complemented with the use of transaction cost economics and trust to
ground the study’s starting point in theory. In line with Jarvenpadd and Pellinen
(2005) observations, this study seeks to interpret changes in the tool’s imple-
mentation process through contingency theory, while at the same time testing
generalizability and application of the tool through market testing (Labro and
Tuomela 2003) in the spirit of constructive studies (Kasanen et al. 1993). Jarven-
pédd and Pellinen (2005) note that by including multiple theories in a disserta-
tion, it is possible to bring many viewpoints into pursued contribution.

1.2.3 Methodological positioning

As noted, qualitative research usually indicates movement towards subjectivist
view of the world, although as has been noted by Ahrens and Chapman (2006)
that some qualitative research has shown functionalist leanings. Action research
as an interventionist research method (Jonsson and Lukka 2005) for qualitative
research data has also been mainly associated with anti-positivist view
(Coughlan and Coghlan 2002).

In line with Kakkuri-Knuuttila et al. 2008, Ahrens 2008 and Chua 1987 this
study rejects the Burrell and Morgans (1979) idea of strict distinctions between
subjectivist and objectivist paradigms. Rather, as Ahrens (2008) notes, “interpre-
tive or qualitative study sees that social reality is emergent and subjectively cre-
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ated yet successfully objectified in social intercourse” and “Strict distinctions
between objective and subjective approaches to research make no sense”.
Framework derived from this distinctive thinking, such as Morgan and Smir-
cich (1980) subjectivist-objectivist continuum that further classifies approaches
into six different epistemological approaches on the subjective-objective contin-
uum is useful in positioning research, however. Therefore, using Morgan and
Smircich (1980) subjectivist-objectivist continuum, this study rejects the idea
that the social world is a closed system comprising of determinate relationships
that are accurately observable and measurable. This study accepts the view that
networks are open-ended sytems and that knowledge can be acquired by un-
derstanding processes of organismic change. As Tomkins and Groves (1983)
note, this type of research could focus on the impact of change in the real-world
environment. In this sense, research depicted here has some functionalist lean-
ings as characterized by Ahrens and Chapman (2006) and conducted by
Granlund and Taipaleenméki (2005) as well as Malmi (1997). As Ahrens (2008)
has noted, social reality is subjectively created. This has some implications for
the network that is studied. The network context is in certain parts unique so-
cial construction comprising of people that are working in the social environ-
ment. Thus, the knowledge gained is not readily transferable to other contexts
without testing. Therefore, this study does not aim to provide highly general-
izable results across wide array of contexts, although Lukka and Kasanen (1995)
argue that qualitative research has a potential for providing at least somewhat
generalizable findings through contextual generalization. The issue of generali-
zation is further discussed at the end of the thesis in conjunction with the issues
of validity and reliability.

Keating (1995) differentiates qualitative case studies according to their
theoretical purposes; theory discovery, theory refinement and theory refutation.
Vaivio (2008) further elaborates on the meaning of these groups and compares
theory discovery to exploration of an unknown territory. This type of research
seeks to explain a new phenomena. It may provide a rich description, thus al-
lowing to discern preliminary theoretical findings. Theory refinement studies,
on the other hand, start with clear existing theoretical focus and objective. Re-
search has the theoretical framework already established when the fieldwork
begins and thus observations are through these lenses. Vaivio (2008) notes that
although theoretical framework exists already in the field work phase, this does
not mean that observations are forced into chosen framework but rather theory
is refined through empirically grounded interpretations. Keating (1995) further
classifies theory refinement studies into theory illustration and theory specifica-
tion studies. Theory illustration study seeks to explain the use of theory in a
wider perspective. It increases the plausibility of the theoretical framework
through demonstrating its applicability in a certain context. Theory specifica-
tion studies, on the other hand, take an existing theory as their starting point
and revise their underlying assumptions to accommodate special organizational,
social or institutional context. Finally, theory refutation studies seek to show
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through empirical evidence that existing theory is not applicable to certain set-
ting and practice contradicts the theoretical assumptions.

This study falls under Keating’s (1995) theory specification type of studies.
Using existing theory on organizational networks further focusing on purchas-
er-provider model and a cost reduction tool grounded in quality theory and
action research principles, this study seeks to explore the applicability of such a
tool in inter-organizational cost management domain. This research seeks to
show the implications of using an existing tool in a wider context, thus showing
the modifications and theoretical refinement needed in both the predefined,
existing tool and the network theory.

Data for this study is gathered trough triangulation of methods as typical
for qualitative case study (Eisenhardt and Graebner 2007, Jonsson and Lukka
2005, Malmi and Granlund 2009), using qualitative survey, workshop material,
observation and follow-up interviews. This helps in a study to counter the
threats to validity by using multiple methods (McKinnon 1988, Malmi and
Granlund 2009). Survey results are also analyzed through Ishikawas (1985) pa-
reto diagram, which can be thought of as an quantitative analysis tool. This
combination of qualitative and quantitative analysis enhances the data validity
as noted by Eisenhardt (1989) as well as Morgan and Smircich (1980). Validity
and reliability are further discussed at the end of the thesis.

Ahrens and Dent (1998) offer a two-dimensional model for positioning a
research according to technical-organizational dimension and a sample size
continuum. resulting in four different areas of research. This results in studies
that focus on technical practice and use small sample size, possibly one organi-
zation, and those that focus on technical practice and use several case organiza-
tions. Accordingly, there are also those that research organizational aspects of
management accounting and use either single case setting or several organiza-
tions. Ahrens and Dent (1998) note that distinctions between technical and or-
ganizational aspects may be blurred, resulting in a mixture of the two choices.
In choosing an organizational perspective, research seeks to explore linkages
between accounting and organizational processes. This means that research
sees accounting as an organizational phenomenon embedded in social context.
In describing technical practice, research contributes to the understanding of
accounting as a technique. Emphasis is on technical properties of a new system
and its relevance to actual or theoretical management decisions. Possible areas
of inquiry include the exploration of modifications and changes arising from
the introduction of a new technique into target organizations. This is in line
with this research’s attempt to introduce a CAMP model into purchaser-
provider model. This research is thus classified according to Ahrens and Dent
(1998) classification as a research focusing on technical aspects and using two
case organizations as sources of data. Focusing on technical aspects can be seen
as somewhat more functional-objectivist perspective on research as the focus on
social networks gives room for technical analysis.

To sum up, this study is conducted as an interventionist study (Jonsson
and Lukka 2005) showing functionalist leanings further classified as an action
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research study that uses qualitative sources of data analyzed through both qual-
itative and quantitative methods to further specify existing network- and cost
management theory in relation to chosen tool and analyzes changes in imple-
mentation process through contingency theory in a special context of purchas-
er-provider model. Element of constructive research, a weak market test, is also
used to test generalizability of the modified tool.

1.3 Anticipated contribution

In their recent article, Malmi and Granlund (2009) talk about management
accounting (MA) research. They note that the mainstream research at present is
trying to capture the causes and effects of MA (Luft and Shields 2003) as well as
explain its practical functioning (Hopwood 2002). But in trying to explain the
causes, effects or practical functioning of MA, Malmi and Granlund argue that
we are essentially trying to use that understanding for the creation of better
practices for the users of MA. They note that demands for practice oriented and
relevant research (Kaplan 1998, Kasanen et al. 1993) have had only minor
impact on research community. This debate was provoked by Zimmerman
(2001) who argued that at the time, empirical MA literature had failed to
produce “substantive cumulative body of knowledge”. Zimmerman argued
that MA had failed to develop theories to explain observed phenomena.

In their response to debate, Malmi and Granlund (2009) propose an exten-
sion to the concept of theory in order to make MA more relevant to actual prac-
titioners. Their proposition to find some regularities on organizational life that
could be applied from one organization to another given its specific context
seems to demand an interventionist approach and problem-solving efforts
(Jonsson and Lukka 2005). Malmi and Granlund (2009) raise the point that onto-
logical and epistemological assumptions of the interpretive and critical research
traditions have views contradicting their propositions. However, for research
that at least in some parts acknowledges functionalist paradigm and has a con-
cern for organizational improvement (Ahrens and Chapman 2006), their propo-
sition seems of great interest.

Malmi and Granlund (2009) argue that in MA, there are a number of nor-
mative theories or constructs (Kasanen et al. 1993). Examples given include ac-
tivity-based costing (ABC) and balanced scorecard (BSC). These are not regard-
ed as actual theories by many researchers, even if they do instruct what should
be done and why. Malmi and Granlund (2009) propose a status of preliminary
theory for these normative constructs. One such construct could be seen to be
the CAMP model (Malmi et al. 2004) presented earlier. A preliminary theory
such as this should receive attention to test its limits. This would lead either to
refinement or refutation of existing theory (Keating 1995). This type of research
would have practical relevance in addition to theory refinement (Malmi and
Granlund 2009). The type of research that would include both practically rele-
vant solution and theoretical contribution is also proposed by Suomala et al.
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(2011). The research presented here is directed towards implementation of
CAMP model in a special context of purchaser-provider model and IOCM do-
main, thus leading to theory refinement research as proposed by Keating (1995)
and discussed earlier. Although the CAMP model cannot be regarded as actual
theory, but rather built upon quality theory, cost accounting theory and action
research principles, arguments presented above hold true for this tool. There is
a need to explicate existing constructs and develop more contingent claims
about their applicability, that is, to see where its limits lie (Malmi and Granlund
2009). This claim is confirmed by Dekker (2003) who states that contribution can
be achieved by explicating existing tool as currently conceptualized in the liter-
ature. Malmi and Granlund (2009) propose an interventionist research (Kaplan
1998, Kasanen et al 2003, Jonsson and Lukka 2005) to answer this call. One such
interventionist research type is the action research presented here. Also, the
construct tested in this research is given the market test as proposed by Labro
and Tuomela (2003) to further test its applicability in wider setting of dyadic
relationship. This test is conducted to further test the tool’s limits as proposed
by Malmi and Granlund (2009). Finally, Malmi and Granlund (2009) draw the
line between consultancy and interventionist research by reminding that con-
stant theory connection is the differentiating factor between research and con-
sulting. They also consider validity of an interventionist research to be present-
ed by implementation; what works in practice is true.

This research is anticipated to contribute to literature in several ways. First,
it explicates existing tool (Malmi et al. 2004) as currently conceptualized in the
literature (Dekker 2003) and shows new information on the applicability of the
CAMP tool in a new context of purchaser-provider model. This is expected to
lead to theory refinement and further specification in terms of the tool applied
in larger context. Secondly, this research is tied to debate on the cost infor-
mation needs when applying such a tool in inter-organizational cost manage-
ment domain (Tomkins 2001, Kulmala et al. 2007). This research is anticipated
to provide answers as to what kind of information exchange is needed when
applying a cost management tool in dyadic interface. Also, several authors have
argued that there is a need to focus on mutual co-operation and two-way per-
spective in place of prevalent focus on only the focal firm (Mouritsen et al. 2001,
Cooper and Slagmulder 2004, Coad and Cullen 2006). There has even been a
remark about lack of evidence about IOCM tools being actually used (Tomkins
2001). This study answers these calls by displaying an implementation process
of a cost management tool in dyadic interface with the focus on two-way per-
spective. Thirdly, this research is aiming to provide valuable quality cost data,
problem classifications data as well as improvement initiatives related data to
add to quality literature, particularly on the previously under-represented pur-
chaser-provider model. Fourth, this study is expected to provide answers as to
what modifications actually happen when the tool is implemented in a new
context and whether this changed tool is applicable to larger context, thereby
answering recent demands for relevance seeking and boundary testing of an
existing tool (Malmi and Granlund 2009). Finally, this research can be argued to
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be a novel approach, as no previous study has focused on a quality related cost
management tool to be implemented in IOCM interface with the aim to study
changes that occur along the implementation process. This study contributes to
literature by using theories to understand a phenomena while also further spec-
ifying theory concerning cost management tool and its implementation bound-
aries. Changes that happen in the implementation process are analyzed through
contingency theory, while transaction cost economics and trust are used to un-
derstand division of costs and benefits resulting from the tool’s implementation.
Cost management tool’s applicability is tested in wider setting and verified
through market test (Labro and Tuomela 2003), while its success is also evaluat-
ed ex-post (Malmi Malmi 1997, Anderson and Young 1999).

1.4 Research process

As early pioneers of the quality work (Feigenbaum, 1956, Juran, 1951, Ishikawa,
1985) have stated, to gain savings and efficiency through quality improvement,
organizations must identify issues causing cost of poor quality (COPQ) and
place improvement efforts to reduce costs that these faults generate. To reduce
COPQ, organization must find the underlying root causes that are causing
problems in work processes.

To gain understanding of the topic, this study includes a literature review
that covers topics of quality improvement, cost of quality, performance meas-
urement, purchaser-producer model and public sector management.

Empirical phase of the study is constructed as follows: empirical phase is
conducted with 2 public organizations that are working within purchaser-
provider relationship. These organizations make up the city’s street and out-
door maintenance service. Other organization delivers the service in the form of
street- and outdoor areas maintenance services. Purchasing organization acts as
the administrative department purchasing these services. This chain forms a
network of stakeholders including purchasing organization, organization deliv-
ering the service, municipality’s citizens as end-users and the city’s council hav-
ing the final control over purchasing and producing organization.

Key problems causing COPQ in the work processes concerning both the
purchasing and the producing organization, that is, work processes taking place
between purchaser and producer, are identified. Quality survey is conducted
with both organizations and it is answered by ground floor workers and middle
managers from both organizations. Participants in the survey identify problems
in their day-to-day work and state their opinion of causes to the problems.

Gathered problem data is classified into fishbone diagrams (Ishikawa,
1985), so that causal relations for the problems can be seen along with all the
problem classes. These classes arise from the data and are grouped by the prob-
lem field it belongs to. For example, problems related to work motivation could
be classified under class “motivation”. This type of presentation allows for
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identification of root causes for quality problems that are identified from both
organizations joint work processes.

After analyzing the data from survey, findings will be validated in a joint
workshop between these case organizations. In a series of workshops held with
the researcher, purchasing and producing organization go through the findings
from the survey, identify the key issues to be addressed, estimate the quality
costs incurred from these problems, develop improvement projects for the
problems causing high COPQ, and finally develop metrics to measure the im-
pact of improvement efforts and the total COPQ these problems contain. Spe-
cial attention is focused on making metrics easily integrated within both organ-
izations work processes.

Improvement projects are brainstormed in workshops held with case or-
ganizations representatives and the researcher. All improvement projects are
assigned with expected values for quality cost savings, risks concerning the im-
plementation of the project, key personnel associated with the implementation,
project timeline, description of the work, investment costs if any and finally all
the necessary information regarding the actual implementation of the project, in
short, the project plan.

After this empirical research process, gathered data is analyzed in relation
to theoretical framework constructed and presented in chapter 5, consisting
from topics of trust between inter-organizational partners, inter-organizational
cost management, transaction cost economics and open-book accounting. Re-
search problems are answered through the framework presented.



2 QUALITY

Chapter is organized as follows: First an attempt is made to define quality.
Then, Total Quality Management is introduced as larger model covering quality
initiatives. Third, principles and different views on quality costing are
introduced. Fourth, a brief review on quality studies in the public sector is
presented. Finally chapter is closed with some notes on Finnish quality studies.

2.1 About quality

Quality is a term that has many different meanings, depending on the situation
and of the context in which it is used. According to Hardie and Walsh (1993)
each definition has its own supporters and various schools have grown over
different definitions. Early pioneers include such as Juran (1985, 1999), Deming
(1986), Feigenbaum (1991), Taguchi (1986), Ishikawa (1990) and Crosby (1979).

These influential authors have defined quality in different ways: Accord-
ing to Juran (1985, 1999), quality is freedom from deficiencies. This means free-
dom from errors that require rework, result in field failures, customer dissatis-
faction etc. Juran (1999) differentiates two meanings for quality; either higher
quality services and products achieved through increased spending leading to
increased costs or higher quality through reduction in errors, rework and field
failures leading to lower costs.

Deming (1986) defines good quality to mean predictable degree of uni-
formity and dependability at a low cost with a quality suited to market. Feigen-
baum (1991) describes quality to be “the total composite product and service
characteristics of marketing, engineering, manufacture and maintenance
through which the product and service in use will meet the expectations of the
customer.

Well known Japanese quality guru Taguchi (1986) expressed quality to be
“the loss a product causes to society after being shipped”. Taguchi’s methods
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are mostly statistical in nature and rely on statistical quality control. Taguchi’s
loss function is a well known quality tool.

Crosby’s (1979) definition of quality is “conformance to requirement”.
This means the ability of the product or service to stand up to requirements set
by the customer. In Crosby’s view, customer has to define his expectations in
specific terms. After this, quality can be measured continually to determine con-
formance of the product or service to these specifications.

Like Taguchi (1986), Ishikawa (1990) approaches the concept of quality
from a statistical perspective. He provides several statistical tools for quality
control and improvement. Ishikawa (1986) defines quality through four aspects
of quality: quality, cost, delivery and service. Quality contains quality character-
istics in its narrow sense. These are performance, purity, reliability, appearance
etc. Cost refers to aspects of quality related to cost and price. From these arise
the cost control and profit control. Important factors under this aspect are unit
cost, losses, productivity, number of defective products etc. Delivery refers to
quantities and lead times, measuring such variables as production volume, in-
ventory, consumption, production plans etc. Finally, service refers to problems
and needed services after the products have been shipped. These include war-
ranty work, compensations due to defective products, instruction manuals, af-
ter-sales service etc. In Ishikawas’s view, although quality is often understood
as the quality of the product, it can also be viewed in wider sense, meaning also
the quality of the management and quality control.

All these definitions have in common the interest in errors and failures in
the product and its manufacturing process, focus on the properties of the prod-
uct or service and product’s ability to meet the customer expectations.

One attempt to classify quality definitions into different groups is done by
Garvin (1984). He classified different quality definitions into five groups: tran-
scendental, product-based, user-based, manufacturing-based and value-based.
Transcendental group refers to quality as a superior performance, a product or
service of the highest standard. In this class quality can only be recognized
through experience. Product-based group understands quality as a measurable
variable; products can be ranked against each other. Higher quality is taken to
mean also higher costs. User-based approach focuses on the customer and un-
derstands the quality as being able to satisfy the wants of the customer. Manu-
facturing-based approach defines quality as conformance to manufacturing
standards. Deviation from specifications means deviation from quality. This
approach often uses statistical process control (SPC) tools to help in manufac-
turing quality control. The value-based approach defines quality as providing
performance at a reasonable price, therefore describing quality as providing
value for money.
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2.2 Total quality management (TQM)

Total quality management, TQM for short, is a system of management that is
somewhat hard to define. It is devised to suit users own beliefs and academic
and managerial experiences (Martinez-Lorente et al. 1998). It is one of the more
widely recognized quality management systems, however, contributed to by
influential quality pioneers such as Crosby, Deming, Juran, Feigenbaum and
Ishikawa, most notably the latter two (Martinez-Lorente et al. 1998).

TQM has been defined by ISO standardized quality vocabulary in ISO
9000:1987 as being a “management approach of an organization based on the
participation of all its members and aiming at long term profitability through
customer satisfaction including benefits to the members of the organization and
society” Later, ISO added to definition some emphasis for stakeholder value in
its quality vocabulary (ISO 9000:2000). In recent years, term for TQM has been
dropped out of ISO 9000 definitions standardization vocabulary in the 2008 ver-
sion (ISO 9000:2008).

Although some people, according to Kirchner (1995), have mistakenly tak-
en ISO 9000 and TQM to mean the same thing, ISO 9000 is a standardization
model that must be separated from the company wide system for improvement
that TQM represents. (Kirchner, 1995). While the two systems have much in
common, TQM is a much more comprehensive system, keeping inside it 95% of
the things covered by ISO 9000 (Kirchner, 1995; figure 2.1). According to Kirch-
ner (1995), only two things covered by ISO 9000 and missing from TQM are
quality records and customer-supplied product control.

FIGURE 2.1 TQM and ISO 9000 relationship: Visualized from texts by Kirchner 1995

According to Powell (1995) TQM'’s origins can be traced to 1949 when Japanese
scholars and engineers formed a committee dedicated to Japanese productivity
improvement. One of the early quality pioneers that took part in the committee
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was Kaoru Ishikawa, attributed to be one of the major contributors for TQM
development. (Martinez-Lorente et al. 1998). Ishikawas statistical techniques for
quality control form the basis for quality control in early TQM. Another major
contributor to TQM is Feigenbaum (1961-1999), whose concept of total quality
control comprises much of the TQM system.

Several authors have focused on the dimensions of the TQM (Dewhurst et
al. 1999, Duggirala et al. 2008, Lau and Anderson, 1998). Lau and Andersson
1998 note that while there is no uniform definition of TQM for all the different
sectors and organizational types, some elements associated with TQM can be
noted. These are classified under three different areas of TQM; totality, quality
and managerial aspects forming the Total Quality Management. Totality im-
plies the requirement for employee participation in quality improvement, sense
of quality ownership in each employee, involvement of all levels in the compa-
ny and systems thinking in the development. Under quality, some dimensions
can be noted. These are focus on the internal and external customer, emphasis
on continuous improvement, training for technical skills and knowledge and
innovation encouragement. Managerial aspects of TQM include requirement for
commitment from top management, establishment of values and purpose for
the company, need for leadership and need for organizational culture changes
(Lau and Andersson 1998). Dewhurst et al. (1999) also acknowledge the difficul-
ties in defining TQM, stating that different organizations and different re-
searchers have their own definition for the term. However, after analyzing ex-
isting literature they have come up with similar findings than Lau and Anders-
son (1998), identifying uniform qualities of TQM as need for top management
support, customer and supplier relationships and employee involvement.

Duggirala et al. (2008) have studied the use of TQM on public sector, fo-
cusing on health care. They have identified different dimensions present in the
TQM, particularly on health care sector. These are requirement for top man-
agement commitment and leadership, employee involvement as part of human
resource management, focus on process management, measurement of quality
and performance, focus on information systems, error, safety and risk manage-
ment, culture of service, need for continuous improvement, benchmarking and
governance and social responsibility. Added to the list is healt care specific di-
mensions for TQM which include facilities and infrastructure, focus on patients
and union influence (Duggirala et al. 2008).

While strict definition for TQM is not easily reached, these authors pro-
vide similar descriptions for some dimensions of TQM, both on the private and
public sector. These include need for employee participation, requirement for
top management support and leadership, focus on customer and need for con-
tinuous improvement.
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2.3 Quality costing

American Society for Quality (ASQ) defines cost of quality as “the cost of not
creating a quality product or service”. Every time work is redone, the cost of
quality increases. Examples include the reworking of a manufactured item,
retesting of an assembly, rebuilding of a tool, correction of a bank statement or
replacement of a food order in a restaurant.

It follows that any cost that would not have been expended if quality were
perfect contributes to the cost of quality. (Quality costs committee, ASQ 1999)

Total quality costs are the total of the costs incurred by investing in the
prevention of defects and nonconformities to requirements, appraising a prod-
uct or service for conformance to company quality levels and failing to meet
requirements for internal and external customers. (Feigenbaum, 1991)

Schiffauerova and Thomson (2006) argue that as many companies in mod-
ern business environment consider quality to be a critical success factor, any
serious attempt at improving it must take into account the costs associated with
achieving quality. They state that since one purpose of continuous improve-
ment programs is the achievement of quality at lower costs this can only hap-
pen is these costs are identified and measured. Analysis of the organization’s
cost of poor quality (COPQ) serves also as a link between improvement actions,
costs associated with them and customer expectations. This can be seen as the
coupling of reduced costs and increased benefits (Schiffauerova and Thomson,
2006).

Schiffauerova and Thomson (2006) have made a recent review of different
COPQ models and best practices. As Plunkett and Dale (1987) have stated in
their older review on COPQ literature that most COPQ models follow Feigen-
baum’s classification to prevention, appraisal and failure costs (PAFF model),
this is also found on Schiffauerova and Thomson (2006) review. However, some
different cost classifications can also be found in the more recent review. These
include ABC based cost classifications, opportunity cost classification or Cros-
bys (1979) model classifying costs into conformance and non-conformance costs.
ABC costing models separate costs into value-added activities and non value-
adding activities while opportunity costs are based on Feigenbaums (1991) clas-
sification, adding the opportunity cost to PAFF model (Schiffauerova and
Thomson 2006).

In the quality cost literature there are two conflicting views on the need for
failure prevention and appraisal activities in relation to quality costs. (Crosby
1979, Juran 1999) Classical view, or the minimum cost approach (figure 2.2)
holds that there is an optimal point for the amount of prevention and appraisal
actions that is somewhere before zero defects depicted by failure costs curve.
This means that it is not advisable to try to reach the point where quality fail-
ures no longer exist since the cost of prevention and appraisal actions would at
some point exceed the amount of failure costs saved. In contrast, modern view,
or the continuous improvement approach, (figure 2.2) states that optimal
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amount of prevention and appraisal actions are where the quality failures no
longer exist. While this increases the amount of costs due to prevention and ap-
praisal actions, decreased failure costs make up for the loss, thereby saving in
total COPQ. (Martinez-Lorente et al. 1998; Schiffauerova and Thomson, 2006)

Total CoQ Total CoQ
Failure Costs % Failure Costs
~a A

Cost of Prevention
Plus Appraisal

Cost of Prevention
Plus Appraisal ~ )

COST PER GOOD UNIT
OF PRODUCT
COST PER GOOD UNIT
OF PRODUCT

0% QUALITY LEVEL 100 % 0% QUALITY LEVEL 100 %
(100 % defective) (0 % good) (100 % defective) (0 % good

FIGURE 2.2 Views on economic level of COPQ (Schiffauerova and Thomson 2006)

Crosby’s (1979) classification of quality costs divides total cost of quality (COQ)
into costs arising from conformance ensuring actions and costs from non-
conformance caused by quality failures. Feigenbaum’s (1991) classification
divides quality costs into prevention, appraisal and failure costs. While these
are different classifications, Crosby’s model is similar to Feigenbaum’s. Crosby
has united prevention and appraisal actions into one class of conformance costs
which depict the cost of ensuring the things are done right the first time,
leaving the cost of non-conformance to cover internal and external failure costs
(Schiffauerova and Thomson 2006, Crosby 1979, Feigenbaum 1991). Crosby
believes in continuous improvement striving for zero defects while Juran (1999)
believed there is an optimal point for prevention and appraisal actions. In
Juran’s view the optimum quality level was below the zone of perfectionism,
that is, it is not advisable to strive for zero defects but rather optimize the
amount of total COQ by relaxing prevention and appraisal actions when
compared to proponents of zero defects model.

Both the classical view and modern view have been the object of much de-
bate (Foster, S. 1996; Schneiderman, 1986), with support for the modern view
(Crosby, 1979; Hall, 1987; Leonard and Sasser 1982) as well as the classical view
(Juran, 1999; Nicholls, 1992). Feigenbaum (1991, p. 112) agrees with advocates of
the continuous improvement in that increases in prevention costs lead reduc-
tion to the total COQ over time. This happens because high expenditures in ap-
praisal costs are no longer needed and failure costs decrease due to preventive
measures.

Burgess (1996) argues that both the classical view and modern view can be
reconciled within a single model. He states that classical view could be right in
certain constrained time scale while using an infinite time horizon as perspec-
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tive the modern view would be better suited. Similar findings can be found on
Gilmore’s (1990) earlier study about behavior of quality costs over time. These
authors argue that over time, the total cost curve depicted in figure 2.2 starts to
move towards downward trend. Recent study by Seokjin and Nakhai (2008) has
also found mixed results concerning the behavior of quality costs in relation to
quality improvement initiatives. Authors argue that with firms whose quality
improvement programs are highly effective, quality costs tend to decrease over
time while less effective quality initiatives tend to lead to higher quality
through higher total costs.

Schiffauerova and Thomson (2006) argue that since traditional cost ac-
counting attributes costs by the categories of expenses instead of activities, COQ
elements often need to be gathered or estimated through other methods. Foster
(1996) describes possible data collection methods for quality costs of the com-
pany. He states that data can be obtained by variety of means like expert review,
simulation, questionnaires or case research method. Tsai (1998) presents a hy-
brid of ABC-COQ model where ABC and COQ systems are merged for a com-
mon database in order to supply various cost information elements needed for
COQ estimation and tracking. Robison describes a team-based approach aiming
to identify problems in the process as well as related quality costs (Robison,
1997).

Schiffauerova and Thomson (2006) state that companies rarely have a real-
istic idea of how much profit they are losing through poor quality. Even the
companies that track the COQ elements, understate their results according to
Schmabhl et al. (1997). Large number of quality related problems have also prov-
en to be difficult to grasp and quantify, therefore remaining outside the quanti-
fied quality costs (Sorqvist, 1997). Schiffauerova and Thomson (2006) state that
although reasonable amount of information is obtainable about quality costs in
general, there is very little information on published studies about possible
ways to collect quality costs. They also argue that literature reveals very little
about evidence on what costs are to be included or excluded when quantifying
COQ.

In spite of difficulties in quantifying existing quality costs and defining
quality elements to be included in COQ calculations, several authors have come
up with quality costs as percentages from annual turnover. Seokjin and Nakhai
(2008) have studied the literature on quality costs and state that total quality
costs in manufacturing range from 5 percent to 30 percent of turnover depend-
ing on the study. Quality failure costs are estimated to be about half of the re-
ported COQ in manufacturing. Gryna et al. (2007) argue that service organiza-
tions failure costs amount to 30 percent of annual operating expenses on aver-
age. Omachonu et al. (2004) have studied quality costs in manufacturing and
have come up with smaller percentage of total COQ as percentage from turno-
ver. They present their findings as totaling 3,67 percent from annual turnover in
manufacturing. Of total COQ their study indicates that most of the quality costs
are generated by internal quality failures, totaling over 70 percent of total COQ.
Krishnan, S. (2006) has made a small literature review on amount of quality
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costs found in organizations. Most of the studies mentioned indicate quality
costs to average somewhere in the vicinity of 20 percent in manufacturing with
some indications that public sector COQ is notably higher.

2.4 Quality research in the public sector

Quality issues have been studied from many perspectives in the public sector.
Micheli et al. (2005) identify the issue of efficiency vs. quality. They raise the
question whether it is efficiency or quality that performance measurement is
trying to capture when conducting public sector studies. They argue that
quality is often neglected when examining the public sector performance and
that efficiency is measured as the amount of output that is produced with given
resources. In this equation, it is often seen that quality of the service does not
change with new efficiency demands, rather quality as a concept is seen as a
complication best avoided. Erridge et al. (1998) have noted the linkage between
new public management reforms (NPM) and quality issues. In the nineties
NPM reforms on the public sector were demanding commercialization of the
public services and yet quality initiatives, such as TQM were needed to produce
high standard quality service in line with the practices from the private sector.
Authors have identified different models that have been used on the public
sector for quality initiatives. These include citizen’s charter in the UK, European
quality model (EQM) and the TQM. Authors have studied a case organization’s
quality initiatives through EQM principles.

The use of TQOM on the public sector has been studied more closely by
Dewhurst et al. (1999). In their study, Dewhurst et al. start by defining elements
associated with the TQM, coming up with 10 elements most commonly associ-
ated with TQM in the literature. These elements are then analyzed in relation to
operating characteristics of a public organization. Authors conclude that some
elements of TQM can prove to be challenging to implement in a public organi-
zation, such as customer focus. However, focus on team work, use of improve-
ment tools, training and the availability of information are seen to have similar
positive effects in the public organization when compared to private sector.

Donnelly (1999) has studied quality strategy in the public sector. He notes
some differences between public sector and the private sector. These differences
have their influence on the quality management in the public sector. These in-
clude importance of particular mission and responsibilities of the public organ-
ization, range of different stakeholders, available strategic choices in the public
sector, different logic of quality in the public sector and nature of customers and
decision-makers. Donnelly argues that logic of quality is largely different in the
public sector; as improved quality means retaining old customers and attracting
new, public organization can reach its capacity for service quickly. This hap-
pens because most public organizations are not revenue generating and fund-
ing for the production of services is fixed in a certain timeframe. Thus, im-
proved quality is not so one-sidedly good thing as in the private sector.
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McAdam et al. (2002) have studied the applicability of TQM on the public
sector. To achieve this, authors have included in their study six different quality
frameworks that incorporate some of the elements of TQM to various degrees.
These frameworks are business excellence model (BEM), Investors in people,
ISO 9000, benchmarking, charter mark and the balanced scorecard (BSC).
Through triangulation of focus groups, surveys and interviews, authors have
drawn several conclusions; public sector seems to demonstrate improved per-
formance when using some quality framework to improve its functions. Second
observation is that in the UK public organizations seem to prefer BEM and in-
vestors in people as frameworks for quality improvement.

Redman et al. (1995) have studied the use of different quality tools and
techniques in the public sector. They identify over 30 different tools or tech-
niques available for quality work in the organization. These include customer
satisfaction surveys, quality training, different quality improvement projects,
quality teams and circles, quality days, benchmarking and the use of statistical
process control (SPC). In their study carried out in 1995, authors have found
that UK public sector has established the use of quality tools relatively well as a
whole. They note, however, that in the more resource oriented area such as
technical skills or competitive benchmarking there is a considerable lack of ex-
pertise when compared to private sector.

COQ literature on public sector is very scarce; while quality has been stud-
ied on the public sector on several different perspectives, namely different
models in use (McAdam et al. 2002) and different quality tools in use at public
sector (Redman et al. 1995), COQ studies in the public sector are still few in
numbers. Barber et al. (2000) report on a study that focused on civil engineering
projects and quality failure costs contained in them. They note that in civil en-
gineering, prevention and appraisal aspects are hard to separate from other
costs and failure costs amount to majority of total COQ and thus failure costs
are most relevant costs to examine. Authors present a method called work-
shadowing for quality cost estimation. This method relied on researchers ob-
serving the work of different construction teams for short periods while taking
notes on every quality problem and failure that the team faced. Costs were then
estimated according to time delay it caused or resources it used while making
an estimate of the overhead expenses included. They report an amount of fail-
ure costs totaling 16% from total budget of the organization. Excluding costs
calculated to time delays costs amount to 7% of budget. Authors also report
that 4% of the different quality problems amounted to 68% of total quality costs,
thereby implying that relatively few most important problems generate the
largest quality failure costs in the organization.
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2.5 Finnish research on quality cost management

In Finland, quality costs have been studied from different perspectives. Sippola
(2008) presents a constructive model for embedded software business. Model
aims at measuring quality costs on a real-time basis on the software business
environment. Developed model is tested in another case organization.
Tervonen (2001) has focused on quality improvement and use of TQM in
organizations and motives behind quality initiatives. His findings highlight the
importance of employee level participation in quality improvement as well as
customer demands and desire for improvement as primary motors behind
organizational quality improvement initiatives. His data was collected through
interviews. Malmi et al. (2004) propose a collaborative approach for measuring
and managing the cost of poor quality. They present a construct for measuring
quality failure costs through team based workshop sessions.



3 PURCHASER - PROVIDER MODEL

Chapter is organized as follows: First, concepts of networks and dyadic settings
are discussed briefly as an umbrella term to cover purchaser - provider model.
Then, definition of purchaser - provider model is presented and different
stakeholders defined. Short review of prior studies and findings is presented.
Also, an overview of Finnish studies centered on purchaser - provider model is
presented. Finally, linkage between new public management and purchaser -
provider model is noted.

3.1 Networks and dyadic settings

Much has been discussed on networked activity in general and different
authors have called relationships where two or more organizations have
mutual linkages as inter-organizational relationships, inter-firm settings, hybrid
organizational forms or networks. There is, however, some ambiguity on
different terms and their meanings (Oliver and Ebers 1998, Caglio and Ditillo
2008, Tomkins 2001). For example, some authors have positioned themselves on
contributing to discussion about networks while discussing dyadic
relationships. (Caglio & Ditillo 2008). More exact expression would be to state
that study is positioned under concept of networks but focused on dyadic
settings within it. This study is an example of such a research setting. Others
have used the term ‘network” to mean specifically innovation networks (Tidd et
al. 1997) or defined different types of networks (Castells 1996).

In this study, network is understood as a concept covering linkages with
two or more organizations having a mutual relationship, while dyadic relation-
ship is understood as a relationship with two autonomous organizations. That
is, networks can be examined as dyadic relationships or multilateral relation-
ships with several organizations. (Vesalainen and Varaméki 2006). Author
acknowledges that some different interpretations of the concept exist; Tomkins
(2001) considers dyadic settings to be either relationships or alliances but labels
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networks to be formed of complex configurations of several alliances or rela-
tionships between more than two organizations, thus leaving dyadic setting
outside this concept. Vesalainen and Varaméki on the other hand have con-
structed a classification for different networked activities. They divide networks
as either dyadic settings or multilateral relationships and into organizational
relationships or business relationships. Inter-organizational relationships and
inter-firm relationships are considered in this study to mean the same thing.
Typically, networks are situated as being somewhere in the middle be-
tween vertical integration and pure market transactions. Vertical integration
means the organization of work activities under single organizational setting
whereas market oriented approach means using so called arm’s length transac-
tions where transactional parties have no relationship before or after the trans-
action. (Anderson and Dekker, 2010, Cooper and Slagmulder, 2004 Varamaki et
al. 2006) These hybrid forms of governance and relationships have been studied
through different concepts such as trust (Dekker, 2004), open-book accounting
(Kajuter and Kulmala 2005), Inter-organizational cost management (IOCM)
(Cooper and Slagmulder 2004) as well as through different theoretical lenses
like social networks theory (Kohtaméki, 2006), transaction cost economics (An-
derson and Dekker, 2010), actor-network theory (Mouritsen et al. 2010),
knowledge-based approach (Grant, 1996) institutional theory (Scapens and
Varoutsa 2010) and resource dependence model (Casciaro and Piskorski, 2005)

3.2 Purchaser - provider model

Purchaser - provider model (PPM) as it is abbreviated in this study has been
labeled in different terms by different authors; it has been characterized as
purchaser - provider relationship (Gray and Ghosh, 2000), labeled specifier &
provider model (Moll and Hoque, 2008) and alternatively referred to as
purchaser - producer model (Lillrank and Haukkapd&d-Haara, 2006). These
terms are considered to mean the same thing in this study. Terms “provider”
and “producer” are used interchangeably.

PPM can be considered as being a unique kind of supply chain that as a
concept is located under networks and more specifically dyadic settings. It can
be understood as one type of hybrid governance form with dyadic setting locat-
ed between vertical integration and market oriented approach (Cooper and
Slagmulder, 2004). Purchaser-provider model has been defined as a “control
system and an organizational form where purchasing work and producing
work have been separated and purchasers and producers actions are controlled
by mutual contracts”. (Arpiainen et al. 2006, Lillrank and Haukkap&d-Haara,
2006) According to Lillrank and Haukkapdd-Haara (2006), PPM contains four
different actors and functions: the purchaser, the producer, end-users and prin-
cipal / financier that is usually the county. They also identify a fifth group of
actors influencing action within PPM that are regulators of action such as gov-
ernment and trade unions (Figure 3.1).
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FIGURE 3.1 The PPM stakeholders and action (developed from Lillrank and Haukkapéa-
Haara, 2006)

Lillrank and Haukkapdd-Haara (2006) describe different actors in purchaser-
producer network. County is usually the actor whose mandate empowers the
purchaser to issue orders and purchases towards the producer. County collects
taxes from citizens as well as receives funding from the government. County
then directs funds for the purchaser so that it can fulfill its purpose. Purchaser
evaluates, makes tendering and places orders. Purchaser then controls the
fulfillment of contracts it has made with different producers. Producer has the
necessary resources to produce the services purchased by the purchaser.
Producer may be public organization whose resources are obtained from the
county or private organization that exists for profit. Moll and Hoque (2008)
refer to these as internal and external providers. Although producers and
purchasers are both governed by same laws and regulations, producers are
independent entities within PPM and have their own decision power. End user
is either citizen, client or patient depending on the setting and context that is
being examined.

Another classification of purchaser - provider split is offered by Van
Gramberg and Teicher (2000). They separate PPM into vertical, horizontal and
complete models. In vertical model providers report directly into one CEO gov-
erning entire PPM organization. In horizontal model both the purchasing or-
ganization and the providing organizations exist in same operational groups.
Finally, complete split is a case where organizations are externally corporatized.

According to Ellwood (1996), PPM can be understood as an internal, or
quasi market that are not typical markets. They are not evolved from existing
demand and supply but are rather created by an organization that wants to re-
define supply and demand by providing new relationship between stakehold-
ers. Organization creating the purchaser-provider relationship can act as a regu-
lator, imposing regulations and restrictions to dictate the nature of the market.
For this internal market to operate efficiently, Ellwood (1996) suggests that
competition and tendering for different providers is based upon price. This way
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purchasers are directed towards the most efficient provider. For price-based
tendering to work within a PPM setting, prices should reflect resource con-
sumption, be comparable between different providers and volume of activity
should determine the contract value in linear way. Finally, Ellwood (1996)
states that for price-based tendering to create efficiency in PPM purchasers
must respond to price signals gained through tendering. However, Fischbacher
and Francis (1998) have found that purchasers exhibit considerable loyalty to-
wards their chosen provider and do not want to change providers according to
prices easily. Authors note, however, that while purchasers seem to be price-
insensitive, they are concerned with quality. Laing and Cotton (1996) differenti-
ate two types of quality: technical quality that is based on the service provided
and functional quality that is based on the way the service was delivered.

Fischbacher and Francis (1998) express concerns that in some cases pur-
chaser’s bargaining power limits the working of the market mechanism in PPM.
This point is raised also by Ellwood (1996) who states that monopolistic provid-
ers may hold great influence on the market. Bryan and Beech (1991) propose
monopsony to ensure purchaser’s power on the market. According to Porter
(1980) several conditions must be met for buyer to have any influence on the
market: buyer’s purchases are large relative to seller’s sales. Services purchased
must present large enough proportion of the purchaser’s costs for it to look
around for cheapest price. Services must be largely undifferentiated to enable
tendering. Transaction costs need to be low enough to change provider. Pur-
chaser must have low enough profits for it to have incentive for cost savings.
Quality issues should not be largely relevant to purchaser as it affects tendering.
Finally, purchaser must have enough information about process to make deci-
sions.

PPM is usually associated with recent reforms of the public sector that
strive into commercialization of the services, business oriented relationships
between public organizations and market-inspired action of the public organi-
zations. These reforms are called under an umbrella term the new public man-
agement (NPM) and the PPM can be considered one organizational form in-
spired by the NPM reforms. (Siverbo, 2004). NPM is a global phenomenon that
has been adopted at the public sector in different countries to varying degrees.
Similarly, PPM has been adopted in some countries whereas in others it has not
taken hold. Examples include dominance of privately funded services in the
United States and in the other extreme Scandinavian publicly funded and pro-
duced services in Finland (Lillrank and Haukkap&d-Haara, 2006). Other coun-
tries with examples of PPM model in place, mostly in the health care, are the
UK health care (Carruthers et al. 2007, Gray and Ghosh, 2000), Swedish health
care system (Siverbo, 2004), Australian water supply (Moll and Hoque, 2008)
and New Zealand health care system (Ashton et al. 2004).

Fisbacher and Francis (1998) state that although PPM has achieved some
savings through improved efficiency, expenses have been incurred at the same
time from model related management costs. Ellwood (1996) argues that these
new costs have come from higher transaction costs due to additional activity
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systems, resource usage and comprising of detailed contracts between the pur-
chaser and the provider. Van Gramberg and Teicher (2000) emphasize costs
from contracting. These are seen to be costs arising from writing contract speci-
fications, overseeing bidding, monitoring contracts and correcting works that
fall under specified standards. Duran et al. (2005) also focus on contracts be-
tween purchasers and providers and state that purchasing in PPM can be very
complex due to detailed contracting process. Contracting parties should be in-
volved in contracting starting from the planning process and have an input on
the contractual output. This way both the purchaser and the provider are made
accountable for reaching the targets defined in the contracts. This means that
other stakeholders like the funding organization should not endorse only one
side in the bargaining process. Authors differentiate several different contracts
that are used in the purchaser-provider interface.

Moll and Hoque (2008) present a recent effort to create performance met-
rics within the PPM. Metrics are grouped under different classes that include
customer related metrics, environmental metrics, employer metrics, commercial
metrics, quality metrics and accountability metrics. Purpose of the metrics sys-
tem was to improve accountability and to communicate objectives and targets
to organizational members. Authors describe their metrics system as consistent
with the BSC performance measurement.

