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Abstract

This study researches how firms manage value-based supply chain strategies. It 

focuses on purchasing and supply management’s (PSM) role in the management 

o f  those strategies. Four topic areas are explored:

•  How the term “value” is defined and interpreted across a value chain.

•  W hether the definition or interpretation o f value changes based upon one’s 

assumed value chain perspective (i.e., customer- versus supplier-facing).

• W hether the definition or interpretation o f value changes at different 

operating / management levels o f the value chain.

• How firms might improve their management of value as evidenced by 

uninterrupted flows o f value across their respective value chains.

In order to explore these topic areas this author examines the set o f management 

processes used by individuals inside and outside PSM (the unit o f  analysis) to 

implement and achieve value-based strategies.
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The author advances an empirical framework -  the integrated value process -  

based upon (a) a conceptual model describing how value is conceptualised, 

configured and implemented across a triad o f firms (i.e., the customer, the focal 

organisation, and the supplier), (b) a high level definition o f value and (c) a set of 

five value “first principles”, all o f  which are derived from the literature. The 

author empirically tests the conceptual model both quantitatively and qualitatively 

across a range o f firms in the UK and the US. Research methods employed 

include a semi-structured focus group, several unstructured interviews o f subject 

matter experts, a large-scale survey questionnaire, and in-depth case studies o f  six 

firm triads.

The study advances the concept o f “value gaps”, i.e. differing definitions and 

interpretations o f the term value that lead to goal misalignment and conflict. The 

research documents instances o f such value gaps. The findings suggest that 

interruptions in value flows across a value chain arise when participants operate 

with an inadequate understanding o f value. To help companies address these 

value gaps, this thesis advances an empirical framework for evaluating, 

implementing and managing a value-based supply chain strategy.
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Glossary of terms

Appreciative systems: A model o f human behaviour, described by
Vickers (1965), which posits managers set standards and norms rather than goals. 
The model asserts “there is normally no ultimate source for the standards by 
means o f which what is noticed is deemed good or bad, important or unimportant, 
relevant or irrelevant, and so on. The source o f  the standards is the previous 
history o f the system itself. In addition, the present operation o f the system may 
modify its present and future operation through its effect on the standards. ... An 
appreciative system is a process whose products -  cultural manifestations -  
condition the process itse lf’ Checkland and Holwell (1998). See Section 4.1.

Balanced Scorecard: A conceptual framework, advanced by
Kaplan and Norton (1992), which aims to strike the proper “balance between 
external measures for shareholders and customers, and internal measures o f 
critical business processes, innovation, and learning and growth. The measures 
are balanced between the outcome measures -  the results o f past efforts -  and the 
measures that drive future performance. And the scorecard is balanced between 
objective, easily quantified outcome measures and subjective, somewhat 
judgmental, performance drivers o f the outcome measures” Kaplan and Norton 
(1996:10). See Section 3.3.

Business System: A conceptual model, developed by the
consultancy McKinsey & Company, which depicts the firm as a series o f  broad 
functions (e.g., research and development, manufacturing, marketing, distribution, 
etc.) whose combined purpose is threefold: to create, make and sell a product. By 
analyzing how each o f these functions is performed relative to its competitors, a 
firm could gain useful insights into its relative competitive performance. See 
Section 4.5.

Competitive advantage: The unique configuration o f interlinked
activities, actor bonds and critical resources the firm uses to deliver a superior 
value proposition to enough customers at a low enough cost to generate wealth. 
See Section 2.1.

Competitive strategy: The set o f actions taken by management to
gain competitive advantage by increasing the degree of congruence between a 
firm and its adopted value-based approach to competition. See Section 2.2.

Cross-functional management: A management process designed to
encourage and support interdepartmental communication and cooperation 
throughout a company -  as opposed to command and control through narrow 
departments or divisions. The purpose is to attain such company-wide targets as 
quality, cost, and delivery o f products by optimizing the sharing o f work (Rich 
and Hines (1997:83)). See Section 5.3.

Double-loop learning: The second of the two ways o f learning
described by Argyris (1982) whereby a mismatch between intentions and 
outcomes is identified and it is corrected; that is, a mismatch is turned into a 
match. Double-loop learning occurs when mismatches are corrected by first

Page x i
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examining and altering the governing variables and then the actions. As the 
governing variables are not static (i.e., the predetermined goals and objectives 
may change), double-loop learning is associated with second-order change. See 
Section 4.2.

Firm: A collection o f stakeholder groups with
multiple and (likely) conflicting objectives; these stakeholder groups negotiate an 
agreed upon set o f objectives which collectively all individuals satisfice rather 
than maximize. See Section 3.1.

First order change: An inherently conservative viewpoint in
which strategic ‘change is a disturbance to be corrected’ i.e., equilibrium is to be 
maintained by pursuing mutations o f strategy. “Like a thermostat, the strategy 
cuts in automatically whenever anything moves outside the accepted range, and 
acts in a self-regulating way, that is homeostatically, to counteract the change” 
Bate (1994:35). First order strategic change maps very neatly to hard systems 
thinking, since change occurs whenever current performance deviates from the 
target, and only then. See Section 4.2.

Hard systems thinking: The branch o f systems thinking generally
associated with Simon which is concerned primarily with problem solving. It 
usually concerns problems with predetermined goals and objectives. The hard 
systems perspective is that the world itself is systemic (i.e., composed o f  multiple, 
determinate systems) and that it can be rationally and objectively engineered to 
achieve particular ends. In a ‘hard’ problem-solving system, the facts are 
extrinsically derived; participants are concerned with the solution but the solution 
has no impact on external reality. See Section 4.1.