Ashton et al. (2003) have studied the contracts and the contracting process
between two major stakeholders of the PPM; purchaser and the provider. They
state that while contracting has the potential to bring a number of benefits to
PPM interface, it is likely to bring additional costs in the form of transaction
costs. Although it is hard to define whether savings outweigh the costs, some
beneficial outcomes are pointed: contracting between the purchaser and the
provider may increase the focus on quantity, quality and costs of the services
produced. It may encourage greater technical efficiency and increase the
amount of funding opportunities to providers. Finally, it may improve resource
allocation by forcing purchasers to give greater consideration to prioritization
of services. On quality embedded in the contracts, authors note that most PPM
contracts include some measures of quality. Usually they are in the form of
quality standards specified in the contracts and fall into four broad categories:
effectiveness, efficiency, acceptability and safety. Siverbo (2004) points out that
as purchasers and providers are influenced by mutual contracts, from the effi-
ciency point of view tendering of services with different providers before con-
tracting is essential. Also, evaluation of the services produced is needed to en-
sure that the provider does perform the activity ordered and specified in the
contracts. Brignall and modell (2000) express concerns that PPM might actually
cause a decrease in the service quality. As purchasers are made in greater extent
responsible for their costs and resource consumption through formalized con-
tracts and tendering, there exists a possible trade-off between costs and quality.
This point is also raised by Van Gramberg and Teicher (2000).

Van Gramber and Teicher (2000) argue that an examination of the new
public sector managerialism and the tendering of services brought by NPM
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should take into account different elements such as the structural separation of
the purchaser-provider split, the development of managerial strategy, man-
agement of contracts, financial aspects and the management of quality.

3.3 Purchaser - provider model in Finland

One of the most comprehensive reviews on the use of PPM in the Finland has
been done by Kallio et al. (2006). Authors have focused on their study on the
three PPM-pioneer cities in the Finland; Jyvéskyld, Turku and Tampere. Their
aim was to form an understanding about the working of PPM model and
organization of the service production in the cities. Other goals were to find out
about targets set for the PPM as well as examine whether cities had sufficient
resource-base and organizational culture base to implement PPM. In their
study authors have found that cities have developed cultural and
organizational competencies prior to adapting PPM on a larger scale. Goals for
implementing PPM have been on the case cities to clarify the division of
political power and organizational independence as well as focus on the
contracts between PPM stakeholders. Authors raise concerns that PPM may
promote sup-optimization as there is no clear unit that would be responsible for
coordination of different PPM models at national level. Other concerns include
the possibility of purchasing organizations getting too large and resource
consumptive as well as possible problems at competing on market based
environment that has not been traditional way of working in the public sector.

Lillrank and Haukkapadd-Haara (2006) have studied PPM in the health care
sector which has been the most common sector in different countries to apply
the PPM. Authors have mapped the organizational structure of the Finnish
PPM and linked different stakeholders and their relations to the model (Figure
3.1). In their study they analyze the effects of various institutional elements
such as power, motivation, ambitions and contracts on the purchaser-provider
model. They differentiate several actors in the PPM model (Figure 3.1) of which
the most important are purchasers, providers, end users and the principal. They
also acknowledge the effect of the legislators on the working of PPM model.
They have noted the existence of quasi markets and relative independence of
the PPM stakeholders. Authors argue that relevant value adding elements of
the purchaser-provider split are transparency of the economic factors between
relationship partners, possibility to develop control mechanisms through mutu-
al contracts, relative independence of the PPM stakeholders and competitive
markets.

Arpiainen et al. (2006) present their findings from study that focused on
the use of PPM on Finnish forest centers. Forest centers are organizational units
that direct funding for the use and care of Finnish forests as well as monitor the
compliance of different stakeholders with the laws concerning forestry.
Arpiainen et al. (2006) focused on the applicability of the purchaser-provider
split on the Finnish forest centers. This meant the option of lowering the pro-
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duction of services in the forest centers and increasing the outsourcing of ser-
vices accordingly. However, authors note that inspection services are the juris-
diction of forest centers and cannot be outsourced since the legislation demands
the inspection to be made by authorities in the forest centers. Arpiainen et al.
(2006) suggest that forest centers should increase the use of PPM on the infor-
mation collection efforts by outsourcing the function and increase knowledge
base among the personnel of the PPM. Authors present their definition of PPM
in the organizational environment of forest centers by stating that in the forest-
ry sector forest owner is regarded as the purchaser while the forest center is the
provider. Among the difficulties mentioned in applying PPM in forest centers
are the government productivity program and lack of available resources. Also
the mentioned legislation forbids the outsourcing of inspection activities.

Also, Hyvonen and Jarvinen (2006) have studied the purchaser-provider
model in use at Finnish health care. In the Finnish health care sector, purchaser-
provider model has been implemented in the form where hospitals provide
health care services and the municipalities purchase them according to com-
munity contract. Hyvonen and Jarvinen (2006) have studied how the budgetary
bias continues to prevail at health care sector in spite of the introduction of con-
tract based budgeting, where revenue and expense should be equal. Their re-
sults indicate that changes in budgeting practices incorporated prevailing insti-
tutional practices into intended new setting, thus causing the old institutional-
ized behavior to reproduce itself.

3.4 New public management (NPM)

The concept of new public management (NPM) has been associated with the
reform of the public sector in the 1980s and the 1990s. There has been some
debate on the origins of the NPM (Lapsley, 1999), some researchers
emphasizing performance measurement which indicated discrepancies between
budgets and actual expenses (Jansen, 2008). Others have pointed out that in the
1980s, many politicians, academics, citizens and private sector representatives
were criticizing public sector for its inefficiency and ineffectiveness, resulting in
public sector transformation (Van Helden 2005). Still others emphasize a
broader shift towards public accountability (Hood, 1995). NPM has been
characterized as being a restructuring of public services towards
decentralizations and corporatization, adopting of a new management focus,
introduction of markets or quasi-markets for public services, rationalization of
the public services and the focus on quantification for efficiency gains (Lapsley,
1999).

Hood (1995) associates NPM with seven different dimensions of change;
firstly, a movement towards decentralization of public organizations into sepa-
rately managed corporate units, each assigned its own public service or product.
Relationships between these new entities are governed through corporatized
style contracts. Second, a shift towards greater competition between public sec-
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tor organizations as well as between the public sector and the private sector.
Third, the adoption of management practices from the private sector. Fourth
dimension of change is the movement towards greater discipline in resource
use as well as search for less costly ways to deliver public services. Fifth, an
adoption of hands-on-management, that is, more active control of public organ-
izations by visible top management. Sixth trend is the movement to more ex-
plicit and measurable standards of performance in terms of range, level and the
content of services provided. Finally, seventh dimension of change involves
attempt to control public organizations in more uniform way according to pre-
set output measures.

Siverbo (2004) associates PPM with recent wave of large scale reforms
done under the NPM trend. Starting from 1990s many services offered by the
public sector have been demanded to be organized more efficiently and effec-
tively. To achieve this, public sector has been subjected to various private sector
management techniques and adoption of so called quasi markets were purchas-
ers and providers have been separated (Brignall and Modell, 2000). Dunleavy
and Hood (1994) view the NPM as consisting of various trends that include
moving to more transparent budgets in accounting terms, viewing organiza-
tions as a network of contracts linking incentives to performance, forming qua-
si-markets by introducing purchaser and provider distinctions, opening up
provider role to outside competition and allowing purchasers to change pro-
viders if needed. Some authors have identified PPM to be more clearly associat-
ed with NPM reforms (Brignall and Modell, 2000, Foster and Scott, 1998) while
some authors merely describe NPM as an umbrella term consisting of different
elements and ideas that can be used separately according to situation and needs
(Ferlie et al. 1996).

Ter Bogt (2008) regards the NPM as a functionalist approach as one of the
most important objectives of the NPM is the aim to increase economic efficiency
and effectiveness in the public sector. A functionalist approach to organizations
presupposes that organizations as well as the individuals within it rationally
choose the means to achieve set objectives. Therefore, in order to ensure organi-
zation’s continuity, its choices are based on the improvement of efficiency as
well as effectiveness. However, some authors see that organizational changes
are not implemented only to boost economic efficiency and effectiveness (Scott
1995, Oliver 1991). They argue that expectations, values and rules outside and
inside the organizations play a significant role in decisions to introduce man-
agement changes. Thus, institutional theory broadens the view from functional-
ist approach into structures in society as well as social and cultural aspects such
as rules, power, interests and habits. An institutional framework combines eco-
nomic, social, political, cultural and historical dimensions in the analysis of or-
ganizations and change processes (Greenwood and Hinings, 1996).

Pollitt (2002) proposes a four staged framework that can be used to ana-
lyze the adoption of NPM. At first level, the discursive convergence, people are
talking and writing about the same concepts, such as performance budgeting or
TQM. At this stage the conceptual agenda is converging. This level of adoption
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could be researched, for example, by using documentary analysis and textual
deconstruction in studying government documents, professional publications
or political speeches. At second level, decisional convergence, authorities pub-
licly decide to adopt a particular form or technique. Pollitt (2002) raises as an
example the national citizen’s charter, one part of which contained a quality
award for those organizations which met the set standards. Second level of
NPM adoption could be researched by collecting reform announcements and
analyzing them through documentary analysis. At third level, which is practice
convergence, public sector organizations begin to work in similar ways. One
example would be the adoption of performance based pay arrangements in the
public sector organizations or the use of defined quality initiative in several
public organizations. Pollitt (2002) argues that this third level is more difficult
to research as the entry to public organizations may be limited. This level re-
quires extensive field work with a research project and sufficient access to case-
organizations. Fourth and final level of adoption is the results convergence. At
this level implemented reforms produce their intended or unintended results so
that the outputs of the public sector activity begin to converge. An example giv-
en by Pollitt (2002) is the results of TQM lowering hospital waiting times in eve-
ry jurisdiction. According to Pollitt (2002) the fourth level is the hardest level to
study as the final outcomes are very hard to define and comparing results
across organizations and jurisdictions is harder still. Pollitt (2002) states that
there is a lack of research done on the third and fourth levels of NPM adoption.
One reason for this is the easiness of research done on the first levels when
compared to later levels. Thus, there is a need for research concentrating on the
adoption of a defined technique in public sector organizations in the NPM re-
forms context. Also, Van Helden (2005) notes in his literature review of man-
agement accounting research conducted at public sector context that cost ac-
counting and related research is lacking in the public sector context. He also
notes that there are very few studies focusing on the applicability of cost man-
agement tools in public sector context. The implementation of the cost man-
agement tool CAMP depicted in this research offers a view on the third level of
NPM adoption as suggested by Pollitt (2002). Also, this research offers infor-
mation on the issues in cost accounting on the purchaser-provider relationship
and public sector context. Finally, this study is an example on the research con-
cerning the actual applicability of a cost management tool in a wider context.

Although some studies show that NPM has stopped the increases in pub-
lic spending (Pollitt and Bouckaert, 2000), evidence of greater efficiencies and
effectiveness has not been demonstrated according to Lapsley (1999).

Van Gramberg and Teicher (2000) demonstrate a case where NPM has
failed to transform the puclic organization into more managerialist model. Rea-
sons for this are identified to be the government’s continuing authoritative
presence and tensions rising from the structure of the NPM reforms. While
PPM was seen to be essential part of the reforms, many problems arose from
the new model. Managers were inexperienced to supervise and formulate com-
plex contracts between PPM sides and services were demanded outside the
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newly formed contracts. Other problems included difficulties in separating pur-
chaser’s and producer’s functions as well as poor information flow between
organizations.

Adolfsson and Wikstrom (2007) have studied the use of quality systems in
the NPM context; they focused on the quality dialogue tool which is aimed to
collect quality data and to improve operations at target organization by using
group meetings and sessions. Authors state that their research shows how the
quality dialogue model presented a way to measure performance with qualita-
tive measurement features. They contrast the tool with the balanced scorecard
which features more quantitative measures than the quality dialogue tool.

Kurunmiki (1999) has studied accounting in NPM context in the Finnish
health care sector. Research by Kurunméki aimed at defining the concept of
accounting entity and whether health care unit constitutes such an entity. The
question was whether there exists a shared belief among all parties in the legit-
imacy of the hospital as an accounting entity. She describes in her study the ef-
fects of creating a NPM accounting entity; accountability of the hospital had to
be redefined, cash based reporting had to be changed into accrual accounting
as well as the use of financial reporting to measure the ability to survive in the
competitive environment, thus providing tools for management to evaluate and
control the operations of the hospital.



4 FIXED PROCESS IMPROVEMENT METHOD

Process improvement and quality cost reduction tool used in this study follows
the guidelines and method set in the Malmi et al. (2004). Authors call their
construction “a collaborative approach for managing project cost of poor
quality”. Collaboration in the name of the construct refers to the use of
workshops during the improvement process in target organization while
management focuses attention on the managerial aspects of managing quality
costs. Finally, this construct is developed and used under project conditions,
that is, in organizations whose business is formed from many, at least partially
separate projects with different scales and restraints. This chapter describes in
more detail the starting point for the process improvement implemented in this
study’s case organizations.

4.1 Theoretical connections of the improvement method

Quality cost reduction method called collaborative approach for managing
project cost of poor quality constructed by Malmi et al. (2004), shortened from
now on as CAMP is based on quality literature. Authors mention Juran (1951)
and Feigenbum (1956) as Juran established the framework for cost of quality
and Feigenbaum divided quality costs into prevention, appraisal, internal
failures and external failures (PAFF) categories. These quality pioneers
established the groundwork for quality improvement methods in defining
quality and its categories.

Authors have adopted as their starting point suggestion from quality liter-
ature that quality reduction should always start at the classification and quanti-
fication of existing quality costs (Atkinson et al. 1994, Ansari et al. 1997), point
raised recently by Schiffauerova and Thomson (2006). Starting from this quality
costing perspective, root-cause analysis (Ansari et al. 1997) and cost-driver
analysis (Atkinson et al. 1994) have been suggested as methods for identifying
quality improvement initiatives that provide the best potential cost reduction.
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These methods identify quality costs according to PAFF-model (Feigenbaum
1956) and determine the causes for these quality costs. This way the root cause
for quality cost can be identified. By totaling all the costs caused by any root
cause the financial impact of a quality issue can be calculated. Finally, potential
benefit from any suggested solution is estimated by subtracting any required
investments from expected savings.

Another key element in the CAMP method is the use of workshops to save
time and effort in data collection, avoid going back and forth between different
departments and creation of shared understanding between members of the
organization. Use of workshops for problem-solving is not new; Malmi et al.
(2004) mention Ishikawa (1985), Harrington (1991), Nonaka and Takeuchi (1995)
and Nonaka et al. (2000). CAMP method has most influence for its use of work-
shops from Nonaka et al. (2000) and Ishikawa (1985). Nonaka et al. (2000) sepa-
rate different organizational levels for knowledge creation, stating that middle
managers are in the most crucial place for information flow. This is because
they are situated at the middle of vertical and horizontal information flows.
Other levels include top management that participates in leading knowledge
creation and workers with tacit and explicit knowledge. One influence of the
CAMP-method comes from Jadrvinen et al. (2000) whose knowledge creation
procedure separated the process into three staged string of workshops.

CAMP utilizes cause- and effect charts, also known as the fishbone dia-
gram, developed by Ishikawa (1985). This quality tool offers the possibility of
illustrating linkages between quality problems divided into separate groups
such as problems related into coordination of activities (Figure 4.1 appendix).
Arrows represent the direction of the cause- and effect chain, indicating that a
cause for certain problem leads to another issue in organization. Entire presen-
tation for quality problems in organization is therefore divided in different
problem groups and all groups are illustrated with a fishbone diagram group-
ing all problems under single class into one chart, ending with several fishbone
diagrams, one for every category of quality problems. Finally, CAMP uses pare-
to diagram by Ishikawa (1985) to group identified quality problems into pareto
chart (Figure 4.2 appendix), where it can be seen in a single graph how the qual-
ity problems in organization are divided between problem categories.

4.2 Process improvement method

In the figure 4.3, process improvement method’s different stages are illustrated in
chronological order. This process can be understood as a fixed concept (Emsley
2007). It can be described as having certain fixed characteristics such as workshops
implemented in fixed order, tasks attributed to different workshops, quality costs
understood in terms of PAF model, procedure to identify quality failures, quantify
them and to generate improvement ideas. CAMP consists of three separate
workshop days held with different members of the case organization. All three
workshops include tasks to be accomplished within scheduled time for the
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workshop. In addition to workshops, method consists of some data collection,
possible complementary interviews to acquire quality cost data and some work
phases for the researcher in the spaces between the workshops.

Malmi et al. (2004) have developed the construct during their study and
the description here illustrates the final version of the CAMP method that was
tested in case organization Valmet. Before the actual process improvement
method, authors of CAMP had access to organization’s internal reports associ-
ated with different cost calculations and risk assessments. This helped to get
acquainted with case-organization beforehand and make some preliminary es-
timates on certain quality costs. Actual process improvement starts with a qual-
ity survey (appendix) sent to case-organization’s members handpicked before-
hand. As these members then take part in the first workshop, it helps to ensure
that participating persons have the knowledge of the preliminary survey they
have taken part in. Survey gathers information on the existing quality problems
found in the organization by asking survey respondents to list the problems
that they have encountered in their daily work. Respondents are also asked to
rank problems according to their significance by using point scoring on a scale
of 1 to 3. Requested information includes description of the problem and re-
spondent’s view on the causes of the problem. Although questionnaire that was
sent to Valmet included questions about possible improvement ideas for the
problem, this is not the original form. Valmet’s management wanted to include
the improvement ideas to the project in early phase to counter negative think-
ing on personnel’s’ part.

Identify problems causing quality costs based on prior projects

l

Rank problems using point scores and analyse the causes of the most significant ones

l

Create a fishbone chart to help further work

|

Collect all available relevant information related to quality costs from existing systems

]

Select a project for study and analyse its constraints

l

Define poor quality elements that are likely to be significant in a project under study

Algorithm

Workshop < \II

Estimate the range of possible quality costs and their probabilities for each element
Based on a fishbone chart, prior data/and expert judgement

l

Compute the expected cost of poor quality for each element and the project as a whole

|

Action Decide what to do for which elements to decrease the expected cost of poor quality
Workshop

Assessment
Workshop

FIGURE 4.3 Process improvement steps in chronological order (Malmi et al. 2004)
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After the quality problems survey, researcher constructs a pareto diagram
(Ishikawa 1985) where problems found in the survey responses are grouped
under classes representing the problem area; ie. class labeled information deals
with problems that are connected to information flow. These classes then show
the size of each problem class and give some indication on the impact that a
certain problem class has on the organization. For example, if a class labeled
“information” would contain half of the problems found in responses this
would indicate that case-organization probably has its major issues revolving
around information related problems. With this information available, CAMP
proceeds to first workshop. Another tool used in this phase is the fishbone
diagram, also called cause-and-effect chart (Ishikawa 1985). Fishbone diagram
is constructed to show all individual problems, their causes and impacts, that is
the cause-and-effect string of every quality problem found in the quality survey
responses. Malmi et al. (2004) state that fishbone diagram is constructed by
researchers based on the available survey data and through mutual
understanding of the workshop participants during the workshop.

During the first workshop, called the assessment workshop, researchers
help the participants to understand and modify fishbone diagrams, after which
participants rank problems in team based work methods using point scores.
Authors note that although researchers created the fishbone diagram they did
not take part or any active role in the decision- or proposal making. One aim of
the first workshop is to validate the fishbone diagram by possibly modifying
the fishbone diagram with the personnel during the workshop. Another aim is
to analyze further those problems that are found significant during the assess-
ment workshop. It is mentioned in the figure 4.3 that in between of the first two
workshops researchers should collect all the available cost information from
existing systems to help as a starting point for quality cost estimation taking
place in the second workshop.

Second workshop participants are middle managers that have familiarized
themselves with the available CAMP data before participating in the second
workshop, named algorithm workshop. During this workshop, aim is to take a
selected project from the organization’s business portfolio and use it to analyze
project constraints in relation to problems found in the survey and illustrated in
fishbone diagram. Middle managers participating in the workshop are chosen
so that they have knowledge about the chosen business project and are then
assigned to work in teams. One task in the algorithm workshop is to identify
the most significant problems in relation to selected business project and make
an estimate on the possible quality costs for these problems. Different probabili-
ties are assigned to the worst case scenario, best scenario and normal scenario.
An expected value calculation is then made to get the quality cost for the prob-
lem. Summing up all the problem costs related to selected project a COPQ esti-
mate is then obtained. It is noteworthy that CAMP calculates quality costs per
project and as authors note, it is not possible to cross project boundaries with
this calculation due to difficulties in the calculation and participating person-
nel’s unfamiliarity with the projects outside their own. Finally, teams in algo-
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rithm workshop are tasked with brainstorming improvement ideas for prob-
lems related to the chosen business project as well as common projects outside
the selected business project. Prioritization of these improvement ideas are left
for the senior management in the last workshop.

Third workshop, called action workshop, is held with senior management
of the organization. Focus is on prioritization of the improvement ideas con-
structed in the second workshop. Each participant is asked to rate the im-
provement ideas with either 1 or O as a score for prioritization. These points are
then summed to achieve a priority list for improvement ideas. Authors note
that prioritization is not based on monetary values, that is, quality costs but ra-
ther strategic viewpoints of the management. Authors note that although
CAMP had a starting aim of also creating quality cost metrics to track changes
in quality costs in relation to improvement ideas being chosen for implementa-
tion, Valmet management decided to use data collection procedures already in
place and considered existing metrics of scrap, rework, penalties and warranty
work sufficient for quality tracking.

4.3 Cost tool Implementation

Vrakking (1995) defines implementation as a case study where aim is to provide
the implementation of a certain innovation within organization the best
possible chances of success with minimum of effort and cost. He states that
implementation literature tends to provide case descriptions where authors link
their experiences and learning to higher levels of abstraction. Therefore, at its
heart, implementation deals with the introduction of management innovation
into organizational life while at the same time dealing with the necessary
abstraction of the implementation results for research purposes.

The issue of implementing management control systems, such as cost
management tools in organizational life has been addressed in various ways in
the literature. It has been studied through contingency theory (Anderson and
Young 1999, Anderson 1995, Krumwiede 1998) as well as change theory
(Kasurinen 2002). Studies have also tried to map reasons for implementation
failures (Malmi 2007) and success factors (Anderson 1995, Anderson and Young
1999). Finally, there are some definitions on what constitutes a successful im-
plementation (Anderson and Young 1999, Malmi 1997).

Kasurinen (2002) studied an ongoing implementation process of BSC sys-
tem through accounting change theory. Aim of his study was to understand the
context of change. Kasurinen further developed change model presented by
Innes and Mitchell (1990) and refined by Cobb et al. (1995). Kasurinen added
three different sub categories to concept of “barrier for change”. These he calls
confusers, frustrators and delayers. Examples of these classes are uncertainty
about the project’s future role as confuser, existing reporting systems as frustra-
tors and inadequate information systems as delayers. He also recognizes organ-
izational structure that has become outdated as a potential barrier to change.
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Other noteworthy issues are possible resistance to change and differences on
views between managers and workers. Further addition to change models liter-
ature has been offered in recent article of Lansiluoto and Jarvenpdd (2010)
where authors recognize the importance of individual actors and their changing
status.

In contingency theory, implementation process has been addressed in var-
ious ways. While many researchers have considered the implementation pro-
cess as a single process (see Krumwiede 1998), others have separated imple-
mentation process into different stages, the most simple cut being the separa-
tion of implementation process to adoption and infusion stages (Cooper and
Zmud 1990) or pre-adoption and adoption stages (see Krumwiede 1998). Still
other models exist; Kwon and Zmud (1987) separated implementation process
into six staged model consisting of initiation, adoption, adaptation, acceptance,
routinization and infusion. The most rigorous cut of stages is offered by
Krumwiede (1998). He divides the process of implementation into three stages
of non-adopters, the adoption stage and six stages of post-adoption stages of
implementation. The division of implementation process into different stages in
the literature is used because it is suggested that success factors differ and vary
in importance during the different stages of implementation (Anderson 1995).
This view of varying importance of variables at different stages is confirmed in
Krumwiede’s (1998) results. Thus using a separation of stages to study imple-
mentation process makes it less likely to have conflicting results. The study of-
fered here considers the implementation process in a two-staged model, divid-
ing the process of implementation into pre-adoption stage and adoption stage.
Thus, considerations before actual implementation are considered separately
and possible changes in implementation phase are considered separately. This
results in findings about the start-up changes separate from changes during the
ongoing implementation, as suggested by research problems presented earlier.

Krumwiede (1998) distinguishes between different possible stages of rejec-
tion for implementation of a management tool; in his six staged post-adoption
implementation process the possible rejection of the tool can occur in initiation
phase. In this scenario, organization considers initiation but ultimately rejects
the management tool. After adaptation phase, in the analysis phase, another
chance for rejection may occur; if the tool is implemented but found to be unfit
after analysis it is abandoned at this stage.

Some contextual success factors for implementation has been offered in
the literature (Anderson and Young 1999, Anderson 1995), as well as some pos-
sible reasons for failures (Malmi 1997). Malmi recognized different contextual
reasons that resulted in resistance to change. Mentioned contextual reasons for
abandoning the cost management tool are economic reasons, political reasons,
concerns for accountability increase and engineering culture contradicting the
use of cost management tool. Malmi also states that while it may seem as a fail-
ure if cost tool’s data is not used in any way after implementation, in some cas-
es it may be that data itself suggests no further actions. Anderson and Young
(1999) focus on success factors, documenting contextual reasons for cost man-
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agement tool to give accurate data as well as reasons that promote the actual
use of data; they find that accuracy of the system is related to adequacy of re-
sources devoted to implementation process and beliefs of the management that
change is actually needed. Use of the tool’s data is related to many different
contextual variables, including top management support for the project, union
support for the project, project resources, respondent’s commitment to organi-
zation, decree of rewarding from good results and likelihood of layoffs.

Anderson and Young's (1999) implementation success factors and their
division into data accuracy as well as its use leads to their definition of a suc-
cessful implementation: firstly, the new tool must provide data that is more ac-
curate than the data that would have been obtained with old system. Secondly,
results must also be used in further improvement efforts in some way. Malmi
(1997) defines a success as an ability to make correct diagnosis of the situation.
While this part is similar to Anderson and Young (1999) definition of more ac-
curate data, Malmi (1997) also states that implementation may in some cases be
considered successful even though no actions would be conducted after imple-
mentation. An example given is a case where ABC system provides insight that
there are no emerging, strategic uncertainties, so no actions are needed. This
information, while being valuable does not require any actions to be taken. This
is in contradiction to Anderson and Young (1999) definition that requires the
usage of data in some improvement effort.



5 THEORETICAL FRAMEWORK

This chapter contains the theoretical foundation of the study; it incorporates the
impact of trust on network relationships and extension of traditional
transaction cost economics from make-or-buy decision into make-buy or ally
decision. Contingency theory is introduced as a means to understand changes
required for the tool in dyadic context; both before implementation and during
implementation. Open-book accounting is presented as a means to examine the
need and implications for open-book accounting in inter-organizational cost
management setting when using the chosen tool. Finally, these concepts and
theories are integrated into theoretical framework for this study.

Theoretical framework provided here is used to answer research problems
presented in the introduction. The main research problem, whether the chosen
tool can be used in a dyadic setting can be answered through implementation
effort depicted in chapter 6 and through evaluation of the project. The evalua-
tion is done with the help of debate on implementation success factors (Ander-
son and Young 1999, Malmi 1997).

Complementary research questions all address different parts of the main
research problem, starting from modifications needed to the tool for it to func-
tion in the larger context of dyadic setting. These modifications are analyzed
through contingency theory (Chapman 1997, Chenhall 2003), making it possible
to understand the changes required both before actual implementation and dur-
ing the implementation (Krumwiede 1998). These problems, P2 and P3 are fur-
ther described in introduction.

Another needed information on the implementation success of the chosen
tool in dyadic setting concerns the open book accounting (OBA) required for it
to work (Tomkins 2001, Kulmala et al. 2007). This is the P4 presented in intro-
duction. Therefore, the concept of OBA is needed to analyze the amount of
needed information exchange between partners for the chosen tool.

As mentioned, in order to properly answer the main research problem,
success of the implementation is an essential evaluation (P5). Therefore, to
evaluate the success ex-post, debate on success of the implementation (Malmi
1997, Anderson and Young 1999) is used to evaluate project in terms of success.
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Also, to answer the problem of generalizability (P6) study uses an extension to
constructive research (Kasanen et al. 1993), market test proposed by Labro and
Tuomela (2003).

Finally, to analyze possible cost savings gained from the tool and also the
costs attributed to the implementation of the tool, transaction cost theory and
concept of trust is used in the study. Transaction cost theory coupled with trust
is widely used pair (Dekker 2003) to reflect on the partners” decision-making
and their mutual division of costs and benefits. Therefore, they are used to an-
swer research problem 7 (P7).

Inter-organizational cost management (IOCM) provides the context of the
study as well as the area where the two case organizations operate in relation to
their cost management efforts.

5.1 Trust in inter-organizational setting

Tomkins (2001) defines trust as “the adoption of belief by one party in a
relationship that the other party will not act against his or her interests, where
this belief is held without undue doubt and in the absence of information about
other party’s future actions”. This definition of trust takes into account due
suspicion in situations where other partner’s own self-interest would be to act
opportunistically. It also emphasizes that trust is placed before actual events
that trust is placed upon, take place. Other definitions exist; Adler (2001)
defines trust as “subjective probability with which an actor assesses that
another actor will perform a particular action, both before he or she can monitor
the actual action and in a context in which it affects his or her own action”. This
definition of trust is somewhat similar in assumptions to Tomkins” (2001) view
in that it takes into account the timeline of trust in relation to events that are
“trusted”. However, this definition also emphasizes context in which things
happen, thereby including the possibility of feared as well as welcomed actions.
(Adler 2001) These definitions of trust differ from the strict transaction cost
economical (TCE) view of Williamson (1985) who considered trust to be merely
an expression of calculated risk. However, many scholars (Van der Meer-
Kooistra and Vosselman 2000, Cooper and Slagmulder 2004, Dekker 2004) agree
that trust cannot be viewed purely in instrumental terms and that TCE should
be complemented with relational or trust aspects.

Different disciplines approach trust in different ways; economists tend to
view trust as a calculated or institutional factor (Williamson 1985, 1981, Rous-
seau et al. 1998). Psychology defines trust in terms of trustors and trustees while
focusing on internal cognitions that raise from personal attributes. (from Rous-
seau et al. 1998). Sociologists see trust as socially embedded in relationships
between people or institutions (Zucker, 1986).

There are several classifications of trust by different authors. Adler (2001),
for instance, divides trust into three sources of trust. First is the familiarity
through repeated interaction that leads to trust. Second, trust may come from
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calculation by assessing costs and benefits that the other party might get by ex-
ploiting vulnerability. Third, values and norms can express trustworthy behav-
ior that leads to trust. Adler also distinguishes three mechanisms through
which trust is generated; firstly, trust can be constructed through direct person-
al contact, secondly through a network of other already trusted parties or third-
ly by understanding the way institutions shape other actors” norms and values.
Adler notes that these mechanisms on trust are complements rather than substi-
tutes as they tend to build on each other.

Kamminga and Van der Meer-Kooistra (2007) (See also Sako 1992) differ-
entiate three instances of trust; contractual trust, competence trust and goodwill
trust in transcending order. In contractual trust, partners need to be at least con-
fident that other partner follows the contracts. Competence trust is related to
trust in other party’s competence in a situation where both partners contribute
to the relationship while information asymmetries and uncertainty is present.
Vélez et al. (2008) further divide competence based trust on competencies per-
ceived in technological, economical and partnering capabilities. Finally, good-
will trust is trust that other partner will not act opportunistically even though it
might have the possibility to do so. Sako (1992) considers this type of trust to
involve establishment of mutual system of values and norms as well as a per-
ception of friendship between partners in a context of mutual interchange.
Vélez et al. (2008) see the competence or capabilities based trust to be based on
relatively objective perceptions while goodwill-based trust is seen to be based
more on the subjectively created perceptions on another’s non-opportunistic
behavior and benevolence. Of the mentioned types of trust, Sako (1992) argues
that in inter-organizational relationships, goodwill trust and competence based
trust are of particular importance.

Rousseau et al. (1998) offer another classification of trust; they use their
cross-disciplinary view in differentiating trust into calculus-based trust, rela-
tional trust and institution-based trust. Calculus-based trust, based on economi-
cal view of trust as a calculated factor relies on credible information such as
reputation and information on another’s competencies or goodwill. Relational
trust emerges from continued relationship between the trustee and the trustor,
thereby providing information from the present relationship itself. Finally, in-
stitutional trust is based upon institutions such as laws and society’s norms and
values which ensure the trusting side can rely on, for example, contracts. It can
be noted that state of institutional factors could also undermine trust if trusting
side cannot view them as enforcing trust.

This analysis of different disciplines and their views on trust provides, in
addition to typology, a definition of trust as “a psychological state comprising
the intention to accept vulnerability based upon positive expectations of the
intentions or behavior of another” (Rousseau et al. 1998). One way to look at
trust as willingness to rely on another based upon positive expectations could
be seen in organizational relationships as goodwill-trust and competence trust
(Kamminga and Van der Meer-Kooistra 2007, Sako 1992)
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Vélez et al. (2008) raise the point of the relationship between trust and
management control. They state that this relationship is very complex and open
to debate and that management control systems and trust have usually been
seen as alternatives. However, Lindenberg (2000) maintains that trust and man-
agement control are complementary in a sense that management control stimu-
lates trust building and in turn trust supports the development of management
controls. Tomkins (2001) argues that trusting in someone enables to act as if the
uncertainty was reduced although it does not reduce actual uncertainty. He
considers trust to be alternate uncertainty absorption mechanism to increased
information. Tomkins seems to consider, like Lindenberg (2000) that trust is
complementary with control mechanisms as he states that certain amount of
trust is needed to even start contracting with the other party and after contract-
ing trust complements contracts as every detail cannot be thought of before-
hand due to existing uncertainty. Other authors have argued that trust can sub-
stitute for management control rather than complement it. Van der Meer-
Kooistra and Vosselman (2000) give an example; in their study they compared
control practices of two different organizations concerning their inter-firm rela-
tions and found that while other relied on strict management control and bu-
reaucracy-based control pattern, other organization based its control choices
mostly on trust. This means that trust-based control left many possible risks
outside relationship contracts when compared to bureaucratic control mecha-
nisms. Similarly, Kamminga and Van der Meer-Kooistra (2007) have come up
with findings that trust is a possible substitute for management control. They
differentiate three types of management control patterns in inter-firm relation-
ships; content-based control pattern, consultation-based control pattern and
context-based control pattern. In the content-based pattern asset specificity and
information asymmetries are relatively low, thus leading to low uncertainty. In
this case trust has only minor role as any problems can be avoided easily with
contracts. Whereas in context-based control pattern, level of uncertainty is high
because relationship and activities involve tacit knowledge leading to infor-
mation asymmetries and asset specificity. In this environment partners will ex-
ercise only loose control mechanisms and rather create trust and good atmos-
phere as a substitute (Kamminga and Van der Meer-Kooistra 2007). Vélez et al.
(2008) add to this discussion by reflecting on the findings of Tomkins (2001) that
at the early stages of the inter-organizational relationship management control
systems have a positive association with trust but when trust has reached a cer-
tain level, the introduction of new management control system may cause harm
to the relationship. Vélez et al. (2008) argue that their evidence seems to point to
the contrary; in an evolving inter-organizational relationship, even when the
trust is well established, management control systems may actually work to
build more trust. This is explained by the trust acting as a basis for further co-
operation, which in turn demands more management control and thus greater
levels of trust to maintain cooperation. Dekker (2004) offers one way to concep-
tualize the relationship between management control systems and trust. In
somewhat similar fashion to Tomkins (2001), Dekker (2004) argues that rela-
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tionship between the amount of trust and management control may be non-
linear. Thus, trust will substitute formal controls whenever sufficient level of
control is realized for the transaction taking place. Partners will not risk any
higher control in fear of damaging the relationship. However, Dekker (2004)
refers not to the stage of the relationship between partners like Tomkins (2001)
but rather to the level of trust at a certain point in time and the level of needed
control.

According to Dekker (2004), another point that sheds light on the relation-
ship between management control and trust is that trust should not be viewed
as direct effect on control mechanisms but rather moderating effect. This means
that the use of control to manage transaction hazards depends on the level of
trust. Drawing from Tomkins (2001), Dekker argues that the level of transaction
hazards in relationship influences the use and level of control mechanisms
while the trust only influences the association between transaction hazards and
management control, thus becoming a moderating effect rather than direct in-
fluence.

Thirdly, Dekker (2004) stated that different purposes of control interact
with trust in different ways. For example, while high level of goodwill-trust
may diminish concerns for transaction hazards, formal control mechanisms
may be needed for coordinating different tasks between partners. Dekker (2004)
views this point to be under-represented in the literature.

Kautonen and Kohtaméki (2006) have analyzed endogenous and exoge-
nous factors influencing trust between relationship partners, where endogenous
factors are those that influence trust from within the relationship and exoge-
nous factors are those that arise from the business environment. In their presen-
tation (figure 5.1) determinants of trust are divided into exogenous, endoge-
nous and network determinants; endogenous determinants are further divided
into the length and depth of the relationship and expected future benefits. Net-
work determinants consist of possibilities to get information regarding the
partner from third parties, reputational effects from opportunism and third par-
ty guaranteeing certain transactions between the relationship partners. Institu-
tional or exogenous determinants that influence trust between parties are rules,
regulations, norms and traditions. These determinants influence network costs,
strategic focus, relationship stability and the capacity to learn through trust. In
the model 1) transaction costs can be lowered if trust is increased; 2) trust is
seen to promote possibilities for investments through lower appropriation con-
cerns; 3) commitment and loyalty are seen to follow from higher trust and 4)
knowledge sharing and disclosing of sensitive information leads to learning if
trust is increased.
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FIGURE 5.1 Determinants and effects of trust (Kautonen and Kohtamiki 2006)

5.2 Transaction Cost Economics (TCE)

Transaction cost economics (TCE) is based on the work of Williamson (1981,
1985). He coined the term new institutional economics, which in his view covers
the theory of TCE (Williamson 1985). TCE in its basic form considers only two
organizational alternatives, either organization makes a component itself or
buys it from an autonomous supplier. Thus mixed modes such as franchising,
joint ventures etc are disregarded. (Williamson 1981).

Williamson (1981) thought of TCE to be applied in three levels of analysis;
first, overall structure of the enterprise asks how the operating parts should be
related into another. Possible examples are divisional form or holding company.
Second level of analysis focuses on the operating parts and asks what activities
should be performed within the firm and which of them should be outsourced.
This can be thought of as defining the boundaries of the firm. Thirdly, TCE is
concerned with how the human assets are organized, that is, to match govern-
ance structures with the attributes of different work groups.

TCE is a dominant theory in the analysis of the economics of inter-
organizational relationships (Anderson and Dekker 2010). Its key predictions
are that the outcome of organizational boundaries becomes through managerial
decisions to lower costs of doing business and mitigation of exchange hazards
is achieved through organizational design, governance and control choices. Ex-
change hazards can be described by various titles; opportunism, appropriation
concerns and transaction hazards. Exchange hazards arise between profit max-
imizing transaction partners because of the information asymmetries. Because
of this asymmetry it is too costly to write complete contracts that would cover
all the possible outcomes and as a result, partners are exposed to the risk of op-
portunistic behavior by the other side. (Anderson and Dekker 2010).
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Transaction costs are divided into ex-ante transaction costs and ex-post
transaction costs. Ex-ante costs include costs like partner search, negotiation,
contract development while ex-post costs are incurred from monitoring, enforc-
ing contract compliance and dispute resolution activities. An important part of
TCE includes factors explaining the birth of ex-ante and ex-post costs. These
factors are asset specificity, uncertainty and frequency or duration of the trans-
action (Williamson 1985). These factors explain the influence of transaction
costs over governance modes when two concepts of human behavior are taken
into account; bounded rationality and self-interest. Bounded rationality refers to
notion that decisions might not be optimal because decision makers either have
limited information at disposal or the cost of data collection would be too high.
Self-interested behavior on the other hand causes opportunistic behavior which
is harmful to the relationship at hand. (Anderson and Dekker 2010 Williamson
1985)

Asset specificity refers to possibility of alternate uses for any given re-
source. This means that asset is considered specific if it has no alternate use out-
side the inter-organizational relationship. TCE recognizes several kinds of re-
sources, such as physical assets, human assets, dedicated assets or goodwill as-
sets. If the asset specificity is high, transaction parties have only few alternate
uses for the considered resource and thus they become more immersed in the
relationship. (Anderson and Dekker, 2010) Asset specificity is considered by
Williamson (1981) to be the most important dimension concerning transactions.
Joskow (1988) further elaborates on the Williamson's asset specificity classes;
site specificity reflects ex-ante decisions to minimize transportation and inven-
tory costs. Once fixed in place, these assets are highly immobile. Physical assets
concern investments in equipment or machinery that involves transaction-
specific design characteristics and thus have lower value in other uses. Human
asset specificity concerns investments in relationship-specific human capital
that often arises through learning. Finally, dedicated assets refer to general in-
vestments made by the supplier because of the anticipated selling of large
amounts of services or products to purchaser. If the contract would be termi-
nated prematurely, it would leave the supplier with excess capacity.

Another important concept influencing transaction costs is the uncertainty.
Geyskens et al. (2006) divide this uncertainty into two different kinds of uncer-
tainty: environmental uncertainty and behavioral uncertainty. Environmental
uncertainty limits the possibilities of specifying the transaction beforehand and
therefore causes higher transaction costs. Behavioral uncertainty refers to diffi-
culties in monitoring behavior of the transaction partner ex-post.

Frequency or duration of the transaction reflects the volume and value of
transactions over time. This factor influences exchange hazards as specific
transactions that would take place frequently in market setting would require
constant monitoring while transactions that take place only occasionally would
not require as much monitoring and therefore would not need the establish-
ment of a hierarchy. It follows that in the presence of asset specificity, more fre-



64

quent transactions makes more hierarchical governance mode desirable when
compared to market setting (Williamson 1985).

Williamson's (1985, 1981) idea was that organizational boundaries would
reflect cost minimizing decisions made by the management. This results in tra-
ditional TCE informed make-or-buy decision, that is, organization will either
make the component it needs itself or buy it from the open market. This deci-
sion is made by calculating the costs of doing the component in organization
and comparing these costs against costs from buying the component from out-
side. These two extremes are also called vertical integration and market transac-
tion setting. However, TCE literature has since acknowledged the existence of
hybrid governance modes, such as joint ventures, supply-chain partnership,
purchaser-provider split etc (Anderson and Dekker 2010, Cooper and Slag-
mulder 2004, Dekker 2003, Geyskens et al. 2006). In these hybrid transaction
modes organizations enter into more complex and typically incomplete con-
tracts than those found in the market transaction mode. Because of the incom-
plete contracts, some risks remain for opportunistic behavior and so different
control mechanism are needed. Examples are measurement done in the net-
work interface or collaborative work in the partnership (Anderson and Dekker
2010, Cooper and Slagmulder 2004). Part of this contract complexity comes
from the difficulties in calculating transaction costs with any accuracy. Walker
and Weber (1984) theorize that this is likely to lead into diminishing importance
of transaction costs in decision making and rise in the influence of qualitative
factors.

Nooteboom (1992) defines transactions as events in a process of economic
exchange in which a product is transferred across a technologically separated
interface. According to Nooteboom (1992) there are costs involved at different
stages of the exchange process; the stages of contacting, contracting and control.
In the contacting phase costs are incurred from the search for suitable partner
and from marketing in case of supplier. In the contracting phase costs rise from
attempts to foresee possible problems and risks attributable to the transaction
and from providing measures for control which in turn serve to protect from
risk. Finally, in the control stage costs rise from execution, performance moni-
toring, possible renegotiations, arbitration and possible losses from discontinua-
tion if the transaction is terminated.

Olmos (2011) has studied the role of TCE in contractual choice between re-
lationship partners. She notes that the level of contractual formalization is im-
portant factor as it influences the investments and costs incurred by contracting
parties in governing a transaction. Her findings suggest that asset specificity,
argued as the most important characteristic of TCE (Olmos 2011) is, in fact, not
a strong predictor of the level of formalization for transactions where relation-
ship parties enjoy a high level of trust. Primary reason for this phenomenon is
the possibility of the contractual parties to reduce transaction costs without re-
sorting to high formalization procedures. Another finding is that because of the
bounded rationality, the more complex a transaction is, the more likely it is that
oral contract is negotiated.



65

Blomgqvist et al. (2002) have focused on the partnership formation between
the purchasers and providers. They consider hybrid governance modes situated
between vertical integration and market orientation partnerships and interpret
them as individual contracts between parties. The aim of such contracts is to
create benefits for all partied included. Blomqvist et al. (2002) argue that alt-
hough the topic of transaction costs is well covered in literature, previous litera-
ture fails to recognize transaction benefits. They propose a model which ac-
counts for different transactional, managerial and partnership benefits. Con-
cerning the traditional make-or-buy decision, they argue that choosing to make
certain activities oneself, firm can build on cumulative learning and follow
economies of scope. Also, it may utilize competence enhancing innovations and
may exploit monopoly power. These benefits they label management or firm-
internal benefits. When the firm decides to utilize market approach it can ex-
ploit incentives coming from competition, benefit from economies of scale
through specialization and use flexibility coming from many possible partners
operating in the market. In the market oriented approach, firm may also cope
with uncertainties. This they call transaction benefits. Authors argue that when
uncertainty, danger of opportunism, complexity and asset specificity is high,
there are only few providers of service and there is no trust between partners,
vertical integration is the best choice. Likewise, when danger of opportunism,
uncertainty and complexity are low, transactions do not need any specific in-
vestments and there are many potential partners, market option is the best
choice. Authors recognize hybrid governance form and regard it as a hybrid
situated between market choice and vertical integration which are preferred
only if there are determinants speaking for insourcing and outsourcing at the
same time. This means that while there would have to be uncertainties, danger
of opportunism and high asset specificity, there has to be high powered incen-
tives present influencing towards outsourcing. They also argue that precondi-
tion for networks is the presence of economies of scale and scope at the same
time. Possible failures in partnerships are explained with asymmetric infor-
mation and potential opportunism. Possible solution for avoiding these prob-
lems is the build-up and presence of trust between partners (Blomqvist et al.
2002).

5.3 Inter-organizational cost management (IOCM)

Cooper and Slagmulder (2004) define inter-organizational cost management
(IOCM) as formalized buyer-supplier interactions with the objective of
identifying opportunities for joint cost reduction. This could take the form of
representatives of both the buyer and supplier meeting to identify ways to
lower overall costs between partners. As Mouritsen et al. (2001) note, joint
relations means that firms place not only their own activities but also those of
the partners’ as objects of management and control. IOCM has been mostly
associated with different management accounting techniques ranging from
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target costing (Cooper and Slagmulder 2004, Carr and Ng 1995, Mouritsen et al.
2001) to value chain analysis (Dekker 2003) and total cost of ownership
(Wouters et al. 2005)

Coad and Cullen (2006) note that early studies on IOCM were influenced
primarily by TCE. Studies were centered on two themes; make-or-buy decision
and on the relationship between suppliers and buyers that could provide possi-
bilities for cost reductions. Using of IOCM implies, however, that relationship
between partners exists between hierarchy and market orientation and several
researchers have argued that these relationships require joint cooperation be-
yond traditional organizational boundaries, thus extending from traditional
view of the TCE (Van der Meer-Kooistra and Vosselmann 2000, Cooper and
Slagmulder 2004).

Cooper and Slagmulder (2004) continue that as the use of IOCM is situat-
ed between market oriented action and vertical integration; it is characterized
by incomplete contracting and information asymmetries. In using the IOCM
firms develop relational contexts that cannot be situated into dichotomy of
markets and hierarchy as expressed by Williamson (1985). One outcome of de-
veloping such hybrid forms of governance is the complexity of the make-or-buy
decision. (Gietzmann 1996). This complexity is caused by the difficulties in
quantifying transaction costs, thus presumably leading to diminishing im-
portance of transaction costs in decision making process. Complexity of the de-
cision making process in turn places new demands for accounting systems
when implementing IOCM (Cooper and Slagmulder 2004).

Cooper and Slagmulder (2004) identify target costing as the primary
IOCM method in their sample firms but note that the key extension required for
IOCM is to involve both the supplier and the buyer in the joint management of
costs as target costing does not involve the supplier in the buyer’s decision
making process. Coad and Cullen (2006) also see that the central concern for
IOCM is to involve all the partners in the relationship to modify cost structures
and thus create value for participants.

The use of target costing has also been studied by Mouritsen et al. (2001)
who also illustrate the role of target costing as originating from the buyer. This
causes problems as the buyer does not know the cost structure of the supplier
and imposing cost targets for the supplier may not be helpful in this case.

Cooper and Slagmulder (2004) consider several attributes also linked to
TCE that influence the relational context of partner firms using the IOCM. They
identify design dependence, resource sharing, supplier participation and bilat-
eral commitment as the most important interactional characteristics influencing
the relational context. Design dependence is based on the TCE; as relationships
between organizations are based at least in some degree to specific investments
made in the relationship and switching costs associated with them (Williamson
1985), design dependence arises from the split of responsibilities between the
buyer and supplier. Resource sharing can take the form of increased asset speci-
ficity through integration of teams between the buyer and the supplier or
through sharing of strategic information. Both of these resource sharing com-
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mitments have an effect on the efficiency of the supplier-buyer relationship.
Supplier participation refers to the point where supplier is involved in the final
product development process. Earlier participation and joint co-operation is
seen to lead to more efficient product development process. Finally, bilateral
commitment is achieved through stability of the relationship and increased col-
laboration between partners. (Cooper and Slagmulder 2004)

Findings in Cooper and Slagmulder (2004) seem to indicate that as cost
tool becomes more complex and demanding, more there is co-operation and
hybrid linkages. That is, more complex the tool to be used in IOCM, farther the
hybrid form goes from the pure market perspective. Also, authors argue that
firms adopt different kinds of IOCM tools because they believe this will lead
into cost savings and superior performance. This anticipation is calculated by
comparing expected returns or savings from IOCM tool to costs in implement-
ing it.

IOCM literature has raised the question whether cost management efforts
over organizational boundaries require new cost management tools or if exist-
ing tools can be applied to inter-organizational setting by applying a wider con-
text in implementation. Tomkins (2001) argues that no new tools are necessary,
only the practices in the use of these tools are necessary, while Kulmala et al.
(2007) provide contrary evidence. Tomkins" view is however supported by
Kajuter and Kulmala (2005) who found that tools used in IOCM setting either
did not change or were only applied in wider context.

IOCM has been studied also from the evolutionary perspective (Coad and
Cullen 2006). They draw from three different branches of literatures labeled
evolutionary theories. Different branches incorporated into study are institu-
tionalization (Veblen 1909, Burns and Scapens 2000), concept of capabilities
(Penrose 1959) and learning and change (Penrose 1959). Their aim is to study
the transformation of existing structures as well as emergence and spread of
new ways of doing linked to IOCM. Coad and Cullen (2006) found that these
concepts of evolutionary theories were evident in the evolution of IOCM tech-
niques within organizations.

Agndal and Nilsson (2009) differentiate methods found in the IOCM liter-
ature into three different areas; the application of target costing in IOCM con-
text (Cooper and Slagmulder 2004, Carr and Ng 1995, Mouritsen et al. 2001),
trade-off techniques and continuous improvement (Cooper and Slagmulder
2004) as well as philosophies and techniques related to supplier’s costs such as
OBA (Seal et al. 1999, Kulmala 2004). Target costing aims to identify the cost at
which a product should be manufactured by determining the selling price be-
forehand. This cost is derived by determining the expected selling price from
the market and then subtracting the expected profit. When target cost is broken
down to component levels of producing the service or product, supplier is usu-
ally involved in the process. Agndal and Nilsson (2009) note that the level of
cooperation in application of target costing in IOCM context varies and pur-
chasers may approach suppliers in varying ways. Thus, target costing may be
used to promote mutual cost reduction efforts or pressure suppliers into price
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reductions. Agndal and Nilsson (2009) offer several examples of the trade-off
techniques and methods for continuous improvement associates with the IOCM
field. They mention quality-function-price (QFP) trade-off technique (Cooper
and Slagmulder 2004), inter-organizational cost investigations in broad terms as
similar to QFP-analysis and value engineering or value analysis as tools for
reaching the target cost. Finally, techniques related to supplier’s costs utilize
supplier’s costs for inter-organizational purposes. Examples mentioned are
disclosed cost data and open-book accounting (OBA). Somewhat similar in de-
sign, these methods use the provision of cost information across organizational
boundaries for either purchaser’s or mutual benefit. Agndal and Nilsson (2009)
seem to imply that open-book accounting usually carries with it more coopera-
tive spirit. They raise as the purpose of OBA the mutual reduction of costs, par-
ticularly supplier’s, by identifying critical areas of improvement (Seal et al.
1999). OBA is then seen as a way for two or more organizations to work togeth-
er, rather than a costing technique. As noted by Kulmala (2004, 2005), the provi-
sion of cost data can involve risks for the supplier in terms of opportunistic be-
havior from the purchaser’s part. Thus, the level of trust in a relationship affects
the willingness to disclose sensitive cost information (Kajuter and Kulmala 2010)
and the level and type of information may vary in terms of perceived risk
(Kajuter and Kulmala 2010, Table 5.1).

Agndal and Nilsson (2009) differentiate six activities that can be identified
under IOCM; supplier evaluation and selection, concept discussion, joint prod-
uct design, joint process development, price revisions and product and process
redesign. In supplier evaluation and selection, purchaser tries to find a supplier
whose processes and suggested solutions offer the best chance of becoming in-
tegrated with respective processes and solutions of the purchaser. IOCM may
potentially serve in informing the buyer about the supplier and thus reduce
buyer’s vulnerability. Concept discussion involves the purchaser and the supplier
jointly establishing basis for calculating costs. At this stage general or main fea-
tures of product are in focus and details concerning it require further attention.
Joint product design is seen as an important phase for cost reduction activities
since large amount of costs are determined at this stake. Joint process development
stage addresses product design alternatives, manufacturability and related costs.
At this stage possible QFP trade-offs are implemented or on-time delivery is
ensured. Price revisions during full-scale production are also a part of the mutual
exchange process; cooperation may continue for years and buyer or supplier
may need to adjust prices. These revisions are meant to adjust for cost or price
changes in the market. Finally, product or process redesign may be needed if co-
operation spans several years. New manufacturing technology or initiatives for
improvement might be possible reasons for such redesigns. According to
Agndal and Nilsson (2009), principles of OBA for identifying possible im-
provement areas, continuous improvement initiatives or process improvements
are introduced in this area of IOCM.

Suomala et al. (2010) note in their recent article that evidence on the cost
management tools being used in the IOCM context is still lacking, despite calls
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for such studies (Hékansson and Lind, 2004). Suomela et al. (2010) point that
such studies would be needed for several reasons; increased outsourcing, focus
on core competences and efforts for low cost sourcing are some of the examples
on recent trends highlighting the importance of cost management over organi-
zational boundaries. Thus, recent discussions about IOCM should be comple-
mented with examples of real life techniques and actual applications of them.
Also, since network context may vary over network setting to another, exam-
ples are needed to explore possible sources of variation as well as their contin-
gent factors (Chapman, 1997).

The study at hand can be situated in the IOCM related activities group of
continuous improvement and product or process redesign area of IOCM as pre-
sented by Agndal and Nilsson (2009) and addresses recent calls for actual in-
stances of cost management tools used in IOCM context (Hakansson and Lind
2004, Suomala et al. 2010).

5.4 Open-book accounting (OBA)

Open-book accounting (OBA) is the practice of revealing cost information
between organizations (Kajuter and Kulmala 2005, Kajuter and Kulmala 2010).
Other terms for this activity are open-book costing or open-book transparency
(Kajuter and Kulmala 2010). Open-book accounting is usually seen to serve a
purpose in IOCM by highlighting different cost reduction possibilities through
coordinated, collaborative actions of partner firms (Kajuter and Kulmala 2010,
Lamming 1993, Mouritsen et al. 2001). Lamming (1993) continues that this
openness of the cost data is prerequisite for making cost reductions through
joint efforts.

Open-book accounting can be seen as a method that helps organizations in
supply chain to better coordinate their co-operation. Transparency of the cost
data makes it then possible to make certain interventions to achieve cost sav-
ings through different projects (Mouritsen et al. 2001). Coad and Cullen (2006)
note that information sharing is central to the concept of IOCM. This means that
co-operating organizations share cost and performance information to analyze
and adjust different activities. Again, Kulmala et al. (2007) note that difficulties
in disclosing cost data to network partners may lead to problems in implement-
ing old IOCM tools. This argument reflects the need for new cost-accounting
tools. There are contrasting views however; Tomkins” (2001) argument for the
use of existing tools may highlight the importance of trust in inter-
organizational setting.

Kulmala (2010) states that as open-book accounting has potential positive
outcomes, it also entails a risk; organizations agreeing to open-book accounting
accept a risk of the disclosed information to be used opportunistically by the
supply chain partner. Thus, many firms are reluctant to agree to this transpar-
ency of the cost data. Carr and Ng (1995) found in their study that the attitudes
of the suppliers towards open-book accounting can differ totally even inside the
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same network. Reactions range from total openness to reluctance to disclose
any cost information.

Kajuter and Kulmala (2005) note that open-book accounting is still a fairly
new practice with empirical evidence found mainly in dyadic settings. In these
settings, customer usually requests for the cost information of the supplier.
Supplier, in turn, sees the request either as a cooperative proposal or opportun-
istic behavior. Kajuter and Kulmala (2010) break these alternatives into different
components; cooperative intentions are manifested as an intent to search for
potential cost reductions between the two firms, willingness to reorganize pro-
cesses according to identified cost savings and willingness to support supplier’s
implementation of the required changes. Opportunistic behavior is seen as an
attempt to compare supplier to its competitors, willingness to put pressure on
the supplier to achieve lower costs and indifference towards mutual processes
or interface between the two firms. These issues reflect the potential positive
outcomes of the open-book accounting as well as its potential risks. Since these
issues are based on the perception of other’s goodwill, open-book accounting is
related to the concept of trust.

Kajuter and Kulmala (2010) also note that supplier, too, may use the
transparency of the mutual cost data for either co-operative or opportunistic
reasons. Co-operative behavior is characterized by the intend to utilize custom-
er’s knowledge to improve work processes or products, willingness to provide
non-manipulated cost data to the buyer and willingness to participate in the
development of mutual operations. Opportunistic behavior, on the other hand,
is seen as an intend to hide technical details from cost data, providing of ma-
nipulated cost data or unwillingness to participate in any activity beyond its
own operations.

Kajuter and Kulmala (2010) have made a typology of different types of
open-book accounting. They distinguish between multilateral and dyadic open-
book accounting. Disclosed data can be either planned costs or actual costs,
costs can be disclosed in detail or they can be aggregates or only specific details.
Information flow can be either one-way or two-way depending whether both
firms share information or only one. Finally, open-book accounting may be im-
posed by the stronger organizations or it may be based on trust and mutual
willingness. These classifications are summarized in table 5.1.

Characteristic Type of open-book accounting
Inter-firm relationship Dyadic or multilaterial

Type of cost data Actual or planned

Extent of disclosure Full disclosure or limited disclosure
Information flow One-way or two-way

Basis Trust based or power based

TABLE5.1  Types of open-book accounting from Kajuter and Kulmala (2010)
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Failure risks attributed to the practice of OBA are varied; from their case
evidence Kajuter and Kulmala (2010) offer several situations where cost
information either will not be shared or the practice does not get hold.
Suppliers might not experience any benefit in disclosing cost information and
main contractors, that is, the purchasers might not offer any win-win solutions.
Some suppliers will think that accounting information should be kept in-house.
Network members might fail to produce accurate information and thus
produced OBA-data will be useless or misleading. Suppliers might be
concerned about possible risk of opportunism on the purchaser’s side.
Suppliers might not have the capacity and lack the support of contractor to
produce needed cost data. Finally, network members might not come to an
agreement on the principles of open-book practice to be applied. Suomala et al.
(2010) note, however that it is problematic to label failures in OBA simply in
terms of “OBA not taking place”. On some occasions the decision to not to
apply OBA would be a good strategy. When firms do decide to apply OBA,
Suomala et al. (2010) present several possible aims for this activity; short-term
cost reductions, price revisions of the supplier’s services or products, fine-
tunings of the relationship, for example delivery rate issues, agreements on
pursued cost objectives or demonstrations of mutual commitments. Suomala et
al. (2010) also note that although OBA is generally portrayed as a means to
improve the supply chain and consider the applicability of improvements
(Kajuter and Kulmala 2005, Kajuter and Kulmala 2010), OBA may also have
certain non-collaborative applications. These include the mentioned price
negotiations where OBA may be used for raising competition between
suppliers or keeping suppliers alert. Thus, practice of OBA is not necessarily
tied into partnering but may also be used in opposite ways, for example to
complement control strategies. Finally, authors argue that although OBA may
be used to complement control strategies, OBA cannot be seen as a
management control mechanism but rather a vehicle for affecting a system of
controls by improving programmability of actions and influencing assessments
of performance.

Kajuter and Kulmala (2010) state that there is no coherent theory of OBA
to be used but several theoretical perspectives can be used to analyze it. Au-
thors argue that contingency theory may explain the situations where OBA can
be applied successfully and agency theory might provide a possible way to ana-
lyze information asymmetries and conflicts of interest between suppliers and
purchasers. Authors provide as an example the concept of trust that can be
viewed as mitigating the agency problem. Other possible theories contributing
towards understanding the concept of OBA in authors’ view are transaction
cost economics, game theory and evolutionary theory. Kajuter and Kulmala
(2010) offer a contingency based framework for analyzing OBA in networks;
factors influencing the use of OBA are divided into exogenous environmental
factors such as decree of competition and economic trend, network specific fac-
tors and endogenous factors. Competition is seen as a factor influencing the cost
reduction pressures and favorable economic trend promises new business op-
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portunities influencing the need for OBA. Network-specific factors include the
type of network, type of product, infrastructure of the organizations and social
nature of relationships. Authors note that OBA takes place mostly in hierar-
chical networks supplying functional products or services. Networks are long-
term oriented and adequate infrastructure of costing tools and support for cost
accounting exists. Endogenous factors include firm size, capability of cost ac-
counting systems, competitive policy and the level of commitment. These en-
dogenous, firm specific factors are considered by the authors to be very relevant
for the practice and shape of the OBA (Kajuter and Kulmala 2010).

Kulmala et al. (2002) argue that if organizations are looking for mutual re-
lationships striving for win-win situations, OBA is one prerequisite for such a
situation. This arises from the necessity for the customer and the supplier to
calculate profit. Authors extend the argument by stating that traditional cost
management practices have limited their scope to boundaries of the single firm
and thus new cost management techniques are needed in inter-organizational
context. They also note that there is very little information on any kind of cost
management tools in inter-organizational context.

According to Kulmala (2004), case evidence suggests that IOCM seems to
be purchaser’s responsibility, which in turn justifies the selection of purchaser’s
view as starting point. Purchaser does the most cost accumulation efforts in the
supply chain. Similar observation has been made by several researchers (Mour-
itsen et al. 2001, Cooper and Slagmulder 2004, Coad and Cullen 2006), although
in a more critical way; the perspective of one relationship does not provide a
comprehensive picture on the exchange of cost information taking place.
Kulmala’s (2004) findings also indicate that cost management projects differ in
suppliers” objectives; therefore actions taken and final results are different from
one project to another. Purchaser’s objectives, on the other hand, were same in
all the studied cases. Cost information transfer seems to depend on the power
balance between participating firms, amount of trust present in the relationship
and the volume of mutual business. Thus, high level of trust, significant busi-
ness volume and position that is not dominant seems to increase supplier open-
ness towards practice of OBA. These same factors are, according to Kulmala
(2004) the ones that promote successful application of OBA in a relationship.

5.5 Contingency theory

The contingency approach to management accounting is based on the idea that
there is no universal system that is applicable to all organizations operating in
different contexts. Rather, contingency theory suggests that particular features
of an accounting system depend on the circumstances of the organizations,
namely external circumstances and internal factors. The contingency approach
assumes that management accounting systems are adopted so that managers
may achieve organizational outcomes or goals. If any given MA system or tool
is found to be appropriate, then it likely provides better information to its users
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who can then make better decisions to achieve organizational goals. (Haldma
and Ladts, 2002)

Founding studies of contingency theory are usually considered to be
Burns and Stalker (1961) study, Woodward (1965) and Lawrence and Lorsch
(1967). Therefore, it can be said that contingency theory originated from Eng-
land and United States roughly in the same period of 1960s. Burns and Stalker
(1961) presented the environmental contingency factor and argued that in stable
environments mechanistic style of management would be the best choice. Prob-
lems and management tasks are broken down into specialized actions and each
individual is assigned to complete his own tasks. Formal communication, pro-
cedures and rules are in place to ensure as little deviation from set patterns as
possible. Absence of immediate threats and change is argued to be the enabler
for mechanistic control. Organic style, on the other hand, is used in unstable
conditions where change is frequent and unfamiliar situations and problems
arise. Continuous adjustment and redefinition of tasks is needed and therefore
employees are given situational authority to complete tasks. Team decision-
making, participation and problem solving are central to organic management
(Burns and Stalker 1961). Lawrence and Lorsch (1967) studied structure and
functioning of organizations in the United States roughly at the same time as
Burns and Stalker made their seminal study in England. One of the major ar-
guments of Lawrence and Lorsch (1967) was that people create organizations in
order to better solve environment-related problems they are facing. To achieve
this, organizations are differentiated in the formal structures even in the several
subsystems within the organization. Woodward (1965) focused on her studies
on the importance of technology as contingent factor influencing organizational
characteristics. Woodward argued that the structure of organizations as well as
the style of management are contingent upon the technology used by the organ-
ization. This included aspects such as hierarchy of authority and span of control.
Further, objectives of the organization determine the technology to use.

External circumstances and internal factors are further classified into dif-
ferent key variables that describe the influence of the contextual factors on or-
ganizational structure and management accounting systems. These key varia-
bles are the impact of environment (Burns and Stalker 1961), technology
(Woodward 1965), structure (Lawrence and Lorsch 1967) and size. Since their
introduction in the 1960s, these key variables are confirmed as descriptors of
fundamental, generic elements of context (Chenhall, 2003). Recent additions to
these generic elements of context are the national culture as contextual element
(see Harrison and McKinnon 1999 for review) and organizational strategy (see
Langfield-Smith 1997 for review) as another element of context. Early writers
and founders of contingency theory (Burns and Stalker 1961, Lawrence and
Lorsch 1967, Woodward 1965) all argue that while organizational structure is
contingent upon the uncertainty of the task organization is facing, task uncer-
tainty relates to technology. Task uncertainty is seen to originate from either
environmentally induced innovation (Burns and Stalker 1961, Lawrence and
Lorsch 1967) or internal production set-up (Woodward 1965). Hence, this addi-
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tional contextual factor of task uncertainty is seen to be tied to contextual ele-
ment of technology. (Donaldson, 2001)

Haldma and Ladts (2002) offer a depiction of the theoretical framework of
the contingency theory (Figure 5.2):
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FIGURE 5.2  Theoretical framework of contingency theory (Haldma and Laats 2002)

Figure 5.2 highlights the impact of internal and external factors to management
accounting practices, such as budgeting, control or cost management. External
factors illustrate features of the external environment at the level of business
and accounting. These have an influence on the organization specific factors as
well as to management accounting practices; eg. competition may influence
organizational strategy and at the same time have an impact on the application
of the chosen cost management method. Internal factors are divided into broad
categories of organizational aspects, technology and strategy. (Haldma and
Laats 2002) Among cost management methods, contingency theory has been
applied to target costing and activity based costing, for example (Luft and
Shields 2003). While effectiveness of performance measurement and evaluation
is influenced by management accounting practices themselves, also internal
contingent factors influence the performance measurement and evaluation
process.

Chenhall (2003) makes a distinction between specific and generic defini-
tions of contextual variables; for example, when considering environment as
contextual factor, specific definitions refer to particular attributes in the envi-
ronment such as level of competition or material availability. Generic defini-
tions, on the other hand, attempt to capture the effects of specific definitions in
a generalized way. Thus, specific definitions are grouped under more general
contextual factor. In this way it becomes possible to construct taxonomies of
context relating to use of different management control systems in more tracta-
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ble way. However, to make recommendations in a single case, it becomes nec-
essary to identify specific attributes of a more generic contextual factor. (Chen-
hall 2003).

Chenhall (2003) provides a more detailed review of the most important
contextual variables on general level; he starts with external environment and
notes that this contextual variable is at the foundation of contingency studies.
Its most important aspect is the uncertainty of the environment. (Chapman
1997). Another important characteristic linked to environment is the risk it con-
tains. Risk involves attaching certain probabilities to particular events, whereas
uncertainty is defined as situations where probabilities cannot be calculated and
even different elements of the environment may not be predictable. Khandwalla
(1977) provides a list of other environmental variables. These are turbulence,
hostility, diversity and complexity. As Chenhall (2003) notes, still others have
been suggested, if not established. These include dynamism (Duncan 1972) and
controllability (Ewusi-Mensah 1981), for example. Propositions concerning the
environment are 1) the more uncertain the environment, the more open the
management control system is 2) more hostile the environment, the greater the
reliance on formal controls 3) if management control is focused on tight controls
and external environment is uncertain, flexible interpersonal interactions are
used to complement controls.

Technology as a contextual variable refers to processes of the organization
and the way they are run. It included the hardware, such as machines and tools,
as well as materials, people, software and knowledge. Three important types of
technology are recognized in the literature (Chenhall 2003): complexity, task
uncertainty and interdependence. Complexity is linked to standardization of
work, where highly automated processes and small-batch technologies present
increasing levels of complexity (Woodward 1965, Chenhall 2003). Task uncer-
tainty refers to variability in tasks required by the processes and the possibili-
ties to analyze the methods for performing the tasks. It also contains unanalyz-
able tasks causing control difficulties. Finally, interdependence is understood as
the relationship between adjacent processes. Possibilities range from pooled
processes having no direct relationship with each other to reciprocal hacing
two-way interdependencies. High interdependence increases the level of coor-
dination difficulties. A proposition concerning technology as a contextual vari-
able states that increased automation in processes increases the amount of for-
mal control. (Chenhall 2003)

Organizational structure concerns the formal specifications of different
roles in the organization for its members, teams and groups. It also entails the
tasks for different members to ensure that needed activities are done. Structure
influences efficiency of work through motivational influence, information flows
as well as control systems. It also plays a part in shaping the direction organiza-
tion is going (Chenhall 2003). Lawrence and Lorsch (1967) defined the structure
as the way in which the organizational sub-units work in accordance to intra-
preneurship and the way different sub-units act in accordance to organizational
goals. These they called differentiation and integration. Burns and Stalker (1961)
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divided structure into mechanistic and organic approaches. The choice of struc-
ture has been seen in contingency theory as finding the proper fit between
structure and environment; for example Burns and Stalker (1961) argument that
turbulent and uncertain environment would need organic management. Propo-
sitions offered in Chenhall (2003) for the structure as contingency factor are 1)
sophisticated technology and decentralized structures are associated with for-
mal control mechanisms 2) high task uncertainty and environmental uncertain-
ty is associated with more informal control 3) organic organizational structures
are associated with future oriented management control systems and imple-
mentation of activity analysis and cost analysis. 4) team based structures are
associated with participation and comprehensive performance measures

Size of the organization can enhance the efficiency of its activities by
providing opportunities for specialization or division of labour. Large organiza-
tions may have more power to control their environment and their task uncer-
tainty may be decreased. Also, large organizations may develop close associa-
tions with their suppliers or customers, thus making the entity even larger as
boundaries between organizations are blurred. Proposition offered are 1) large
organizations are associated with more formalization of procedures and spe-
cialized functions 2) large organizations tend to be divisionalized 3) larger sized
organizations tend to emphasize budgets and participation in budgeting
(Chenhall 2003)

Finally, strategy (Langfield-Smith 1997) and culture (Harrison and
McKinnon 1999) are among the more recent contextual variables added to liter-
ature. Strategy differs from other contextual variables in that it is not an element
of context but means to influence other contextual variables such as technology
or environment. Strategy as a means to influence other contextual variables
hold several propositions 1) conservatism, defender orientation and cost leader-
ship are associated with formal controls 2) entrepreneurial strategies involve
both formal and informal controls. Culture as a contextual variable focuses on
the effect of national culture on the organization. This involves proposition that
actors in different cultures respond in distinctive ways to management control
systems (Chenhall 2003). Chenhall notes that as national culture is still in
somewhat exploratory stage, propositions concerning it cannot be presented
other than that it is associated with the design of different management control
systems.

Management accounting research has applied different theories of contin-
gency research to address different levels of analysis; psychological stream of
contingency research has focused its explanations primarily at the individual
level and small subunit level. This stream of research provides a basis for un-
derstanding individual level events caused by higher level attributes such as
characteristics of organizations. Different stream of contingency research called
a contingency theory of organizations addresses organization scale events and
explain these by organization specific contingencies as well as environmental
factors. Thus, in this stream of research there is no analysis at actor level, rather
models aim at providing a basis to link attributes at organizational level. Also,
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contingency studies have usually directed their attention towards either contin-
gencies influencing the implementation of management accounting practices,
such as cost management methods, or alternatively to contingencies influencing
the performance measurement. Difference between these two perspectives are
in the treatment of management accounting as a central concept; to focus on
performance measurement and contingencies influencing it, research is aiming
to provide reasons for management accounting systems’ effects. On the other
hand, if research is focused to find contingencies influencing the implementa-
tion of management control system, it is aiming to provide causes for manage-
ment accounting. In other words, contingency research usually either treats MA
as either dependent variable or independent variable. It is possible, and indeed
suggested that studies should be aimed at explaining both the causes of man-
agement accounting as well as their effects. (Luft and Shields 2003).

Most of the contingency studies have been conducted as a quantitative
studies aiming for generalizations through statistical reasoning. These studies
have utilized large scale, cross sectional questionnaires into several organiza-
tions, thereby examining the interaction of certain predetermined contingent
variables. The results of qualitative studies in contingency theory can be seen as
providing a needed starting point for quantitative study. (Chapman 1997).
Qualitative study, then, could be used to identify emerging aspects of manage-
ment control systems, such as different cost management tools and investigate
settings where they could be beneficial. Chenhall (2003) notes that studying the
role of novel control practices is necessary to ensure that such research is rele-
vant. He continues that the generation of propositions concerning novel rela-
tionships, processes between them and their contextual setting are best identi-
fied and expressed using qualitative case studies. Finally, there are very little
studies on contingency theory being applied to implementation of management
control systems, particularly in the public sector. (Chenhall 2003). Also Kajuter
and Kulmala (2010) note that contingency theory may offer a good framework
for identifying instances were OBA may be used successfully.

Also, Tillema (2005) notes that previous contingency studies have been a
subject of much criticism, largely because of the research method used in most
of the studies; namely survey method (cf. Chenhall 2003). Tillema (2005) sees
the dominance of the survey based contingency studies as resulting in incom-
plete view on the management accounting systems sophistication. Thus, Til-
lema argues for more contingency theory based, qualitative case research on
management accounting systems.

Chenhall (2003) notes a functionalist contingency based approach to re-
search and defines it as an approach that assumes that management control sys-
tems, such as cost management tools, are adopted to assist managers to achieve
organizational outcomes and appropriate design of the system is influenced by
the context in which the organization operates. This approach considers the
utility of management control system in achieving a purposeful outcome.

Anderson and Young (1999) have identified in their study contingent fac-
tors influencing the implementation of activity-based costing systems in two
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organizations. Their data is collected through questionnaires and interviews
and analyzed through structural equation modeling, forming thus a quantita-
tive study aiming to make certain predictions. On Luft and Shields (2003) classi-
fication they have conducted a study aiming to provide answers as to the cause
for management accounting taking certain form, in this case ABC system im-
plementation. Further, they have aimed at providing clues on both individual
level and organizational level as to the factors influencing ABC system imple-
mentation. Their findings suggest that while organizational level contingency
factors influence both the outcome of the implementation project and the pro-
cess itself, also individual contingent factors influence the ABC system evalua-
tion and success. Through interviews they have achieved a definition for a suc-
cessful cost management method implementation; first, the new tool must pro-
vide data that is more accurate than the data that would have been obtained
without it. Second, results must be used in improvement efforts. Finally, they
provide a list of statistically tested contingent factors influencing the implemen-
tation project of ABC tool. These contingent factors include individual charac-
teristics such as disposition to change or process knowledge. Other contingency
factors are grouped under organizational factors, technological factors, task
characteristics and environmental factors, thus providing both external and in-
ternal contingency factors influencing implementation project. As significant,
they raise adequate resources for implementation, belief that change is needed,
top management support, participants commitment to organization, likelihood
of layoffs, rewarding of good performance and quality of project inputs. Signifi-
cant contextual factors were found in all contextual groups of individual char-
acteristics, organizational factors, technological factors, task characteristics and
environmental factors (Anderson and Young 1999).

5.6 Finnish research on accounting in networks

Several Finnish researchers have focused on the study of networks, many of
them on the networks” implications on accounting. Researchers have studied
trust in networks (Kautonen and Kohtaméiki 2006), governance structures of
networks (Kohtamiki et al. 2006, Kohtaméki 2006), performance measurement
in networks (Varamiki et al. 2006), network management (Jarvensivu and
Moller 2009), network modeling (Varamiki and Vesalainen 2003), information
needs of the partners in networks (Tenhunen 2006) as well as open-book
accounting (Kulmala 2003, Kulmala et al. 2007).

Kautonen and Kohtaméki (2006) have divided trust into exogenous and
endogenous determinants where endogenous determinants are considered to
be those factors that influence trust from within the inter-organizational rela-
tionship whereas the exogenous factors are those forces that are related to busi-
ness environment and influence trust from outside the relationship. Kautonen
and Kohtaméki (2006) offer an institutional economics view on the concept of
trust where institutional environment affects the relationship through formal
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and informal institutions. These institutions are, for example, political, econom-
ical and juridical rules.

Kohtamdki et al. (2006) and Kohtamiki (2010) have studied governance
modes of partnerships and Kohtamiki (2010) has also incorporated the learning
aspects in partnerships in his research. Kohtamaéki (2010) approached partner-
ship learning by analyzing the effects of governance structures on learning. His
research data consisted of 43 interviews on the subject of 199 customer-supplier
relationships. As a method of study Kohtamdki (2010) used statistical analysis.
Findings indicate that relationships should be actively governed by managers
to promote learning. Although trust has been emphasized as a prerequisite for
learning (Hakansson et al. 1999), Kohtamdki (2010) argues for the need for
complementary hierarchical mechanism. Although three distinct mechanisms
are used to govern relationships; price, hierarchical and social mechanisms, he
raises the social and hierarchical governance as the most important. According
to study, the ability to apply multiple governance mechanisms at the same time
promotes the best environment for relationship learning. Kohtamiki et al. (2006)
used comparative case study to study the effects of different governance modes
to partner’s perceptions of the relationship. Their evidence points out that cus-
tomers use different mechanisms of governance simultaneously in most of their
partnerships with suppliers. Some customers required contracts and quality
systems from their suppliers, some even went as far as to use threats to force
suppliers into developing their processes and management. One of the studied
firms used double-sourcing policy to develop competition between suppliers. It
was found that trust was rarely developed systematically but rather left to be
built on the side. Evidence also points out that strong use of control usually re-
sulted in suppliers deeming it unreasonable. Kohtamiki et al. (2006) argue that
there is a fine line between too strong control and reasonable control and if the
customer crosses this line, it results in feelings of mistrust from the supplier.
Authors emphasize trust as being very important for the development of the
relationship. Kohtamdki et al. (2006) state that their research suggests that to
avoid using too strong control leading to mistrust, customers should aim to de-
velop a shared mindset of the appropriate governance structure.

Varaméki and Vesalainen (2003) have focused on multilateral co-operation
between small- to medium enterprises (SME). They note that although some
research has been done on the dyadic partnerships and bilateral relationships,
multilateral networks have been neglected, although many new business ven-
tures involve multiple organizations. Their approach is theoretical as they use
literature review to model possible advantages and prerequisites for successful
co-operation between business partners. Their main point is that in building a
co-operation between firms, one must realize the type of co-operation sought as
the prerequisites of different models are emphasized differently in the literature.
Literature review also suggests that co-operation leads to more co-operation,
that is, when organization joins a network, new possibilities for partnerships
open. Authors argue that challenge then is to get SMEs activated in partnering
with other firms.
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Jarvensivu and Moller (2009) present in their recent article a contingency
based framework of inter-organizational network management. Their frame-
work encompasses four perspectives on the network management; institutional
perspective, functional view, management task view and the role perspective.
Their aim is to provide a metatheory for networks, thus helping in positioning
network research. They use framework created by Tsoukas (1994) for general
management issues in explaining different levels of management in network
context. Framework created by Tsoukas (1994) has 4 distinct levels of manage-
ment where each level makes the one above it possible. The fourth level, causal
powers, makes management functions possible by placing management in its
socioeconomical context and thus explaining how management is given its
causal powers. Three different powers are identified: control, possibility to di-
rect subordinates for co-operation and drive towards efficiency and effective-
ness (Tsoukas 1994). Third level examines different management functions that
are necessary for defining management tasks. Finally, management tasks define
the management role, which is the most context dependent layer. Jarvensivu
and Moller (2009) use this framework in defining the inter-organizational man-
agement and its different contingency levels. They take a view on networks
which characterizes networks as long-term relationships where mutual trust,
collaboration and expectations play an important role. Jarvensivu and Moller
(2009) argue that management control and cooperation as suggested by Tsou-
kas (1994) play an important role also on network management. Jarvensivu and
Moller (2009) argue that on the third level of management, value creation rests
on the same managerial requirements in both intra- and inter-organizational
arrangements. On the level two, they note that detailed functions are basic
building blocks of management for networks; however there are some contin-
gencies that are identified as influencing required management tasks. Different
types of networks require different tasks. This is influenced by contingencies
such as structural patterns of the network, environment and type of value crea-
tion sought. The most important contingencies according to Jarvensivu and
Moller (2009) are distribution of power in network, clarity of the cognitive
frame of the actors, level of strategic intent in the network and the value crea-
tion logic taken. While characteristics of the network determine needed man-
agement tasks, characteristics of actors define the role each actor plays in man-
aging the network on level one. Authors argue that these roles are, in turn, re-
lated to each actor’s resources and capabilities (Jarvensivu and Moller 2009).

Tenhunen (2006) has studied management accounting in networks, par-
ticularly on the needs of different partners regarding the information needs.
Study was conducted using theme interviews centered on the topic. Tenhunen
(2006) raises as the most important factor the disclosing of sensitive cost infor-
mation on the networks. Evidence gathered by Tenhunen is varied; on two cas-
es, information, particularly cost information, was distributed across the net-
work while in other two cases focal firms did not deem the cost information
relevant for the competitive advantage. In developing network wide cost ac-
counting tools, the impact of the focal firm becomes particularly important. It
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must justify the initiatives to supplier firms in terms of advantages gained
(Tenhunen 2006).

Also Kulmala (2003) has studied information needs and cost management
in Finnish manufacturing networks in his thesis; he presents his findings on a
study where the main objectives for case organizations were to increase com-
petitiveness and reduce costs. To meet these objectives, it was found that cost
information from the network was needed to reduce costs, increase cost aware-
ness and to develop products for the network. Kulmala (2003) presents cases
where open-book accounting was used very extensively; disclosed information
covered all customer-specific costs in addition to variable- and direct costs. Also
quality of the cost information was deemed high. His findings indicate that cost
accounting should be aligned with the need of the networks by presenting ac-
curate and useful information and this information should be distributed in the
network both multilaterally and vertically. In practice, Kulmala’s later research
(2007) has indicated certain instances where the disclosing of the information
was not achieved due to problems inherent in the network context or the tools
implemented in the network. He argues that problems in the network context
may lead to failures in implementing cost tools into inter-organizational inter-
face. (Kulmala et al. 2007).

Finally, another example of a management accounting study on networks
is the research conducted by Varamdki et al. (2006). They have focused on creat-
ing a network-level performance measurement system, especially for SME net-
works. Authors also operationalize the constructed measurement system, dis-
cussing the challenges linked to building performance measurement systems in
the SME networks. They also use the results to analyze the case network. Au-
thors state that network-level performance measurement system emphasizes
win-win thinking between the focal firm and its partners. In their framework,
Varamaiki et al. (2006) incorporate financial perspective, customer perspective,
processes of the network, network action, network culture as well as resources
and competences to form the basis for analyzing performance measurement in
networks. Following Varaméki and Vesalainen (2003), authors state that multi-
lateral networking offers several benefits, including learning possibilities, cost
saving opportunities, credibility in the markets and innovativeness. Varaméki
et al. (2006) present a performance measurement system that comprises
measures focused on different areas of networking such as; network culture,
network resources and competencies, different models of action, network pro-
cesses, customer perspective of the network and different financial key ratios
indicating network value. One of the key findings from this study attaches the
meaning of common measurement system to shared goals and strategies at the
network level; using the same measurement system seems to promote percep-
tion of mutual goals and unity.
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5.7 Synthesis of perspectives

To answer the research questions presented in the introduction, this study
incorporates concepts of IOCM and open-book accounting. It also uses theories
of trust, TCE and contingency theory to form its theoretical basis. Research
questions are covered in this chapter along with discussion found on the
literature concerning them. Also, theoretical connections they require for
analysis is presented.

P1: Can the tool aimed at cost reductions in single organization setting be used
in dyadic settings?

This question is tied into discussion on the possibilities of performing existing
IOCM techniques in the inter-organizational interface. There are conflicting
views in the literature as to the possibilities of implementing the tools in inter-
organizational setting; Tomkins (2001) argues that no new tools are necessary,
only practices must be adapted to the context in which they are used. Kulmala
et al. (2007) provide evidence to the contrary, stating that problems in achieving
transparency in cost data may lead to implementation failures. Kajuter and
Kulmala (2005) offer evidence partly supporting Tomkins’ (2001) view by
showing that target costing system was merely extended beyond single
organizations’ boundaries whereas other cost accounting systems were not
changed at all in implementing them to inter-organizational setting. To answer
the main research problem, complementary questions provided below must be
answered. Also, by making an effort to implement the tool in the chosen context
and evaluating it through literature on implementation success factors
(Anderson and Young 1999, Malmi 1997), answer may be found.

P2: if so, what, if any, modifications are needed to ensure that the cost reduction
tool functions in this dyadic setting?

Tomkins” (2001) view is that existing cost management tools can be used in
inter-organizational setting, thus becoming IOCM tools if they are modified to
accommodate larger context. Although all accounting analyses performed in
inter-organizational setting must take into account at least two organizations,
rather than one, Tomkins (2001) argues that multi-organization collaboration
has fairly obvious consequences and thus there is no need new techniques.
However, these tools must be modified to cover activities of two organizations,
thus the tool must be fitted into larger context.

Several authors have expressed concern for so called arms’ length IOCM
tools where only the buyer’s perspective is taken into account (Mouritsen et al.
2001, Cooper and Slagmulder 2004, Coad and Cullen 2006, Agndal and Nilsson
2009). These authors highlight the importance of taking all the participants in
the network or dyadic setting to jointly perform IOCM techniques to achieve
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lower costs. This implies that any tool to be used in network interface for cost
management must place both the suppliers and the buyers in mutual, coordi-
nated effort for cost management.

Through contingency theory, possible modifications that are needed be-
fore actual implementation process may be understood. This means that all the
needed changes to accommodate larger context must be put in place before
proceeding with the implementation, thus being in line with Tomkins (2001)
that if these tools can be adapted to wider setting, at least this wider setting
must be taken into account.

P3: how does the cost reduction tool change during implementation process in
this dyadic setting and what factors cause this?

This question addresses the issue of whether the cost tool that is implemented
in inter-organizational setting differs from the fixed method offered in the
literature (Malmi et al. 2004) due to implementation differences caused by the
inter-organizational setting. This question is partly linked to concerns raised in
the Malmi and Granlund (2009) article about explicating existing management
tools in different context. Thus, this research answers in its own right to
demands for applied science by testing the tool’s boundaries. Dekker (2003)
expresses the view that by illustrating possible differences in implementation
one can add to the literature by showing a current conceptualization of the tool
in the literature. Modifications happening due to contextual reasons during the
implementation process must be mapped to complete the evaluation of the tool
in a new context. Contingency theory may be used to understand contextual
elements that cause these differences when compared to tool’s representation in
the literature on single organization cost management efforts.

P4: What kind of open-book accounting does the cost reduction tool require in
the network context?