Hoshin Kanri: The Japanese expression for an organizing
framework for the strategic management process See Section 2.5.

Lean first principles: Five principles advanced by W omack and
Jones (1996:10) which can be applied to most production situations: “Precisely 
specify value by specific product, identify the value stream for each product, make 
value flow without interruptions, let the customer pull value from the producer, 
and pursue perfection” . See Section 4.6.

Muda: The Japanese term for waste. See Section
5.2.

PSM: Purchasing and supply management. For
purposes o f this research PSM includes the following activities: supplier 
identification, certification and development; strategic sourcing; indirect and 
direct materials approval and acquisition.

Paradigm: The combination o f research ontology,
epistemology, and methodology adopted by a researcher. See Section 7.1.

Page x i i
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Process: A specific ordering o f work activities across
time and place, with a beginning, an end, and clearly identified inputs and outputs 
-  a structure for action (Davenport (1993)). See Section 2.3.

Re-engineering: The fundamental rethinking and radical
redesign o f business processes to achieve dramatic improvements in critical, 
contemporary measures o f performance, such as cost, quality, service and speed 
(Hammer and Champy (1993)). Three characteristics o f radical process redesign 
are (a) a focus on key business processes rather than functional activities, (b) an 
emphasis on cross-functional, continuous workflows; and (c) an alignment o f 
processes to improve service to the end customer. See Section 5.3.

Second o rder change: An inherently radical viewpoint in which
strategic change is a transformations o f strategy. “Transformations o f  the 
strategy in use [occur when] the [change] process is interrupted by a frame-switch 
from one type of strategy to another (Si to S2 below); the evolutionary chain is 
broken; there is discontinuity and variance o f form”. Second order strategic 
change maps very neatly to soft systems thinking which Checkland and Holwell 
(1998:47) characterize as “predicated on gaining insight and understanding” . See 
Section 4.2.

Single-loop learning: The first o f the two ways o f learning
described by Argyris (1982) whereby an organization achieves what is intended; 
that is, there is a match between its design for action and the actuality or outcome. 
Single-loop learning occurs when matches are created, or when matches are 
corrected by changing actions. As the governing variables are static (i.e., the 
predetermined goals and objectives do not change), single-loop learning is 
associated with first-order change. See Section 4.2.

Soft systems th inking: The branch o f systems thinking generally
associated with Vickers which is concerned primarily with the process of 
collective sense-making or meaning attribution by individuals in organizations; it 
usually concerns problems in which the goals and purposes o f the system are 
uncertain. The soft systems perspective is that the world is complex, confusing, 
and indeterminate, but the process o f sense-making (i.e. inquiry) is systemic and 
can be thought o f as a learning system. In a ‘soft’ leaming-system, participants 
concern themselves with the inquiry process; their participation impacts, 
influences and changes the process they are using. See Section 4.1.

S takeholder theory: A school o f thought which maintains that the
objectives o f the company should be derived by balancing the conflicting claims 
o f the various ‘stakeholders’ in the firm, managers, workers, stockholders, 
suppliers, vendors (Ansoff (1965)). See Section 3.2.

S trategic alignm ent: The degree o f congruence between a firm ’s
strategic management process and its adopted value-based approach to 
competition See Section 2.4.

Page x i i i
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Strategic management process: The process o f ordering a firm’s internal and
external activities, resources and actors in accordance with the firm ’s competitive 
strategy. See Section 2.3.

Strategic transformation: The process o f  reconfiguring (value as a
verb) the value-adding activities within a firm ’s value stream in order to improve 
the translation o f customer value (value as an adjective) into value offerings 
(value as a noun).

Supply chain: An alternative name for the value chain.

Systems thinking: The field o f study investigating the
behaviour o f systems, i.e. “sets o f elements connected together which form a 
whole, this showing properties which are properties o f the whole, rather than 
properties o f its component parts” Checkland (1993:3). The essence o f  systems 
thinking is encapsulated by A nsoff s reflection on synergy, i.e. the whole (i.e., the 
system) is greater than the sum o f its parts. See Section 4.1.

Total Cost of Ownership (TCO): A cost management approach that explicitly
recognizes cost factors in addition to price as part o f the cost o f  doing business 
with a particular supplier. ... At a minimum, any TCO approach should include 
transportation costs, receiving costs, quality costs (inspection, rework, reject 
costs), purchasing administrative expenses, including management time, and o f 
course, the cost o f the purchased item (Ellram (1993)). See Section 3.1.

Value (as a verb): The process used by two or more individuals
(a) to understand the underlying variables (e.g., vision and mission) governing 
their actions; (b) to identify matches-mismatches between the individuals’ 
expectations o f those variables that enable/prevent joint action; and (c) to adjust 
expectations so that a match is found (thereby enabling action). See Section 5.3.

Value activities: The physically and technologically distinct
activities a firm performs as described by Porter (1985). These are the building 
blocks by which a firm creates a product valuable to its buyers. See Section 5.5.

Value-add: An activity which does one o f two things. It
may be a value stream activity which links value as a noun (the ‘value’ that is 
added in the production function) to value as an adjective (‘value’ as seen in the 
eyes o f the ultimate customer). Or it may represent value’s usage as a verb: 
resetting firm goals and objectives thereby indicating the presence o f ‘double
loop’ learning and ‘second order’ change. If  an activity is neither o f these, it is 
either necessary but non-value adding (NNVA) or non-value adding (NVA) and 
cannot be part o f the value stream (further to Womack and Jones (1996)’s 
definition). Note that under this definition, a value-adding activity is more than 
merely augmenting production cost (value as a noun). See Section 5.2.