This debate is centered on the open-book accounting (OBA) and its importance
in implementing IOCM techniques between dyadic relationship partners.
Kulmala et al. (2007) argue that failures to disclose sensitive cost information to
network partners may result in the implementation failures of the IOCM tool.
Coad and Cullen (2006) also highlight the importance of information sharing,
stating that it is central to the working of IOCM. Partners must share cost and
performance information to analyze and adjust their activities accordingly.
Whether the chosen tool needs OBA for dyadic implementation and in what
form it requires the case organizations to share information, must be analyzed
in order to answer P4. Therefore, the concept of OBA is needed for this analysis.

In answering the main research problem and determining if the chosen
tool can be used in larger context, one must analyze the implementation in
terms of success or failure. This can be thought of as a decisive factor in that
determination. Previous literature has offered some guidelines to evaluate suc-
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cess of any given implementation effort (Malmi 1997, Anderson and Young
1999); it must provide new data that is more accurate than the previous data.
Also, Anderson and Young argue that the obtained data must be acted upon.
Using these guidelines as starting point, analysis of the success of the imple-
mentation may be conducted. The problem P5 is then of the form:

P5: How can the success of a particular implementation project be determined?

To answer demands on generalization of the results (Lukka and Kasanen 1995,
Labro and Tuomela 2003), an element of constructive research, a market test is
conducted on the tool in its final form after implementation. This evaluation is
also tied to discussion on practical conceptualization of a chosen tool in
literature (Malmi and Granlund 2009, Dekker 2003).

P6: How can the implementation stages and market test on the tool be analyzed?

Also, to achieve some indication on the treatment of cost savings and costs
incurred to achieve these savings in the partnership setting, this study uses
transaction cost theory to seek answers into how the costs and savings are
divided between partners. This is expected to shed light on partnership
decision-making, trust and transaction costs with the help of transaction cost
economics and trust:

P7: How are the costs and cost savings caused by the implemented cost man-
agement tool divided between case organizations?

Dekker (2003) states that whenever organizations jointly perform a cost
management in the value chain by implementing a certain tool they might
encounter three issues: firstly, in performing of the cost reduction at inter-
organizational interface, organizations need to share sensitive cost and
performance information with each other. This may lead to concerns about
possible opportunistic behavior as expressed by the TCE. If organizations are
ready to share this information, second concern may rise: a fair division of costs
and benefits. Tomkins (2001) states that on the division of benefits, one must
first calculate whether investment actually provides return in excess of the costs
it creates. Another point is that organizations must feel they are receiving a fair
share of the benefits before they are willing to participate in the project. Thirdly,
in regards to asset specificity, any resources or assets invested in mutual project,
organization investing the asset must be confident that this asset will not be
appropriated by the other party. Dekker (2003) also draws a link to trust issues
by stating that organizations need to be in this situation fairly sure that
opportunistic behavior does not occur. Either organizations need to trust each
other sufficiently or they need to implement sufficient formal controls. Thus,
Dekker also implies that trust is a possible substitute for strict contract controls.
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Self-interested and opportunism related view (Williamson 1985) of the
TCE has been complemented in the literature with different relational or trust
based perspectives (Cooper and Slagmulder 2004, Dekker 2004, Tomkins 2001).
Coad and Cullen (2006) note that while TCE has provided insights into organi-
zational activity, it has its limitations concerning inter-organizational activity.
Since organizational relationships are very complex by nature, TCE alone can-
not capture all relevant information needs, trust or control systems (Tomkins
2001, Dekker 2003). Due to this complexity on the decision making, accounting
and information systems have been subjected to new demands and emergence
of IOCM is an example of the effort to handle these demands (Cooper and
Slagmulder 2004). Although inter-organizational context has attracted some
attention recently, little attention has been given to cooperation between inde-
pendent organizations on the subject of cost management (Van der Meer-
Kooistra and Vosselman 2000). Thus, cost management in the inter-
organizational context (IOCM) is linked to decision making complexities and
TCE. TCE on the other hand, has been complemented with trust and relational
perspectives to account for the shortcomings in dealing with inter-
organizational settings (Dekker 2003, Tomkins 2001).

It can be noted that IOCM has been studied extensively through target
costing technique (Mouritsen et al. 2001, Carr and Ng, 1995, Cooper and Slag-
mulder, 2004), although this method has been argued to be only “arms’s length
method” as it does not involve the supplier in the decision making process.
That is, for the joint reduction of costs, IOCM tools are needed that use perspec-
tives of both the supplier and the buyer. (Cooper and Slagmulder 2004). IOCM
has also been studied through TCE on several occasions (Cooper and Slag-
mulder 2004, Dekker 2003) as appropriation concerns have raised opportunism
related issues in inter-organizational context. Dekker (2003) divides these into
issues related to the exchange of sensitive information, issue of dividing costs
and benefits and the appropriation of specific assets in line with asset specificity.

Trust between independent organizations striving for relationship has
been studied in conjunction with open-book accounting (Carr and Ng 1995,
Dekker 2003, Seal et al. 1999). It has also been argued that trust is a prerequisite
for open-book accounting to take place (Carr and Ng 1995). Kajuter and Kulma-
la (2010) also note that opening of the cost data to organizations outside organi-
zational boundaries entails a risk of opportunistic behavior. This linkage is re-
lated to the perception of trust between partners. They also present a classifica-
tion of open-book accounting into different classes according to the level of in-
formation shared, context in which it is applied and the way information is
shared in the relationship (table 5.1). Open-book accounting is usually seen to
serve a purpose in IOCM by highlighting different cost reduction possibilities
through coordinated, collaborative actions of partner firms (Kajuter and Kulma-
la 2010, Lamming 1993, Mouritsen et al. 2001). Kajuter and Kulmala (2005) note
that empirical evidence on the open-book accounting in the IOCM context is
very limited. Thus, in line of previous literature and discussion, concepts are
linked in this study as figure 5.3 illustrates. Purchaser-provider model can be
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seen as a type of networks, particularly a dyadic relationship. Within any net-
work that has mutual cost management schemes, one must first define the type
of cost management method used and also define the amount of open-book ac-
counting needed. In the study of IOCM, various perspectives have been used.
Present study incorporates contingency theory and TCE complemented with
trust to explore the implementation of IOCM tool in case organizations C and D
(figure 5.3).

Dekker (2004) provides a framework linking organization theory, transac-
tion cost economics and trust into predictive model on the effect of transaction
costs, needed amount of control and trust. Mutual interdependence between the
partners and task uncertainty lead to coordination problems while factors influ-
encing transaction costs drawn from transaction cost theory influence appropri-
ation concerns. These factors are asset specificity, environmental uncertainty
and frequency of transactions taking place. These coordination problems and
appropriation concerns, in turn, influence partnering organizations to spend
time and effort in finding a good partner to mitigate these problems and to de-
sign suitable control mechanisms to manage these problems. Investing efforts
on finding a good partner reduces needed control. Finally, trust plays a role in
affecting the relationship between appropriation concerns and coordination
problems. Increasing goodwill-trust and capability-trust is, according to model,
expected to reduce the strength of the relationship between these control prob-
lems, therefore affecting the relationship between the partner selection and the
needed formal controls.

TCE /

TRUST

—_—
CONTINGENCY m OBA
THEORY W

FIGURE 5.3 Concepts and theories in the study of IOCM 1

1 TCE: Transaction cost economics
PPM: Purchaser-provider model IOCM: Inter-organizational cost management
CAMP: Collaborative approach for managing project cost of poor quality
OBA: Open-book accounting



6 CASECD

This chapter contains the detailed description of the improvement project CD.
Case organizations C and D are presented, after which the project is described
in full. Finally, short discussion on the chapter is presented.

6.1 Case setting

The study’s empirical data is gathered at two case organizations forming a
purchaser-provider relationship. Data is gathered in conjunction with quality
cost reduction project implemented at the two organizations” interface. These
organizations are in charge of street- and park maintenance administration at
purchasing side and maintenance and street construction services at the
producer side. The quality cost tool is used to identify important quality failure
areas in the purchaser-provider interface and thus the most important quality
problems causing high failure costs in the studied relationship (PPM).
Corrective actions are developed in the process, quality costs are estimated and
finally, metrics tracking the change of quality costs in different areas of work
attributed to specific quality problems are placed to organizations forming the
PPM. While this tool is implemented and the cost project carried out, researcher
observes the differences in implementation and startup when compared to the
model presented in the literature.

Results from the project consist of identified quality problems in organiza-
tions” working processes, quality costs attributed to these problems and correc-
tive actions developed to reduce quality costs in the most effective areas. These
results are also compared between the results from Malmi et al. (2004) imple-
mentation of CAMP method. Data is in the form of problem area classifications,
workshop discussions, fishbone diagrams, improvement project plans, follow-
up interviews and working papers from meetings held between the researcher
and members from organizations.

Chapter is organized as follows: First, an overview of the organizations C
and D is presented. Then, project starting conditions are illustrated along with
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the results from the preliminary quality survey. Third, workshops are present-
ed in the order they were held in the project. The descriptions of the workshops
contain the presentations of the teams as well as the data that was generated
during the workshops. Workshops are presented in the order they were held;
first workshop for validation of pre-constructed fishbone diagrams and identi-
fication of important issues, second workshop for improvement ideas, third
workshop for quality costing and finally, fourth workshop for metrics genera-
tion. After presenting workshops and their results, follow-up interviews are
illustrated. Finally, discussion on the case CD is offered.

6.2 Case CD - Organizations in purchaser- provider relationship

Organizations C and D are public organizations that are working within a
purchaser-producer relationship in line with the model presented in more detail
in the chapter 3. Organizations C and D are situated in a medium sized Finnish
city. Organization C is a part of the city’s urban design and city planning
department. Its areas of responsibility and different departments are the city
streets, parks, harbor, outdoor lighting, garbage disposal and parking monitoring.
Part of the city’s streets are maintained by the government organization, but
about 400 km of streets are maintained and administered by the organization C.
Organization C also handles all license applications and administrative work for
street system. Organization C also handles city’s park areas, keeping them clean
and constructing new park areas as needed. It designs park areas in line with the
city’s expansion and construction plan and monitors the construction work.
These services organization C buys from the organization D. Harbor services,
outdoor lighting and garbage disposal is bought from other service providers,
both private and public. Garbage disposal and lighting maintenance is bought
from a private service provider on basis of tendering, harbor services from a
public organization in charge of the harbor areas service production. Parking
monitoring is employed through organization C's own personnel. This case
focuses on the study of services provided by the organization D along with
organization C's own work processes; thus street- and park maintenance, their
planning- and administration, construction, work processes and mutual interface
between organizations C and D are the main focus areas of this case.
Organization C’s annual budget for street- and park maintenance is in the
vicinity of 30 million Euros and it employs around 30 employees that are in
charge of administrative work for street- and park maintenance and service
purchases or street monitoring. Half of the services purchased are from different
private contractors and other half is purchased from the organization D.
Organization D is a public organization that produces construction and
maintenance services for streets and park areas, including planting and place-
ment of flower areas and trees in the parks. In connection of park- and street
maintenance services it offers land- and depth measurement services. These
measurement services are used by the land- and lot department of the city. It
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also produces logistic services, such as the movement of sand and gravel or
heavy maintenance equipment. During winter, organization D maintains city’s
streets by keeping the snow from the streets, sanding them and moving the
snow to designated locations. In the summer it keeps the streets clean from
gravel and dirt. It also maintains the street sign system. Its construction services
are offered for street- and park areas, where it builds park areas including
plants and trees, bridges, water drainage system, parking lots and groundworks
for different constructions. It sells its services mainly to the street- and park
maintenance of the city (organization C) but has as its customers also private
enterprises and households. Organization D employs around 200 employees
added with 100 temporary employees in the summer. Its annual turnover is
little below 20 million Euros.

6.2.1 Start of case CD

Project work for case CD with organizations C and D started in late 2007. Before
this, researcher had presented the outline of the project along with anticipated
results to the management on both organizations and received approval for the
project to proceed. Both organizations expressed their aims regarding the
project to be better understanding of the other organization’s work processes
and views as well as problems in their mutual interface. Organizations wished
to get a clearer picture about the problems existing in the interface between
purchaser and producer as well as getting the work processes more integrated
through focused problem solving. It was agreed at this point that organizations
would brainstorm metrics at the end of the project to create a possibility for
tracking the results of the study as improvement initiatives would be
implemented. Project was scheduled to take about 6 months with 10 employees
participating from both sides in the project until project would reach quality
costing phase. In this phase employees from both sides, totaling 8 employees
selected from earlier participants on the basis of knowledge about work
processes and quality issues were selected to form a quality team in charge of
the quantification. Management of the both organizations took part in the
research project in the form of executive group meetings where the researcher
acted as presenter of the results obtained so far and described the present state
of the project as well as outlines of the next phases for the project.

Expected results were tied to work phases, starting from quality survey e-
mailed to selected participants from both organizations. Participants were se-
lected by the organizations; organization C selected 10 people that were knowl-
edgeable about contracts as well as purchasing and design of the services pro-
duced by the organization D. Organization D selected 10 people that were
knowledgeable about contracts and operations needed to produce the services
for organization C. Project was carried out with both organizations” participants
taking part in the workshops and surveys at the same time to create combined
data from the interface between the two organizations. This method made it
possible to create discussions with both sides of the PPM present at the same
time and to identify existing problems and create solutions with purchaser and
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producer working together. This was needed to ensure that both views were
taken into consideration and to utilize expertise found on both sides of the rela-
tionship. Expected results from the first phase of the project were combined
problem classifications and fishbone diagrams constructed from the data of par-
ticipants from both sides. Second phase was planned to be the improvement
projects brainstormed in the second workshop with both organizations” partici-
pants present. This phase was expected to deliver improvement projects for the
problems present in the PPM interface. Third phase was to quantify problems
found on the interface for both organizations. This phase was conducted with
separate teams for both organizations as quality problems were examined by
the quality costs they generated to the target organization. These costs were the
planned results for the third phase and could be combined at the end of the
phase to create a database of quality failure costs for both organizations togeth-
er with the possibility of looking at them separately. Fourth phase was expected
to create metrics for tracking the improvement projects chosen for implementa-
tion. These metrics were planned to be created in a joint workshop with 4 mid-
dle managers from both organizations for 8 participants total.

To enrich the data in the survey phase, survey was sent to 10 people from
both sides in addition to selected 20 participants for the main project. Of the 40
sent questionnaires, purchasing organization returned 13 and provider returned
12, totaling 25 answers. These answers were very rich in data, containing 52 dif-
ferent problems analyzed with cause- and effect diagram for the producing side
and 41 different problems with cause- and effect diagram for purchasing side,
totaling 93 different cause- and effect lines. Researcher created a new type of
fishbone diagram presentation for PPM project (appendix 7.1). In this presenta-
tion, producer side has been put on the left side of the presentation and the pur-
chasing organization on the right side, creating a presentation with two different
organizations working within PPM model to be viewed at the same time. This
required the problem classes to be recognized from the data for purchaser and
producer separately and then to be combined by summing them. From all the
different problems expressed in the questionnaire answers, 8 different classes
could be recognized in terms of different areas they related to; these were prob-
lems dealing with lack of resources or use of resources, problems in mutual trust
between purchaser and producer, problems with cooperation between PPM or-
ganizations, problems related to mutual contracts concerning the work pur-
chased and produced, lack of time or problems with scheduling, problems relat-
ed to information and finally problems generating extra work. These classes were
shorted for resources, trust, cooperation, contracts, time, information and extra work.

Size of the problem classes are on some parts clearly different for two or-
ganizations (figure 6.1); problems classified under different headings for the
producer were 12 problem lines for resources, 10 lines for trust, 10 lines for coop-
eration, 5 lines for contracts, 5 lines fir time, 5 lines for information and 5 lines for
extra work. Problems classified under different headings for purchaser were 10
lines for resources, 9 lines for information, 7 lines for contracts, 6 lines for time, 4
lines for extra work, 3 lines for cooperation and 2 lines for trust.
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Most notable differences in this early data were on organizations’ views
on the importance of the problem classes of trust, information and cooperation.
Differences in cooperation and trust can be seen to be linked in principle. Low
trust in other side of PPM can lead to problems in cooperation. This interpreta-
tion is backed by the preliminary fishbone data; in the cause- and effect prob-
lem lines there are some examples of this relation; in one problem it was stated
that purchaser does not appreciate producer and treats it as an outsider alt-
hough in respondents view they should be seen as producing services for the
city in cooperation. This under appreciation was seen in the questionnaire-
answer to lead to problems in cooperation. Other respondent stated that pur-
chaser values private contractors over public ones and that was seen to produce
trust issues, ultimately leading to problems in cooperation. Preliminary data
suggests that the producer sees mutual trust to be a major problem in the work
process interface between PPM sides whereas purchaser sees it as a minor issue.

Purchaser's problem classes
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FIGURE 6.1 Separate pareto of problem classes for case CD
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Also, problems put under the information distribution class were somewhat
different for the purchaser and producer. Purchaser had 9 lines put under the
information class whereas producer had 5. Preliminary analysis on the
constructed fishbone data seems to imply that purchaser considers information
related problems more important than the producing side. Problems seem to be
related to problems in information flow between contractors, purchaser and
producer on both sides. Also, respondents on purchaser’s side seem to consider
unclear invoices to be an issue since this was mentioned on several problem
statements. On the other hand, respondents on producer’s side consider
ordering of services to be an issue originating from purchaser’s side.

When respondents’” answers and problem statements are put under men-
tioned problem classes and united in a single pareto presentation (figure 6.2) for
clarity and ease of comparison between figure 6.1, problem classes become
somewhat different in relative size:

Combined problem classes for PPM

i]IIIIIl

RESOURCES  INFORMATION COOPERATION  CONTRACTS

(&}

FIGURE 6.2 Joint pareto of the problem classes for case CD

Largest problem class in the combined data was resources. This problem class
was highly prioritized by both organizations according to preliminary survey
data. Problem class consisted mainly of problems dealing with lack of resources,
lack of personnel, delayed material resources, problems in getting materials on
site and lack of proper construction equipment. Some examples of the problems
listed under resources are delayed offers for construction site. This problem
recognized by the purchaser is caused, according to respondent, by the lack of
personnel resources in producer’s side. Lack of personnel resources leads to
delays in the making of offers, which in turn leads to uncertainties about
whether investment budget is going to cover the expenses. One of the problems
on producer’s side dealt with late material delivers by the subcontractor. This
leads to delays in construction work as needed materials are late on the site.
Also, lack of personnel resources and construction equipment on the producing
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organization was seen to delay fulfillment of construction orders. Purchaser
recognized inadequate storing of construction materials leading to low quality
materials as they are deteriorated over time in inadequate conditions. This leads
ultimately to poor construction quality and safety issues. It could be noted that
some of the problems under this class are seen by the respondent to originate
outside of the organization, as in earlier examples from subcontractor or
producer. One other example from the data is problems in quality assurance of
outside consultant working in the construction project. This leads to faulty
designs causing delays in construction as plans have to be redrawn. This
implies that PPM model is a complex network where some of the problems
originate outside of the purchaser-provider relationship.

Second largest problem class contains problems relating to flow of infor-
mation and its distribution. This problem class is somewhat different in size for
the producer and purchaser. Organization C’s problem class graph shows in-
formation to be second highest problem class while in the producing side in-
formation is ranked relatively low with 5 problems relating to information flow.
On the producer’s side problems relating to information are delayed designs,
bad information flow between purchaser and construction consultant leading to
conflicting demands concerning producer’s construction work, delayed orders,
withholding of information from purchaser’s part causing difficulties in work
planning for the producer and problems in information flow between purchaser
and private constructor causing difficulties at construction site for the producer.
On the purchaser’s side, problems related to information flow are diverse; Pur-
chaser sees for the most part problems in information flow originating from the
producer. Unclear specifications concerning construction work takes time to go
through and thus delays work orders back to producer. Invoices coming from
the producer are seen on some cases to be missing relevant information and
thus cannot be verified. Construction schedule estimates are unclear on pro-
ducer’s part, which in turn causes difficulties in responding to customer queries.
Also, one of the respondents stated that in some cases producer does not notify
purchaser of the finished construction work which causes delays in the use of
properties as well as missing documents. It seems that problems related to in-
formation quality or its distribution are in many cases seen to originate from
other side of the PPM and thus hard to affect by other organization.

Third class, cooperation, is also different in size for PPM sides. Producer’s
answers had 10 problems that could be classified under this heading while pur-
chaser had only 3. Thus, 10 people out of 12 respondents recognized this prob-
lem to be a major issue and only 3 out of 13 respondents on purchaser’s side
recognized a problem relating to cooperation. Problems in cooperation are seen
by the organization C to be originating from the producer, however being only
a minor issue. Purchaser sees that producer does not appreciate cooperation as
reports are missing information. Also, one of the respondents stated that order-
ing from the producer is very complex issue because producer keeps the wrong
people in charge of the negotiations. Producer’s problem lines that are classified
under cooperation are excess bureaucracy that is manifested in too many re-
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ports, slow response from the purchaser for extra work queries and unclear
PPM boundaries causing confusion in the employees. One noteworthy observa-
tion from this data is that while purchaser sees the reports to be unclear and
delayed, producer sees them in some cases to be excess work and pointless bu-
reaucracy.

Fourth class in the combined problem classes is the contracts. These are
problems related to mutual contracts between the producer and the purchaser.
Classes are about the same size in the individual graphs and problems under
this class are fairly similar on both sides. Respondent in the organization C stat-
ed that there were some disagreement between PPM sides about what works
were included in the contracts. This resulted in time lost in arguments. Another
problem related to disagreements on contract issues was the interpretation of
the quality standards in the contracts. Some of the construction work and street
maintenance was seen by the purchaser to fail quality standards expressed in
the contracts. Producer, however, felt that this discrepancy was caused by the
expected standards not being covered by the contracts. Most of the problems
under this class were very similar to already mentioned; there were disagree-
ments on both sides about what things were covered by the contracts. Some of
the causes were seen to be outdated contracts, outside customer complaints
about work quality and unclear contracts that allowed too much interpretation
to take place.

Fifth combined problem class is centered on problems related to trust is-
sues. This problem class is another example of issues that are considered to be
of different importance by the PPM sides. Respondents from purchasing side
considered trust issues to be of little importance in terms of different problems
attributed to this class. Only 2 of the answers could be labeled under this class,
while on the producing side, respondents identified 10 different problems that
could be considered related to trust issues between organizations. As discussed
earlier, trust issues can be considered to be linked with cooperation; this inter-
pretation was backed by the data. Problems identified to be centered on trust
issues were leading to problems in cooperation. On the purchasing side, one
identified problem was suspicions that producer was unable to take responsi-
bility of its own mistakes and thus made invoices that included fixing those
mistakes. In purchaser’s view these should have been handled by the producer
with no extra cost. Another problem that one respondent stated was under ap-
preciation of purchaser’s work by the producer. This led to questioning of pur-
chaser’s work techniques and ultimately stressful work situations. Although
these problems could be considered important, they could be identified in only
2 of the 41 different problems and thus could be isolated incidents or centered
on few employees. Producing side, however, considered trust issues to be fairly
important problem area in terms of answers attributed under this class. There
were total of 10 different problems of 52 total, making it cover about one fifth of
all the answers. These problems reflected mostly the producer’s perception that
purchaser did not trust the producer and treated it as an outsider rather than
business partner. Several examples highlight this interpretation; one respondent
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stated that purchaser does not trust the producer and this leads to the purchaser
demanding certain work techniques on construction sites rather than letting the
producer decide for themselves. Other example was a response that stated the
problem concerning needed extra works on site. Purchaser wanted to go
through every extra work in detail to decide if it was necessary for the particu-
lar site. Respondent saw this as an expression of mistrust and stated that these
works he had mentioned were all necessary and eventually they were always
accepted by the purchaser. The problem of mistrust is expressed again in one
statement where one respondent described a problem where purchaser occa-
sionally demanded extra reports and descriptions of the work done on site even
though purchaser’s representative came to site for inspection. This was seen as
yet another expression of mistrust originating from purchaser. One respondent
also stated that purchaser seemed to value private contractors over organiza-
tion D which was a public organization. This caused the feeling of discrimina-
tion and prioritizing of private contractors on construction sites.

Sixth problem class contained problems expressed in the responses that
were related to time. This covered problems related to lack of time, scheduling
or delayed documents. Both sides of PPM had expressed fairly equal amount of
problems related to time, making it equally prioritized problem, sixth in com-
bined problem class pareto graph. On producer’s side, problems were centered
on delayed construction plans coming from the designer leading to lack of time
in preparation of construction, too tight construction schedules putting pressure
on work activities and personnel or construction orders that were received from
the purchaser with very low time frame for completion. Purchaser saw the
problems centered on time to be centered on producer’s lack of resources to
complete the work in time, lack of coordination on producer’s side leading to
schedule overruns, purchaser’s own customers demanding extra designs on
very short notice leading to pressure on producer and lack of tendering leading
to high starting offers and thus delayed schedules because of the needed extra
negotiations. In this problem class it can be seen that both sides of the PPM see
several of their problems originating from the other side of the PPM; purchaser
sees that producer is under-resourced, under-coordinated and making too high
starting offers while producer sees that purchaser makes unexpected extra or-
ders on short notice or demanding impossible timelines for projects.

Final problem class in the problem class pareto is extra work. Problems that
were directly centered on issues causing extra works on construction site or ex-
tra works for employees, such as searching for needed documents, were put
under this label. Extra work is defined in this class as either a needed change or
extra construction on site or extra work in terms of working hours for a single
employee or team that relates to, for example, searching of documents or mak-
ing of reports. Extra works on construction site were mostly producer’s prob-
lems while time lost in clarifications, evaluations and paper work were prob-
lems for the purchaser. This is in line with the roles of the organizations; organ-
ization D produces the services and thus works on the construction site while
organization C has more administrative role. Respondents from the producing
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side identified several possible causes for unexpected extra works on site; un-
clear or insufficient construction plans coming from the designer, insufficient
coordination of construction work or problems in the contracts that include too
few works causing much extra work in tendering and negotiations. Purchaser
identified the problem of extra tendering causing difficulties in tracking of costs,
insufficient documenting of extra works leading to time lost in clarifications
later on and extra works done without offers leading to negotiations on the
compensation for the producer.

6.2.2 Fishbones and 15t workshop in case CD

First workshop for the PPM research project with organizations C and D was
held in the middle of the January 2008. First part of January researcher had
received the responses from quality problems survey from both sides of the
PPM and constructed preliminary fishbone diagrams and pareto graph from
the problem classes. This preliminary fishbone data was to be presented at the
first workshop and teams consisting of both the producer’s and purchaser’s
employees had the chance to discuss combined diagrams and problem class
pareto in teams. Aim was to go through all of the data and make modifications
where necessary, find the most important problems through mutual discussions
with representatives from both sides of the PPM, enrich the data with new
problems or insights and finally present the findings for all participants at the
end of the workshop. All the participants and the management on both sides of
the PPM had received the preliminary fishbone data in advance so that less
time would be lost in actual workshop for familiarizing with the data. For the
first workshop, organizations C and D had selected from the survey
respondents 8 participants each, totaling 16 participants for the first workshop.
From these 16 expected participants, all 16 showed up for the first workshop
day. These 16 participants were divided into 3 teams with 5-6 members from
both sides of the PPM working with designated parts of the fishbone data. This
was, as in earlier cases, done to ensure that there was no parallel team work
taking place. Some of the participants were not knowledgeable about fishbone
diagrams in advance, so the researcher spent the first hour of the workshop by
presenting the way they were read and understood and outlining the workshop
day. Along the day researcher also went through the teams to ensure that
everything was understood and provided clarifications where necessary.
Researcher also spent the time teams were working on the data by discussing
with team members and observing the team discussions.

During team discussions, it became clear that of the problems in the fish-
bone diagrams, one class was discussed actively in every team; resources. One of
the participants from the producing side commented construction business of
the early 2008 during team discussions “situation in the construction business is so
active at the moment that there is a clear lack of resources that can be seen as lack of
competent construction workers and lack of heavy construction equipment”. Issues
affecting material resources were works that were ordered on short notice out-
side the contracts and changes in the construction plans. This was expressed by
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one of the participants “Long delivery times for materials coupled with extra works
that are given very short notices and last minute changes in the construction plans tend
to cause trouble on the site”.

After team discussions, teams presented their findings to all participants
for discussion. Team 1 presented that to date, PPM sides had implemented only
short term resource planning and this was one reason for heightened problem
levels in the resources area. Winter and summer conditions affected the need
for resources as in the winter, roads had to be kept clean from the snow, salted
and sanded. In the summer, producer needed different equipment for the
streets as they had to be cleaned from the gravel and dirt, watered as necessary
and most of the street- and park maintenance work was done on the summer-
time. Work programs needed to change accordingly. In the resource planning,
one proposal that the team 1 offered was coordination of work done in the PPM
interface in which producer would provide a list of extra works needed with
clear descriptions and purchaser would be committed to order those works.
Contracts would be updated to cover the purchase price, quantities and needed
reporting for extra works. In this way, extra works could be taken into work
design phase and at least some of the schedule and budget overruns could be
avoided. Team 1 also highlighted one of the problems in the information area;
slow responses to compensation claims for the damages. This problem existed
because work done by the producer was in some cases complained about by the
end user, and purchaser had to check with the producer what was done and
evaluate whether there was any liability. This problem can be enlightened by an
example: if resident slips in the icy road and files damages claim to purchaser,
who is the administrator and owner of the area, purchaser has to check with the
producer if the streets were sanded or salted recently to determine if there is
any liability. One solution for this was offered by the team 1: GPS connection to
purchaser from the plowing vehicle. This would ensure information about ve-
hicles paths and the work done on a real-time basis for the purchaser and speed
the handling of street specific customer complaints and claims.

Team 2 stated that lack of resources was a major problem in the construc-
tion at the moment and it affected the producer’s subcontractors as well. Team
2 brought up the possibility of purchaser’s intervention on producers behalf.
This possible solution meant that purchaser could make a request for work offer
on construction consultant that had heavy construction equipment. This way by
teaming up with a consultant construction could be completed in schedule with
the help of equipment from the consultant. Another problem that team 2 ex-
pressed was the problem of lost time due to clarifications. Construction designs
were insufficient on some occasions and did not take extra works into account.
When the need for these extra works appeared, time was lost in negotiations
with the purchaser and schedule overruns could not be avoided.

Team 3 stated during their presentation that the issues discussed where in
line with the previous presentations. Lack of resources and issues causing it
were the main problem issue on both sides at this time. Team 3 also presented
the problem of undated contracts. Present contracts did not cover usual extra
works and resulted in budget and time schedule overruns as well as time lost in
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negotiations with the partners. This problem could be at least in some part re-
solved by negotiating extra works into contracts as specified earlier. Team 3
also expressed the problem of construction designs coming late from the out-
side consultant. This was caused partly because of the lack of resources on con-
sultant’s part and also because of purchaser’s lack of resources for monitoring
and control. Delayed designs were linked to the problem of information distribu-
tion. Design invoices to the purchaser were sometimes missing some important
information and sending them back for clarifications was a slow and difficult
process as expressed by representative of the purchaser.

During discussions at teams and in the presentations it became clear that
problems dealing with information flow and resources were the main interest
areas for both sides of the PPM. These problem classes are also two largest sin-
gle areas in the combined problem class pareto graph. One curious insight is the
lack of discussion on problems dealing with trust issues. These were second
largest problem class in the producer’s individual problem class pareto. How-
ever, group dynamics and problematic issue to bring up in team discussions
along with purchaser’s low priority for this issue could explain the absence of
issues linked to trust in the presentations.

After presentations, researcher was given papers from the presentations
for writing. Researcher had also written down the discussions taken place dur-
ing the presentations. These materials researcher wrote down and sent to partic-
ipants as well as to the management on both sides of the PPM for review and
possible feedback.

6.2.3 Second workshop and improvement projects in case CD

Second workshop for the PPM research project was held in the middle of the
February 2008, about a month after the first one. This had given enough time
for the researcher to write down all the discussions, presentations and
modifications to fishbone diagrams. Also, these materials were sent for review
to all participants and they had the option of adding their thoughts between the
workshops. After no additional comments were received, this material was the
basis for second workshop.

Same 16 participants as in the first workshop were invited for the second
workshop and of the 16 expected, all arrived. Aim of this workshop was to go
through all the material done so far and construct improvement ideas as solu-
tions for important problem issues. Material included fishbone diagrams con-
structed from the quality problems survey and modified according to first
workshop results, problem class pareto graphs and discussion material as basis
for problem issue considerations. Teams were constructed to form three differ-
ent teams with both PPM sides present in every team, therefore totaling 5-6
members on every team. As usual, material was handed to the teams in a way
that parallel work could be avoided. This meant handing different problem
classes and cause- and effect problem statements contained in the according
fishbone diagram to different teams. Therefore, one team received resources and
time, for example while another received trust and information. Once again,
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teams were able to choose what problems they would address and were ex-
pected to form several improvement ideas considered on earlier mentioned di-
mensions. Teams consisting of both the purchaser and producer made it possi-
ble to discuss problems with both views present. As in earlier cases, teams were
expected to present their results for group discussion for the end of the work-
shop. During team work, researcher observed team work, gave instructions
about the material as needed and discussed with different team members. For
the presentation, teams had formed 9 different improvement ideas linked to
different problems presented in the material, 2 to 4 ideas were obtained from
every team.

First improvement idea presented by team 1 was centered on the problem
of insufficient reporting. This problem existed because work reports and descrip-
tions were sometimes made in haste at the work site and they were missing some
of the important information required; this could be working hours done on the
site, description of the work or materials used. This in turn made it difficult to
reply to end users’ queries as well as evaluate incoming invoices. Insufficient re-
porting was also causing trouble for the producer as work documenting and
tracking was coming harder. As a possible solution for this problem team 1 pre-
sented a construction and implementation of up-to-date work tracking and re-
porting system. The solution consisted of installing GPS tracking devices for all
vehicles in use at the producing side. This would make it possible to track work
in progress in real-time. Evaluated time needed for implementation was 9
months divided to 1 month needed for information seeking, 4 months for pur-
chase and 4 months for implementation. Expected benefits included precise re-
porting, improved work planning and monitoring, improved information gather-
ing for further use, liability evidence through work records and possibility for
quick responses to customers concerning different queries. Some identified risks
were possible technical problems or incompetence’s in using the updated equip-
ment, missing information and insufficient technical support. These were, how-
ever, considered by the team 1 to be fairly low risks regarding this project. Some
possibilities were also identified coming from this project; work tracking in real
time, possibilities for aiding the work planning and possibility for damage re-
porting. These were considered to be highly valuable improvements and very
probable outcomes from the project. This project was discussed by the partici-
pants and found to be viable option for improvement.

Second improvement idea presented by the team 1 was focused on the
problem of customer feedback coming to wrong personnel. This problem was
experienced by the producer, purchaser, outside constructors and affiliated wa-
ter supply center. Incoming phone calls to wrong people from end-users were
causing interruptions in the work process on construction site as well as in the
administrative work. This was caused mainly by the ignorance of the customers
and missing information on the proper customer service contacts in the web
pages or phone book. As a solution, team presented the possibility of forming a
united customer service center for all the mentioned parties and distributing
information about change through available channels, such as service desk, web
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pages or phone books. As a possible tracking metrics for the improvement pro-
ject it was suggested that as customer calls were fairly constant in amount it
could be tracked how many phone calls would be directed in the future to this
unified service center. As a result of this project, level of experienced customer
service would increase and working would be more efficient for both PPM
sides as there would be less interrupting phone calls to wrong persons. Project
was evaluated to cost very little as existing personnel resources would be suffi-
cient to cover workload with proper coordination of personnel. As possible
risks it was stated that customer calls could be misdirected from the center if it
was not sufficiently informed, customers would not start to use the center or
service center would become overloaded. These risks were seen to be fairly
small, however. Possibilities were as mentioned, low interruptions and better
customer service.

Team 2 started its presentation by starting a discussion about cooperation
between purchaser and the producer. They stated that at the present there were
too little mutual meetings and hence insufficient coordination of activities. Ob-
vious solution for this problem was to increase the number of meetings between
construction field managers and purchaser’s representatives. As a positive ef-
fect enhanced internal information distribution would be enhanced. Team 2
also stated that improvement ideas done at the second workshop should be
evaluated and processed in a mutual meeting at a later date as part of enhanced
coordination of activities. Costs for the project were little; it would require
working hours only as much as the meetings would take and would increase
internal and external information distribution as well as boost trust and motiva-
tion between PPM sides. Team 2 presented that one obvious risk was failure to
get the meetings going as many people would have to be in the same place at
the same time and finding mutual time could prove to be a problem.

Second problem and corresponding solution presented by the team 2 was
the problem in keeping up with the schedules. This problem was linked in
many ways to earlier mentioned problems like late construction designs, extra
orders given on short notice or lack of resources for both personnel and the
heavy equipment. Some possible solutions presented by the team 2 were updat-
ing of schedules and better resourcing in the early stages, regular meetings with
the purchaser and the producer regarding the project at hand, more even distri-
bution of construction sites between the site managers working on the field and
possible extra orders presented to the producer earlier by the purchaser. Track-
ing of results for these improvements would be very straightforward; comple-
tion of the construction evaluated against the original schedule with possible
extra works taken into account. Some results presented by the team 2 for these
improvements included: better and more accurate use of the resources, yearly
work schedule would not be exceeded due to different construction sites keep-
ing better within in their respective schedules, better end-user satisfaction due
to works completed on time and saved working hours due to lesser need for
clarifications and information seeking. These improvements did not require any
new resources as they were possible to integrate to other meetings held be-
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tween the purchaser and the producer. It would require only some changes to
be approved by both parties and was to be a negotiated issue for later date. Two
risks considered fairly relevant were also identified: team 2 was somewhat
skeptical about finding the sufficient commitment for the changes for both sides
of PPM and also considered the risk of schedule overruns to be a moderate risk
even if these improvements were applied.

Third problem and its solution concerned issues dealing with extra works
and negotiations about them. This problem was too, a part of interlinked prob-
lem network united by cause- and effect relations as the problems of negotia-
tions concerning extra orders was a part of a larger problem concerning con-
tracts and their coverage. Team 2 stated that the problem existed in part be-
cause some of the extra works that should have been covered by the contracts
were not. At the present, working time was lost due to unnecessary negotia-
tions concerning price, time and quantity of the resources for the extra orders.
Another part of the problem as producer saw it, was the problem of extra or-
ders given on unfinished sites with short notice. Yet another problem linked to
this issue was the problem of lost or insufficient documenting concerning the
agreements and work done on the sites. For this problem area, team 2 presented
as possible improvements the use of e-mail for documenting agreements done
on site. This meant that whenever the representative of the producer agreed on
some extra work and its price with purchaser, possibly on the site, it would be
documented and verified by the producer with e-mail. This e-mail would cover
agreed price, effect on construction schedule and description of the work done.
Purchaser would respond to this e-mail by agreeing to order it. This way the
needed documents would be available for both sides. Possible start time for this
improvement was any time when the procedure was accepted by both sides.
One verification method for assuring that e-mails were sent was to check in the
work meetings whether they had been sent. This fairly simple procedure would
save working time as time needed for information seeking after-the-fact would
decrease. Cost tracking would also become easier as needed documents would
be available. Only cost was evaluated to be time taken by the writing of e-mails
while cost savings were evaluated to be fairly large. Possible opportunity
would also rise from this solution as the saved money could be used proactive-
ly for needed construction activities outside the yearly schedule.

Team 3 started their presentation by examining further the problem of in-
sufficient information distribution. This problem was especially high regarding
the contracts; some employees were uncertain about what contracts really cov-
ered or where the quality standards had been placed. One comment on the in-
formation distribution was received when one of the producer’s representatives
stated that “One problem that is clearly associated with this is the problem that pur-
chaser does not distribute needed information for the produce. They have no real plan
for their maintenance works”. He was referring to the problem of unexpected ex-
tra works coming outside contracts to the unfinished construction site. This had
the effect of forcing rescheduling on construction projects and causing more
time lost on negotiations concerning the extra work. As mentioned earlier, this
was on purchaser’s view caused partly because of the end users demanding
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changes from the purchaser. As a solution for the issue about contracts, team 3
presented that meetings dealing about contract coverage and associated issues
should be held with both sides of the PPM present, both before and after the
negotiations for the yearly maintenance contracts. Every level of the manage-
ment as well as field workers should be present at these meetings. Problem for
these meetings would be costs in lost work time due to large amount of people
scheduling meetings and associated high risk of some people skipping these
meetings even if invited due to high work load.

Second problem that team 3 presented along with some ideas for solution
is the insufficient preplanning. This problem is centered on problems that arise
from inadequate yearly construction plan and according schedule. As in many
cases, this problem is also interconnected to other mentioned problems, such as
contract issues, problem with unexpected extra works and ultimately time
schedule overruns. One obvious and already in other instances mentioned solu-
tion is to make yearly budget earlier and include some of the more frequent ex-
tra works in to the contracts. However, yearly budget can only be done after the
monetary budget for the year has been clarified. So this restricts the making of
maintenance budget to a certain point. One way of checking whether the sys-
tem works is to track the fulfillment percent of the yearly maintenance schedule.
This can be calculated in terms of completed works and comparing it to all
scheduled works for the year, taking into account the percentage of the unfin-
ished works. Better planning and more inclusive contracts would result in bet-
ter cost tracking for the purchaser and better resource management for the pro-
ducer, ultimately resulting in better quality for the end user. This improvement
would not require any new resources but would result from better coordination
of work activities and better planning of the maintenance schedule. One identi-
fied risk was that maintenance schedule cannot be completed in time to allow
for resource planning and coordination of work activities, mainly because of the
limits on the time frame of the completion imposed by the monetary budget.
Purchaser knows its budget for the year at a certain point, after which mainte-
nance budget can only be constructed. This risk was evaluated through discus-
sion to be fairly low on probability but very high on impact.

Third problem analyzed by the team 3 was centered on insufficient con-
tracts. This problem has been examined on other instances, however, and team
3 had little to add. They stated that results were expected to include better qual-
ity, time savings and easier planning of resources. This problem was discussed
only briefly due to it being repetition on some parts.

Finally, fourth problem recognized by the team 3 to be highly relevant and
in need for the solution was the issue of problems in the asset register. Registers
were outdated on both sides of the PPM. Solution for this issue was to apply a
constant updating system by committing personnel resources for the task. In
some parts this solution had already been implemented but it required some fur-
ther refining, mostly on the purchaser’s part. Purchaser had to update their regis-
try so that planning of maintenance activities could be better implemented and
needed information for the planning was accurate in the future. This improve-
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ment effort was considered to be very demanding to accomplish in terms of labor
hours and was considered to take 2 years from 2 persons working full time, after
which it would be easier to keep the registry updated on a regular basis by the
appointed personnel. One important issue to be recognized at this point was in
team 3’s presentation the risk of registry, once updated, to fall behind and be-
come once again outdated. This risk was considered very low in probability due
to committing personnel for the task but extremely high in impact.

After workshop these problem discussions, presentations and correspond-
ing solutions were handed to researcher who wrote them down as complete
presentations and sent them to participants as well as the management for re-
view and possible additions. After second workshop, planned step was to go
through the analyzed problems and solutions and evaluate associated quality
costs for these problem-solution pairs. For organizations this was needed to
prioritize improvement projects and to evaluate their impact and for the re-
searcher to know the magnitude of problems present in this PPM network.

6.2.4 Quality costing workshop in case CD

Third workshop for the research project CD started at the end of March 2008,
three months after the project had started and over 5 months after the talks with
the target organizations C and D had started. Selected participants for the
project came to the workshop, totaling 16. Plan was to quantify all the quality
costs generated by the problems found in the earlier phases of the project. Costs
were to be attributed to particular improvement project were applicable. For
example, if constant re-designing of the construction plans would have been
found to cost 20 hours of work for the producer, the cost of this problem would
be directly linked to improvement project aiming to improve construction
designing. Thus, costs that were directly caused by the problem with
improvement project brainstormed for it could be used for prioritization of the
improvement initiatives.

Researcher presented at the start of the workshop the outline of the day
and stated the purpose of the workshop. Aim was to quantify existing quality
failure costs that were linked to a particular problem presented in the cause- and
effect diagrams; ie fishbone diagrams. These costs were to be evaluated in terms
of lost working hours, materials or other quantifiable costs. Costs were to be
evaluated for both sides of the PPM using teams looking into either purchaser’s
COPQ or the producer’s COPQ. 2 teams were constructed, 1 for purchaser and
1 for producer. Both teams had 8 members and had the possibility of dividing
the given material inside the team. Team 1 consisted of the producer’s partici-
pants while the team 2 consisted of the purchaser’s participants. Results were
asked to be presented at the end of the workshop.

Producer’s team was the first to present the results from their quality cost-
ing workshop. They had gone through all relevant problem lines that contained
the main problem along with causes for the stated problem and its consequenc-
es. First problem presented by the producer’s team was the problem of con-
struction designs coming late which caused problems in the materials acquisi-
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tion. For the producer this meant time lost trying to influence designers to act in
schedule. Also, delayed designs caused often other problems for the construc-
tion. It forced the producer to act in a hurry and possibly buy more expensive
materials or higher costs due to hurried tendering for subcontractors. It was
evaluated that 2 employees working in material acquisitions and 2 employees
in charge of the construction sites lost 15 days of working time in a calendar
year. Also, it was known that general site changes such as buying more expen-
sive materials had cost 20 000 Euros earlier year. Added to this sum was the
total of 60 working days for affected 4 employees and higher costs due to hur-
ried tendering 50 000 Euros.

Second problem presented by the producer’s team was the issues in yearly
maintenance schedule and budget. Often budgeted monetary resources run out
during the construction and it had to be postponed to the next year while the
construction site remained unfinished. This in turn caused extra costs as site
had to be maintained over the original schedule. Costs consisted of many site
constructions and dismantlings during the waiting periods, maintenance activi-
ties on site during waiting, material loss during waiting, construction of tempo-
rary traffic routes and logistic costs for the materials transported between sites.
All these issues combined were estimated to cost the producer around 50 000
Euros a year.

Third quantified problem was centered on issues in contracts. Contracts
were not adequately inclusive, which resulted in the large amount of extra
works on site. Extra works meant more negotiations and clarifications towards
purchaser as extra works outside the contract had to be negotiated before start.
This problem was linked to the construction designs mentioned earlier as it con-
tributed towards the mentioned 20 000 Euros a year in materials acquisition.
Additional costs came from employees who lost effective working time on wait-
ing and negotiations on extra works not covered by the contracts. It was esti-
mated to cost 80 full working days a year for the organization D.

Fourth problem dealt with a situation where another contractor was dis-
mantling producer’s tree- and flower plantings or street construction sites. This
situation occurred when another constructor was forced to remove plantings or
street constructions to gain access to pipes or electrical cords, for instance. Work
phases should have been done in different order. This, in turn, was caused in
producer’s view by the problems in purchaser’s information distribution re-
garding the works of another contractor. It was estimated that problems in in-
formation distribution affected 2 projects a year, totaling quality costs in 40
hours for 6 persons, totaling 240 working hours a year.

Fifth issue was centered on problems with producer’s maintenance sched-
ule. In producer’s view, purchaser was lacking in proper plans for the yearly
maintenance, which caused large construction orders to appear on very short
notice. This made it difficult for the producer to plan its own work schedule
and increased the costs related to construction. Unexpected orders increased the
needed overtime, resulting in overtime for 10 persons 2 weeks each. This cost
could be seen from the organization D’s work lists. Unexpected work orders
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had also the effect of delaying existing sites, thereby increasing costs related to
idle heavy machinery. This was estimated to be in the vicinity of 20 000 Euros.

Sixth problem was an unclear maintenance contract between PPM sides
resulting in uncertainty about site responsibilities. On some instances producer
did not know whether certain site such as park or street area was under its re-
sponsibility. Unclear maintenance contract was caused in large part because of
the outdated site- and quantity list which detailed the sites and assets under
purchaser’s control. This problem caused some areas of the county to be ig-
nored for some years, resulting in higher costs when maintenance was started
at the site. Problem affected few remote parks and street areas in lower use.
Costs resulting from this problem were either personnel overtime or material
costs resulting from loss in the area. This, for example, could include park
benches or plantings. Overtime was estimated to be 2 weeks for 4 persons, total-
ing 8 weeks overtime. Material costs were in the vicinity of 5000 Euros.

Seventh problem analyzed from the producer’s side of the fishbone dia-
gram was the problem of unclear orders coming from the purchaser. This was
caused in the producer’s view by the uncertainties of the purchaser concerning
their assets and their condition. This, in turn was caused by the outdated assets
list. Result of this cause- and effect problem chain for the producer was that it
had to use extra work hours to clarify the specifications for the work order. 2
persons working in the billing had to use time to clarify specifications from the
purchaser and count an offer for the purchaser. Often purchaser changed the
specifications once and the offer had to be calculated twice. This was estimated
to cost 4 days worth of work for 2 persons in the billing and affecting 10 projects
a year, totaling 640 hours a year lost in work that could be seen as quality fail-
ure cost.

Eighth problem was concerned with coordination between different con-
struction projects. At present, it was seen that lack of coordination between pro-
jects had led to low communication between project teams, resulting in reduced
working speed at sites and reduction in work security. This problem existed
because different contractors were not communicating between each other. This
problem was also linked to the lack of information coming from the purchaser
concerning other orders sent to different contractors. Lack of communication
between different actors had led to situations were another contractor had, for
example, closed roads leading to producer’s construction site in order to do its
own construction. Another example of the problems was increased traffic in the
construction site due to changed traffic routes. This problem caused pauses in
the use of heave machinery and work time lost due to changes in traffic routes
resulting in work security issues when employees had to be more careful for
bystanders’ security as well as their own. Producer had the hourly rates for the
use of heavy machinery. This figure was multiplied by the number of hours lost
due waiting. While this figure could be verified from the site work lists, an es-
timate had to be added for the lost working hours due to security issues, result-
ing in a total of 48 400 Euros.
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Producer’s ninth analyzed problem was the inability to do regular extra
works without gaining approval for each extra work from the purchaser sepa-
rately. This caused the producer to lose working time in finding the person re-
sponsible from the purchaser and in some cases time lost in negotiations. This
issue was centered on problems that had to be done but still separately negoti-
ated. Thus, extra works that were either possible to leave outside the construc-
tion project or were unique enough to be excluded from the maintenance con-
tract were not considered a problem in this sense. Pauses in the resource use
and waiting time was estimated to cost 10 000 € for the heavy machinery and
lost working hours to total 240 coming from 6 persons each losing 5 days and 8
hours.

Tenth problem presented by the producer’s team was construction designs
that were lacking in details or unclear in some parts. This was caused in the
producer’s opinion either by the incompetency of the designer or the tight
schedules originating from designers. Unclear and lacking construction designs,
such as electrical or water designs caused lost working time in search of needed
information from the designers as well as time lost in extra works on site result-
ing from insufficient starting designs. This problem was considered to be very
important issue by the producer’s team and it was estimated by the team that it
affected 6 site managers per year, 2 hours per project and 10 projects a year, to-
taling 120 working hours for site managers. Also, office personnel was affected
by the issue, resulting in 50 working hours lost per year due to needed clarifica-
tions for the designs. Changes in already built constructions that could have
been avoided by sufficient designs were estimated to cost between 1000 and
10 000 Euros for one site, depending on the scale of the change work. Waiting
time was estimated to cost for heavy machinery 60 000 Euros. Total cost for this
issue was estimated by the team to be in the vicinity of 120 000 Euros, thus be-
coming the most influential problem in terms of quality cost. This problem was
also seen to be by the team to be an important issue.

Adding all the problem costs together estimated total failure costs for the
producer were in the vicinity of 2,5 % from annual turnover. This figure does
not contain quality costs coming from prevention or appraisal actions, merely
external and internal quality failure costs. Summary of the quality failure costs
is presented in the appendix.

Purchaser’s team had somewhat different presentation. They had come to
a conclusion that some of the problems were so closely connected that they had
to be analyzed as a group. Some of the different problems on purchaser’s side
on the fishbone diagrams were describing parts of the same, much bigger prob-
lem issue and thus costs could be evaluated on the group of problems forming
this issue rather than separately as parts of it. There were also many instances of
single problems describing one type of work related problem, however, and
these could be handled separately.

First problem presented by the purchaser’s team was incoming calls that
disrupted working. These calls were often misplaced and coming to a wrong
person. This was caused in part by the ignorance of the end user about right
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contacts. This minor issue caused efficiency loss in the work resulting in total
estimate of 110 working hours lost a year. This estimate was done by estimating
that about a total of 30 minutes was lost per working day from a single employ-
ee answering to misplaced phone calls.

Second problem analyzed by the purchaser’s team was issues with con-
sultants. Construction consultants, mainly electrical or water works designers
were having problems in their quality assurance, resulting in flawed or unclear
designs. This problem was the same as mentioned in producer’s presentation
but it was analyzed in terms of costs incurred for the purchaser. Some of the
costs for waiting times in construction sites was ultimately suffered by the pur-
chaser as producer could bill the purchaser on some parts of the waiting time.
This was seen by the purchaser to cost in the vicinity of 100 000 Euros per year.
Also, 3 persons were affected by excess work load resulting from needed clarifi-
cations from the designers. These persons were estimated to lose 1 working
hour per week for 45 weeks a year for a total of 135 working hours a year lost in
unproductive work.

Third problem was considered a minor issue dealing with delayed materi-
als delivery for the site. These materials were not connected to actual construc-
tion as they were park benches and similar items that could be set after the ac-
tual construction. These delays were estimated to cost 20 working hours a year
from 1 person dealing with such acquisitions.

Continuing with minor issues purchaser’s team presented the problem of
invoices containing insufficient information. While this problem was consid-
ered irritating it was infrequent enough to be considered a minor issue. Prob-
lem caused the affected employees to lose efficient working time in search for
needed information from the producer. Invoices were sometimes missing the
time and date information as well as description of the work done. This, in turn,
made it impossible to verify invoices without first searching for the information.
It was estimated that the person in charge of handling invoices lost 2 working
hours a month for a total 22 lost working hours a year.

Fifth problem presented by the purchaser’s team was an issue that affect-
ed completed construction sites. In some cases producer’s construction team
did not notify the purchaser about completed site and thus the inspection and
use of the site was delayed. This problem was estimated to cost 150 hours of
working time for the purchaser when inspection had to be done on short notice
and other work activities were piling up due to late completion announcements.

Sixth problem was a large group of different problems that were descrip-
tions of different parts concerning the same main problem. This problem con-
cerned the maintenance contracts. There were some unclear parts in the con-
tracts that could be interpreted in several ways. Also, descriptions about suffi-
cient work quality levels such as acceptable amount of snow after plowing were
too vague, allowing the PPM sides to make their own interpretation about qual-
ity standards. This resulted in differences of opinion about works that were in-
cluded in the contract, ultimately causing difficulties in the planning of invest-
ments when future costs were impossible to determine. This also caused time
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lost in negotiations about different work orders concerning whether they
should be included in the maintenance contract. This was estimated to cost the
purchaser working time lost in negotiations, affecting 4 persons and taking 34
hours a year for each person, totaling 136 working hours.

Seventh problem was a group of issues linked to the same problem area;
schedule overruns. From different cause- and effect lines several causes for this
problem could be identified: lack of resources at construction site, insufficient
coordination of personnel resources, insufficient planning of work activities and
too optimistic starting schedules. These problems together resulted in schedule
overruns in many construction projects, ultimately leading to lesser perfor-
mance in terms of customer service and work quality. Purchaser’s team also
stated that indirect costs resulting from customer dissatisfaction could not be
evaluated easily and were estimated to be relatively high. Working hours lost
because of these problems were estimated to be 126 hours of work, coming
from 3 persons for 42 hours each. This working time was estimated to come
from 42 working weeks for each person and estimated to cost 1 hour for every
week. Other costs resulting from prolonged construction sites and schedule
overruns were caused by delayed sites. This happened because delayed sites
would delay the start of another site, thereby causing a chain reaction that
could not easily be stopped. Costs estimated to be caused by schedule overruns
and problems from lesser performance and quality were 60 000 Euros.

Eighth problem presented by the purchaser’s team was considered by the
purchaser to be largest problem in terms of cost influence. It had been recognized
by the organization even before the research project and evaluated to cost the
organization in the vicinity of 1 million Euros. Problem was insufficient tender-
ing which resulted in higher costs for orders on regular basis. On purchaser’s
view, one contributing factor for this problem was low amount of available com-
petition between constructors, as well as obligation to buy certain street services
from the organization D, thereby limiting possibilities for tendering.

Ninth problem was insufficient reporting of work activities coming from
producer. This problem was partly linked to problems 4 and 5 presented earlier
by the purchaser. Invoices were sometimes missing information and completed
construction sites were not reported early. However, work reports were also
sometimes missing dates and descriptions about work activities and therefore
basis for cost calculations was inadequate. In case of missing dates, it became
impossible for the purchaser to respond into damage claims done by the end-
users. Also, insufficient reporting made it harder for the purchaser to report
back to its own customers about sites and work status. Another problem caused
by insufficient reporting was inability to monitor quality levels described in the
contracts. Insufficient reporting caused efficient working hours to be lost when
employees had to contact the producer for extra information regarding their
reports. This was estimated to affect 1 person handling reporting to end-users
and costing 2 hours of work for 45 weeks of work a year, totaling 90 work hours.

Finally, tenth quantified problem by the purchaser was a lesser problem of
complicated work ordering process. This was caused by the producer’s way of
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keeping both the site managers and upper management in the ordering process,
thereby making it more complicated. Purchaser’s team stated that better exper-
tise for the order negotiations was with the site managers. However, producer
wanted to keep top management in the ordering process to ensure that all deci-
sions were approved by the top management. These complications were minor
issues, however and were estimated to concern only 1 person whose working
time was lost 47 hours a year in finding the right contacts from the producer.

Adding all the problem costs together estimated total costs for the pur-
chaser were in the vicinity 4 % from annual turnover. As in producer’s case, this
figure does not contain quality costs coming from prevention or appraisal ac-
tions, merely external and internal quality failure costs (See appendix for sum-
mary).

Both the producer’s and the purchaser’s problems were often linked in
many ways to other problems and thus they were analyzed in some parts as
groups. Presentative team had estimated the costs relating to problem as well as
issues directly relating to analyzed problem, thus forming an estimate of the
total costs from the group of problems describing the larger issue connected by
different problems stated in the fishbone diagrams.

Finally, both teams had tagged the relevant costs that were directly linked
to brainstormed improvement initiatives. This was done to make it possible to
prioritize improvement projects at later date. First solution presented by the
team 1 in second workshop addressed the problem of insufficient reporting.
This was estimated by the purchaser to cost 90 work hours. Second solution
was centered on getting the phone calls to right persons. This was estimated by
the purchaser to cost them 110 working hours a year. On second workshop,
team 2 presented as the first solution better coordination of activities. Problems
linked to this solution were quantified by the producer as costing 48 400 Euros.
Second solution by the team 2 concerned schedule overruns and improvement
to it by better resourcing. This solution had not directly attributable costs from
either side. Third solution by team 2 was addressing the problem of complicat-
ed negotiations for extra works. This problem had costs attributed to it by both
the purchaser and the producer. Purchaser attributed costs from the problem of
unclear contracts, resulting in total of 136 working hours. Producer attributed
costs from the problem of negotiations concerning extra works a total of 240
working hours and 10 000 Euros. Team 3 presented in the second workshop 4
solutions, with the first one addressing poor information distribution. Linked
problem had costs attributed to it by the producer from the problem of pur-
chaser’s insufficient maintenance planning a total of 800 working hours and
20 000 Euros. Second solution from team 3 was centered on poor preplanning of
maintenance schedule. This solution had no attributable costs from either side
of the PPM. Third solution from team 3 was aimed at fixing issues with con-
tracts. Matching problem was estimated by the producer to cost 640 working
hours and 20 000 Euros. Fourth solution presented by the team 3 at the end of
the second workshop was outdated assets register and its updating. This was
attributed by the producer with costs from unclear work orders coming from
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purchaser and unclear maintenance contracts resulting from outdated assets
lists. Both problems had a total combined cost of 5 000 Euros and 960 working
hours.

This material was given to researcher to write it down and sent it to partic-
ipants as well management on both organizations for review. All the material
acquired so far was to be used as a basis for the last workshop centered on the
construction of quality cost tracking metrics.

6.2.5 Metrics and follow-up in case CD

Workshop 4 started in the middle of the may, 2008, little over month after third
workshop. During this time, researcher had written down material from the
third workshop, sent it to participants and management on both sides of the
PPM and had some time to organize all the material for the fourth workshop.
This workshop was attended by 8 participants, 4 from both organizations.
Participants were chief executive from both organizations and 3 middle
managers from both organizations. Workshop participants were selected so
that persons attending it would have the best possible knowledge about
development of operations, field work, cost structure of the organization and
finally the possibility to make decisions. Aim of this workshop was to pick
improvement solutions that had the most potential and create metrics to track
the solutions” impacts. These metrics were anticipated to be both monetary
metrics helping to evaluate the change in quality costs and on the other hand
metrics that could help in evaluating changes in the impacts target problems
were having on both organizations. Participants had received the project
material beforehand and had familiarized themselves with the data. Workshop
started by joint discussion about those problems and solutions that would have
the most potential for implementation. Managers prioritized 7 different
problems that had improvement projects brainstormed for them. Other 2 were
left to be looked at a later date. These were the establishment of the service
center for phone calls and internal information distribution concerning
contracts. Prioritized 7 solutions needed to be coupled with metrics to help
evaluate the effect the solution was having on both organizations. 8 participants
were divided into two teams with decided problem-solution pairs for both
teams. Teams were mixed with participants from both the producer and the
purchaser. After distributing these problem-solution pairs to the teams
discussion started within the teams. Results were asked to be presented to
workshop participants at the end of the day.

During the day, team 1 had prepared a presentation that was centered on
four different problems with possible solutions and quantified costs attached to
them. First problem concerned outdated asset lists. During presentation it was
stated by the participants that an implementation plan was already in place for
this problem and project team had been appointed for the task. It was planned
that the updating of lists would start at early 2009 and evaluated to take several
years to complete. This project was not labeled with metrics at fourth workshop
since the project team was appointed for this task and team 1 was concerned
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about doing the same work twice. It was projects team’s task to create schedules
for different stages of the project as well as create the needed metrics for tracking.

Second problem analyzed by the team 2 was focused on issues with
maintenance contract. Problem with maintenance contract was, as discussed in
more detail earlier, that unclear work quality descriptions were giving rise to
possibility of interpretation about whether to include different works into con-
tracts and hence possible differences of opinion about prizes. It was decided
during the discussion that quality standards in the contracts would be exam-
ined and written in a more definitive manner. Also, prizes for different work
activities were to be in line with work standards. This updating of the mainte-
nance contract was evaluated to be done in few weeks time. Team 1 presented
as possible metrics for this problem-solution pair the amount of extra works
done outside the maintenance contract in the construction site. This figure
could be measured and compared in the future against the amount of extra
works outside the contract from other years. Figure could be presented either as
Euro amount of costs or difference of percentage in the yearly amounts. This
metric seemed easy to use and an efficient way of seeing whether the updating
of maintenance contract had made any difference.

Third problem with solution attached to it was the scheduling of mainte-
nance activities. This meant the yearly schedule of works to be done, construct-
ed by the purchaser and it formed the basis for ordering of work activities from
the producer. Up until present, problem had been that yearly budget and ac-
cording schedule was not finished on time, causing problems for the producer
in terms of its own work planning and resourcing. It was agreed that a project
would be implemented were both sides would go through the needed infor-
mation for the work schedule so that producer’s planning would get easier. Al-
so, it was agreed that planning of resources would be done on closer coopera-
tion between PPM sides in the future. As a metric, team 1 presented that
maintenance scheduling and the needed information coming without delay
would be a sufficient metric that could be evaluated in terms of delay if needed.

Fourth problem was insufficient reporting of the work activities. This had
the solution brainstormed that included the implementation of up-to-date work
reporting system as discussed earlier. During discussion it was agreed that a
team would be appointed that would include some computer personnel famil-
iar with the type of system as well as administrative personnel. This team
would be tasked with placing the metrics and time frame for this project.

Team 2 started by describing the results concerning the problem with ex-
tra works. This problem existed because sometimes decisions were done on the
site between the representative of the purchaser and the producer’s site manag-
er and no reports were made or send to administrative personnel. This made it
difficult to track work activities being made or costs being generated. As dis-
cussed earlier, the solution was that all agreements done on the site were to be
sent as e-mails by the site manager to purchaser’s administrative personnel con-
taining details about work order that was agreed upon. This information was
needed to ensure that all extra works were actually needed. Sometimes top
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management wanted to postpone some extra works for a later date and descrip-
tions about work activities were needed for this purpose. It was agreed on dis-
cussion that this solution would be implemented and new work methods
would be put in place, obligating the use of e-mail notifications for extra works.
As metrics, team 2 presented that any deviations from the reporting protocol
would be tracked and thus effect from the new protocol could be seen when
figures would be compared on a yearly basis. Target was set at zero deviations
though it was stated by both sides that this target was very hard to reach. It was
also agreed that any decisions for extra works would be followed by work of-
fers within 2 weeks time and invoice would be sent within 1 month from the
completion of such extra work. These time frames would also be tracked from
now on, forming a comparison database for different years.

Sixth problem, presented by the team 2 was delayed schedules. This prob-
lem, as presented earlier, concerned delayed construction sites that were lead-
ing to postponement of other sites, thereby creating a link of delayed schedules
that was hard to catch on. As a simple metric, team 2 agreed to place a metric
for tracking the sites that were completed on schedule and comparing them to
those that were delayed, taking into account the starting time in case the site
was delayed because of another site in the chain. It was agreed that 1 weeks
delay was acceptable and would not be considered a delayed construction. It
was agreed during the discussion that all construction projects would be moni-
tored in the project meetings and schedule timeliness would be reached by ded-
ication from both sides. This would affect the amount of short notice extra
works coming from purchaser and the actual work done by the producer.

Last problem-solution pair, presented by the team 2, was focused on the
coordination of work activities between PPM sides. It was agreed that the pre-
sent state of coordination was insufficient and that mutual meetings would be
held in the future to ensure sufficient coordination of work activities. The target
was set at 2 meetings a year for site managers from producer and administra-
tive personnel from the purchaser.

After these presentations and discussion during the presentations, materi-
al was handed to researcher to write down after which it was sent back to man-
agement on both sides. This workshop concluded the research project, leaving
both organizations to carry out implementations for improvement projects cho-
sen at this workshop.

After about 2 years the case CD had ended, researcher went to organiza-
tions C and D to do follow-up interviews about case CD. Interviews were done
with top management of the organizations separately and aim was to see
whether results obtained from the study, including metrics, were implemented
in the organizations and whether improvement efforts had been successful. In-
terviews were done as structured interviews as researcher asked specific ques-
tions generated beforehand (see appendix). Questions were created to obtain
information about improvement efforts, quality cost levels, metrics in use, state
of the PPM interface between the two organizations and level of commitment to
ongoing improvement.
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TABLE 6.1 Constructed metrics on case CD / workshop 4

First researcher interviewed top management of the organization C. During the
start of the interview it became clear that both organizations had gone through
large restructuring of working conditions due to new areas of responsibility
and larger scale of operations. County had issued to organization C new areas
to maintain and develop in addition to old areas; this had direct influence on
contracts and work orders directed towards organization D. Both organizations
had expanded their scale of operations in the form of new employees and coun-
ty had given extra funding for operations. These large scale changes in the op-
erating conditions for organization C had made it difficult to invest needed re-
sources for implementation of improvement efforts and tracking of metrics.
However, head manager stated that the results from the case CD were consid-
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ered very important still and adequate attention would be given to the results
now that the restructuring was nearly complete.

Of the improvement efforts generated in the case CD some had already
been implemented. New reporting system described earlier had been imple-
mented in cooperation between both organizations. Main user of the reporting
system was organization D and real-time data about different work actions
could be seen by both organizations. Another improvement effort had been uti-
lized; all customer inquiries were now directed into one large reception center
were all the calls were taken down and areas of responsibility were determined.
This way it was possible for the personnel to quickly check what inquiries were
under their responsibility and act accordingly. Regarding the reporting of extra
works agreed on the field there were still problems. It seemed that new report-
ing orders were not followed on some occasions, mainly due to extra work load
they presented. About the update of the maintenance contract it was stated that
contracts were still updated continuously on the basis of need and no lasting
contract could be reached at this point. Updating of the assets lists had com-
menced right after the case CD but it was still going as the work amount it
needed was considered massive. Every piece of property had to be catalogued
and reported into database according to new rules. This meant that park bench-
es, lighting posts, water posts etc had to be moved into database according to
their location and amount. Organization C had employed 4 personnel for this
task and it was anticipated to last for indeterminate amount of time. Thus, in
the follow-up interview it became clear that also the improvement initiatives
left without corresponding metric in the fourth workshop were considered and
carried out.

Top manager from the organization C stated that due to restructuring of
working conditions and new responsibilities it had been impossible to invest
resources for evaluation of the improvement efforts. Most important improve-
ments had been implemented but tracking of results had not been utilized.
However, he stated that metrics were considered important in the organization
and they would be evaluated and implemented in the near future as resources
would become available. Thus, organization C had no knowledge about the
changes in the quality failure costs or changes in the amount of quality failures
but these were going to be tracked in the near future.

After this set of interviews, researcher went to organization D to interview
top management with the same set of questions.

The restructuring of work responsibilities and conditions had had a simi-
lar effect on organization D. The amount of work had increased and new per-
sonnel had been recruited. This had, in turn, directed resources towards work
training and restructuring efforts. Thus, also in organization D some of the re-
sults from case CD were not fully utilized. Top manager in organization D stat-
ed that they had recruited as much as 60 persons to cover all the new responsi-
bilities imposed by the county and their scale of operations had increased from
18 million Euros to 20 million Euros.
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He presented similar observations than the management in organization C.
He said that evaluation of improvement efforts in the form of metrics was not
largely utilized in parts because of the large restructuring that had started right
after the case CD had ended. He stated that basic work processes had remained
the same, however, and thus results were largely applicable to present situation.
He said that results from the project CD had been used on some occasions to
present the problem areas to employees and to train them.

Concerning the improvement efforts findings from the interviews were
largely similar. Organization D had paid half of the new work reporting system
that allowed both organizations to track heavy machinery and cars through
GPS navigation type system. Organization C had contributed funds for the oth-
er half. Organization D received more accurate information through this system
as it was planned to be used later on as a compensation basis for subcontractors.
Subcontractors were using the same reporting system and thus working hours
could be verified through this real-time tracking system. CEO of the organiza-
tion D said that this system seemed to be very good and that it had been used
for 6 months now. Of the customer inquiries he stated that this was still a prob-
lem as inquiries were directed to organization D although the right place would
have been organization C. This meant that although incoming queries went to
right person when they reached organization C, sometimes these queries were
directed to wrong organization, that is, the producing organization although
the administrative organization would have been the right place. One of the
major points the top manager raised in the interview was better trust between
organizations. He stated that “this can be seen in many things. Cooperative spirit in
the meetings is definitely different, trust issues are no longer that relevant and there is
general consensus on PPM interface”. About extra works he confirmed the obser-
vations from organization C that they were still a problem as reporting was not
confirmed through e-mail as was the purpose. He stated that this problem
could not be solved completely as extra works were in the nature of construc-
tion business. New constructions were relatively easy to predict but repair and
maintenance work was always hard to predict in terms of work actions that
were needed. Thus, extra time or money could be needed to complete the re-
pair- or maintenance construction sites. He also confirmed that contracts were
continuously updated and clarified and that unchanging contract was not ex-
pected to be reached. He also stated that continuous improvement was largely
inherent in their work-processes and that no definitive projects were ongoing in
that area. One major contribution of the project CD on his evaluation was the
improvement in trust between the organizations. Finally, he stated that as extra
work related metric of changes in Euro amounts and percentages was relatively
easy to use and informative, it had been implemented in the organization.

Another set of follow-up interviews were conducted three years after the
case CD had ended. Aim of the interviews was to find out if the metrics devel-
oped in the case CD had been utilized in the organization C as they had indicat-
ed an interest in the first set of follow-up interviews towards developing it fur-
ther. Another aim was to find out if updating process concerning the longest
improvement effort had been completed. Also, some clarifications were asked
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concerning the starting issues of the case CD. To this aim, two interviews were
conducted in the organization C; managing director of the organization C as
well as the manager of construction was interviewed.

Managing director of the organization C commented on the metrics that
they had implemented the site delay metrics in the past year and amount of
extra works were now tracked. Construction manager commented, however
that this metric had proven to be difficult in two ways: firstly, metric didn’t in-
dicate the scale of the extra work, thus adding up small and big works without
comparison. Another problem concerning this metric had been found out to be
difficulties in defining extra work. Although in most parts this had been rela-
tively straightforward, there were instances in which the work could be thought
of inclusive of the original work or being an extra order, depending on the view.
On the maintenance metric construction manager commented that it required a
mobile device capable of transmitting real-time data to databanks. Without it
the tracking would be too cumbersome to achieve. Managing director noted
that these mobile devices were planned to be purchased in the course of next
year, thereby completing also this metric. On the delays in construction activi-
ties managing director commented that it had been left unattended, although
the interview seemed to inspire him as he remarked “we are not currently track-
ing the amount of delays, although we should. Actually, we must look into this in the
near future. These interviews are good in a way that they actually revive the issue and
push us into considering these things again”

Implemented metrics were in their early stages and some of them yet to be
implemented in the next year. Thus no actual data from the metrics indicating
the development of failure rates was available. However, when asked about
generated data, construction manager said that “the amount of extra works is still
a problem, almost the same as always. Perhaps a slight decrease in the amount of extra
works can be noted.” Thus, metrics data seems to be at the time of the interviews
still largely inconclusive.

When asked about updating process CEO commented that although the
project had proven to be very time-consuming and was still in progress, it was
anticipated to be completed near the end of the year. He repeated the comment
from the earlier follow-up interviews that the municipal merger had caused
new assets to be identified and thus prolonged the project.

During the second set of follow-up interviews it became clear that metrics
were thought to be valuable to the organization, more so than in the producer’s
side. Most of them had been implemented and the rest were going to be utilized
in the near future, whether through new mobile devices or other arrangements.
Merger had prolonged the actual implementation of the metrics but they were
going to be eventually implemented, although seemingly in a slow pace.
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6.3 Discussion on the case CD

This case study relies on data gathered from two case organizations working
within a purchaser-provider dyadic relationship. Contracts between them form
the basis for such relationship and determine the expected quality standards for
work, prizes for work activities as well as responsibilities and rights for both
parties.

Method of quality research and improvement described here relies on
Ishikawas pareto analysis and fishbone diagrams (Ishikawa, 1985) as well as
directions given by Malmi et al. (Malmi et al. 2004), Feigenbaums (1956) classifi-
cations, methodology discussions about case and action research principles as
well as researcher’s developed techniques for purchaser-producer research,
most notably the cause- and effect illustration for PPM model described earlier
(see appendix).

Problems found were often linked to other problems in the organization or
other organizations in relationship with it. Many of the problems in case CD
were linked with issues on the other side of the PPM. Best example of this are
issues concerning contracts between the two organizations. Many problems
were caused by unclear statements in the contracts, undefined quality stand-
ards or problems in negotiating or defining extra work activities for construc-
tion sites. Numerous examples described in the case CD illustrate this point.
This abundance of relations and cause- and effect linkages between problems in
case CD when compared to single cases (i.e. Valmet) is partly because of the
type of data; two organizations were contributing to project CD from the start.

While trust issues and lack of cooperation was seen in the preliminary da-
ta as the major problem areas by the producer’s participants in case CD, during
the project it became clear that PPM sides wanted to focus on problems related
to resources and lack of information. There are some possible explanations for
this; firstly, in the combined problem class pareto resources and information clas-
ses are considered highest. This happens because of the purchaser’s high priori-
ty for these problems. Another possible explanation is purchaser’s dominant
role as the buyer of services and thus issues considered important by the pur-
chaser are handled. Findings from this project don’t provide any evidence for
this possibility, however. During the research project it became obvious that
improvement efforts were picked and created in a mutual agreement. Finally,
third possible explanation for the lack of improvement projects constructed to
tackle trust and cooperation issues could be the nature of the problems; it is
more easy to grasp resource- and information related problems than difficult
and sensitive trust issues.

One indicator of organizations” eagerness for improvement is highlighted
in case CD. Both organizations were already implementing some solutions
based partly on the problems found early on in the research project. These ac-
tions were brought to researcher’s attention during workshops held in the re-
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search project. An example of such solution is the updating of asset lists which
had commenced even before fourth workshop.

Quantified quality costs on case CD are somewhat lower than those found
in the literature. However, this study has focused solely on quality failure costs,
both outside and internal and some examples can be found on the literature of
similar levels of quality failure cost. It can be seen in case CD that a clear minori-
ty of problems were high above others in terms of generated quality failure
costs, that is relatively small percentage of problems generated the majority of
costs. Some heavy machinery related problems on producer’s side and lack of
tendering on purchaser’s side were causing very high levels of failure costs in
PPM interface.

Metrics developed in case CD are easy to use, simple, and metric data re-
quires little work to gather. This seems to indicate organizations, at least those
within PPM need indicators of performance that require little extra effort to im-
plement.

In the follow-up interviews the top management of the organization D
evaluated that trust issues had been largely improved and were no longer that
relevant. Cooperation and trust between organizations had been improving
after case CD had ended. Organization C had never considered it to be an issue
in the first place. Most important improvement efforts had been implemented
and were considered mainly successful but metrics for their evaluation were
largely left unimplemented, mainly because of the large scale restructuring that
happened right after case CD had ended. This resulted in organizations having
no real knowledge about the present state of their quality failure costs or the
direction they were heading into but organization C’s management stated in-
terest in turning their attention towards generated metrics now that the restruc-
turing was done.

Researcher visited case organizations C and D in the early 2010 for follow-
up questions regarding the research project. Aim was to see how improvement
efforts were implemented in the organization and whether constructed metrics
were used actively in the PPM interface. At the end of second set of follow-up
interviews all the improvement efforts were implemented at various stages or
were going to be. Of the metrics organization C had plans for 4 metrics while
organization D had only used the metrics on extra works.

One interesting direction towards future research on metrics about quality
costs and case setting described here relating towards purchaser-producer
model and problem dynamics within it would be to gather data about long
term implications for use of the metrics in organizations working within PPM.
Also, replicating the given case setting with different organizations within PPM
model would make it possible to see if metrics would be equivalent to ones de-
scribed here and coupled with long term research make it possible to see their
impact on improvement efforts needed and done on public sector.



7 FINDINGS

This chapter contains the discussion of the results obtained from the case CD
and their reflections on the theoretical framework outlined in the chapter 5.
Results from case CD are analyzed to obtain answers for research problems
illustrated in the introduction. Through discussion on the findings, several
conclusions are drawn to illustrate the relevance of chosen theoretical concepts
on the implementation of cost management tool within inter-organizational
setting.

The project CD started in response to multiple pressures; in the spirit of
NPM, municipality had begun to change the traditional way of public sector
work. Organizations in the municipal area were expected to cope with new effi-
ciency pressures and they were expected to find cost savings in the newly orga-
nized way of doing. One effort to reach efficiency gains was the introduction of
purchaser-provider model on the public sector service production. Service pro-
duction was reorganized into purchasing organization and the producing or-
ganization. Although this was expected to reduce costs, one of the unexpected
results was that separated organizations were in an unfamiliar territory; their
new responsibilities were somewhat unclear and control mechanisms were yet
to form. (Lillrank and Haukkapdd-Haara 2006). Other pressures were seen in
the effects of population structure change and the demands for same amount of
services with more limited resources as well as new responsibilities of the pub-
lic sector.

In this situation, organizations C and D were both looking for possibilities
to save costs of doing business and on the other hand to reduce the problems
inherent in the work activities, partly caused by the new re-organization of the
activities and responsibilities. Tomkins (2001) notes that investment must earn
the required rate of return for the risk attached to it and participants must feel
that they are receiving a fair share of the expected profits before considering
mutual investment. These things must be considered on a project-to-project ba-
sis before starting any mutual project. In addition, exchange of sensitive infor-
mation (OBA) (Kajuter and Kulmala 2010) as well as a fair division of costs and
benefits (Dekker 2003) are important things to consider before starting a mutual
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project. CAMP implementation project was presented as relatively lightweight
tool to be applied in terms of working hours needed from organizations’ part.
In addition, costs related to actual cost management project were considered
small. Improvement initiatives brainstormed in the CAMP procedure would
create the need for evaluating division of costs and benefits; this was thought to
be done later when the nature of initiatives was clear and the preliminary plans
for initiatives were created. However, both organizations were implicitly confi-
dent that division of costs and benefits would not become an issue.

Pressures to cut down costs as mentioned earlier were one influencing fac-
tor in the organizations’ decision to start the mutual IOCM tool implementation
project. Costs and work hours estimated for the project amounted to 3 and a
half full working days for ca. 20 persons coming from the planned workshops,
added with some minor time from preliminary survey and decision making.
Actual calculations regarding the cost - benefit ratio on choosing to start the
project were to researchers knowledge utilized in an arms’ length decision in-
fluenced by the pressures to clarify the current situation and reduce existing
costs in the new way of working.

7.1 Starting considerations

In an effort to address expectations coming from the municipality concerning
efficiency boosts, quality related cost management tool was introduced into
purchaser-provider interface. This point was raised in the second round of
follow-up interviews once more. The CEO of organization C stated that “the
purpose for us in starting this project was to seek efficiency gains and make the work
environment more functional in terms of problems encountered.” Aim of the project
was to achieve cost reductions and identification of certain problem areas were
joint activities had become unclear or work processes were causing different
problems in the daily work. From the start, it was clear that organizations C and
D wanted joint problem solving and mutual project to address these issues. This
is highlighted by the comment in second round of interviews by the CEO of the
organization C: “we had some thoughts of possible problem areas beforehand,
particularly from the mutual interface between us and the producer, which was the area
we wanted to focus on in the first place” This is in line with demands from the
literature that when applying IOCM tools in the inter-organizational setting one
should more actively involve both the supplier and the buyer in the joint
reduction of costs to achieve improvements (Cooper and Slagmulder 2004,
Coad and Cullen 2006, Mouritsen et al. 2001).

Tomkins (2001) argues that there is no apparent need for entirely new
IOCM techniques to be introduced in inter-organizational setting; rather the
larger context of networks must be taken into account when implementing such
a tool in IOCM context. Although some arguments are offered in the literature,
mainly relating to problems in achieving open-book accounting between the
partners, thus leading to failure of the IOCM tool and the need for new tools
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(Kulmala et al. 2007), this issue was not encountered in the case CD. Organiza-
tions agreed to share the needed information to each other, possibly for several
reasons. First, organizations C and D were looking to achieve long-time rela-
tionship for the joint production of services required as expected by the munic-
ipality in the spirit of new re-organizing. Organizations C and D were the larg-
est actors in the area concerning these services and thus any opportunistic be-
havior would severely hamper the ability of both organizations to perform their
business as substitutes would be hard to find. Second, organizations had mutu-
al contracts covering the production and purchasing of the services and alt-
hough incomplete as the literature on the subject predicts (Williamson 1985,
Anderson and Dekker 2010), it had an effect in reducing to some extent the un-
certainty and appropriation concerns surrounding the relationship. Although
the improvement process described in detail under chapter 6 required relatively
little sensitive information concerning the costs of the organization, willingness
to provide information on the discovered problems and areas of unclear activi-
ties were needed from both participants. Also, to quantify the discovered prob-
lems in monetary terms, certain amounts of cost data was requested from both
organizations. This covered mainly certain overhead costs and hourly rates at-
tributed to problems as illustrated in more detail under chapter 6. If the partici-
pants had been unwilling to part with any of this information, joint reduction of
costs would have become problematic as Kulmala et al. (2007) demonstrate in
their study. However, given the willingness to provide certain areas of inside
information for the partner organization, the project could be started with the
fixed cost reduction tool (Malmi et al. 2004).

Kajuter and Kulmala (2010) provide a classification of OBA information
(table 4.1, p. 46) to estimate the amount of information and type of OBA used
between organizations in mutual relationship. Using this classification, the in-
formation exchange that took place in case CD can be classified as follows:

The implementation of the IOCM tool in question took place in dyadic re-
lationship, more precisely a type of supply chain classified as purchaser-
provider split. The type of cost data shared in the process was actual in a sense,
since overheads and certain other cost information as illustrated earlier were
based on calculated data. However, certain cost elements were estimated dur-
ing the tool’s implementation process as the quantification of identified prob-
lems demanded in certain parts an estimate done by the group based on earlier
experiences. Thus, type of cost data shared in the process was based on actual
calculated overheads and other costs such as material costs etc, but calculations
on the impact of quality related problems contain an estimate as to the amount
of working hours lost or materials lost, for example. Therefore, adding to classi-
fication offered by Kajuter and Kulmala (2010), type of cost data revealed con-
tained elements of both the actual costs and planned costs. Extent of disclosure
was limited to problem data and associated costs, mainly hourly rates, included
with overheads and some material costs. Information flow was agreed as two-
way as both organizations were willing to provide the needed information for
mutual analysis and cost reduction efforts. Finally, the use of OBA was based
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on trust and the necessity arising from the need to cut costs through joint coop-
eration. The working of the cost tool illustrated here required openness on the
part of problem areas identified in the organizations” interface and mutual op-
erations. Although actual cost data was not needed for the first level of analysis,
mutual comparison of the identified problem areas was achieved through mon-
etary prioritization. However, improvement method as described in Malmi et al.
(2004) was originally implemented with comparative importance of different
problems prioritized through point-score heuristics, thus making it possible to
implement in inter-organizational setting in a limited way with no real cost in-
formation sharing taking place. It should be noted that this somewhat restrains
the possibilities achieved from the tool but in no way prevents it from function-
ing. Monetary prioritization used in the case CD deviated from that offered by
Malmi et al. (2004) as the original tool contained the actual monetary quantifica-
tion of the identified problems but was done at the end. In case CD, organiza-
tions wanted the problems ranked by their monetary value as focus was on the
savings that could be achieved through reduction of these identified problems.
Thus, working of the cost tool required limited type of OBA to work in full effi-
ciency in case CD but it could have been implemented with no actual cost data
as illustrated by Malmi et al. (2004). This way, actual costs would have been left
for organizations to calculate independently and possibly without disclosing
them to relationship partners. It must be noted, however, that certain amount of
inside information not related to actual costs must be shared for this cost man-
agement tool to be applied in IOCM context. This disclosure of inside infor-
mation to IOCM partners and its positive outcomes to cost management are
noted by several researchers (Seal et al. 1999, Dekker 2003, Kajuter and Kulmala
2005).

7.2 Differences in implementation

CAMP - method as described by Malmi et al. (2004) is implemented in their
setting at Valmet and Nokia, both project-based organizations. This is also the
case in the organizations C and D. However, Malmi et al. (2004) concentrated
on a single project at a time whereas case CD covered the entire operations of
organizations C and D during the project. Several reasons can be noted. First,
both of the organizations C and D are small when compared to Valmet or Nokia,
thus making it possible to include sufficient amount of personnel in the IOCM
project to cover entire operations and smaller scale makes it possible to analyze
problems crossing individual project borders. Second, problems found in the
case CD were not, for the most part, project specific as suggested by Malmi et al.
(2004) but rather issues that were coming up on several separate projects. Third,
team based work in case CD was organized to cover multiple projects as the
same people were in charge of several projects and teams frequently crossed
their work activities with other projects. This can be traced to coordination of
work activities in organizations C and D, probably resulting from smaller scale
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of activities. Fourth, difficulties expressed in Malmi et al. (2004) to quantify
cross-border project problems didn’t seem to rise in case CD. Participating
employees had cross-border knowledge that allowed them to recognize issues
that usually related to several different projects, thus making it possible to
estimate costs without concern for project borders. These differences highlight,
for the most part, context specific reasons arising from smaller scale of
operations when comparing case organizations from Malmi et al. (2004) to case
CD. The problem of quantifying cross-border project problems as illustrated by
Malmi et al. (2004) did not arise in case CD and this was discovered in the
middle of the implementation project, thus making it possible to quantify costs
from problems crossing project borders. This change is related on the one hand
to smaller scale, and on the other hand to different organization of work
activities.