Value alignment: The realization o f customer value i.e., the
effective translation o f customer value into value offerings. Value alignment is 
the state o f uninterrupted value flow within a firm ’s value stream. The absence of
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value gaps characterises uninterrupted value flows and hence value alignment.
See Section 5.3.

Value chain: A conceptual model, developed by Porter
(1985), which describes the set o f interconnected value activities occurring within 
a firm. See Section 4.5.

Value management (system): The collection o f processes used by a firm
to co-ordinate value-adding activities within its value stream(s) in order to 
increase value alignment.

Value misalignment: The opposite state o f value alignment, i.e.
the ineffective translation o f customer value (value as an adjective) into value 
offerings (value as a noun). Value misalignment is the state o f interrupted value 
flow within a firm’s value stream. The presence o f value gaps characterises 
interrupted value flows and hence value misalignment. See Section 5.3.

Value offering: The physical and ‘in-person(s)’ embodiment
o f  assets made up o f knowledge and experience, in themselves the result o f 
myriad activities performed by many people dispersed in time and space. Assets 
and resources imply the storage o f activities which have been configured for a 
particular purpose, for a particular actor in a given location at a given time 
(Normann and Ramirez (1994)). See Section 4.6.

Value proposition: The entire set o f resulting experiences,
including price, that an organization causes some customers to have (Lanning 
(1998)).

Value stream: The set o f all the specific actions required to
bring a specific product (whether a good, a service, or increasingly, a combination 
o f the two) through the three critical management tasks o f any business: the 
problem-solving task running from concept through detailed design and 
engineering to product launch, the information management task running from 
order-taking through detailed scheduling to delivery, and the physical 
transformation task proceeding from raw materials to a finished product in the 
hands o f the customer (Womack and Jones (1996)).

Value stream activities: Those select value activities serving as a
‘translation’ mechanism between value as an adjective (i.e., customer preferences) 
and value as a noun (i.e., value offering). See Section 5.5.

Value system: The sum o f the value chains o f the firm, its
s u p p lie r s ,  i t s  c u s t o m e r s ,  a n d  it s  c h a n n e ls  to  t h o s e  c u s t o m e r s .  S e e  S e c t io n  4 .5 .

Waste: Any activity (or lack o f activity) which does
not add value in the eyes o f the customer. The Toyota Production System lists 
seven types o f waste: overproduction, waiting, transportation, inappropriate 
processing, unnecessary inventory, unnecessary motion and defects.
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Itbaka

By C. P. Cavafy*

W hen you set out for Ithaka
ask that your way be long,
full o f  adventure, full o f instruction.
The Laistrygonians and the Cyclops,
angry Poseidon— do not fear them:
such as these you will never find
as long as your thought is lofty, as long as a rare
emotion touch your spirit and your body.
The Laistrygonians and the Cyclops, 
angry Poseidon— You will not meet them 
unless you carry them in your soul, 
unless your soul raise them up before you.

Ask that your way be long.
At many a summer dawn to enter
—  with what gratitude, what joy—
ports seen for the first time;
to stop at Phoenician trading centres,
and to buy good merchandise,
mother o f  pearl and coral, amber and ebony.
And sensuous perfumes as lavishly as you can;
to visit many Egyptian cities,
to gather stores o f knowledge from the learned.

Have Ithaka always in your mind.
Your arrival there is what you are destined for.
But don’t in the least hurry the journey 
Better it last for years,
so that when you reach the island you are old, 
rich with all you have gained on the way, 
not expecting Ithaka to give you wealth.

Ithaka gave you the splendid journey.
W ithout her you would not have set out.
She hasn’t anything else to give you.

And if  you find her poor, Ithaka hasn’t deceived you.
So wise have you become, o f such experience,
th a t  a lr e a d y  y o u ’ ll  h a v e  u n d e r s t o o d  w h a t  t h e s e  I th a k a s  m e a n .

* S av id is , G eo rge  (ed .) C ollec ted  P oem s o f  C.P. Cavafy. P rinceton , N ew  Jersey : P rinceton  U niversity  Press, 1975:67-69.
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Chapter One: Introduction and research context

1.0 Purpose

The purpose o f this chapter is to provide an overall introduction to this thesis’s 

research. To accomplish this objective, the author will:

1. Outline the organisation o f the thesis;

2. Describe the scope and limitations o f the thesis;

3. Examine increasing references to value in the context o f supply 

management;

4. Discuss the literature review process;

5. Introduce the definition o f value used in this thesis derived from the 

literature;

6. Introduce the five value first principles derived from the literature that will 

guide this author’s research.