During implementation of the CAMP - method in case CD the tool’s risk
assessment was directed by the steering committee towards more improvement
idea specific risk thinking when compared to the Malmi et al. (2004) COPQ re-
lated risk assessment. This change was agreed before improvement idea genera-
tion of the second workshop. Agreed change resulted in risks to be associated
with different improvement ideas generated by CAMP. That is, every im-
provement initiative that participants came up with had to be estimated for the
risks it contained for the partners. These risks involved considering the possibil-
ity that costs for realizing the initiative would be larger than expected, the risks
for target problem not reduced or the risks of possible adverse outcomes illus-
trated in chapter 6; possible examples include adverse effects on work motiva-
tion or difficulties in getting the time for meetings. On comparison, Malmi et al.
(2004) used risk assessment directed more towards different COPQ levels; that
is, quality costs were estimated for different levels; high, low and medium. Ac-
cording probabilities were assigned to each level, thus arriving at EV calcula-
tions for COPQ. This change in case CD resulted from the desire to enrich the
improvement initiatives with background information and help in prioritiza-
tion of improvement projects. This change can be attributed to refinement of the
improvement method and organization specific preferences. Another example
of such changes is the composition of the preliminary quality survey. Whereas
Malmi et al. (2004) incorporated the improvement initiative creation into the
survey in Valmet case, in case CD survey was directed solely on the quality
problems. This change resulted from the Valmet's desire to prevent negative
thinking on the project start whereas organizations C and D were not concerned
that negative thinking would arise from the identification of problems at project
start.

One difference in the cases arose in the startup of case CD; composition of
participants for the workshops held within CAMP was different in case CD
when compared to Malmi et al. (2004). Whereas Malmi et al. (2004) had a clear-
cut division of participants ranging from line workers in workshop 1 through
middle management in workshop 2 to senior management in workshop 3, case
CD was organized in less clear-cut way. It was agreed on project start that par-
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ticipants selected for workshop 1 focusing on problems would be the same par-
ticipants coming for second workshop aimed at brainstorming initiatives for
improvement. However, third workshop aimed at quantifying identified prob-
lems in monetary values was agreed to comprise of specially selected middle
management and quality knowledgeable personnel. Finally, fourth workshop
for decision making and metrics was reserved to senior management in line
with Malmi et al. (2004) illustration. These changes originate partly from the
context of smaller organizations having less hierarchical levels and partly from
the desire to keep the line personnel involved in improvement and creation of
initiatives. Related to this change was the division of workshops from three dif-
ferent workshops held in Malmi et al. (2004) case to four different workshops
held in case CD. This change resulted from the desire to seek more data for effi-
ciency reasons. Quantification of identified problems and improvement initia-
tives were divided into two different workshops to allow for enough time to
generate quality initiatives as well as go through all the identified problems in
detail. This change can be attributed also to the pressures of both organizations
in case CD to produce services for less resources and municipality’s expecta-
tions for efficiency gains.

One important modification that is in line with Tomkins (2001) idea of us-
ing existing cost management techniques in IOCM context is the modification of
the tool for IOCM context. Original version of CAMP was used in single organ-
ization setting and when moving into inter-organizational context, some modi-
fications became apparent. The data gained from case organizations C and D
had to be presented together and the problems found on both sides had to be
analyzed in mutual workshops. This resulted in the presentation of pareto
graphs (appendix) in both united graph and divided graphs for comparison.
This resulted in network level problem classes as well as individual organiza-
tional problem classes. Another modification needed for this network context
was the construction of fishbone diagrams in the manner that allowed both the
purchaser’s and the provider’s problems to be presented in single graph (figure
6.1 appendix). This construction emerged in researcher’s work phase to ac-
commodate the need for mutual development and information sharing. This
change illustrates and provides evidence on the Tomkins (2001) view that exist-
ing techniques can be successfully implemented in inter-organizational context
although this larger context demands some context-related modifications to the
tool being implemented.

Although actual data is different in several parts (for detailed discussion,
see chapter 6 on case CD), one point is worthy of note: Malmi et al. (2004) gen-
erated 54 different improvement initiatives for senior management to go
through, whereas case CD generated only 9 different initiatives in spite of long-
er time frame available for brainstorming. However, these 9 initiatives were
very rich in detail and had risk assessment attached to them that covered ex-
pected costs incurred, possible adverse outcomes and risks attributed to im-
plementation (chapter 6). One reason for this smaller amount of initiatives
comes from the working methods of teams participating in workshops; teams
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were trying to generate detailed solution ideas to problems that were already
seen as high priority problems identified in workshop 1, thus leaving less im-
portant problems aside. This point is highlighted through workshop 4, in which
senior management recognized the initiatives as high priority and accepted
them all, although some were postponed to be implemented at later date and 2
of the initiatives were left without corresponding metric. Malmi et al. (2004) do
not elaborate further on the composition of their improvement initiatives, thus
making direct comparison impossible.

Although metrics construction was also included in the Malmi et al. (2004)
CAMP plan, it was not followed through in the Valmet case. Reasons are not
fully elaborated but Valmet seemed to be content on using old metrics system
to follow up on the initiatives progress and results. Case CD however shows the
construction of a metrics system (Chapter 6) for tracking of results from con-
structed initiatives. As organizations C and D had no existing metrics system,
usage of old system was not an option. Moreover, organizations were interested
in creating a possibility for tracking of costs through time as expressed in the
steering committee. On follow-up interviews it became clear, however, that
metrics system was incorporated only partially due to reasons discusses in
more detail at chapter 6.

One major difference in cases is the focus on failure costs on case CD
whereas Malmi et al. (2004) seem to try to capture entire COPQ within a speci-
fied project. This change of focus was initiated because organizations C and D
wanted to seek direct efficiency gains through reduction of costs and on the
other hand organizations had no clearly developed quality system allowing for
in depth analysis of prevention and appraisal costs. Malmi et al. (2004) offer
little accounting detail to show where their analysis has led them. This they
note themselves, stating that they have been more interested in managerial ac-
tion and change. This makes direct comparison of accounting information relat-
ed to quality costs difficult.

Finally, one important difference is the way quality problems were priori-
tized. Malmi et al. (2004) used point-score rankings to prioritize quality prob-
lems at early phase, whereas case CD relied on monetary values in prioritiza-
tion. The chosen method in case CD is in line with conventional quality litera-
ture based on monetary calculations as organizations C and D used the impact
of problems on their cost structure as their prioritization base. This change was
implemented to show the monetary values to participants for information pur-
poses and efficiency seeking reasons.

Differences of the implementation process between Malmi et al. (2004) and
project CD are summarized in table 7.1. These differences cover different stages
of the improvement process and are related to different contextual factors.
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Malmi et al. (2004) Project CD

Implemented in project setting Implemented organization wide
Organizational data Network data

Hierarchical participation Less hierarchical participation

Metrics system not implemented  Metrics system partially implemented
Abundance of initiatives Few well detailed initiatives

Focus on entire COPQ Focus on failure costs

Three stages of workshops Four stages of workshops

Risk associated with COPQ Risk associated with improvement projets
Point scores for prioritization Monetary values for prioritization

TABLE7.1 Summary of implementation differences

It has been suggested in the literature that network can be considered as
blurring organizational boundaries and therefore increasing the size of the
entity, ultimately resulting in larger entity (Chenhall 2003). This, in turn means
that contextual variable of size may have larger impact on the tasks and
processes of this entity. Also, network context causes certain changes in itself
concerning the implementation of the cost management tool in mutual interface
between two organizations; one of these direct influences of the network
structure on the implementation of CAMP tool is the data handling demands
that have been debated by Kulmala et al. (2007) and Tomkins (2001). When
CAMP is implemented in interface between two or more organizations, certain
amount of OBA is required to achieve mutual improvement through problem
identification and prioritization. While disclosing such information between
partners was never a difficult thing in case CD, it certainly may pose a problem
in some instances as suggested by Kulmala et al. (2007). However, the network
context in improvement causes the obtained data to be handled differently; it
must be displayed in a manner that entails both organizations in a single
display. This is required so that improvement initiatives and prioritization may
be handled for both organizations with all the participants present. This last
point gives raise to another change that is caused by the network context; both
organizations have participants present through the improvement efforts, thus
differing from situation where single organization has initiated an
improvement effort. Resulting situation in dyadic setting has implications for
cultural influences, open-book accounting and team-work success when
employees from two organizations are mixed in groups for workshops.
Network structure has been differentiated in this study from the size and
structure as contextual variables in a way that allows analysis between network
context and size and structure as general contextual variables (table 7.2).
Research question 2 (Q2) is addressed in part by these findings; data must be
presented in different way, participating organizations must be placed at
simultaneous, mutual improvement efforts and certain inside information must

be shared.
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Size has an influence on the implementation of CAMP tool also outside
the discussed network context. Most clearly size associated impact on the im-
plementation process was the size of the organizations C and D causing the im-
provement process to be implemented organization wide. That is, in Malmi et al.
(2004) case organizations were so large that improvement efforts had to be fo-
cused on a project-to-project basis. In comparison, cases C and D were small
enough that organization-wide processes could be handled together, as dis-
cussed in more detail at the start of the chapter. While size affects both single-
case initiatives as well as network initiatives for the consideration of either pro-
ject-based implementation or organization wide implementation, it can also be
argued that size as network variable has this effect; that is, if the total size of
networked organizations is large enough, CAMP-project is forced to be imple-
mented in project basis. This indicates that networked activities do increase the
size of the considered entity as borders become blurred. Another change caused
by the size of the organizations, although indirectly, is the size that has influ-
ence on the hierarchical structure of the organizations; both organizations C
and D have relatively low levels of hierarchy when compared to organizations
like Nokia and Valmet. This, in turn, causes the workshop participants to be
selected in slightly different way. Both organizations were able to choose partic-
ipants for themselves; both of the organizations decided that the line-workers,
which were very knowledgeable of the processes across organizations, should
attend both the workshops 1 and 2. This differs from the case of Malmi et al.
(2004) were organizations had a clear-cut decision of putting line-workers at
workshop 1 to indicate problems, middle-management for workshop 2 to
brainstorm initiatives and finally top management to consider the options and
make decisions. In case CD, line-workers consisted of people knowledgeable
about organization-wide processes and team leaders with very informal ties to
their teams. Thus, it became natural to include these blurred two levels of hier-
archy at both workshops. Also, individual factors may have provided a context
in which decisions were made; top management in both organizations ultimate-
ly decided the composition of participants for the workshops. These changes
are other examples of changes in implementation that were considered at start
and thus influenced the project at its starting phase (Q2).

One of the noted differences between CAMP application in network con-
text and the Malmi et al. (2004) application in single organization setting is the
implementation of the quality tracking metrics. Both cases share the fact that
metrics system was not fully implemented, but differ in the degree that metrics
were used. While Malmi et al. (2004) did not implement them in any way due to
case organizations’ willingness to continue with old metrics, in the case CD
metrics were created and partly implemented. One of the possible reasons for
total absence of metrics system implementation in Malmi et al. (2004) case is the
existence of old metrics in case organizations. In case CD organizations did not
have any quality related metrics in place. During follow-up interviews in case
CD it became clear that metrics had not been fully implemented. CEO of the
organization C told the researcher that the merger between municipal area and
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the center county had been very taxing on the organizations. This merger had
increased the responsibilities of both organizations in terms of work areas, new
recruits and new tasks to complete. Organization C had also received new as-
sets to be catalogued and this had been considered a very laborious task. These
changes had happened near the end of the project CD and thus metrics system
was left partly unimplemented. CEO of the organization C also told that they
were planning to implement metrics in the near future when “things about the
merger had quieted down”. This is an example of environmental turbulence as
contextual variable causing changes in project implementation. Possibilities of
the environment to affect implementation of the cost management tool range
from slight changes or delays to actual failure of the implementation project. In
this case one part of the project, metrics system implementation, was delayed
for organization C and only partly implemented in organization D.

In case CD, workshop participants comprising of employees from both or-
ganizations were working within mixed groups. This meant that every work-
shop team had members from both the purchaser as well as the provider. In
brainstorming improvement initiatives for the problems found and validated in
workshop 1, teams generated significantly less improvement initiatives than in
the case of Malmi et al. (2004), totaling 9 initiatives. However, these initiatives
were very detailed and rich in data as discussed in chapter 6. Thus, the time
available for brainstorming initiatives was focused differently in the cases; it
seems that in Malmi et al. (2004) teams developed rough guidelines on plenty of
initiatives while in case CD teams were trying to develop initiatives that were
planned in detail. It seems that in case CD teams had prior knowledge on the
key issues hindering smooth work processes; after identifying key issues in
workshop 1, participants were focusing their attention towards the most critical
problem areas. Teams were working well together, despite the fact that they
were comprised of personnel from different organizations. This is explained by
the constant touch the work teams in both organizations were having with the
members on the other organization, as well as cross-border project knowledge
acquired through working on several projects throughout the year. Teams
seemed to know what problems would require more immediate attention and
thus could plan the initiatives in more detail without having to fear that initia-
tives would be rejected by top management. This is confirmed by later devel-
opments discussed in chapter 6 as all of the improvement initiatives were ac-
cepted by the top management steering group. More flat hierarchical structure
and information flows between top management and line-workers coupled
with the composition of teams having some middle management inside them
could explain the knowledge of the key issues and needed improvements. Also,
prior experience from the team based work in normal work routines explains
the ease at which the workshop teams seemed to adapt to the situation of form-
ing initiatives in groups, perhaps allowing for more detailed discussion. Thus,
these differences could be traced to organizational structure as contextual vari-
able, with only few hierarchical levels and team-based structure. Also, task
composition consisted of cross-border project work.
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This study observes differences between the treatment of quality costs in
terms of improvement method; while in Malmi et al. (2004) they seem to try to
capture entire COPQ in terms of the project they were focusing in, case CD was
focused on identifying only failure costs and associated problems. While case
CD captures entire operations of both organizations, it does so only on quality
failures and their costs. While this may seem like a tradeoff between the scale of
the improvement project and types of quality costs captured, actual reasons for
this choice are varied; first, size of the organizations indeed may have had an
influencing factor on the choice to focus only on failure costs. In this way, entire
operations could be captured. Second, task composition as a technological vari-
able in the case CD is such that preventive measures and inspection activities
were relatively low on the purchaser’s side. Purchasing organization was in
charge of administration of assets as well as purchasing and planning of ser-
vices from the provider. Provider, in turn, provided park- and street construc-
tion and maintenance services. While provider certainly had some inspection
activities in place, preventive measures were more in ad hoc terms. There was
no clear quality criteria established for preventive or appraisal activities. Third,
Seokhin and Nakhai (2008) estimate that quality failures comprise 50% of all
COPQ, while Omachonu et al. (2004) estimate it even higher, at 70%. This
would suggest that failure costs would be most effective way to cut costs. In a
steering committee meeting for the start of the project, it was decided by the
steering committee that failure costs would be in focus. While researcher was
prepared to focus on entire COPQ, it was seen also by the researcher as a ra-
tional choice to focus on the failure costs because of the non-established preven-
tion and appraisal methods and estimated high amount of failure costs. There-
fore, the focus on failure costs analyzed through contingency theory yields sev-
eral results; individual factors played a certain role both from managements’ as
well as from the researchers’ part. Task composition and organization of activi-
ties as technological contextual factors caused in part the focus on failure costs.
Finally, size as a contextual variable may have had a relatively low impact as
the inclusion of prevention and appraisal costs would make the scope of the
project larger.

One of the noted differences in the implementation of the CAMP in project
CD was the amount of workshops. This change was initiated by the researcher
as it was evaluated that if the workshops for quantification for problems and
brainstorming for initiatives would be combined, this would make a serious
risk for obtaining insufficient data. Therefore, researcher suggested in the start-
ing meeting for the steering group that workshops would be held separately,
allowing enough time for generation of good quality improvement initiatives as
well as creation of sufficient prioritization data. This was agreed by the steering
group as their focus was on obtaining real results and efficiency through the
improvement project. Therefore, as a contextual factor, amount of workshops is
caused largely by individual factors, although NPM related efficiency seeking
may also have a substantial role in convincing the management to deploy more
working hours to improvement project.
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Although point-score prioritization was tried as a starting point for prob-
lem evaluation, it was only used in phase 1 when problems were highlighted
for workshop 2. Thus, after workshop 2, management decided to use monetary
values for problem prioritization. After problems were quantified, subsequent
improvement initiatives were prioritized according to costs their target problem
was causing as well as costs or savings incurred by the initiative itself. This
change is in line with conventional quality literature, although management
decision to change prioritization base was probably largely due to more famili-
arity and efficiency related issues. Management put their attention to monetary
values right after they were available, thus trying to achieve the most savings
with least expenses. Although contingency theory might have relatively little to
say about efficiency seeking, individual characteristics could be traced to this
decision; management may feel more comfortable speaking the “money-
language”.

Finally, one noted difference is the handling of risk evaluations in cost tool
implementation. Although Malmi et al. (2004) used risk evaluation in quantifi-
cation of COPQ, this was deemed as unnecessary and too time consuming. It
would have required employees to create three different COPQ levels for each
problem, while considering the risk that the high-end or low-end risk for COPQ
would actually realize. This choice was decided in the starting meeting with the
steering group by negotiating with the management of both organizations how
to proceed with different phases. Thus, this decision is merely reflecting indi-
vidual choices and efficiency seeking drive that was present in the project.

Findings indicate that several contextual variables may have an impact on
the implementation of the cost management tool in inter-organizational inter-
face. Also, network is identified as a unique contextual variable that is further
discussed in 7.1.3. Contextual variables vary in the way they influence the im-
plementation project; some of the changes have been made in the start of the
project, while others have happened along the way.

Empirical data on case CD suggests that differences to fixed method found
in the literature can be attributed to several, different generic elements of con-
text (Table 7.2). First, network context causes some modifications in the design
of the tool to be used. In line with Tomkins” (2001) view, existing tool that is
adapted from single organization setting needs to be modified to account for
larger context. This means that data derived from the tool must be presented
and analyzed with two or more participants” input at the same time. Also, two
or more participants need to be placed at simultaneous, cooperative improve-
ment and tool must be adapted to co-operative work taking place between par-
ticipating organizations. Good examples presented in this study are the use of
workshops for two organizations” participants at the same time and constructed
joined pareto (appendix) and joined fishbone diagram (appendix). These modi-
fications are needed for the cost reduction tool to function in the dyadic or larg-
er setting, thus answering in part to research question 2 (Q2); data must be pre-
sented in different way, participating organizations must be placed at simulta-
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neous, mutual improvement efforts and certain inside information must be
shared.

Another type of difference between literature illustration and actual im-
plementation of the tool comes from conventional contextual reasons; these in-
clude size, structure, technology, individual reasons and environment. These
elements of context influence the implementation of the cost management tool
at different phases of the project; some influence the starting phase of the pro-
ject, thereby constructing the tool’s implementation outline in certain way. Oth-
ers influence the project while it is being carried out. This confirms suggestions
in the literature (Krumwiede 1998, Anderson 1995) that different stages of im-
plementation are affected by different contextual factors. Stages used in this
study are pre-adoption stage consisting of decisions made about the implemen-
tation and adoption stage consisting of the actual process of implementation.
Examples of changes initiated in the starting considerations of the case CD are
the decision to capture entire operations, to focus on failure costs, to decide par-
ticipants for the project and the amount of workshops. Examples of changes
initiated during the project are the use of monetary values for prioritization,
interruption in the implementation of metrics system as well as number and
detail of initiatives.
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Type of differences in CAMP implementation when compared to literature

Network context dependent modifications (size and structure)

- Participants from several organizations at joint coordination; network
- Data handling demands for fishbones and pareto; network

Organizational aspects (size and structure)
- Implemented organization wide instead of project based; size small enough
- Hierarchical structure causes differences in participation; less levels of hierarchy
- Few well detailed initiatives caused by team bases structure, levels of hierarchy and
task composition of cross-border project work
Individual factors
- Internal handling of risk for projects; project risk estimated
- Managerial decisions on participants for workshops
- Four workshops instead of three; researcher and steering group agreed

- Monetary values for prioritization; researcher and steering group agreed

Environmental factors
- Metrics system only partially implemented; turbulence (merger)

Technology based factors

- Focus on failure costs; task composition holds little prevention & appraisal
- Task interdependence between organizations causes data display changes

TABLE 7.2  Contingency factors influencing IOCM tool implementation

7.3 Network as generic contextual variable

It has been suggested in the contingency literature that networks could be
considered as an entity of larger size in terms of contextual impact (Chenhall
2003). Seeing the network in this way, network context would influence the
implementation of any cost management method in terms of its size. This
would influence, for example, the scope of the project; larger size would make it
hard to capture entire operations in single improvement project while smaller
size would make it possible. Recent article by Jarvensivu and Mboller (2009)
seems to express similar views; they argue that management of value creation
rests on similar requirements in both the inter- and intra-organizational settings.
Thus operating in a network would make no difference: “planning is planning,
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whether achieved through trust or authority” (Jarvensivu and Moller 2009,
p.657). While this seems to be partly true in light of presented findings,
networks have some unique characteristics; they are formed of two or more
independent organizations with mutual linkages. Interactions between
organizations often develop into a type of supply-chain partnerships with an
implied sense of sharing in knowledge, decision-making and rewards (Tomkins
2001). While these partnerships do blur the boundaries between organizations
as suggested by Chenhall (2003), as Tomkins notes, accounting analyses for two
or more organizations need to capture effects through at least two organizations.
These organizations might have different structures, different sizes, different
task compositions as well as different control mechanisms. Environment as
contextual variable would probably be the same for organizations working
within a mutual network, however even this might not be the case if
organizations would be situated in entirely different areas. (Figure 7.2)

NETWORK

ORGANIZATIONA

STRUCTURE, SIZE,
TECHNOLOGY

ORGANIZATIONB

STRUCTURE, SIZE,
TECHNOLOGY

ENVIRONMENT

FIGURE 7.2 Generic contingency elements and network

While clearly affecting mutual improvement efforts because of its size,
networks have other, unique effects on the improvement method being initiated.
Like Tomkins (2001) notes, mutual partnerships have an implied sense of
sharing in knowledge, decision-making and rewards. When this fails there is a
chance the entire implementation project fails. (Kulmala et al. 2007) Also, this
study finds that networks have a few, clear effects on the mutual cost
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management method; network context forces two or more organizations into
mutual improvement, thereby causing people from different organizations to be
working together for common goals. This might have implications for work
efficiency, information sharing or cultural conflicts. Another clear impact of
network context on improvement efforts is the handling of data. Data must be
accommodated to display two or more organizations in single presentation.
While in some cases this would not present any real changes, in others it does.
This study presents a new model for displaying cause- and effect relationships
and presents a combined pareto diagram (chapter 6). Therefore, this study
proposes the network to be treated as a more generic contextual variable which,
in turn, is influenced by the environmental context and containing differing
structures and sizes within participating organizations.

7.4 Improvement initiatives, trust, and sharing of costs and
benefits

During the implementation of CAMP tool in the dyadic interface of purchaser
and the provider, 9 different improvement initiatives were created. These
initiatives were rich in detail and were considered from various perspectives,
such as the problem they addressed, needed resources for the initiative to be
carried through, associated risks and the plan for its completion. Improvement
initiatives were by their nature plans that affected both organizations and
addressed some mutual problem. These problems were linked to incomplete
contracting, coordination problems, information asymmetries and control of
work activities.

In line with TCE, it is too costly to try to capture all possible situations in
contracts, thus leaving them incomplete and in some cases, open to interpreta-
tion. This, in turn, leaves contracting organizations open to possible opportunis-
tic behavior by the partner (Williamson 1985, Anderson and Dekker 2010). Ap-
propriation concerns give raise to the problem of fair distribution of costs and
benefits; suggested initiatives from CAMP are expected to enhance efficiency by
lowering costs caused by the addressed problem. These savings must be dis-
tributed between participating organizations (Dekker (2003). Organizations
must feel that they are receiving a fair share of the benefits before they are will-
ing to invest in an initiative with costs and risks involved. Finally, asset specific-
ity is a possible factor influencing the willingness to contribute resources for
such an initiative. If investment has little or no alternate uses, risks involved in
the initiative get higher as investment has no value outside relationship. Tom-
kins (2001) continues that before considering asset specificity or appropriation
concerns on committing resources to an initiative, one must first calculate
whether it actually produces benefits over estimated costs. One feature of the
improved initiatives discussed here is that they are already thought of as con-
taining enough benefits to outweigh the costs. This is one possible reason for
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differences noted earlier on the amount of initiatives in CAMP implementations
of Malmi et al. (2004) and case CD.

Problems and corresponding solutions concerning incomplete contracts
can be noted directly on two of the initiatives. These two initiatives focused on
the problem of insufficient information on contracts. This problem affected sev-
eral persons in both organizations that should have been more knowledgeable
about the contracts. Problem was exemplified in uncertainty about quality
standards and their level. This affected daily work and caused numerous que-
ries to be made on the work results. It is further elaborated by the comment of
the provider’s representative “Purchaser does not distribute needed information for
us”. Unexpected extra works were coming up outside contracted work, causing
more negotiations. While the actual improvement of having “information meet-
ings” and distributing information had no substantive costs, any asset specifici-
ty or appropriation concerns to consider, the problem itself is an example of
information asymmetries causing high transaction costs in terms of lost time
and re-negotiations.

Another example of problem-initiative pairs that are linked to the problem
of incomplete contracts are seen in schedule overruns and extra works. Both are
the result of incomplete contracts as present contracts did not cover all the pos-
sible outcomes nor needed extra works on the site. This was seen by the partici-
pants to partly exist because of the failures in contract negotiations, partly be-
cause of the impossibility of defining perfect contracts. Information flow was
also seen as problematic; on several occasions reports were not done or docu-
mentation was missing. This issue existed because of the time consuming work-
load it presented. As a way to cut these costs due to information asymmetries
and high transaction costs from re-negotiations participants offered new report-
ing system that would enforce proper reporting and documentation on the site
as well as better schedule control through more accurate use of resources. Costs
involving new reporting system were estimated to arise from work hours di-
rected towards reporting and documentation; these costs were attributed to
purchaser’s site managers through reporting hours used and purchaser’s repre-
sentatives through needed documentation efforts. As for better and more accu-
rate use of resources, costs were seen as very little and it was stated that the
planning required could be done on existing meetings.

Another interesting improvement initiative and its further developments
that sheds light on transaction cost issues on present dyadic setting is the in-
stallment of GPS tracking system on providers” heavy equipment that is dis-
cussed in more detail at chapter 6. The initial problem was centered on insuffi-
cient reporting affecting both organizations as there was no readily available
information on work progress for provider’s own internal control or purchas-
er’s control on the order’s fulfillment. Both organizations considered the initia-
tive to be very useful as the provider would be able to utilize it in its own inter-
nal reports as well as tracking its own subcontractors” work progress and the
purchaser could track the fulfillment of its own orders from the provider.
However, while actual benefits outweighed the costs from the installment, it
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was not clear at the start who would benefit the most and thus how the costs
would be distributed. The software and associated equipment would be used
and operated by the purchaser, but the real-time tracking information would be
available also to the purchaser. After follow-up interviews made two years after
initiative was first created it became clear that the purchaser had agreed to fund
half of the project while provider would pay for the other half. It seems that
thorough negotiation process and precise calculations to verify exact percents of
the benefit / cost ratio were thought of having higher transaction costs than the
decision to fund it evenly. At the same time, this exemplifies the build-up of
trust between organizations as noted by the CEO of the provider: “this can be
seen in many things. Cooperative spirit in the meetings is definitely different, trust is-
sues are no longer that relevant and there is general consensus on PPM interface”. The
decision to half the costs and fund the project together can be seen as an expres-
sion of such general consensus. While the initial problem reflects the costs
caused by information asymmetries and following problems with their associ-
ated costs, the actual solution is an example of division of costs and benefits and
the impact of heightened trust and sense of collaboration between organiza-
tional partners.

Finally, one major initiative presented in the workshops was the solution
for outdated asset register. This problem concerned both organizations, alt-
hough in different ways. Purchaser’s asset register was highly outdated and
this was reflected in purchaser’s possibilities to plan its work activities. As the
purchaser had no clear picture of all their assets at the time, work orders could
not be on some occasions delivered early. This resulted in extra works that the
producer deemed to be outside contracts. Costs were considered to be fairly
large as the updating of the asset register was seen to take a very high amount
of work hours. However, during follow-up interviews it became clear that pro-
vider had not funded this initiative as it was left for the purchaser to find per-
sonnel for this task. Purchaser had deemed it important to complete its asset
register so that it had full knowledge of its own assets. Also, the new merger
had increased the purchaser’s asset base and thus made it even more important.
At the time of the follow-up interviews the task was still running and register
was been updated. This was considered to take substantive, although an inde-
terminate amount of time.

On terms of cost structure, lighter side of the initiatives is represented by
two projects; construction of customer service center and increased cooperation
by mutual meetings. These initiatives concern both the purchaser and the pro-
vider as calls and queries were coming to wrong persons on both organizations
and coordination between both sides concerned mutual meetings. Both initia-
tives were considered to use very little extra resources as service center could be
constructed with existing resources and proper work coordination; also better
organization of work activities through mutual meetings was considered to be
achievable through regular meetings. Thus, division of costs or benefits was not
considered problematic; merely through collaboration and better coordination
certain costs could be lowered.
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On the issue of trust, although preliminary survey indicated that provider
experienced some trust issues at the start of the case CD towards the purchaser
while purchaser did not experience these issues, this did not seem to affect mu-
tual co-operation and work in workshops. This can be seen in the coordinated
initiatives achieved through the case CD as well as handling of the initiatives
and their implementations. Latter point was discovered in the follow-up inter-
views. Also, the comment of the provider’s CEO on trust verifies that trust had
been built up during the increased time working together and probably in some
parts through the mutual cost management project depicted here.

Several of the issues deemed to be more important ones are centered on
the issue of incomplete contracts and problems it has generated. These prob-
lems were taken into focus on several initiatives and follow-up interviews con-
firm that most improvement initiatives linked to these problems were either
implemented or were going to be. As metrics were constructed but used only
partly, level of total failure costs after initiatives remains a mystery. However,
follow-up interviews indicate that metrics and their implementation are still
deemed as topical. CEO of the purchaser commented that “these things we have
done are still considered important and metrics are going to be taken under new evalua-
tion once this merger is complete”.

In answering research problem P5 on the division of costs and benefits, as-
sociated transaction costs are divided based on mutual trust and notion of long-
term partnership. Partners are willing to invest in improvement initiatives even
in situation where they themselves are not main users of improvement applica-
tion. At the same time, costs are in some cases relatively small compared to or-
ganizational size and therefore transaction cost calculations are more easily
done by so called “arm’s length” decisions and investment decisions are easier
to direct towards trust building and mutual partnership.

7.5 Applicability of the CAMP model in other settings

In the following, contextual factors identified earlier and their influence on the
generalizability of the tool in other settings is considered. Also, the notion of
successful implementation on different levels is considered. Finally, these areas
are considered together to form the basis for evaluating applicability of the
CAMP tool in other settings.

7.5.1 Contextual factors and generalizability

The CAMP model and its application depicted here is different from the one
presented in the literature (Malmi et al. 2004) on several parts. It has been
shown that these differences have happened on both the pre-adoption as well
as the adoption stage of the implementation process. Several contextual causes
for these changes have been highlighted; individual reasons, technological
reasons, organizational reasons and environmental reasons. Also, a unique
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contextual element of network setting has caused some of the changes from
literature version for the tool depicted here. Changes brought by the network
context place employees from two organizations into simultaneous
improvement work at the same table. While demanding cultural compliance
and work organization efforts by the employees themselves, it provides an
opportunity for problem solving and data generation crossing organizational
boundaries. Also, data handling demands enter the equation when tool that is
previously used in single organization setting is introduced into dyadic setting.
One influencing factor is the presence of open-book accounting. If organizations
are willing to disclose information for the tool to be used, data must still be
handled from both organizations in unison and presented together. Thus, a
different kind of fishbone diagram was needed and fishbone diagram for
purchaser-provider split was introduced (figure 7.1). Pareto diagram presented
earlier was also affected as problem groups were shown in both unified
presentation and separate presentation, thus making comparison possible.
While contextual elements vary when moving from organization to
organization and from dyadic setting to another, contextual element of network,
particularly the dyadic setting, has similar implications for any dyadic setting
considering the implementation of the tool depicted here. When introducing the
tool in any dyadic setting, information obtained must still be granted the
permission to be shown for both parties and identified problems must still be
presented in single presentation for unified improvement. Thus, presented
fishbone diagram for dyadic setting (figure 7.1) is a needed construct in the
dyadic implementation of the CAMP-model. Also, employees from both parties
must still participate in the improvement process. Thus, these changes can be
argued to be constant in any dyadic setting implementing the tool depicted here.

While studying a similar setting of public sector purchaser-provider split
would reduce the risk of differing contextual influence on the implementation
process, the impact of non-network related contextual elements (see chapter 7.2)
in other dyadic settings would have to be verified in future studies. However,
certain things can be said about the contextual elements of structure and size;
first, size can be argued to be an influencing factor that has similar implications
in other dyadic settings. That is, if the dyadic pair forms a sufficiently small pair,
entire operations may be handled with single project. Other noteworthy impli-
cation concerning organizational structure is the matter of project based work.
If work activities are organized in project-type work, knowledge of the employ-
ees participating in the improvement process must be cross-border project
knowledge. Otherwise, problems presented in Malmi et al. (2004) may material-
ize as employees are not capable of identifying and solving problems touching
multiple projects. So, either cross-border project knowledge or organization of
work activities in process-based manner is also needed to capture entire opera-
tions in single improvement project. That is, if the work is organized into differ-
ent projects, employees need the cross-border knowledge to effectively improve
multiple projects; otherwise improvement work may not be completed covering
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entire operations. If, however, activities are organized into process work, em-
ployees may have the knowledge needed to improve entire process.

Also, a structural organization of hierarchy, which is partly influenced by
organizational size, will probably have the same effect on other studies. If or-
ganizations are formed with only few levels of hierarchy, then the needed
knowledge for process improvement and decisional authority is not as clear-cut
as in larger organizations holding multiple levels of vertical hierarchy. For ex-
ample, if teams are formed in a way that project leadership is integrated in the
working teams as in case CD, the decisional authority and knowledge of the
shop-floor problems is situated inside the work teams. This, in turn, leads to
same teams being appointed to both workshops 1 and 2. Also, if organizational
size is small enough to include only few project leaders, it would not be practi-
cal to form the workshop 2 only from project leaders.

Other contextual variables may influence the implementation process in
different ways, differing between separate research projects. Environmental
turbulence or uncertainty may affect the implementation process in more dra-
matic ways; certain unforeseen events may cause the process to be halted, re-
jected or shape it into new form. Krumwiede (1998) provides some possible
points of rejection in the implementation process; first possible rejection spot for
tool implementation happens in the initiation phase. In the initiation phase or-
ganization may consider implementing the tool but reject the idea. Another
phase is the analysis phase where after implementing the tool it is considered
but rejected. Labro and Tuomela (2003) offer similar rejection spots in their con-
sideration of the tools” application to the organizational life. They offer four re-
jection spots; rejection before considering implementation, rejection after con-
sideration, rejection after unsuccessful implementation and “tried once but not
actually used” which may be considered a rejection after analysis in
Krumwiede’s (1998) classification. Environmental uncertainty may affect the
implementation process at any stage with variable outcomes; for example in
case CD the unanticipated merger of the municipalities put things in motion
which resulted in new responsibilities to both organizations, new areas to cover
and new employees to be trained. This, in turn, resulted in constructed metrics
to be left aside for future evaluation until things had quieted concerning the
merger. This unanticipated environmental influence halted the metrics imple-
mentation in the case CD. Likewise, it can be argued that environmental uncer-
tainty may play a part in rejecting or shaping an implementation process at any
stage.

Use of monetary values for prioritization and focus on failure costs can be
argued through quality literature; use of monetary values for quality costs is in
line with conventional quality literature and failure costs have been shown to
be highest single class of quality costs. (Omachonu et al. 2004). However, indi-
vidual reasons, both researcher’s, employees’ as well as management’s play a
part in deciding the way problems are prioritized and the way costs are taken
into account. In these changes the influence of the researcher is also visible as it
was rationalized to management in the steering committee meeting that failure
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costs are generally deemed to be highest class of quality costs and the approach
is in line with conventional quality literature. Failure costs were thus seen by
the management to be fitting base for prioritization. Monetary values were also
chosen by the management. Another change in the implementation process was
the number of workshops. This, too, was agreed on the preliminary steering
committee meeting as the organizations involved were ready to invest time
needed to carry through four different workshops. This change was suggested
by the researcher and approved by the management on both sides as the aim
was to gather more data and hence increase internal validity as well as improve
chances of getting sufficient amount and detail of improvement initiatives for
the management to consider. Labro and Tuomela (2003) show that in interven-
tionist case studies, which also describes the study depicted here, it is even de-
sirable to have the researcher’s influence in some parts were his knowledge of
the research area furthers the goal of the study. For example, Labro and Tuome-
la (2003) describe a case study were the researcher went as far as to design the
actual model to be tested in the case organization.

Finally, when considering the treatment of risk or the amount of initiatives,
individual reasons may affect how they are taken into account. Management
may want to consider risks involved in improvement initiatives, focus their at-
tention into evaluation of quality costs or perhaps include both. In the case CD
the former was selected as the evaluation of quality costs were kept simple and
efficient. The risk involved in improvement initiatives is linked to the amount
of data produced by the teams. Although in case CD teams produced only 9
different initiatives, in Malmi et al. (2004) they produced 54 different initiatives.
However, the produced 9 initiatives were very thoroughly considered and rich
in detail. Individual reasons play a part in shaping the data gathered from or-
ganization as well as its composition. Also, the workings of two organizations
and team cohesion may influence the results achieved. It is difficult to predict
what the results from different study would be in terms of data amount and
composition.

Tomkins (2001) argues that single-organizational tools can be used in dy-
adic or network contexts, if this larger context is taken into account. However,
some conflicting arguments exist; Kulmala et al. (2007) argue that difficulties in
enclosing sensitive cost data may lead to problems in implementing old, single-
organizational tools in larger context. Hence they argue for the need for new
tools. Also, research on cost management tools conducted in single organization
setting (Anderson 1995, Anderson and Young 1999, Anderson et al. 2002) have
found that when implementing a cost management tool, contextual and imple-
mentation process factors seem to correlate with perceptions on the cost man-
agement tool effectiveness.

The network context influences the implementation process in dyadic set-
ting on data handling demands and organizational participation as discussed
earlier. In addition, the open-book accounting must be achieved at least in prob-
lem data for CAMP tool to function in dyadic setting. Of the discussed contex-
tual elements none inhibit the implementation process, although the form of the
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resulting tool may vary between different dyadic settings. One exception is the
environmental uncertainty which may stop the project due to unforeseen events
taking place.

7.5.2 Implementation success

There has been some debate on the subject of implementation as to what extent
can an implementation process be considered successful (Anderson and Young
1999, Malmi 1997). While both mentioned papers demand that data is more
precise than what organizations had before, Malmi (1997) argues that in some
instances implementation that doesn’t lead to further action may be considered
successful if the data received from the new tool indicates no need for further
action.

Thus, these authors differ on the views about the usage of the data. While
Anderson and Young (1999) demand that the obtained data is actually used in
the organizations involved, Malmi (1997) argues that if the results seem to indi-
cate no need for further action, this phase is not actually needed. This study
offers one specification to debate mentioned. CAMP project and its success can
be evaluated with three dimensional model; the analyzing stage, the cost man-
agement stage and the cost management effectiveness evaluation (Figure 7.3).
In this way, success of the project is analyzed in terms of information obtained,
its impact on cost management and finally, the tracking of results obtained from
cost management decisions.

When reflecting on the success of the improvement project labeled here as
the case CD, several points may be raised on the analysis phase; first, this study
generated arguably more data than the organizations had before. Resulting
classifications and problems along with their improvement initiatives were a
rich addition to organizations” knowledge base. Second, the process of describ-
ing and brainstorming existing issues does the work of transforming tacit
knowledge about problems into explicit descriptions. As the employees go
through their work-encountered problems and describe them in detail, assisted
by the tool’s ability to transform them into diagrams and presentations, data
becomes more precise. Third, when creating quality cost information in the ab-
sence of any pre-existing information, it can be argued that information that is
obtained is an addition.
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CAMP MODEL:
WORKSHOP 1, WORKSHOP 2,
WORKSHOP 3, WORKSHOP 4

Analysis stage

FISHBONES, PARETO, INITIATIVES

APPLICATION OF Cost management
IMPROVEMENT INITIATIVES

USE OF METRICS ON Cost management
TRACKING RESULTS evaluation

FIGURE 7.3 CAMP tool implementation success model

Thereby, case CD generated clearly more data than organizations had before
and following the mentioned reasoning, it can be argued to be more precise.
This fulfills the data requirements presented by both Malmi (1997) as well as
Anderson and Young (1999). Although Malmi (1997) doesn’t seem to be as strict
on the demands for data use, Anderson and Young (1999) insist that data must
be acted upon in some way. This leads the reasoning into cost management
phase in figure 7.3.

Cost management is defined as an application of management accounting
concepts, methods of data collection, analysis and presentation in order to pro-
vide the information needed to plan, monitor and control costs (CIMA 2005)
Verbeeten (2010) has studied cost management practices in the public sector at
Netherlands and he notes that previous NPM developments have placed more
emphasis on different cost management systems in the public sector. He argues
that although cost management methods should help managers in reducing
costs his findings indicate that cost management is mainly used for accountabil-
ity reasons rather than managerial decisions. He also notes that Netherlands has
a Nordic style of public management. However, this study conducted in Finn-
ish public sector provides evidence on the contrary; cost management project
provided information on the costs and classes of different work related prob-
lems as well as initiatives to address these found problems. This had the aim of
reducing costs as well as making the work more problem-free. As the CEO of
the organization C stated in the second round of follow-up interviews: “the pur-
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pose for us in starting this project was to seek efficiency gains and make the work envi-
ronment more functional in terms of problems encountered.” Also, the constructed
improvement initiatives totaling 9 different projects were all carried out in the
organizations C and D. This provides evidence on actual use of cost manage-
ment information to reduce costs through action by implementing solutions
found. It should also be noted that prioritization of problems was also conduct-
ed in the project and costs attributed to different problems had their part in this
process. Similar results have been shown by Arnaboldi and Lapsley (2005) in
terms of using cost-related information to decision making. It can be argued
that cost management was conducted in full concerning the information pro-
vided by the project CD. This is evident in the actual realization of all the im-
provement initiatives generated after problem prioritization. Therefore, it can
be argued that cost management was implemented and resulted in applied
phase in the project CD aftermath.

Project CD generated metrics to track down quality related costs as well as
to allow for tracking the impact of the improvement initiatives in terms of prob-
lems encountered in the work environment. These metrics were devised to
track the amount of extra work, schedule overruns, reporting protocol devia-
tions, delayed sites and number of meetings. Metrics are discussed in more de-
tail in chapter 6.2.5. These metrics are the final stage of improvement project CD
as the project started from the analysis stage where all the needed information
on quality problems, related costs attributed to problems, improvement initia-
tives as well as the metrics are constructed. The cost management phase entails
the actual cost management that is conducted through the application of im-
provement initiatives as an example of information use for cost management
purposes. Finally, the use of metrics is the actual cost management evaluation
where the impact of improvement initiatives is evaluated. This phase was af-
fected partially by the municipal merger as discussed in chapter 6.2.5 in detail.
In the first round of follow-up interviews it became clear that almost none of
the metrics had been implemented. However, CEO of the organization C ex-
pressed interest in coming back to metrics once the change processes started by
merger had been completed. In the second round of interviews it was revealed
that organization C had implemented the metrics on extra work as well as on
the schedules. CEO and construction manager both agreed that also mainte-
nance program would be evaluated in the near future when mobile devices
needed for it would be available. Organization D implemented metrics on extra
works but left other metrics unimplemented. Therefore, it may be stated that
cost management evaluation was only partially implemented and more so in
organization C. Actual data on the progress of costs and quality problems re-
mains unachieved due to time related constraints as data would be available
only in the near future and only on the implemented metrics. Construction
manager of the organization C commented however, that due to improvement
initiatives the amount of extra work “might be somewhat diminished” when
she commented that “on the amount of extra works, I m not entirely sure, but I feel
that there is a slight decrease in them. They do remain a problem, however”. This
might provide a slight indication on the impact of the cost management actions.
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However, the cost management evaluation stage can be said to be only partially
successful and mainly in the organization C. Therefore, success of the project
CD and its impact considered together provide some points on the overall suc-
cess of the implementation considered in comparison to points raised by An-
derson and Young (1999) and Malmi (1997);

First, data provided by analysis stage can be argued to be richer as well as
more precise. Second, data has clearly produced notable cost management ac-
tions as all the improvement initiatives were eventually carried out. The impact
of cost management efforts remains to be validated as only part of the metrics
were implemented by second round of follow-up interviews and data from
them was not available at the time. In line with demands from aforementioned
authors, data has been generated and it can be argued to be an addition to or-
ganizations” knowledge base. Data has produced cost management actions, in
other words, managerial action has resulted from the data. In these terms, pro-
ject CD and its impact can be considered a success, although as a limitation, the
effectiveness of the improvement initiatives cannot be shown at this time.

To sum up, results indicated the need for improvement on several areas as
discussed in the chapter 6. The need for improvement was addressed through 9
different improvement initiatives, all of which were accepted in the final steer-
ing committee meeting. In the follow-up interviews the work done on initia-
tives was confirmed. Although municipal merger analyzed here through con-
tingency theory stopped the implementation of generated metrics for a while,
initiatives were either completed or in the process at the time of the follow-up
interviews. Project CD generated clear actions from both organizations towards
improvement and as indicated by the CEO of the organization D, was directly
contributing towards the building of trust while CEO of the organization C was
interested in developing metrics further. Therefore, it can be argued that project
CD was a successful project.

7.5.3 Applicability of the CAMP tool in other settings

Applicability of the CAMP tool to other settings is influenced by several factors;
first, successful implementation in project CD encourages further IOCM efforts
although results of this study are confined to particular setting. Tomkins (2001)
maintained that a cost management tool that had been developed for use at sin-
gle organization setting could be transferred to network settings, given that the
larger context would be taken into account. Skeptical view was offered by
Kulmala et al. (2007) who noted that particularly problems in open book ac-
counting might set an obstacle for such transfer. However, success of the CAMP
implementation in project CD does seem to validate Tomkins’ (2001) view that
cost management tools are transferable to network settings, at least in dyadic
form. Second point follows that open book accounting which is needed for mu-
tual cost management efforts might be more easily achieved at the public sector,
where recent developments and cost saving demands in the wake of NPM have
put more pressure to public sector organizations for mutual cost saving
schemes. Also, many dyadic pairs in the public sector are former organizational
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units that are separated in the recent NPM reforms into purchasing and produc-
ing sides. Thus, they may be more inclined to share information than their pri-
vate counterparts. Third, contextual reasons may either inhibit or influence the
implementation of cost management tool in dyadic setting. Results of this study
indicate that cost management tools develop during implementation, particu-
larly when moving from single organization setting into dyadic setting. While
there were many changes ranging from minor modifications into larger changes,
none seem to inhibit the implementation of the CAMP tool into dyadic setting.
Exception to this might result in some settings due to unforeseen events caused
by environmental context. This is exemplified by the metrics system left for fur-
ther review in the case CD. Also, tool does require at least sharing of problem
data to be implemented in dyadic setting. Other contextual elements may
change the tool implemented in different setting in comparison to result ob-
tained here as discussed earlier. Fourth, network as a contextual element pre-
sented in this study changes the implementation process of the cost manage-
ment tool in two ways; it requires two or more sets of data to be handled to-
gether, as both organizations contribute to data pool. Also, employees of both
organizations need to be united in common improvement efforts. Although
these changes are verified only for the CAMP tool presented in this study, it is
probable that any two-way cost management efforts (Mouritsen et al. 2001,
Cooper and Slagmulder 2004, Caglio and Ditillo 2008) would need the same
changes.

7.6 Stages of implementation and weak market test

Another point of interest regarding the implementation process is whether the
implemented tool has passed the rejection points as suggested by Krumwiede
(1998) and Labro & Tuomela (2003). Finally, weak market test as introduced by
Kasanen et al. (1993) and elaborated by Labro and Tuomela (2003) offers a
chance to evaluate whether the tool has passed the implementation process into
actual use. In the following, these issues will be considered along the applicabil-
ity of the implemented tool in other dyadic settings.

As discussed earlier in more detail, different authors have separated the
implementation process of a management tool into different phases. This has
been justified because of the notion that different contingent factors influence
different phases of the implementation process. Most rigorous classification of
different stages is offered by Krumwiede (1998) where the implementation is
separated into 10 different stages. From a different point of view, Labro and
Tuomela (2003) separate the implementation process into 8 different stages.
Their focus is on the notion of market test and whether the implemented tool
passes this usage test. Also Cooper and Zmud (1990) have separated the im-
plementation process into different stages. They use 6 different stages of im-
plementation. They differ from Krumwiede (1998) in that they only consider
phases after initiation of implementation whereas Krumwiede considers three
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stages of non-adoption and transition phase from non-adoption to adoption. All
of these views have in common the idea of an integrated system in the most
extreme end of usage. This means that the tool reaches a repetitive, ongoing
status. While it is possible to use CAMP tool depicted here on an ongoing basis,
it is neither practical nor cost-efficient to conduct repetitive workshops after the
project data has been gathered and analyzed. However, if successful, generated
metrics will be used in an ongoing basis and may reach an ongoing state of us-
age in the organizations. In the case CD depicted here, metrics were not fully
implemented but were mostly put on hold until merger between municipalities
was complete. Thus, no part of the process CD reached any ongoing state as an
improvement process although some of the metrics were implemented in case
organizations at various stages. However, it should be noted that this was never
the aim of the project, excluding the metrics part of the process. CAMP tool is
meant to be used as problem identification and quality cost calculation tech-
nique that further points out possible ways to improve processes and correct
failures. Next, an evaluation of the CAMP tool in relation to Cooper and Zmud
(1990) and Labro and Tuomela (2003) implementation stages is offered.
Considering the non-implementation stages of Krumwiede (1998), it is suf-
ficient to state that the CAMP tool was implemented at least to a certain degree
considered here. Krumwiede (1998) and Cooper and Zmud (1990) model both
share similar implementation phases, although Krumwiede (1998) calls the last
state of infusion as integration phase. The latter description is chosen in this
study to reflect the notion of integrating the tool into constant use in organiza-
tions involved. Also considered here is the Labro and Tuomela (2003) model
that explores the extent of the tool’s usage within the organization in relation to
weak market test. As in Krumwiede (1998), excluded from the Labro and
Tuomela model are the phases of non-adoption as the point here is to analyze
the phases after initiation. Combining the mentioned models and their mutual
relations then takes the form of figure 7.4. On the left side, Labro and Tuomela
(2003) stages of usage are depicted in relation to Cooper and Zmud (1990) stag-
es of implementation on the middle. Cooper and Zmud model also contain the
spots for possible rejection of the tool in initiation phase or abandoning of the
implementation efforts in the analysis phase. When comparing the Labro and
Tuomela (2003) model into Cooper and Zmud (1990) mode, certain similarities
can be noted. The definition of “tried once but not actually used” in Labro and
Tuomela seems to refer to abandoning the implementation after initial adoption
and analysis. “used once” refers to tool being used once without taking any on-
going form in the organizations involved. Starting from there, usage of the tool
increases through ad hoc usage to regular use, either in parallel with the old
system or replacing the old system. The ongoing use of the tool in Labro and
Tuomela (2003) model is similar to phases of routinization and integration in
the Cooper and Zmud (1990) model. In the Cooper and Zmud model, ac-
ceptance marks the commitment of the organizational members to use of the
application and its results. Routinization marks the usage of the tool in the or-
ganization as a normal activity while in the integration phase the tool is used in
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integrated manner to support organizational work. Therefore, regular or ad hoc
use of the tool in Labro and Tuomela (2003) model is comparable to routiniza-
tion and integration phases of the Cooper and Zmud (1990) model.

INITIATION REJECTION

ADOPTION

TRIED ONCE «
mwgs ABANDONING

USED ONCE ACCEPTANCE

AD HOC USE ROUTINIZATI-

ON

REGULAR USE

INTEGRATION
& OLD SYSTEM

REGULAR USE

FIGURE 7.4 Different stages of implementation (integrated from Labro & Tuomela 2003,
Krumwiede 1998 and Cooper & Zmud 1990)

Analysis of the project CD in relation to figure 7.3 can be started at the initiation
phase. After presenting the CAMP tool and its outline to management of the
both organizations C and D, a consideration of the tool’s implementation start-
ed at both organizations. Excluding Krumwiede’s (1998) pre-adoption stages,
this marks the first possibility to abandon the tool without committing any re-
sources to its implementation. However, after considerations, CEOs of both or-
ganizations decided to devote resources to implementation of the CAMP tool.
This marks the passing of adoption phase, which in the Cooper and Zmud
(1990) model is described as the investment of resources towards implementa-
tion efforts. In the analysis phase, application is developed and installed. In this
phase the tool becomes available for use in the organization. The empirical pro-
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ject of CD is mainly situated in this phase. The results of the project CD were
analyzed and if they had been deemed as unnecessary or unfit, this would have
resulted in the abandoning of the project. This would be similar to Labro and
Tuomela (2003) category of “tried once but not actually used”. However, results
of the project were agreed upon on the final steering group committee meeting
and improvement initiatives were all accepted for completion. The actual com-
pletion of initiatives was verified in the follow-up interviews. Thus, the CAMP
tool in project CD was accepted and used once. After this stage, both the Labro
& Tuomela (2003) model as well as Cooper & Zmud (1990) model proceed into
routinization and integration phases were the tool becomes more or less con-
stantly used. The CAMP tool depicted here does not pass into these phases with
the exception of few metrics. Rather, it passes the acceptance phase of the
Cooper & Zmud (1990) model and becomes used once as in Labro and Tuomela
(2003) model.

The aim of the project CD was not to become a constantly used application
in the organizational life, but rather provide organizations involved with quali-
ty cost data that is linked to problems found in their working processes and fi-
nally provide improvement initiatives to address these issues. Only part of the
tool aimed for constant use was the metrics system which was put on hold in
the organizations due to unforeseen events discussed earlier taking place. It can
be noted that CEO of the organization C expressed interest in the follow-up in-
terviews to pursue the application of metrics once the merger and the upheaval
caused by it had quieted down and last set of follow-up interviews confirmed
that few metrics had been implemented and some were going to be implement-
ed in the near future. Thus, metrics developed in the case CD may achieve a ad
hoc usage status as mentioned by Labro and Tuomela (2003). They argue that
the first phase to pass the weak market test for the tool can be the “used once”
category. Although the weak market test gets stronger if the tool goes to con-
stant use in the organizations, they state that if the tool initiates notable actions,
even if used only once, it can be considered as passing the weak market test.
The application of the CAMP tool in the purchaser-provider interface was com-
pleted in the project CD depicted in this study. The results of the project were
accepted and used in both organizations as confirmed in the follow-up inter-
views. As discussed in chapter 6, all improvement initiatives were eventually
accepted and implemented as part of cost management efforts. Also, CEO of the
organization D stated that trust between partners had increased as a result of
the project, thereby directly contributing towards their mutual work efforts.
Thus, new reality created by the construct as expressed by Labro and Tuomela
(2003) can be noted on several areas; first, the rich data obtained through work-
shops and survey added into organizational knowledge base, also fulfilling the
criteria of Malmi (1997) for successful implementation. Second, tool’s results in
the form of improvement initiatives were accepted and used in a wide scale.
That is, every initiative was accepted for completion. Thus, improvement initia-
tives were accepted, resulting in action as demanded by Anderson and Young
(1999). Third, mutual trust between organizations C and D was heightened as a



149

result of the project, thereby changing the reality through the construct. There-
fore, it is argued that the CAMP application in this study passes the weak mar-
ket test.

7.7 Role of the public sector

This study has been conducted in the context of public sector organizations
working within a purchaser-provider model. In addition to contextual factors
offered earlier, some points may be raised concerning the public sector and its
impact on the study and its results:

Concerning the open-book accounting that was discussed earlier, there is a
possibility that public sector organizations, PPM organizations in particular,
have more ease in disclosing information to their partners. There are at least
two possible reasons; first, many organization working within PPM relation-
ship are former organizational units separated into purchasing and the produc-
ing side. Second, public sector organizations might be more open concerning
their information exchange. For example, many public organizations provide
information outwards relatively easily; i.e. annual turnover or budget was
available for organizations C and D in their web pages.

Another discussion worthy of note is the stakeholder differences between
private companies and public sector organizations. First of all, although PPM
organizations are generally independent organizations with their own deci-
sional authority, county or municipality has a say in their decision-making. This
is applied through direct interventions as well as through funding (figure 3.1).
Also, customers that are using the services provided by PPM pair are usually
not paying for the service directly. Rather, citizens pay taxes and comparable
payments to government and the municipality, which in turn provides funding
to purchasing organization. Thus, public sector organizations face a different
stakeholder environment and their differing influence on the work environment
when compared to private ones. More detailed discussion on the consequences
of these stakeholder differences are outside the scope of this study and its data.

One of the contextual elements directly concerning this study is the appli-
cation of IOCM tool in public sector context. Lately, public sector organizations
have been applying private sector tools in the wake of NPM reforms conducted
in the public sector. This trend has been studied through IOCM only a short
time. Thus, there has been relatively little research efforts conducted on the de-
bate central to this study; whether the tools used in private and single organiza-
tions are applicable in totally different context of public sector dyadic pairs.
One point of interest concerning future trends is the remark by CEO of the or-
ganization C during second round of follow-up interviews “I believe we are going
towards privatization and in the coming future these organizations are more subjected
towards market forces, just like the private companies”. Whether this is the case, time
will tell. In any case, public sector organizations have been working in different
political and structural environment when compared to private organizations.
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This study has mapped some contextual factors that have caused changes to
cost tool’s application when moving from single organization setting towards
networked activities, while at the same time also making transition from private
sector companies towards public ones.



8 CONCLUDING DISCUSSION

This chapter provides the discussion based on the findings described earlier as
well as the contribution of this study. Also, conclusions drawn from the find-
ings discussed are presented along with assessment of the study and future di-
rections.

8.1 Contribution and discussion

This research contributes to literature in several ways; first area of contribution
is the theory refinement (Keating 1995) concerning an existing quality cost
management tool. This was achieved by implementing the tool previously pre-
sented in single organization setting (Malmi et al. 2004) in a new context of pur-
chaser-provider dyadic relationship. Contingency variables influencing the im-
plementation of the tool in a new context were explored. The stages of imple-
mentation were divided according to Krumwiede (1998) into pre-adoption and
adoption stages so that differences between contingency variables according to
implementation stage could emerge. Contingency variables were classified ac-
cording to contingency literature (see Burns and Stalker 1961, Woodward 1965,
Lawrence and Lorsch 1967, Chenhall 2003) into organizational aspects of size
and structure, individual factors, environmental factors and technology based
factors. Also, network was proposed as a generic contextual factor replacing the
idea of networks as merely units of larger size (Chenhall 2003). In this study, it
was found that networks have certain individual characteristics that clearly dif-
ferentiate them from organizations of similar size. While partnerships typically
blur the boundaries of organizations to some extent, organizations involved
will still have different internal structures, control mechanisms and size. There-
fore, it was proposed that networks be considered as a generic contextual ele-
ment in its own right (figure 7.2). This implies that when implementing a cost
management tool in networks, certain effects arise from the network context.
Network context forces two or more organizations into mutual improvement,
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thereby joining personnel from two organizations with possibly different values,
culture, structure and working methods, into same table. Also, data handling is
affected in CAMP network improvement so that data must be accommodated
to display two or more organizations in a single presentation. To achieve this,
new model was constructed to display cause- and effect relationships and pare-
to diagrams in a combined presentation (chapter 6).

There were also other contingency variables distinguished from networks
influencing the implementation of the CAMP tool in a new context, starting
with size and structure. It was implied that after crossing a certain threshold in
size, it becomes unfeasible to capture entire operations in a single improvement
project (Malmi et al. 2004). However, this threshold was not reached in case CD
because both organizations combined together formed sufficiently small entity.
Thus, entire operations of both organizations were explored in case CD. Organ-
izational levels of hierarchy, that is, organizational structure was found to in-
fluence the implementation of a CAMP tool in dyadic setting. Due to low
amount of hierarchical levels, improvement efforts were attended by both
ground floor workers and medium management in mixed groups. Ultimate de-
cision making power was still retained by the top management. The implication
is that in smaller organizations with less hierarchical levels improvement efforts
may be captured in whole and improvement efforts themselves are achieved
with more input from the ground floor.

It was also found that individual factors, both caused by the researcher as
well as the management had an effect on the implementation project. These
influences ranged from risk evaluation of improvement projects and amount of
workshops to prioritization of improvement projects with monetary values.

An example of environmental influence was experienced when the com-
ing merger between neighboring municipalities forced organizations to post-
pone the implementation of the constructed metrics (table 6.1) to later date. Fi-
nally, technological aspects were influencing through task composition to focus
on failure costs incurred from the identified problems. Organizations had rela-
tively few prevention and appraisal measures in place and incurred quality
costs from these areas were hard to obtain. Also, purchaser’s tasks contained by
nature very few prevention or appraisal measures.

Contribution from the CAMP implementation was broadened to include
the consideration of the success of the implementation (Anderson and Young
1999, Malmi 1997) as well as applicability of the refined model and its market
test (Labro and Tuomela 2003). While Anderson and Young (1999) argued that a
project may be considered successful if it provides new data and the data is ac-
tually acted upon, Malmi (1997) argued that also projects that provide new data
but fail to lead into action may be considered successful in certain cases. An ex-
ample was given where new data confirms that status quo is the most feasible
plan of action. Project CD generated arguably more data into both organiza-
tions” data bases in the form of constructed initiatives, problem data consisting
of cause- and effect chains, quality cost information and constructed tracking
metrics. Also, it can be argued that it is an extension of existing knowledge base
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of the organizations. Improvement initiatives are also an example of actions
that are implemented because of the newly available data as all of the initiatives
were eventually implemented. The project itself was separated into analyzing
stage, cost management stage and cost evaluation stage (figure 7.3). Success of
these stages was considered separately, thus forming a new model for success
evaluation of the cost management project. While cost management is defined
as an application of management accounting concepts, methods of data collec-
tion, analysis and presentation in order to provide the information to plan,
monitor and control costs (CIMA 2005), there were some arguments in the liter-
ature that cost management methods are mainly used for accountability reasons
in the public sector rather than actual managerial decisions (Verbeeten 2010).
This project provided evidence on the contrary by gathering information and
forming initiatives in the analysis stage of the given model, carrying out cost
management decisions in the cost management phase and finally constructing
metrics to track results of the cost management efforts in cost evaluation phase.
However, due to environmental turbulence as unexpected contextual influence,
the metrics were not fully introduced. Rather, organization C had implemented
four out of five from the metrics at the time of the second follow-up interviews
while organization D had only implemented metrics on extra work. Thus, while
two first stages of the model can be considered successful, cost evaluation stage
was only partially successful in terms of weak market test provided by Labro
and Tuomela (2003). The analysis and the cost management efforts, however,
pass the weak market test according to Labro and Tuomela (2003). The efforts
depicted here fall under the category “used once” in their categorization, thus
entering the zone where the construction can be deemed as having passed the
weak market test. Applicability of the refined CAMP model was explored;
Tomkins” (2001) view that existing tools can be used in network setting was val-
idated at least in relation to CAMP tool. The requirement for OBA was deemed
relatively light but still necessary; organizations must share certain inside in-
formation for CAMP tool to work in dyadic setting. Successful implementation
of the CAMP tool encourages further efforts to implement cost management
tools in IOCM setting.

This research explicates existing tool (Malmi et al. 2004) as currently con-
ceptualized in the literature (Dekker 2003). Debate provoked by Zimmermann
(2001) was addressed in 2009 by Malmi and Granlund. To answer Zimmer-
man’s (2001) demands for knowledge generation and practical relevance for
management accounting, Malmi and Granlund (2009) proposed a need to ex-
press practical solutions in organizational environment. Implementing a tool
previously introduced in the literature (Malmi et al. 2004) into new context of
dyadic relationship serves to test the tool’s boundaries and further refines theo-
ry (Keating 1995) concerning the tool. This theory refinement concerning the
implementation of the cost management tool into IOCM interface forms the
main contribution of this study.

According to Lukka (2000), constructive studies may provide contribution
by two different ways; they can provide a construction that is novel and serves



154

to present a new means for achieving certain end. Another option is to further
develop or refine a theory (Keating 1995). Although this study followed an in-
terventionist action research methodology, this study also offers a construction
presented in the chapter six (table 6.1). While the main contribution of this
study comes from theory refinement as presented in line with Keating (1995),
secondary contribution of this study arises from construction of quality cost
metrics to track quality failure costs and their progress after implementing im-
provement initiatives detailed in chapter six.

Metrics were developed to track quality failure costs incurred from the
problems that had improvement initiatives generated for them. In total, five
different metrics were generated for the mutual interface of the organizations C
and D (Table 6.1). These were amount of extra work activities, maintenance
schedule timeliness, deviations from reporting protocol, number of site delays
and meetings per year. These five metrics comprise a matching entity; a prob-
lem is defined, a solution is generated and finally a metric is placed to track the
results from the solution. Of the initiatives, all were carried out, although asset
list updating was still going on at the time of the second follow-up interview
and was expected to be finished during the year 2012. Of the metrics, four were
implemented at various stages in organization C and only metric on extra
works were implemented in organization D. There were no results available for
the researcher concerning the actual progress of the monetary costs from the
metrics as they had been implemented after the case CD had ended and were
yet to produce any substantial amount of information. During the second round
of follow-up interviews in organization C, it was, however, told that the
amount of extra works which was tracked for the longest time, showed slight
improvement. While the construction of the metrics and their relation to prob-
lems and improvement initiatives is complete and can be deemed successfully
created, the metrics can only be partially deemed to pass the weak market test.
This is more evident in the organization C which showed more interest in the
actual measures and their results as confirmed in both rounds of follow-up in-
terviews.

Third area of contribution arises from the use of TCE coupled with trust to
explore division of costs and benefits incurred from the improvement project
CD between case organizations. Although the amount of information gained
from TCE and trust in relation to CAMP tool is smaller when compared to in-
formation obtained with contingency theory, certain insights were gained illus-
trating the relation of trust and management control as well as the influence of
TCE.

Traditional transaction cost economics considered trust to be merely calcu-
lated risk (Williamson 1985). Since then, authors have focused on the notion of
trust to complete the predictions of TCE (eg. Dekker 2003). Another movement
from traditional TCE is the consideration of the so called hybrid form. Original-
ly TCE predicted that organizations would choose the form of business from
pure market orientation or vertical integration depending on the transaction
costs incurred (Williamson 1985). Since then, authors have began to investigate
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the hybrid forms of governance that are situated somewhere in between of the
two extremes (eg. Cooper and Slagmulder 2004). This research is an illustration
of such a case; traditional TCE is complemented with the notion of trust in an
effort to gain insight into division of profits and costs in a hybrid governance
structure.

Improvement initiatives generated in the case CD demonstrate the impact
of trust in decisions concerning whether to carry out the generated improve-
ment. Transaction costs calculation determine if the initiative is viable in the
first place; this was estimated through workshop calculations for every initia-
tive, thus guaranteeing a starting point for comparison and prioritization. This
leaves for consideration how the costs and benefits incurred from the initiative
are to be divided between partners? In the preliminary survey conducted in the
case organizations it was found out that the provider had several concerns and
issues with trust in regards to the purchaser. Purchaser, on the other hand had
no such concerns. By carrying out the improvement project together, trust had
been building up between partners. Also, working together, as governed by
mutual contracts, has had a positive influence on trust. This is verified by the
comment of the provider's CEO during follow up interviews conducted two
years after the project had ended (see chapter 6). Caglio and Ditillo (2008) note
that earlier literature on inter-organizational cost accounting systems have had
hard time to explain the notion of trust between partners. This is attributed to
the type of research done on the field, particularly of the one-sided perspective
to cost management. When studying inter-organizational phenomena, one can-
not capture the notion of trust as easily if the focus is solely on one subject.

During the follow-up interviews the division of costs and benefits and the
impact of trust was illustrated; good example among the initiatives is the im-
plementation of GPS project where the provider had the equipment installed
and used the system for tracking its work progress and vehicles throughout the
municipal area. System was also used to track provider’s own subcontractors
and was the basis for compensation negotiations. Purchaser was directed an
information feed from the system, and although purchaser used the system in
lesser extent, it had agreed to fund half of the project for provider. After doing
work together and conducting the project CD, such decisions were possible.
This is tied to debate on whether trust is a substitute for control or rather a
complementary factor merely increasing the amount of total control (Linden-
berg 2000, Van der Meer-Kooistra and Vosselman 2000, Tomkins 2001, Kam-
minga and Van der Meer-Kooistra 2007).

Lindenberg (2000) argues that trust and management control are comple-
mentary and management control stimulates building of trust and vice versa.
This position holds that more trust does not mean less control but rather more
effective control. In contrasting view, Kamminga and Van der Meer-Kooistra
(2007) offer results that seem to indicate trust being a possible substitute for
strict management control. Additionally, Van der Meer-Kooistra and Vossel-
man (2000) offer similar results. Chiles and McMacking (1996) argue that when
trust in a relationship is sufficient, transactional parties tend to make lower es-
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timation of appropriation risk and therefore need for complex contracts or cal-
culations for them are decreased. This is highlighted by the GPS example given.
Findings from this research suggest that trust tends to build up by doing to-
gether and over time trust substitutes strict management and contractual con-
trol to some extent.

Primary research question was presented as:

P1: Can the tools aimed at cost reductions in single organization setting be used
in dyadic settings?

As noted earlier, this question is tied to discussion on the possibilities of using
an existing cost management tool such as target costing (Cooper and Slag-
mulder 2004, Carr and Ng 1995, Mouritsen et al. 2001), value chain analysis
(Dekker 2003) or total cost of ownership (Wouters et al. 2005) in wider setting of
dyadic relationship or networks. Also, there has been debate on the possibilities
of using such tools in IOCM setting as Kulmala et al. (2007) have expressed
doubts on the willingness of organizational partners to disclose needed infor-
mation to mutual cost management initiatives. In contrasting view, Tomkins
(2001) has expressed an opinion that existing IOCM tools are transferable to
larger context as networks and their implications could be relatively straight-
forward. However, IOCM tools have been studied mainly on the perspective of
the focal firm and existing evidence on the mutual management of costs is
scarce (Cooper and Slagmulder 2004, Mouritsen et al. 2001, Caglio and Ditillo
2008).

This research has implemented the illustrated quality cost management
tool called CAMP successfully, as argued earlier, into purchaser-provider inter-
face, thus providing an answer to the main research problem. Purchaser-
provider model illustrated in this study is a type of supply chain approach that
has some differences largely attributable to public sector perspective. Organiza-
tions depicted here have certain responsibilities towards a public service provi-
sion, are in some parts answerable to municipality, provide their services to
citizens of the municipality, obtain their funds through public funding and their
mutual relationship is governed with contracts partly influenced by the munic-
ipality. Taking into account these differences it can be said that the IOCM tool
in question can be introduced into dyadic interface when organizational rela-
tionship context is similar to purchaser-provider model. Many-to-many or one-
to-many approaches involving more than two organizations and thus forming a
larger network are outside the scope of this study and require further research.
However, dyadic relationships that do not fall under strict definition of pur-
chaser-provider split have certain similarities in spite of differences presented.
All dyadic partners operate and are governed through mutual contracts and
involve only the two organizations when excluding outside stakeholders. Thus,
one important prerequisite for tool’s IOCM implementation regarding the dis-
closing of sensitive information can be approached similarly. That is, although
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future research should confirm it, implication is that the tool presented here can
be implemented in any dyadic relationship if certain needed information is
shared and possible modifications are done. Successful implementation of
CAMP in dyadic setting offers a managerial implication: co-operative efforts to
reduce costs in supply chain or purchaser-provider split can be achieved
through the use of existing methods. Thus, there is no apparent need for entire-
ly new cost management techniques for the dyadic settings.

Dekker (2003) states that one avenue of contribution is the conceptualiza-
tion of certain tool in current literature. This research further refines theory
(Keating 1995) concerning cost management tool labeled CAMP and expressed
earlier in the literature in Malmi et al. (2004). It illustrates the use of CAMP -
method in larger context and provides information on the needed accounting
information and changes originating from larger context, thus providing a con-
ceptualization of the tool in larger context. This extension is directly related to
demands expressed by Malmi and Granlund (2009) to make management ac-
counting research more relevant by explicating and extending existing research
through actual use and practice of theoretical models.

Finally, Otley (1980) presents a model for contingency research that re-
quires a study using contingency theory to define contingency variables, make
hypotheses concerning their impact on organizational processes, define the ac-
counting system being studied and finally, make at least an attempt to measure
the effectiveness of the new accounting system. As an example of these four
requirements he gives technology and environment as contingent variables,
impact of the variables on organizational shape or centralization and definition
of technical or behavioral aspects of the accounting system being implemented.
Attempt to measure effectiveness must be understood in the context of the or-
ganizations and the system being implemented. Otley (1980) argued that at the
time of his article, very few studies had incorporated all the four elements in
any contingency theory based study. In this study, contingency variables influ-
encing the implementation of the CAMP tool in dyadic setting were identified.
These were grouped into pre-adoption and adoption phases to allow for com-
parison between stages. The contingency variables were classified into envi-
ronmental factors, individual factors, technology based factors, organization
specific factors and the proposed network context. The influence of the varia-
bles on the implementation process were explored and defined as presented in
chapter 7. The management accounting tool labeled CAMP was defined and
presented through its technical aspects, first in chapter 4 as a model, then in
chapter 6 through case description. Finally, measurement of the effectiveness of
the new design was implemented in the form of metrics, although these were
only partially implemented, implying a slight decrease in the amount of extra
works. Also, as found in the follow-up interviews, the amount of trust had been
heightened to a level where it was no longer considered an issue.
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8.2 Conclusions

This research generates its results based on the gathered data, analysis of the
data through theoretical framework illustrated in chapter 5 and interpretation
of the results. Gathered data and the follow-up interviews indicate that trust
substitutes control to some extent as has been illustrated with improvement
initiatives as well as through build-up of trust over time as expressed in the first
round of follow-up interviews. This finding is in line with previous studies of
Kamminga and Van der Meer-Kooistra (2007) and Van der Meer-Kooistra and
Vosselman (2000). Also, Chiles and McMacking (1996) have found similar re-
sults to this study in arguing that building of trust seems to lower the estimated
appropriation risk and reduce the need for complex contracts or calculations.
This indicates that certain transaction costs attached to decision on initiative can
be overlooked if the trust is reasonably high between partners and the transac-
tion costs are fairly low in relation to organizational size and scale. Also, this
research avoids the problem of looking at trust through one-way perspective
which is prevalent in much of the IOCM literature (Caglio and Ditillo 2008).

This research has gathered data from two case organizations working
within purchaser-provider setting. When looking at the gathered data, one can
see certain differences taking place when compared to earlier literature on sin-
gle-organization settings (Table 6.1). These differences happen at the very start
of the project as well as along the way. Also, larger context places demands on
the applied tool; two organizations need to participate in mutual improvement,
data must be displayed to present both organizations and certain inside infor-
mation must be shared. These findings indicate that although certain amount of
inside information is needed to generate results for cost management, it does
not require extensive amount of data. Information on the inside processes and
related problems are needed however to achieve mutual improvement initia-
tives. This study does not find problems indicated in Kulmala et al. (2007) but
rather verifies Tomkins’ (2001) assumptions on the possibilities of using existing
tools in larger context.

Dekker (2003) has stated that contribution arises from explicating existing
tool as currently conceptualized in the literature. Although focused at achieving
practical relevance, similar demands have been expressed by Malmi and
Granlund (2009). This research has implemented a cost reduction tool into dy-
adic interface with earlier discussed modifications, thus explicating the tool in
larger context.

The cost management tool depicted here, labeled as CAMP, can be imple-
mented into larger context of dyadic setting. This encourages further efforts to
implement IOCM tools into network settings, both dyadic and many-to-many.
Implication is that it is not mandatory to develop new techniques for cost man-
agement in networks, rather certain contextual elements must be considered.
These contextual elements differ between the phases of the implementation,
that is, between pre-adoption and adoption stages.
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Success may be evaluated for the project according to Malmi (1997) and
Anderson Young (1999). However, more complex model offered here makes it
possible to analyze every stage of the cost management effort separately. That is,
project analysis stage may be conducted successfully (Malmi 1997), cost man-
agement may be conducted successfully (Anderson and Young 1999) but the
cost evaluation stage may not be deemed entirely successful. This is the situa-
tion in case CD.

The CAMP tool can be utilized according to principles given in this study
at other purchaser-provider relationships, although certain contextual elements
mainly associated with structure, technology and size may differ and the final
outcome of the implementation may differ from the influence of these elements.
Network variable is expected to influence implementation similarly in any dy-
adic setting.

Finally, some comments on the quality side of improvement can be offered.
The amount of quality failure costs found on this study seem to be relatively
low when compared to earlier literature (Seokjin and Nakhai 2008, Gryna et al.
2007, Krishnan 2006). Similar results to this study have been found, however
(Omachonu et al. 2004). Low amount of quality failure costs found can possibly
be caused by the decision to leave certain external failure costs outside. For ex-
ample, customer dissatisfaction and its long-term results were not considered in
the workshops as dissatisfaction is not easily measurable or estimated.

8.3 Assessment

In the following pages, issues concerning the relevancy of the research, as well
as points about validity and reliability are raised. Finally, also generalizability
of the results are explored.

8.3.1 Relevance

There has been numerous demands to focus on IOCM through mutual coopera-
tion (Mouritsen et al. 2001, Cooper and Slagmulder 2004) as at present focus has
been largely on the point of view of the focal firm (Mouritsen et al. 2001, Cooper
and Slagmulder 2004). Tomkins (2001) has also expressed doubts as to actual
use of IOCM in network or dyadic settings. Malmi and Granlund (2009) have
expressed concern that management accounting is losing its relevancy and thus
stated the need for explicating existing management tools and on the other
hand trying them in larger context. This research does both of these. Also, as
target costing has been the main method used in IOCM literature (Mouritsen et
al. 2001), this research adds to the literature a novel approach by introducing a
cost management tool with quality emphasis.

This study contributes to literature in several ways. First, it explicates ex-
isting tool (Malmi et al. 2004) as currently conceptualized in the literature (Dek-
ker 2003). Secondly, it provides new information on the usage of IOCM to joint
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reduction of costs, thus answering demands to focus on mutual cooperation
(Mouritsen et al. 2001, Cooper and Slagmulder 2004, Coad and Cullen 2006) in
place of one-way implementation and provides evidence on the actual use of
IOCM as doubted by Tomkins (2001). It also addressed debate on the applica-
bility of single-organization cost management tools in IOCM context (Kulmala
et al. 2007, Tomkins 2001). This research also provides a proposition of network
as a generic contextual variable influencing the implementation of a cost man-
agement tool. Literature on the success of the implementation is added with a
more refined, case-sensitive version of evaluation model for the success of man-
agement cost accounting tool.

8.3.2 Validity

Validity refers to the question whether research measures what was originally
intended. This research focused on the actual use of cost management tool spec-
ified earlier, introducing it in a larger context. Aim was to find if the tool was
applicable to larger context and if so, what the needed changes were on pre-
adoption stage and on the other hand, changes occurring in the adoption stage.
Also, this research aimed to find out what kind of sensitive data was needed to
carry out the improvement project. One factor influencing validity of data is the
time frame of research. Although project CD time frame can be considered fair-
ly short, data gathered through the research project contains preliminary survey
done in organizations C and D. Also, two sets of follow-up interviews were
done two years as well as three years after project had ended, thus increasing
validity of the research. Research and data gathering methods were derived
from the theoretical grounds presented in (Malmi et al. 2004), thus allowing for
direct comparison and increasing validity.

Data for this study is gathered trough triangulation of methods as typical
for qualitative case study (Eisenhardt and Graebner 2007, Jénsson and Lukka
2005, Malmi and Granlund 2009), using qualitative survey, workshop material,
observation and follow-up interviews. This helps to counter the threats to valid-
ity by using multiple methods (McKinnon 1988, Malmi and Granlund 2009).
Survey results are also analyzed through Ishikawas (1985) pareto diagram,
which can be thought of as an quantitative analysis tool. This combination of
qualitative and quantitative analysis enhances the data validity as noted by Ei-
senhardt (1989) as well as Morgan and Smircich (1980).

Eisenhardt (1989) observes that triangulation of data sources serves to
strengthen the findings of the study as patterns from one data source can be
corroborated by the evidence from another, thus making the findings more
grounded in empirical data. This is achieved in the study by using a question-
naire to start the improvement project, observations during the workshop peri-
ods coupled with written data received from the workshops and finally con-
cluded with the data collection by follow-up interviews done after the im-
provement projects are ended.

Also, the nature of CAMP model is such that research findings are fed
back to the members of the organization for validation multiple times. This is
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done after workshop phase has ended and possible changes to acquired data
are made at the start of the next workshop. As Otley (1980) notes, close contact
with the organizations and feedback of the findings to research subjects serves
to enhance validity of the findings.

8.3.3 Reliability

Reseach reliability deals with possibilities of obtaining similar results through
repetition of the research. Although every case is a unique construct, case could
be replicated in similar settings. This would require a supply-chain approach,
preferably a purchaser-provider setting. Also, as research was done in public
organizations, this research is replicable more directly on the public organiza-
tions. One factor influencing research reliability is the influence of the research-
er. Although this research is done as an action research, where researcher has a
role in the improvement project, this role is deliberately left as only a small in-
fluencing factor. This is achieved through the researcher’s role being left rather
as an observer after the working methods have been introduced to the im-
provement project. Thus, validity of the research for measuring what was in-
tended is strengthened and reliability is improved. However, certain issues re-
main when conducting action research through fixed process improvement
method. These issues are mainly connected to the introduction of the working
methods and whether researcher’s influence affects the reliability of the re-
search. Although actual organizational names and certain cost data are hidden,
process problems and costs attributed to problems are presented, thus allowing
for comparison to possible future research projects.

Certain modifications to the introduced cost management tool were done
in the project start-up. While some of the changes had been introduced by the
management of the steering group, certain smaller changes have elements in-
troduced by the researcher. These are discussed in more detail at chapter 7. The
change for the amount of workshops was introduced by the researcher to in-
crease the available time for problem quantification and initiative brainstorm-
ing. While it may be argued that interference of the researcher in the process
decreases reliability, in this case it is easily replicable with new settings testing
this study. Also, while decreasing reliability of the study for this pointed varia-
ble, the change increased the available data, thus making the study more relia-
ble on other parts as the amount of time for data collection was extended. An-
other discussed change was the use of monetary values for prioritization. This
change originated from the organizations” members and was also rationalized
by the researcher. Thus, observation was made that the change was more in line
with conventional quality literature. The change of focusing into failure costs
was influenced by several things. Firstly, task composition on the purchaser’s
side was such that it had no earlier appraisal or prevention methods in place.
Second, failure costs were anticipated by the researcher to be the single largest
group of quality costs. Finally, organizations wanted to focus on the costs of
doing things wrong as highlighted in the second round of follow-up interview
in the organization C.
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In the interventionist research, there always remains a question of re-
searcher’s interference in the organizational life, whether deliberate or unin-
tended. It is always in question whether another researcher would achieve ex-
actly the same results in any given qualitative study. However, in terms of qual-
itative, interventionist case study, it is argued that this research does not create
unnecessary concerns for reliability.

8.3.4 Generalizability

Lukka and Kasanen (1995) argue that although case studies are typically
thought of as having difficulties in obtaining generalizable results, the same
goes for statistical studies. Reason for this is that both types of research rely on
inductive reasoning and therefore researcher can never be sure if the reasoning
holds true to general population as is the case in deductive approach. In case
studies the usage of statistical inference is compensated by large theoretical or
practical relevance to research subject, thorough analysis and interpretation and
triangulation of research methods. The relevance has been argued earlier in this
paper and supported by demands presented by several researchers (Dekker
2003, Malmi and Granlund 2009, Mouritsen et al. 2001, Cooper and Slagmulder
2004, Tomkins 2001, Kulmala et al. 2007). Research depicted here uses triangula-
tion of research methods for obtaining data consisting of survey, interviews,
observation and document data obtained from various sources such as work-
shops, organizational databases and public information. Analysis is carried out
in several stages allowing for very rich presentation and thorough analysis of
the obtained data.

Lukka and Kasanen (1995) point out that there are three contrasting views
on the generalizability of the case studies; the one that denies altogether the
possibility of generalizing in case studies as statistical reasoning cannot be car-
ried out, the one that denies rationale of generalizing because it represents
modernism and finally the one that moderates these views by stating that
properly conducted case studies can produce generalizable results. Lukka and
Kasanen (1995) argue that generalization to a reasonable extent is possible from
a properly conducted case study. This generalizability can be realized in a
number of ways; to build an argument that the substantial results of a case
study hold true for other cases, the transfer of some kind of structural similarity
to other cases, to describe certain phenomena in widely valid manner or identi-
fication of real mechanisms which function as tendencies in the production of
phenomena. Although this research does not aim to produce highly transferable
results over wide variety of case settings, there are certain arguments towards
generalization from this research; it is anticipated that the process of imple-
menting a depicted CAMP model into purchaser-provider interface could be
reproduced at other purchaser-provider type relationships and it is anticipated
that the process could be replicated at other dyadic relationships willing to dis-
close process failure information to partners. It is also anticipated that CAMP
model can be implemented in other dyadic relationships as well, if the prereq-
uisite of process information sharing is achieved. In implementing the depicted
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tool in many-to-many or one-to-many networks the applicability of tool needs
to be tested in future research.

Finally, contingency research poses a challenge to qualitative case study. It
is clear that statistical generalization of the contingency variables is impossible
in qualitative case study. However, this research does not aim for such general-
ization, rather it searches for case-specific contingency factors influencing the
cost tool implementation and proposes a generic contingency factor to be tested
in future research. As Chenhall (2003) notes, the creation of propositions and
variables for quantitative contingency research is best done through qualitative
case study.

Some points can be said about generalization of the results, however. The
implementation efforts conducted in case CD can be argued to be successful in
light of the earlier discussion and findings. This encourages further efforts to-
wards dyadic pairs in the public sector. Although results are applicable firstly
only to a particular setting, certain contingent factors can be argued to have
similar effect on the implementation of CAMP tool in any dyadic partnership.
Firstly, network context as a proposed variable causes certain modification in
any given context when applying CAMP tool into dyadic setting. It places two
separate organizations into mutual cost management efforts and demands cer-
tain amount of OBA; that is, information must be given to some extent outside
of the organization. Also, information must be displayed for two organizations
rather than one. This affects the presentation of the results. Participants from
two organizations are present at the same time in the improvement efforts, thus
possibly resulting in cultural and team based conflicts as mentioned earlier. Se-
cond, size influences the implementation of the CAMP tool in dyadic setting
much like in single organization setting. If at any given setting size of the case
exceeds certain threshold, improvement projects must be handled on a project-
to-project basis rather than organization-wide. Thus, it is more likely that dyad-
ic pair will exceed this threshold, although depending on the size of the organi-
zations involved. Results seem to validate Tomkins” (2001) view at least on the
CAMP implementation that existing tool can be transferred to larger setting and
that tool requiring only modest amount of information exchange like CAMP
does not seem to give raise to any OBA related problems. However, this situa-
tion can only be argued to hold true for particular setting as in some other case
organizations might not be inclined to share any information. As noted, public
sector may be more inclined to share information due to its nature, particularly
those working within purchaser-provider model as these organizations are
usually former units separated into two organizations.

8.4 Future research

This study has demonstrated the linkages between the TCE, OBA and trust
when considering the implementation of IOCM tool in dyadic setting. It has
also identified contingency factors influencing the CAMP tool’s implementation
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process. However, it would be interesting to see what kind of results would be
obtained from replicating the tool in somewhat larger context. This would re-
quire a network of organizations striving for coordinated reduction of costs and
would result at least in larger start-up changes to the tool than depicted in this
dyadic setting, thus challenging Tomkins” (2001) assumptions that existing tools
can be utilized in inter-organizational context even further.

This research has identified several different contingency factors influenc-
ing the implementation process of the depicted CAMP cost management tool. It
has been proposed in this study that networks could be considered as a distinct,
generic variable of context separated from basic assumption of merely larger
size. This proposition is strengthened by the findings that networks have their
own influence on the implementation process separate from those influences
that size has. However, the testing of this proposition as well as the related gen-
eralization would be more than welcome in further studies.

Also, as Chenhall (2003) has noted, generation of propositions concerning
novel relationships, processes between them and their contextual setting is best
achieved by qualitative case studies. However, quantitative testing is needed to
either reject or establish these propositions. It would be an interesting avenue
for research to construct a quantitative study for testing propositions found in
this study concerning contingency factors influencing the CAMP tool’s imple-
mentation.