1.1 Organisation of the thesis

This thesis is structured into nine chapters clustered into five groups as illustrated 

in Figure 1A:

Figure 1A: Thesis organisation

r  Chapter One Context of research
Literature overview

Introduction & context Introduction to definition of value from literature 

Introduction to value “first principles' from literature

Chapters Two to Six
Discussion of literature 
and exposition of five 
value ‘first principles’

Principle One: Align purchasing and corporate strategies

Principle Two: Balance multiple objectives

Principle Three: Adopt a systems view

Principle Four: Ensure value flows across the system

Principle Five: Use ultimate customers' perceptions to understand value

Epistemological discussion 

Chapter Seven Research questions and hypotheses

Research methodology Introduction to conceptual model

Selected research approach and discussion of potential pitfalls

Chapter Eight Discussion of survey results
Research analysis and
findings Discussion of case  study results

Chapter Nine
Research conclusions 
and implications

Conclusions and reflections

An Empirical framework to evaluate, implement, and monitor 
value-based supply strategies

Research implications and future research prospects

Bibliography
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C h ap te r O ne: In tro d u c tio n  and  research  con tex t

In Chapter One the author provides a broad overview of the main topic areas 

explored in this study. He defines the term value as used in this thesis and 

presents five value “first principles” that inform his research. Chapters Two 

through Six review and discuss in considerable detail the academic literature upon 

which each o f the five first principles is based.

Chapter Seven presents a philosophical discussion o f the nature o f  management 

research particularly in the context o f managing value-based strategies. The 

thesis research questions are developed and related to the prior literature review. 

The author introduces the conceptual model that guides his research. He outlines 

the selected research approach and discusses the rationale for its selection.

Chapter Eight documents the empirical findings o f the research. The author 

reviews the results o f a survey questionnaire completed by 77 firms in the UK and 

US. The author also presents key findings gleaned from over one hundred hours 

o f interviews with case study participants in six firm triads -  a focal organisation 

with one or more o f its customers and one or more o f its suppliers -  conducted in 

the UK and US. Chapter Nine returns to the research questions in light o f the 

empirical findings, discusses the implications o f this study and outlines potential 

future research. With this high level presentation o f the organisation o f  this thesis, 

the author now turns to a discussion o f the purpose o f this study.

1.2 Introduction, scope of the study and limitations of the research

This study researches how firms manage value-based supply chain strategies1. It
■y

focusses on purchasing and supply management’s (PSM) role in the management
•j

o f those strategies . Four main topic areas are explored:

•  H ow the term “value” is defined and interpreted across a value chain.
•  W hether the definition or interpretation o f  value changes based upon o n e’s assum ed value 

chain perspective (i.e ., whether one is custom er-facing versus supplier-facing).
•  Whether the definition or interpretation o f  value changes at the different operating / 

m anagem ent levels o f  the value chain.
•  How firms might im prove their m anagement o f  value as evidenced by uninterrupted 

flow s o f  value across their respective value chains.

1 S ee  S ection  7.2 w here th is  au thor rev iew s the  th e s is ’s research  objective and  research  q uestions  in grea ter detail.
* T h e  abbrev ia tion  PSM  is used  th ro u g h o u t the study. It inc ludes the fo llow ing  areas: su p p lie r  iden tifica tion , certification  
and  d eve lopm en t; s tra teg ic  sourc ing ; ind irect and  d irec t m aterials approval and  acquisition .
3 See Section  1.3 w here th is  au thor d iscusses value  in the  context o f  supply  m anagem ent.
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Chapter One: Introduction and research context

In order to explore these topic areas this author examines the set o f management 

processes used by individuals inside and outside PSM (the unit o f analysis) to 

implement and achieve value-based strategies.

The author advances an empirical framework4 -  the integrated value process -  that 

is based upon (a) a conceptual model5 describing how value is conceptualised, 

configured and implemented across a triad o f firms (i.e., the customer 

organisation, the focal organisation, and the supplier organisation), (b) a high level 

definition o f value6 and (c) a set o f five value “first principles” 7, all o f  which are 

derived from the literature. The author empirically tests the conceptual model 

both quantitatively and qualitatively across a range of firms in the UK and the US.

Any model necessarily excludes elements in order to focus on others. This is true 

o f this thesis’s empirical framework. This author selected literature8 that was 

related to the thesis’s research subject -  the management o f value based strategies9 

and PSM ’s role in the management o f those strategies -  based upon the author’s 

specific research questions. This interactive process -  research literature 

informing research questions requiring further reading -  iterated during the first 

half o f the five years o f this study10. Ultimately this author winnowed down the 

research questions rendering particular subject areas less immediately informative 

to this thesis than others.

As a result o f  this coalescence, this thesis excludes a detailed review and 

discussion o f the following related subject areas:

•  Creation and m anagem ent o f  supply networks;
•  Cultural receptivity o f  lean thinking and its principles;
•  Organisational, cultural change processes;
•  Cultural assim ilation and the individual’s adoption o f  group norms and standards;
•  Psychological factors in decision-m aking;
•  Sem iotics and sem iology.

4 See Section  9 .4  w here th is  au tho r p resen ts  the  in tegrated  value process fram ew ork.
5 T h is  au thor advances the  concep tual value gaps  m odel in Section  7.4.
6 See Section  1.5.
7 T h is  au thor d iscusses  value “ first p rinc ip le s” in Section  1.6
8 See Section  1.4 w here th is  au tho r describes the  process used  to  conduct the litera tu re review .
5 T h is  au tho r d iscusses  value-based  strateg ies in Section  2.2.
1,1 T h is in teractive, iterative p rocess fron t-loaded  the  research  approach  (F igure 7H ), the  ra tionale for w hich  is d iscussed  in 
S ection  7.5.
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Chapter One: Introduction and research context

The exclusion o f these subject areas in no way indicates their lesser importance to 

value-based management within PSM 11. Rather the exclusion reflects this 

author’s constraints of time and resources as well as the overall absence o f robust 

foundational thinking on value in the supply management literature. It is this 

author’s intent to contribute such thinking to fill the knowledge gap that exists in 

the purchasing and supply management literature. The author now turns to a 

discussion o f that gap.

1.3 Value in the context of supply management

“Value” appears to be a key determinant o f purchasing and supply management 

(PSM )’s strategic role in organisations. The term “value” is increasingly used as a 

qualifier o f the purchasing activity, function or process by multiple authors in the 

literature. For example, Dumond (1994) and Telgen and Sitar (2001) advance the 

concept o f value-based purchasing. They use the same definition: ‘Value-based 

purchasing focuses the decisions o f the purchasing professional on the creation o f 

value rather than on the traditional objectives o f cost savings and efficiency’ 

Dumond (1994:3). Unfortunately their description is tautological. The National 

Association o f Purchasing Managers (NAPM )12 in the U.S. employ the term value 

similarly in its Professional Development Series o f texts ( ‘which parallel the 

N A PM ’s Certification Program leading to the C.P.M. designation’). In volume 1 

o f the series Leenders and Flynn (1995) introduce “value-driven purchasing” . 

Unfortunately the authors mention value solely in the context o f Porter’s value 

chain framework13; they do not define value-driven explicitly. Moreover, they 

fall trap to the same tautology outlined above:

The term value [la ]  chain refers to all the transforming activities perform ed upon an input 
to provide value [ lb ]  to a customer. The identification o f  this sequence o f  transactions is 
the first step in analyzing whether value [2a] is, in fact, added at every step and in finding  
better w ays -  better in quality, cost, tim eliness, or value [2b]— to achieve custom er  
satisfaction. [Com m ents added: note tautology within la  and lb , 2a and 2b] Leenders 
and Flynn (1995:4)

In volume 3 o f the series Raedels (1994) introduces “value-focused supply 

management” . Scheuing (1998) describes “value-added purchasing” . By failing 

to define value adequately, the reader can rightly raise the question: ‘How then

11 T h ro u g h o u t the  thesis  in de ta iled  foo tno tes th is  au tho r refers the  reader to  pertin en t academ ic  lite ra tu re  on these related  
top ics.
12 R enam ed  T h e  Institu te  o f  S upp ly  M anagem en t (IS M ) in 2000.
13 S ee S ection  4 .5  w here th is  au tho r d iscusses the  value  chain.
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does this new kind o f purchasing differ from the former (and presumably non

value-based / non-value-added / non-value-driven / non-value-focused) 

purchasing’?

W hat does value mean? Who defines it? W hat results when different groups 

within an organisation define value differently? Should organisations within a 

supply chain operate based upon a common definition o f value? These questions 

are not answered in a systematic manner by the above authors. In fact, value 

management as a subject area in much o f the purchasing literature can be 

characterised as, at best, suffering from a jum ble o f value definitions; or at worst, 

as liberally using an undefined ‘buzz phrase’14.

The standalone term “value-add” 15 is frequently referenced in the purchasing 

literature. Baily, Farmer et al. (1998) distinguish between reactive buying in 

companies where purchasing is viewed as a cost center versus proactive buying 

where purchasing “can add value'. Van Weele (1984) notes that purchasing 

performance evaluation should include non-cost items to reflect:

A high er a d d ed  value  o f  the purchasing department to the firm. This higher added value 
might take the form o f  operating cost reductions, low er material prices, few er rejects, 
better sourcing decisions, etc. Van W eele (1984:18)

Rajagopal and Bernard (1994) conclude that only purchasing departments that 

provide a “value-added service” will not be subcontracted. Smeltzer (1997) also 

uses the term “value-added” in recommending how purchasing can create greater 

influence in corporate strategic planning.

Value-added is a function o f that which is “added up” . Determining what 

constitutes the added value is contingent upon the situation and/or the 

perspective(s) o f the individual(s) assessing the value. For example, Van Weele 

(1984) recommends using efficiency and effectiveness measures o f value to

14 B ierck  (1999 :3 ) no tes  tha t “P eople h ave  been  add ing  value w illy -n illy  for a couple o f  years now , and  the  term  w ill 
ev e n tu a lly  fade in to  th e  background  as new  b u zz  ph rases  com e in to  vogue. Y et b ecause  o f  its a ston ish ing  hyperbo lic  
po w er, its m om en tum  is far from  spent. F or those  seek ing  to  en n o b le  th e ir  endeavors and  burn ish  th e ir  accom plishm ents, 
th e  p ossib ilitie s  a re  m yriad , i f  not endless. T eachers  w ill add  value  by  teach ing , p lum bers by  p lum bing , and  local te lephone 
co m p an ies  m erely  b y  p rov id ing  service. Soon, babysitte rs  w ill be add ing  value by ch an g in g  d iapers and retail 
es tab lish m en ts  w ill add  value by being  open. Y our ca r w ill add  value by  runn ing , and  your m echan ic w ill add  value by 
fix in g  it w hen it isn ’t. . . .  The next tim e your superv iso r questions  you r w ork perfo rm ance, try  po in ting  out tha t y o u ’ve 
ad d e d  value daily  b y  show ing  up at the o ffice” .
15 See Section  5.2 w here  th is au thor d iscusses “value-add” in the  con tex t o f  the  value chain.
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determine purchasing’s added value from the perspective o f the internal customers 

o f the function. Christopher (1998) recommends Economic Value Added (EVA) 

as a measure o f value from the perspective o f the shareholder; he holds that it 

should be used throughout the firm. Ellram (1993) suggests a Total Cost o f 

Ownership (TCO) approach where measures o f value are calculated from the 

management accountant’s perspective. Cousins (1994) defines value as ‘the 

result o f  any process or activity which enhances or makes the finished product or 

service more attractive to the consumer (or buyer)’ thereby asserting just who is 

the final arbiter in the value chain o f what is valuable.