165

YHTEENVETO

Globalisaatio ja markkinoiden avautuminen ovat johtaneet kiristyneeseen kil-
pailuun, jossa selvidminen edellyttdd kdytossd olevien resurssien ja mahdolli-
suuksien hyodyntdmistd niin yksityiselld kuin julkisellakin sektorilla. Kehitys
on johtanut yhteiskunnallisiin muutoksiin seka kiristanyt julkisen sektorin va-
rainhankintaa ja resurssien kayttomahdollisuuksia.

Suomessa on kdynnistymdssd kuntauudistus, jolla pyritddn toiminnan
uudelleenjdrjestelyilld korottamaan tuottavuutta (Kallio et al. 2006). Kuntien
lakisddteiset velvollisuudet ovat lisddntyneet samaan aikaan kun kaytettdvissa
olevien resurssien mddrd on pienentynyt. Joitakin syitd viimeaikaiseen kehityk-
seen voidaan osoittaa olevan viestdorakenteen muutoksessa, uuden tekniikan
kayttoonotossa varsinkin terveydenhuollon alueella sekd kuntien korostuneessa
vastuussa yksiloistd. Muiden muassa Jyvaskyldssd, Tampereella ja Turussa on
vastattu tehostamisvaatimuksiin ns. tilaaja-tuottaja-mallin k&yttoonotolla.
Kaupungin toimintoja on jaettu palveluiden tilaajaosapuoliin seké tuottajaosa-
puoliin.

Tilaaja-tuottaja-mallia voidaan pitdd erddnlaisena toimitusketjun muotona
(Lillrank ja Haukkapadd-Haara 2006). Tilaaja-tuottaja-mallin mukaisesti toimiva
toimitusketju pitdd tyypillisesti sisdllddn 4 erilaista toimijaa: 1. Toimeksiantajat
/ toiminnan rahoittajat. Toiminnan rahoittaja on tyypillisesti kunta joka antaa
valtuutuksen ja varat tilaajaorganisaatiolle tilata tuotteita ja palveluita. 2. Tilaa-
jaorganisaatio joka arvioi kilpailevia tyotarjouksia, tekee hankinnat ja valvoo
sopimusten noudattamista. 3. Tuottajaorganisaatio joka tuottaa tuotteet tai pal-
velut jotka tilaajaorganisaatio on tilannut. Tuottajaorganisaatiot voivat olla jul-
kisia organisaatioita tai yksityisesti omistettuja organisaatioita. 4. Tuotteiden /
palveluiden loppukéyttdjat. Naméa ovat tyypillisesti kunnan asukkaat jotka
kayttavat tuottajan tuottamia palveluita, esim. terveydenhuoltopalveluita, puis-
toja tai lakiapua. (Lillrank ja Haukkapdd-Haara 2006) Téllaisissa toimintojen
uudelleenjdrjestelyissd on kuitenkin havaittu toiminnan laatutasoon liittyvia
ongelmia sekd osaoptimointiin liittyva vaara. (Brorstron ja Nilsson 2006)

Erilaisten johtamistytkalujen soveltamisesta organisaatioihin sekd verkos-
torajapintaan on keskusteltu tieteellisessd kirjallisuudessa. Tomkins (2001) tote-
aa yksittdisiin organisaatioihin kehitettyjen menetelmien olevan kayttokelpoisia
myos laajemmassa mittakaavassa. Esimerkiksi verkostoihin voidaan Tomkinsin
mukaan siten soveltaa samoja menetelmid kunhan tdmé isompi konteksti ote-
taan huomioon. Toisaalta Kulmala et al. (2007) epdilevit tdllaisten menetelmien
kayttomahdollisuutta laajemmassa kontekstissa, viitaten mm. ongelmiin tiedon
jakamisessa verkoston osapuolten vélilld. Kirjallisuudessa on myos puhuttu
tarpeesta erottaa johtamismenetelmidn kéyttoonottoprosessi toteutusta edeltd-
viin vaiheisiin sekd itse toteutusvaiheeseen (Krumwiede 1998). Aiemmissa tut-
kimuksissa on usein keskitytty tarkastelemaan yksipuolista kehittdmistd esi-
merkiksi yrityksen alihankkijoilleen asettamien tavoitekustannusten muodossa.
Onkin esitetty myos tarve keskittyd kaksisuuntaiseen yhteistyohon jossa sekd
toimittaja ettd tilaaja pyrkivét yhteisesti parantamaan toimintaansa. (Mouritsen
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et al. 2001, Cooper ja Slagmulder 2004, Coad ja Cullen 2006). Néin siirrytdan
yksittdisen organisaation ndkokulmasta molemminpuoliseen verkoston kehit-
tamiseen. Lisdksi tarvetta erilaisten kirjallisuudessa esitettyjen johtamismene-
telmien esittdmiseksi kdytannossd on ilmaistu mm. Dekker (2003) sekd Malmi ja
Granlund (2009) taholta. Tahan kirjallisuudessa kidytyyn keskusteluun liittyen
tdim& laskentatoimen vditoskirja tarkastelee kontingenssiteorian avulla niitd
muutoksia joita tarvitaan kustannusten pienentdmiseen tarkoitetun laatutyoka-
lun soveltamiseksi yritysverkostossa seka niitd tekijoitd joilla on vaikutusta itse
kayttoonottoprosessin aikana tapahtuviin muutoksiin.

Tutkimuksen tieteellinen kontribuutio perustuu edelld esitettyyn keskus-
teluun ja rakentuu padongelman (1) ja sitd tdydentdvien kuuden ongelman (2-7)
varaan:

1. Voidaanko yksittdisissd organisaatioissa kdytettyjda kustannusjohtamisen
tyokaluja soveltaa laajempaan kontekstiin tilaaja-tuottaja rajapinnassa?

2. Mitd mahdollisia muutoksia kustannusjohtamisen menetelm&an tulee
tehdd ettd se voidaan toteuttaa tilaaja-tuottaja rajapinnassa?

3. Miten ja miksi menetelmd muuttuu toteutusprosessin aikana sovelletta-
essa sitd tilaaja-tuottaja-malliin?

4. Minkélaista tietojen jakoa kohdeorganisaatioiden vélillda kustannusjoh-
tamisen tyokalu tarvitsee toimiakseen verkostokontekstissa?

Pohjautuen Malmi (1997) ja Anderson & Young (1999) esittamiin ndkemyksiin
toteutusprosessien onnistumisesta, tutkimuksessa tarkastellaan my®os sitd miten
kehittamisprojektin onnistumista voidaan arvioida. Tutkittaessa johtamismene-
telméan sovellusta uudessa kontekstissa tulee voida arvioida sitd miten onnistu-
nut kyseinen sovellus lopulta oli. Lisdksi arvioitaessa menetelmien kiytettd-
vyyttd yleisemminkin tulee ottaa kantaa sithen onko menetelma otettu kayttoon
organisaatioissa joihin sitd aiottiin soveltaa (Labro and Tuomela 2003). Tutki-
muskysymykset viisi ja kuusi ovat siten muotoa:

5. Miten toteuttamisprojektin onnistumista voidaan arvioida?
6. Miten toteuttamisvaiheita ja menetelmédn markkinatestid voidaan tarkas-
tella?

Lopuksi, tavoiteltaessa kustannussédédntoja verkostomaisessa toiminnassa herdd
kysymys siitd miten saadut sddstot ja toisaalta kehittdmisestd aiheutuneet kus-
tannukset jaetaan verkostossa toimivien organisaatioiden kesken. Tahdn kysy-
mykseen vastaamiseen késilld olevassa tutkimuksessa kdytetddn apuna transak-
tiokustannusteoriaa sekd teoriaa organisaatioiden viélisestd luottamuksesta.
Seitsemds, tdydentdva tutkimuskysymys on siten

7. Miten kustannukset ja sddstot jotka aiheutuvat uudesta kustannusjohta-
misen menetelmistd jaetaan sen kdyttoonottoon osallistuneiden organi-
saatioiden kesken?
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Tutkimuksessa kdytetddn toimintatutkimusta, jonka juuret ovat Kurt Lewinin
(1946) tyossd. Tutkimusaineistoa on kerdtty havainnoinnilla, kohdeorganisaa-
tioissa tehdyilld haastatteluilla, kyselylld sekd pienryhmatyoskentelyn kautta.

Tutkimustuloksien mukaan tarkasteltu kustannusjohtamismenetelma
muuttaa muotoaan laajemmassa kontekstissa, sekd ennen kayttoonottoa ettd
varsinaisen kdyttoonoton aikana. Verrattaessa muuttunutta menetelmaa kirjal-
lisuudessa esitettyyn (Malmi et al. 2004), havaittuja muutoksia voidaan luokitel-
la erilaisiin kontingenssiteorian mukaisiin luokkiin. N4itd ovat organisaatiokoh-
taiset tekijdt, ymparistostd johtuvat tekijit, organisaatioiden kayttamasta tekno-
logiasta johtuvat tekijat sekéd yksilolliset tekijat. Lisdksi tutkimuksessa esitetddan
yhtend kontingenssiteorian luokkana propositio verkostokontekstin vaikutuk-
sesta kustannusjohtamismenetelmin toteutusprosessiin.

Organisaatioiden vélinen luottamus vaikuttaa tutkimustulosten perusteel-
la merkittdvasti kustannusten ja sddstdjen jakamiseen verkostossa. Luottamus
toisaalta kehittyy yhdessd tekemisen kautta, sekd varsinaisen toiminnan ettd
yhteisten kehittdmisprosessien avulla. Tutkimuksessa esitellyn kustannusjoh-
tamismenetelmédn (Malmi et al. 2004) soveltaminen verkostoon ei vaadi suurta
madrdad tiedonjakoa verkostossa toimivien organisaatioiden vililld. Kuitenkin
joitakin sisdisiin prosesseihin liittyvid tietoja tarvitsee jakaa osapuolten vélilld
ettd yhteisessd toiminnassa ilmenevét ongelmat voidaan tunnistaa ja korjata.
Lisdksi joitakin kustannustietoja, kuten tyotuntien hinta, joudutaan jakamaan
kustannusvaikutusten arvioimiseksi.

Tutkimus my6s avaa uusia tutkimusaiheita; tutkittaessa kahden organi-
saation yhteistoimintaa ja siind ilmenevid muutoksia kustannusjohtamisen
kayttoonotossa herdd kysymys siitd, miten toteutusprosessi toteutuisi laajem-
massa verkostossa. Siten jatkotutkimus voisi keskittyd tarkastelemaan taman
menetelmin kidyttoonottoa monenvilisessd yritysverkostossa.
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LIST OF ABBREVIATIONS

ABC: Activity Based Costing

AR: Action Research

ASQ: American Society for Quality

BEM: Business Excellence Model

BSC: Balanced ScoreCard

CAMP: Collaborative Approach for Managing Project (cost of poor quality)
CEO: Chief Executive Officer

COPQ: Cost Of Poor Quality

COQ: Cost Of Quality, refers to total cost of quality
DCEF: Discounted Cash Flow

EQM: European Quality Model

GPS: Global Positioning System

IOCM: Inter-Organizational Cost Management
NPM: New Public Management

OBA: open-book accounting

PAF or PAFF: Prevention, appraisal and failure (internal and external) costs
QFP: Quality-Function-Price

ROLI: Return On Investment

PPM: Purchaser-Provider Model

SME: Small to Medium Enterprises

SPC: Statistical Process Control

TCE: Transaction Cost Economics

TQM: Total Quality Management
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APPENDIX

Organisointi Sisaoon e ysty

[ vaikuttamaan
Valttamattomia korjauksia Vuosikorjausohjelman

ei pysty tekemaan puutteet
\ Puutteet
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toimintatavoissa ~ ei noudateta

Rahojen kaytén _ Tiimien Tiimilla omat rahat
3.

jakaminen linnoittautuminen

Kaikki Hankesuunnitelmat eivat_ Kiinteistén kaytén
tule lausunnolle KIVA:aan ongelmat uusiutuvat

Teknisilla selvityksilla ~ Rakennushankkeiden toteutus
ei ole painoarvoa paatetaan tunnesyin

Projektien ohjaus Jokainen ohjaa
projektikohtaista omalla tavallaan'

Projektien laatujarjestelmat
paivittamatta

Arkistoinnin Tietoeri  Tiedon kerddminen
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Projekteihin liittyva Sisaiset aloituskokoukset Projektit |ahtevat likkeelle
kehittaminen vahaista = puuttuu vahilla tiedoilla

Kaikkea ei tule

huomioitua
Tiimien tehtavat
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Tiimit toimivat omien
Hankkeiden siitymévaiheiden tarpeidensa mukaan
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»
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FIGURE 4.1 Basic fishbone diagram - example with important problems highlighted
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FIGURE 4.2 Pareto of problem classes - example
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FIGURE 7.1 New purchaser-producer model fishbone
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Quality problems survey

Organization:

Provide short descriptions of problems in your work. Descripe how the problem
affects your work and your opinion on the cause of that problem.

Description of problem: Importance:

Effect on work:

Cause of the problem:

Description of problem: Importance:

Effect on work:

Cause of the problem:

Description of problem: Importance:

Effect on work:

Cause of the problem:

Description of problem: Importance:

Effect on work:

Cause of the problem:

Description of problem: Importance:

Effect on work:

Cause of the problem:
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Follow up questions 28.4.2010

What is the general evaluation about the quality project done in the case CD?

What, if any, improvement efforts were implemented as a result of the case CD?
What is their present state?

Has the quality work continued in the organization? Has the improvement ef-
forts continued in regards to PPM interface?

What, if any, metrics generated in the case CD were implemented in the organi-
zation?

Has the organization tracked the changes in quality failure costs?

What is the evaluation of the present state of the PPM interface between the two
organizations?

Has the organization continued to develop new metrics for use in the tracking
of quality costs or failures?
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Follow up questions 2.9.2011

How well is the project CD in memory?

What were the main reasons for giving green light to the project? What were
the things that you sought from the project?

What was the main criteria for choosing people that participated in the project?

What is the present status of the improvement initiatives, in particular the up-
dating process?

Has there been any work done on the metrics developed in case CD?

Are you conducting continuous improvement in some way? What about con-
cerning the mutual processes between purchaser and the provider?

What are the challenges in todays work environment?

How would you evaluate the present status of purchaser-provider model?
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Data sources and contact hours

DATA SOURCES

Preliminary quality problem survey

- 40 sent (20 per organization), 25 received
- purchaser 13, provider 12

- 62,5% response rate

- 93 problems identified

- purchaser 41, provider 52

Fishbone diagrams
- 10 fishbone diagrams under 7 classes

Pareto diagrams
- 7 problem classifications
- Associated point score ranking

Improvement initiatives

- Total of 9

- Risk / reward assessment
- Complete project plan

Quality cost data

- Costs spanning entire operations on both sides

- Costs calculated for each problem identified

-4% COPQ purchaser, 2,5% COPQ provider calculated from turnover

Purchaser-provider contracts and business directives
- Maintenance contract

- Business contract

- Business description papers

- Municipal directives

Observation notes / field notes

- Workshop observation

- Workshop remarks and informative speeches
- Research project field notes

Follow up interviews
- Two sets of follow-up interviews in years 2010 and 2011
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CONTACT TIME
Persons Hours Amount
Contact and preliminary observation 2h 3
1st workshop 16 8h
2nd workshop 16 8h
3rd workshop 16 8h
4th workshop 8 4h
3 Project steering committee meetings 8 2h 3
Follow-up interviews
- Kari (28.4.2010) 1 2h
- Tuula (28.4.2010) 1 2h
- Veli-Jussi (28.4.2010) 1 2h
Second set of follow-up interviews
-Kari (2.9.2011) 1 1h
-Tuula (2.9.2011) 1 1h
Total hours 48h direct contact time
PROJECT TIMELINE
Contacting 1.-30.9.2007
Project start 11.10.2007
Preliminary survey 25.10.2007
Provis. report & fishbones 5.11.2007
Workshop I 10.1.2008
Steering committee I 24.1.2008
Workshop II 15.2.2008
Workshop III 27.3.2008
Steering committee II 3.4.2008
Workshop IV 19.5.2008
Steering committee III 25.5.2008
Final report / ex. summary  2.6.2008
Follow-up interviews 28.4.2010

Second set of interviews 2.9.2011
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QUALITY FAILURE COSTS
PROVIDER COPQ

Construction designs coming late
- Problems in material acquisition
- Site changes

- Hurried tendering

- Construction site changes

30 working days
20000 €
50 000 €

30 working days

Issues in yearly maintenance schedule and budget

- Constructs dismantled, material loss

Uninclusive contracts
- Extra negotiations on site

Third party work overlaps construction
- Dismantling of completed constructs

Provider’s maintenance schedule
- Needed overtime
- Existing sites delayed

Unclear maintenance contract
- Overtime
- Higher material replacement costs

Unclear orders
- Needed clarifications

Lack of coordination between projects
- Unnecessary waiting time

Unnecessary control
- Needed approvals and waiting time
- Idle machinery

Unclear construction designs
- Needed extra works

- Information seeking

- Construction changes

Work time lost
Total monetary amount lost
COPQ from hours and Euros

50 000 €

80 working days

240 working days

100 working days
20 000 €

40 working days
5000 €

80 working days

48400 €

30 working days
10 000 €

15 working days
6 working days, 2 hours
120 000 €

651 working days, 2 hours
323 400 Euros
ca. 2,5% from turnover



PURCHASER COPQ

Incoming calls disrupting work
- Misplaced calls

Problems in construction consultants
quality assurance

- Billed waiting time

- Needed clarifications

Delayed materials delivery
- Lost time in acquisition

Insufficient info in invoices
- Search for information

Delayed inspection
- Coordination problems, work delayed

Issues in maintenance contracts
- Time lost in extra negotiations

Schedule overruns
- Delayed sites piling up

- Lesser performance, lesser quality

Insufficient tendering, low competition

and obligation to purchaser fixed amounts

- Orders contain higher costs

Insufficient reporting
- Needed information requests

Complicated work ordering process
- Time lost contacting personnel

Work time lost
Total monetary amount lost
COPQ from hours and Euros

13 working days, 6 hours

100 000 €
16 working days, 7 hours

2 working days, 4 hours

2 working days, 6 hours

18 working days, 6 hours

17 working days

60 000 €
15 working days, 6 hours

1 000 000 €

11 working days, 2 hours

5 working days, 7 hours

104 working days, 4 hours
1160 000 Euros
ca. 4% from turnover
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Hyrsky, Kimmo, Reflections on the advent of a
more enterprising culture in Finland: an
exploratory study. 244 p. Tiivistelma 4 p. 2001.
KujaLa, JoHANNA, Liiketoiminnan moraalia
etsimédssd. Suomalaisten teollisuusjohtajien
sidosryhméndkemykset ja moraalinen paatok-
senteko. - Searching for business morality.
Finnish industrial managers’ stakeholder
perseptions and moral decision-making. 217
p- Summary 4 p. 2001.

LAmsA, ANNA-Mala, Organizational
downsizing and the Finnish manager from an
ethical perspective. - Organisaation
kutistaminen ja suomalainen liikkeenjohto
eettisestd ndkokulmasta tarkasteltuna 61 p.
(115 p.) Summary 5 p. 2001.

GroNow, Tito, Material flow models in
environmental policy planning. Case: pulp
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and paper industry. - Materiaalivirtamallit
ympéristopolitiikan ja -toimintatapojen
suunnittelussa. Case: Massa- ja paperiteolli-
suus. 103 p. (144 p.) Yhteenveto 1 p. 2001.
MOoILANEN, RalLL, A learning organization:
machine or human? - Oppiva organisaatio:
kone vai oppivien ihmisten yhteis6? 55 p. (162
p-) Yhteenveto 7 p. 2001.

HokkANEN, SiMo, Innovatiivisen oppimisyhtei-
son profiili. Ammattikorkeakoulujen tekniikan
ja liikkenteen koulutusalan ndkokulmasta
tarkasteltuna. - The factors contributing to the
profile of an innovative learning community.
242 p. Summary 10 p. 2001.

PaaJANEN, PEKKA, Yrittdjyyskasvattaja.
Ammattikorkeakoulun hallinnon ja kaupan
alan opettajien ndkemykset itsestdan ja
tyostdan yrittdjyyskasvattajana. - An
entrepreneurship educator. Teachers” views of
themselves and their work as an
entrepreneurship educator at the polytechnic
level, in the field of business and
administration. 276 p. Summary 9 p. 2001.
MANGELOJA, Esa, Nordic stock market
integration. - Pohjoismaisten osakemarkkinoi-
den integraatio. 164 p. Yhteenveto 2 p. 2001.
KarjaLvoro, Heikki, Electronic banking in
Finland. Consumer beliefs, attitudes,
intentions, and behaviors. - Elektroninen
pankkitoiminta Suomessa. Kuluttajien
uskomukset, asenteet, aikomuksetja kayttayty-
minen. 195 p. Yhteenveto 3 p. 2002.

VIRTANEN, AILA, Laskentatoimi ja moraali.
Laskenta-ammattilaisten kasityksia hyvasta
kirjanpitotavasta, hyvéksyttavastd vero-
suunnittelusta ja hyvésta tilintarkastusta-
vasta. 184 p. Summary 4 p. 2002.

TENHUNEN, MAaRja-Liisa, The professional
growth of an accounting agency entrepreneur.
121 p. (359) Yhteenveto 7 p. 2002.

ALANKO, JUHA, Siipien alla ilmaa. Liikenne-
ilmailun lentotoiminnan johtaminen litkenne-
lentédjien miehistonkadyton tehokkuudella ja
kustannuksilla mitattu. Empiirisend kohteena
Finnair Oy 1980- ja 1990-luvuilla. - Air under
wings. 240 p. Summary 2 p. 2002.

NieMELA, TAr]A, Inter-Firm Co-operation
Capability. - A Processual Empirical Study on
Networking Family Firms. 204 p. Yhteenveto 1
p- 2003.

SajasaLO, Pasl, Strategies in transition - the
internationalization of Finnish forest industry
companies. 223 p. Yhteenveto 8 p. 2003.
NEVANPERA, ERKKI, Yrittdjyys Suupohjan
opiskelijanuorten ajattelussa. Tutkimus
Suupohjan seudun nuorisoasteen opiskelijoi-
den yrittdjyysndkemyksista seka
yrittdjyysopetuksen opetussuunnitelman
kehittamispyrkimyksistd. - How the young
residents in Suupohja region see
entrepreneurship: study of students” opinions



JYVASKYLA

25

26

27

28

29

30

31

32

33

34

STUDIES

about entrepreneurship injuvenile degree
schools and the efforts in developing the
curriculum of entrepreneurship education.
210 p. Summary 2 p. 2003.

JouTsEN-ONNELA, MERJA, Turvallisuutta ja
sopusointua vai jannitystd ja valtaa. Tutkimus
sairaanhoitaja- ja terveydenhoitajaopiskeli-
joiden yrittdjyys- ja muista arvoista. - Security
and harmony or thrills power. 229 p.
Summary 3 p. 2003.

RajorTE, ALAIN, Knowledge and decisions in
environmental contexts. A case study of the
pulp and paper industry. 190 p. 2003.
HaAAPANEN, MiIkA, Studies on the Determinants
of Migration and the Spatial Concentration of
Labour. 127 p. Yhteenveto 1 p. 2003.
SuoraNTA, MARI, Adoption of mobile banking
in Finland. - Mobiilipankkipalveluiden
adoptio Suomessa. 79 p. (167 p.) Yhteenveto

3 p. 2003.

MaTtTiLA, ANssl, Understanding seamless
mobile service interface between customer and
technology: An empirical study 62 p. (170 p.)
Yhteenveto 3 p. 2003.

HALTTUNEN, Jussl, Teollisten perheyritysten
kasvudynamiikan systeemiteoreettinen
tarkastelu. - The growth dynamics of
industrial family-owned firms - a systems
theory approach. 302 p. Summary 8 p. 2004.
MADUREIRA, RicARDO, The role of personal
contacts of foreign subsidiary managers in the
coordination of industrial multinationals: the
case of Finnish subsidiaries in Portugal.

186 p. - Ulkomaisten tytaryhticiden johtajien
henkilokohtaisten kontaktien rooli koordi-
noinnissa monikansallisissa teollisuus-
yrityksissa. Case: Suomalaiset tytaryhtict
Portugalissa. Yhteenveto 1 p. 2004.

Korvunen, Mauri, Osaamisperustaisen kilpai-
lukyvyn ja yrittdjyyden edistiminen. Tutki-
mustapauksena Raahen tietotekniikan muun-
tokoulutusohjelma insingoreille. - Enhancing
competence-based competitiveness and
entrepreneurship. Research case: Professional
degree upgrading in information technology
for engineers in Raahe. 216 p. Summary 3 p.
2004.

Kansikas, Juna, Myyjid, tuotekehittdjid ja
tuotejohtajia. Tuotepaallikoiden tehtdva-
rakenteen heijastuminen tuotekehitys-
projektissa sisdiseen yrittdjyyteen ja intuitiivi-
seen paatoksentekotyyliin kuuluviin tekijoi-
hin. - Sales people, product developers and
product champions - product managers”
responsibilities and job roles in a product
development project and their reflection to
intrapreneurship and intuitive decision
making style. 258 p. Summary 6 p. 2004.
MUNNUKKA, JuHa, Perception-based pricing
strategies for mobile services in customer
marketing context. 65 p. (151 p.) Yhteenveto

1 p. 2004.
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ParovnTa, Ari, Matrix Sustainability:
Applying input-output analysis to
environmental and economic sustainability
indicators. Case: Finnish forest sector.

- Matriisikestdvyys: Panos-tuotosanalyysin
soveltaminen ekologisen ja taloudellisen
kestdvyyden indikaattoreihin. Case: Suomen
metsdsektori. 216 p. Yhteenveto 2 p. 2004.
HaNZzELKOVA, ALENA, Re-establishing
traditional Czech family businesses. A
multiple case study on the present challeges.
306 p. Tiivistelma 1 p. 2004.

TUUNANEN, Mika, Essays on franchising in
Finland - Empirical findings on franchisors
and franchisees, and their relationships.

143 p. (252 p.) 2005.

AnLrFors, ULLA, Successful interactive business:
Integration of strategy and IT. - Menestykselli-
nen vuorovaikutteinen e-liiketoiminta: Strate-
gian ja informaatioteknologian integrointia.
353 p. Yhteenveto 2 p. 2005.

Niemi, Lisa, The father, the son and the
refreshed spirit. Strategic renewal after family
business succession in the context of the
textile, clothing, leather and footwear
industry. - Isd, poika ja yritys yhd hengissa.
Perheyrityksen strateginen uudistuminen
sukupolvenvaihdoksen jdlkeen - tapaus-
tutkimus tekstiili-, vaatetus, nahka- ja kenké-
teollisuudessa. 219 p. Summary 2 p. 2005.
LassiLa, HiLkka, Matkailutilan sukupolven-
vaihdos talonpoikaisten arvojen ohjaamana
prosessina. - Traditional values affecting
succession in farm tourism businesses. 206 p.
Summary 12 p. 2005.

TurjaNMAA, PIRkkO, Laadun oppiminen
pienissa yrityksissd. Mallin konstruointi ja
kehittaminen. - Learning of quality in small
companies. Construction and Development of
amodel. 204 p. Summary 6 p. 2005.
YLAOUTINEN, Sami, Development and
functioning of fiscal frameworks in the
Central and Eastern European countries. -
Finassipolitiikan kehikkojen kehittyminen ja
toiminta Keski- ja Itd-Euroopan maissa. 220 p.
Yhteenveto 4 p. 2005.

TOrMAKANGAS, RalLL, Perheyrittdjyyden arjen
kulttuuri. Kolmen sukupolven sahatoimintaa.
- The everyday culture of entrepreneurship
over three generations in a saw mill. 203 p.
Summary 3 p. 2005.

TUNKKARI-ESKELINEN, MINNA, Mentored to feel
free. Exploring family business next
generation members’ experiences of non-
family mentoring. - Mentoroinnilla vapauden-
tunteeseen: Kartoittava tutkimus perheyritys-
ten seuraajasukupolven mentoroinnista
saamistaan kokemuksista. 233 p.

Yhteenveto 3 p. 2005.
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LiNTULA, PAAVO, Maakuntalehden toimittajan
toimintatila teknis-rationaalisessa ajassa. -
The action scope of a journalist in a regional
newspaper under pressure of a technical-
rational discourse. 321 p. Summary 3 p. 2005.
HEekkiLA, MAUR, Mindkasitys, itsetunto ja
elamanhallinnan tunne sisédisen yrittdjyyden
determinantteina. - The self-concept, the
self-esteem and the sense of life control as the
determinants of the intrapreneurship. 209 p.
Summary 5p. 2006.

SYRJALA, JARI, Valoon piirrettyjad kuvia. Tarinoi-
taja tulkintoja séhkdalan murroksesta hyvin-

voinnin ja henkilostostrategian nakdkulmasta.

- Pictures in Light. Narratives and
interpretations of changes in the energy sector
from the point of view of welfare and
personnel strategy. 333 p. 2006.

NIEMELA, MARaIT, Pitkédikdisten perheyritysten
arvoprofiili. Pitkédikéisten perheyritysten
arvojen jajatkuvuuden kuvaus
Bronfenbrennerin ekologisen teorian avulla.

- The value profile of long-lived family firms.
The description of the values and the
continuity of long-lived family firms as seen
through Bronfenbrenner's ecological theory .
187 p. Summary 2 p. 2006.

KAKKONEN, MARJA-L1isA, Intuition and
entrepreneurs. A Phenomenological Study of
managerial intuition of finnish family
entrepreneurs. 176 p. Tiivistelma 2 p. 2006.
LAHTONEN, Jukka, Matching heterogeneous job
seekers and vacancies. Empirical studies
using finnish data. 110. p. Yhteenveto 2 p.
2006.

OLLIKAINEN, VIRVE, Gender Differences in
Unemployment in Finland. 157. p. Yhteenveto
1 p. 2006.

PuroNaHO, Karl, Liikuntaseurojen lasten ja
nuorten litkunnan markkinointi - Tutkimus
lasten ja nuorten liikunnan tuotanto-
prosessista, resursseista ja kustannuksista.

- Sport marketing by sport clubs for children
and youngsters - Exploring the production
process, resources and costs of children’s
and youngsters’ sport activities. 236 p.
Summary 3 p. 2006.

PoikkiMAKI, SANNA, Look closer to see further.
Exploring definitions, goals and activities of
environmental life cycle management 153. p.
Yhteenveto 1 p. 2006.

SiJANEN, TuuLa, Narratives of expatriates in
the Middle East. Adaptation, identity and
learning in non-profit organizations. 250 p.
Tiivistelma 2p. 2007.

WesterHOLM, HELY, Tutkimusmatka pienyrit-
tdjan tyovalmiuksien ytimeen. Kirjallisuuteen
ja DACUM-analyysiin perustuva kartoitus.

- Ajourney into the core of the occupational
competence and attitudes of small business
entrepreneurs. 221 p. Summary 5 p. 2007.
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HYNNINEN, SANNA-MARI, Matching in local
labour markets: Empirical studies from
Finland. 100 p. Summary 2 p. 2007.

Tonmo, Tivo, Regional economic structures in
Finland: Analyses of location and regional
economic impact. 53 p. (273 p.) Tiivistelma

2 p. 2007.

HuroNEN, MARjA-Lisa, Hoivayritykset kotona
asuvien ikddntyvien toimintakyvyn tukena.
Ikdantyvien, kuntapéittédjien ja hoivayritta-
jien ndkokulma. - Care enterprises and the
functionality of elderly people living at home.
The perspectives of aging people, municipal
decision-makers and care entrepreneurs.

153 p. Summary 2 p. 2007.

ARrmio, Kayja, Luova laatu ja arvoinnovaatiot
oppivan verkoston tuottamina. Tapaus-
tutkimus rakennuspuutuoteteollisuuden
verkostosta. - Creative quality and value
innovations created by a learning network.
Case-study within a building components
manufacturing network. 191 p. Summary 10 p.
2007.

HEIKKINEN, EILA, Yrittdjan persoonallisuus ja
sen yhteys yrityksen kasvuun BigFive-teorian
mukaan tarkasteltuna. - An entrepreneur’s
personality and its impact on the firm’s
growth: An analysis through the Big Five
Theory. 139 p. Summary 5 p. 2007.
ELo-PArssINEN, KRrisTa, Arvot ja yhteiskunta-
vastuullinen toiminta suurissa suomalaisissa
perheyrityksissd. Omistajan ndkokulma.

- Values and corporate social performance in
large Finnish family firms. Owners view.

188 p. Summary 2 p. 2007.

NyyssoLA, HANNU, Omistajaohjaus, sisdinen
yrittdjyys ja tuloksellisuus ammatti-
korkeakouluissa. - Corporate governance,
intrapreneurship and effectiveness in the
Universities of Applied Sciences. 361 p.
Summary 9 p. 2008.

Kauko-VALLL Soria, Subjective well-being as an
individually constructed phenomenon. 179 p.
Summary 1 p. 2008.

SINTONEN, TEPPO, Diversiteetti ja narratiivisuus.
Tutkielmia diskursiivisesta organisaatio-
todellisuudesta. - Diversity and Narrative.
Discursive approaches to organizational
reality. 59 p (123 p.) Summary 2 p. 2008.
Kooskora, Marl, Understanding corporate
moral development in the context of rapid
and radical changes . The case of Estonia.
105 p. (198 p.) Tiivistelma 9 p. 2008.

T AKANEN-KORPERICH, PIRJO, Sama koulutus - eri
urat. Tutkimus Mainzin yliopistossa sovelta-
vaa kielitiedettd vuosina 1965-2001
opiskelleiden suomalaisten urakehityksesta
palkkatyohon, freelancereiksi ja yritt&jiksi.

- Same Education - Different Careers. The
study of the Finnish nationals who have
studied applied linguistics in the University
of Mainz, Germany, during the years 1965-
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2001, and their working development as
employees, freelancers and entrepreneurs.
203 p. Summary 2 p.Zusammenfassung 3 p.
2008.

RANKINEN, ARrjA, Kulttuurinen osaaminen
Eteld-ja Itd-Kiinassa toimittaessa. Illustraa-
tiona eréds tulkinta suomalaisjohtajien Kiina-
kokemuksista. - Cultural competence when
operating in Southern and Eastern China. An
interpretation of some Finnish business
managers’ experiences in China as an
illustration. 294 p. Summary 4 p. 2008.
Kotaja, Sart MAARIT SusanNa, Keskipoh-
jalaisyritykset toimintaympéristonsé ja sen
hyvinvoinnin rakentajina. Diskurssianalyyt-
tinen nakdkulma. - Central Ostrobothnian
SMEs as constructors of their operating
environment and regional welfare. Discourse
analytic research. 209 p. Summary 3 p. 2008.
TerrTiNeN, Henrl, Nakymédton ERP. Taloudelli-
sen toiminnanohjauksen rakentuminen. -
Invisible ERP. Construction of enterprise
resource planning. 206 p. Summary 2 p. 2008.
Luoro, Jani, Bayesian applications in dynamic
econometric models. - Bayesilaisia sovelluksia
dynaamisissa ekonometrisissa malleissa.

148 p. Tiivistelma 3 p. 2009.

TouruNeN, KaLEvl, Perheyritykset kansanta-
louden resurssina. Keskisuurten ja suurten
yritysten omistajuus, toiminnan laajuus ja
kannattavuus Suomessa 2000-2005. - Family
businesses as an economic resource.
Ownership, scale and profitability of middle-
sized and large-sized businesses in Finland
in 2000-2005. 174 p. Summary 3 p. 2009.
NIEMELA-NYRHINEN, JENNI, Factors affecting
acceptance of mobile content services among
mature consumers. - Mobiilien siséltopal-
veluiden omaksumiseen vaikuttavat tekijit
ikdantyvien kuluttajien keskuudessa. 148 p.
Yhteenveto 3 p. 2009.

LAURONEN, MIRJA, Yrittdjaméainen elinkeino-
politiikka. Kolmevaiheinen, diskurssiana-
lyyttinen tarkastelu kunnan elinkeinopoli-
tiikan roolista ja tehtévistd. - Entrepreneurial
economic policy. A three-phase discourse-
analytical study of the roles and functions of
municipal economic policy. 193 p. Summary
4 p. 2009.

KosKINEN, MARKETTA, Omistajuus erilaisten
yrittdjien kasityksina ja tulkintoina. Fenome-
nografinen tutkimus. - Ownership as
understood and interpreted by various
entrepreneur types. A phenomenographic
study. 227 p. Summary 2 p. 2009.

Frants], Tarani, Ikddntyva johtaja tienhaaras-
sa. Ikddntyvien johtajien kertomukset johta-
juuden ja identiteetin rakentajana. - Stories as
identity construction of ageing leaders at the
career crossroads. 247 p. 2009.

OnNkiILA, Tina, Environmental rhetoric in
Finnish business. Environmental values and
stakeholder relations in the corporate
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argumentation of acceptable environmental
management. 200 p. Yhteenveto 1 p. 2009.
HARTIKAINEN, PERTTI, “Tétd pelid ei havita”
Abduktiivinen tutkimus Halton-konsernin
oppimishistoriasta 1968-2006. - “We won’t
lose this game.” Abductive research on
learning history of Halton Group 1968-2006.
190 p. Summary 4 p. 2009.

KertTULA, KARI, Valta ja muutos. Ylimmén
johdon tulkinta vallan ilmenemisesté organi-
saation strategisessa muutosprosessissa.

- Power and change. Interpretation of the top
management about the power arising from a
strategic change process: qualitative case
study within a forest industry organization.
206 p. Summary 3 p. 2009.

ANTTONEN, RiTvA, »Manne takaraivossa».
Ennakkoluulot ja syrjintd suomalaisten
grafinen tutkimus. - Experiences of prejudice
and discrimination of Roma entrepreneurs in
Finland. A phenomenographic study. 199 p.
Summary 3 p. 2009.

SALVADOR, PaBLO F., Labour market dynamics
in the Nordic countries according to the chain
reaction theory. 148 p. 2009.

PELLINEN, ANTTI, Sijoitusrahastoasiakkaiden
taloudellinen kyvykkyys ja tulevat lisa-
sijoituspaétokset. - Financial capability of
mutual fund clients and additional
investment decisions. 196 p. 2009.
KALLIOMAA, Sami, Sisdinen markkinointi
johtamisena. Tapaustutkimus konepajateolli-
suuden projektiorganisaatiosta. - Internal
marketing as management -case study: project
organisation within the engineering industry.
232 p. Summary 8 p. 2009.

vON BonsporrF, MoNIka E., Intentions of early
retirement and continuing to work among
middle-aged and older employees. - Keski-
ikdisten ja ikddntyneiden tyontekijoiden
eldke-ja tyossad jatkamisaikeet. 86 p. (194 p.)
Yhteenveto 3 p. 2009.

LaakkoNeN, HELINA, Essays on the asymmetric
news effects on exchange rate volatility. -
Esseitd makrotalouden uutisten vaikutuksista
valuuttakurssien volatiliteettiin. 124 p.
Yhteenveto 4 p. 2009.

LAPPALAINEN, MINNA, Entrepreneurial
orientation at the level of dyad relationships
in supply chains and networks. 138 p.
Yhteenveto 3 p. 2009.

SiLTAOJA, MARJO, Discarding the mirror - The
importance of intangible social resources to
responsibility in business in a Finnish
context. - Peilid hylkddamassa. Aineettomien
sosiaalisten resurssien merkitys liiketoimin-
nan vastuille. 204 p. Yhteenveto 3 p. 2010.
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OvASKAINEN, MARKO, Qualification
requirements of SMEs in Internet-based
electronic commerce. - Findings from Finland.
- Pk-yritysten kvalifikaatiovaatimukset
Internet-pohjaisessa elektronisessa kaupan-
kdynnissa - 16ydoksid Suomesta. 273 p.
Yhteenveto 6 p. 2010.

Kurvaniem, Leni, Evaluation and reasoning in
the entrepreneurial opportunity process:
Narratives from sex industry entrepreneurs. -
Arviointi ja pééttely liiketoiminta-
mahdollisuuksien tunnistamisprosessissa.
Yrittdjien tarinoita seksiteollisuudesta. 216 p.
2010.

STORHAMMAR, Esa, Toimintaympéristo ja PK-
yritykset. Havaintoja yritysten toimintaan
vaikuttavista tekijoista. - Local environment
and the small and medium sized enterprises.
Observations of the factors which affect the
operations of firms. 188 p. Summary 3 p.
2010.

KoskiNeN, HaNNU, Studies on money and
labour market dynamics and goods market
imperfections. - Tutkimuksia raha- ja
tyomarkkinadynamiikasta ja hyodyke-
markkinoiden epéatdydellisyyksista. 106 p.
Yhteenveto 2 p. 2010.

HAMALAINEN, ILKKA, Suunnittelijat innovaatio-
toiminnan ja kasvun ytimessa. - Architects
and consulting engineers in the core of
innovation and growth. 270 p. Summary 2 p.
2010.

Kerora, Hannu U., Tulokkaasta tuottavaksi
asiantuntijaksi. Perehdyttaminen kehittami-
sen vilineend erdissd suomalaisissa tietoalan
yrityksissa. - Transformation from a recruit
(newcomer) into a productive expert. The job
orientation process as a tool for personnel
development in Finnish ICT companies. 212
p. 2010.

RauTiAINEN, ANTTI, Conflicting legitimations
and pressures in performance measurement
adoption, use and change in Finnish
municipalities. - Ristiriitaiset legitimaatiot ja
paineet suoritusmittauksen kdyttoonotossa,
kaytossd ja muutoksessa Suomen kunnissa.
52 p. (109 p.) Summary 4p. 2010.

JAUHIAINEN, SIGNE, Studies on human capital
flows and spatial labour markets. - Tutkimuk-
sia inhimillisen pddoman virroista ja alueelli-
sista tyomarkkinoista Suomessa. 98 p.
Summary 1p. 2010.

Korsunova, ANGELINA, Encouraging energy
conservation with ‘no hard feelings”: a two-
part analysis of communication between
energy companies and Finnish households.
213 p. 2010.

Nokso-Korvisto, PEkka, Verkostoaktivaattorien
roolit yritysten verkostoituessa. - Roles of
Network Activators in Business Networking
Process. 262 p. Summary 6 p. 2010.
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AarToNEN, HeLl, Co-creation of value in
advertising. An interpretive study from the
consumers’ perspective. - Yhteinen
arvonluonti mainonnassa. Kuluttaja-
keskeinen tulkitseva tutkimus. 186 p.
Yhteenveto 2 p. 2010.

YLINEN, AuLis, Opettajien
yrittdjyyskasvatusvalmiudet Eteld-Pohjan-
maan lukioissa. - Teachers’ readiness for
entrepreneurship education at Southern
Ostrobothnia upper secondary schools. 221 p.
Summary 8 p. 2011.

MukkaALa, Kirsl, Essays on regional
development and labor mobility ina
knowledge-based economy. - Alueellinen
kehitys ja tyovoiman liilkkuvuus maantieteel-
lisen keskittymisen ja osaamisintensiivisten
alojen ndkokulmasta. 127 p. Yhteenveto 2 p.
2011.

KoNTINEN, TaNJA, Internationalization
pathways of family SMEs. - PK-perheyritysten
kansainvélistymispolkuja. 98 p. (243 p).
Yhteenveto 1 p. 2011.

EskoLa, ANNE, Good learning in accounting.
Phenomenographic study on experiencies of
Finnish higher education students.

- Hyvé oppiminen laskentatoimessa.
Fenomenografinen tutkimus suomalaisten
korkeakouluopiskelijoiden kokemuksista

191 p. Yhteenveto 5 p. 2011.

TUrRUNEN, TERO, Yrittdjyys - mitd se merkitsee?”.
Yrittajyyden ja sen sukulaiskasitteiden kaytto
koulutuksessa, tutkimuksessa ja politiikassa
1900-luvun loppupuolelta 2000-luvun al-
kuun. - Entrepreneurship - What does it
mean? The applications of entrepreneurship
and its kindred concepts in education,
research and policy from the end of the 20th
century until the beginning of the 21th
century. 238 p. 2011.

PaTya, PAvi, Perheiden omistamisen muuttu-
vat merkitykset. Diskurssianalyyttinen
tutkimus perheiden omistamisen
merkityksellistymisestd Suomessa vuosina
1976-2005. - The Changing Meanings of
Family Ownership. 122 p. Summary 2 p. 2011.
ToxiLa, ANu, Econometric studies of public
support to entrepreneurship. - Ekonometrisia
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