Dumond (1994) acknowledges this contextual nature o f value. She notes that ‘the 

value o f an item may change, given the particular situation, buyer or time period’. 

Cavinato and Dugas (1996) support this view:

Value is alw ays a product o f  our perceptions and o f  the environm ent that created it, which  
m eans that it is always relative to and dependent upon the conditions that caused it to  
exist. Take som ething out o f  the environm ent that created it and you change its value. 
Cavinato and Dugas (1996:57)

Unfortunately, Dumond (1994), Cavinato and Dugas (1996) and Telgen and Sitar 

(2001) do not clarify purchasing’s specific role in the management o f value across 

the entire value chain. For example, Cavinato and Dugas (1996) adopt the 

conceptualization o f value developed in the value analysis/value engineering 

literature in the 1940s16: value equals the functionality o f the product received by 

the user divided by the cost incurred to the user. Telgen and Sitar (2001) map 

other authors’ definitions o f value to purchasing’s stages o f evolution, but fail to 

define purchasing’s role other than to posit its increasing effectiveness. See 

Figure IB. The academic literature does provide a wealth o f perspectives with 

which one may construct an integrated view o f value management across the 

firm ’s value chain to examine purchasing’s “value-added” role. This author now 

turns to the process he used to review the pertinent literature.

1.4 Literature review process

This author reviewed a wide range o f academic literature in order to ground this 

thesis’s research questions and conceptual model in accepted theory. The

16 See S ection  6.3 for a further d iscussion  o f  va lue  ana lysis  / value engineering .
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C h ap te r O ne: In tro d u c tio n  and  research  con tex t

literature mind map (Figure 1C) illustrates relevant supporting topic areas 

included in his literature review. This author developed the map guided by 

Hussey and Hussey (1997:84-85)’s description o f various mind maps. The topic 

areas in Figure 1C were reviewed using the library holdings o f three leading 

universities and two research centres: the University o f Bath and the Centre for 

Research in Strategic Purchasing and Supply (CRiSPS) in the U.K. and 

Northwestern University, the University o f Chicago, and the Center for Advanced 

Purchasing Studies (CAPS Research) in the U.S.

This author followed Adler (1940)’s recommendations for critical reading; 

M adansky (2000) restates Adler’s approach for business literature:

[A dler’s] method consists o f  increasingly critical leve ls o f  reading. Inspectional reading, 
the first and most elem entary level, is where the reader sim ply attempts to ascertain what 
the author is saying. In the second level, analytical reading, the reader asks i f  what the 
author says is true. The final stage is what Adler calls syntopical reading. Here, the 
reader com pares and contrasts the author’s ideas to those o f  all o f  the other authors w ho  
have addressed the sam e question. . ..  The com plete reader first addresses content, then 
quality, and finally context. This is serious reading indeed. B usiness people especially  
w ill benefit from such a form alized approach to assessing a book’s worth and engaging its 
ideas. M adansky (2000:42)

Based upon such a critical reading, the author identified key concepts in the 

literature using a process outlined by Maxwell (1996:33-43). Further to Riley, 

Wood et al. (2000)’s description o f typologies and classes in business literature 

this author categorized or classified these concepts. From this classification 

resulted a robust framework for defining value and a set o f key first principles 

underlying the conceptual model. The author now turns to a discussion o f the 

definition o f value used in this thesis.

1.5 Definition of value used in this thesis

This author notes that value is used three different ways in the literature: (1) as a 

noun (e.g., the ‘worth’ o f an object), (2) as an adjective (e.g., the utility an 

individual confers upon something), and (3) as a verb (e.g., the process o f 

determining ‘why one does things’ one way versus another). These alternative 

uses o f value correspond to definitions o f value commonly used (a) in the 

production and accounting literature (i.e., value as a noun), (b) in the marketing 

literature (i.e., value as an adjective), and (c) in the learning/systems thinking
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Figure 1B: Main value added by purchasing structured in purchasing development model
Source: Telgen and Sitar (2001:805)
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Figure 1C: Literature mind map
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Chapter One: Introduction and research context

literature (i.e., value as a verb). These alternative definitions, however, are not 

confined to one area, i.e. there is not a one-to-one mapping between 

definitions/uses and academic discipline. For example, the quality literature 

frequently employs all three definitions17.

This author asserts that much o f the confusion about value stems from the use o f 

incomplete definitions o f value. Incomplete definitions result when one’s 

perspective o f value does not accommodate value’s usage as an adjective, noun 

and  verb. Interestingly Fawcett and Magam (2001) use the metaphor o f language 

to describe the ensuing effects:

T h e  u n fo r tu n a te  o u tc o m e  is th a t  th e  o v e ra ll  sy s te m — th e  firm  o r su p p ly  c h a in — is  s u b 
o p tim iz e d . A  f ig u ra t iv e  tu g  o f  w a r  b re a k s  o u t . . .  a s  e a c h  g ro u p  p u lls  th e  f irm  in th e  
d ire c t io n  th a t  it p e rc e iv e s  is  b e s t. O v e ra ll  c o s ts  a re  in f la te d  a n d  c u s to m e r  s e rv ic e  is 
d im in ish e d  e v e n  a s  e a c h  o p e ra tin g  u n it  s tr iv e s  d il ig e n tly  to  e x c e l. W h e n  p ro b le m s  a r ise , 
so m e o n e  e ls e  in  th e  o rg a n iz a tio n  is  a lw a y s  to  b la m e  fo r  m a k in g  u n re a lis t ic  p ro m is e s  o r 
im p o s in g  u n d u e  c o n s tra in ts . T h e  m in d se t  is  o f te n  so  p e rv a s iv e  th a t  m anagers fro m  
differen t a reas o f  the com pany not on ly  f a i l  to recogn ize  the value a d d ed  in o th er areas  
but they often seem  to speak  en tirely  different languages, [ e m p h a s is  a d d e d ]  F a w c e tt  a n d  
M a g a m  (2 0 0 1 :6 6 )

18Much like trying to converse in English with a non-English speaker or speaking 

to an infant with a restricted understanding o f grammatical rules, incomplete 

definitions o f value often produce misunderstanding, confusion and undesirable 

outcom es19.

This is notably evident at the intersection o f the firm ’s buy- and sell-sides. A 

business acts in two different ways: as a customer (of its suppliers) and as a 

supplier (to its customers). “The buy-side”20 is generally associated with the

17 See Section  5.2.
,s N o tw ith s tan d in g  m ino r m isunderstand ings tha t m ay  be encoun tered  by  the reader, the  au tho r (an A m erican  read ing  for a 
B ritish  P h.D .) p ro fesses su ffic ien t grasp  o f  th e  E nglish  language! R ecogn is ing  d iffe rences in usage and  m ean ing  o f  w ords 
co m m o n ly  used  by  B ritish  and A m erican  speakers o f  E nglish  -  tw o peop les separated  by  a com m on  language -  th is au tho r 
uses the  O xford  E ng lish  D ictionary  to define his te rm s and to d ic tate  h is  spelling  in the m ain  body  o f  the  thesis  (w hilst 
p rese rv in g  the  o rig inal spelling  used  by o ther au thors). A lthough  th is  thesis  is based  on em pirical research  conduc ted  w ith 
bo th  U K  and U S-based  o rgan isa tions, A ng lo -A m erican  d iffe rences in value defin itions are not exp lo red . T hese  d iffe rences 
are a  rich area fo r fu tu re  research  s ince  T h e  A m erican  language has less regard  than  the  B ritish  for g ram m atica l form , and  
w ill bu lldoze its w ay  ac ross d istinc tions ra ther than s tee r a path betw een them . It w ill casually  use one  form  o f  w ord  for 
an o th er, tu rn ing  n ouns in to  verbs (so  tha t an A m erican  m ay  “au tho r” a book , “h o s t” a party , and  “ fu n d ” a pro jec t), and  
v erb s  and  nouns in to  ad jec tiv es’ M oss (1995 :7 ). F urther to  M oss (1995) and  based  on th is th e s is ’ defin ition  o f  value 
(w hich  includes v a lu e ’s u sage  as a  noun , ad jective and  verb), the  reade r m ig h t expect tha t an A m erican  and  an E ng lishm an  
w ou ld  co ncep tualise  va lue  very  d iffe ren tly . T h is au tho r does not te st th is  hypo thesis. See Section  6 .2  fo r fu rther d iscussion  
o f  th e  cu ltu ral d e term inan ts  o f  value assessm ent.
19 K een ey  (1992 ) also  uses the  m e tapho r o f  language to  describe his recom m ended  “value-focused  th in k in g ” dec is io n 
m a k in g  process. ‘T h e  language o f  va lue-focused  th ink ing  is the com m on language abou t the ach ievem en t o f  ob jec tives in 
any  p articu lar d ec is ion -m ak ing  c o n te x t . . .  [w hich] shou ld  facilita te  com m unication  and un d ers tan d in g ’ K eeney (1992:25). 
K een ey  ( 1992) w ill b e  d iscussed  further in S ection  6.1.
20 F inanc ia l b ro ker-dea lers  in the cap ital m arkets  usefu lly  label these tw o ro les respectively  " the  b u y -s ide” and  “the sell- 
s id e” . T h is  au th o r em p loys  th is  usefu l te rm ino logy  in  th is thesis.
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firm ’s purchasing and supply management organisation; “the sell-side”, with the 

firm ’s sales and marketing organisation. From the firm ’s perspective, the buy- 

side is associated with the upstream value chain; the sell-side, with the 

downstream value chain. Much o f the supply management literature defines value 

exclusively as a noun; much o f the marketing literature defines value exclusively 

as an adjective. As a result this author posits a relationship between the value 

chain perspective and value definition held by an individual21. The reader should 

anticipate differences in value definitions across the value chain.

Yet value stream management22 asserts that value should flow uninterrupted 

across the value chain. Interruptions or misalignment o f value flows, i.e. value 

gaps, are theoretically more likely when individuals across a firm ’s value chain 

hold incomplete definitions o f value. Since alignment o f value flows is one o f the 

key principles underlying this author’s conceptual model, the author now turns to 

a discussion o f the five value “first principles” identified in the literature review.

1.6 Introduction to five value “first principles”

The academic literature provides several “ first principles” upon which a value 

conceptual model could be built. The concept o f “first principles” originates in 

Aristotelian logic, i.e. firs t principles o f  demonstration23. Hume, Kant, Fries and 

Nelson further advance the concept; they support the existence and use o f logical 

fir s t principles to justify belief. The first principles introduced below serve as 

axioms upon which this author constructs his conceptual model. They are used to 

increase the soundness o f this study’s logic.

Based upon a critical literature review24, this author noticed that five truths 

continued to be asserted and accepted by the vast majority o f writers in the PSM 

literature as well as in other related academic disciplines’ writings. These five 

value first principles are:

•  Align purchasing strategy with corporate strategy;

• Balance multiple objectives;

21 T h is assertion  is suppo rted  in S ection  7.3 w here th is au thor p resen ts his conceptual m odel and  C hap ter E ight w here he 
d iscu sses  h is  research  findings.
22 See S ection  4 .6  for d iscussion  o f  value stream  m anagem ent.
23 S ee S ection  7.1 w here th is  au thor d iscusses logic and first p rinc ip les  in considerab le detail.
24 O u tlin ed  in  Section  1.4.
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•  Adopt a systems perspective;

• Ensure that value flows across the system;

•  Use ultimate customers’ perceptions to understand value.

This author regrouped the literature mind map into a set o f concepts or topics 

areas under these first principles. See Table 1 A. These five value first principles 

and concepts are reviewed in the next five chapters. Attention is drawn to the fact 

that these five first principles and concepts are interrelated. The literature in one 

first principle often feeds and/or is shared by that o f another. The author 

nevertheless categorises authors (Table 1A) for purposes o f the literature review 

whilst recognising that the reader may disagree with this author’s particular 

categorization.

1.7 Conclusion

This chapter provided an overall introduction to this thesis’s research. To 

accomplish this objective, this author outlined the organisation o f  the thesis; 

described its scope and limitations; examined increasing references to value in the 

context o f supply management; discussed the literature review process; introduced 

the definition o f value used in this thesis; and introduced the five value first 

principles that will guide this author’s research. The next chapter will begin this 

author’s detailed discussion o f these five value first principles.

To understand the first o f the five principles -  align purchasing strategy with 

corporate strategy -  one must first understand several key concepts underlying 

the area o f strategic management. Further to that end this author will review in 

the proceeding chapter the strategy literature in order to define competitive 

advantage and discuss its central contribution to business success; define 

competitive strategy and review its generic manifestations in business; define the 

strategic management process and outline the key elements o f the strategic 

management process; discuss the concept o f cascading objectives associated with 

different levels o f the strategic management process and define strategic 

alignment o f those objectives; and introduce the concept o f policy deployment.

Page 12
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Table 1A: Primary literature reviewed

Section V alue First Principles in 
Supply  ̂ Management

R elated  topic areas /  literature R elevant supply m anagem ent literature R elevant related  literature

2.1 A lign purchasing strategy and 
corporate strategy

C om petitive advantage Farm er (1978); R eck and Long (1988); 
R ajagopal and B ernard  (1993); M onczka and 
T rent (1995); C ox (1998); R am say (2001); 
R am say (2001); and E llram , Zsidisin  et al. 
(2 0 0 2 )

D rucker (1955); Porter (1985); Lanning and M ichaels 
(1988); Kay (1993); Besanko, D ranove et al. (1996); 
and Porter (1996)

2 .2 A lign purchasing strategy and 
corporate strategy

C om petitive strategy; generic 
strategies; value disciplines

A dam son (1980); Farm er (1981); C am m ish and 
K eough (1991); C arter and N arasim han (1996); 
S tuart (1996); and C arter, C arter e t al. (1998)

D rucker (1955); A nso ff (1965); A ndrew s (1971); 
Steiner and M iner (1977); Porter (1980); Porter 
(1985); Ham el and P rahalad (1989); M intzberg  and 
Q uinn (1991), K ay (1993); T reacy and W iersem a 
(1993); and Porter (1996);

2.3 A lign purchasing strategy and 
corporate strategy

Strategic m anagem ent process K iser (1976); F an n er (1978); Jain and Laric 
(1979); S pekm an and H ill (1980); Farm er 
(1981); Spekm an (1981); E llram  and C a n  
(1994); Spekm an, K am au ff et al. (1994); 
H arland, Lam m ing e t al. (1999); and Cousins 
and M arshall (2000)

M intzberg  (1987); D avenport (1993); and M intzberg, 
A hlstrand e t al. (1998)

2.4 Align purchasing strategy and 
corporate strategy

C ascading objectives; strategic 
alignm ent

Spekm an (1981); B row ning, Z abrisk ie et al. 
(1983); R eck and L ong (1988); Freem an and 
C avinato (1990); Pearson and G ritzm acher 
(1990); St. John and Y oung (1991); W atts, K im  
et al. (1992); F itzpatrick  (1996); Lysons (1996); 
R ich and H ines (1997); Baily, Farm er et al. 
(1998); Cox (1998); Brow n, Lam m ing et al. 
(2000); C ousins and M arshall (2000); R ich and 
Hines (2000); and Faw cett and M agam  (2001)

D rucker (1955); G ranger (1964); A ndrew s (1971); 
R am sey (1976); Porter (1980); R yans and W einberg 
(1981); K aplan and N orton  (1992); K eeney (1992); 
and R obson (1997)

2.5 Align purchasing strategy and 
corporate strategy

Policy deploym ent (hoshin kanri) Lam m ing (1996); C ox and H ines (1997); Cox 
and Lam m ing (1997); and Rich and Hines 
(1997)

M ulligan , Hatten et al. (1996); and W itcher and 
B utterw orth  (1999)
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3.1 B alance m ultiple objectives S ingle vs. m ultiple firm  objective 
function(s); contracts; behavioural 
econom ics; behaviouralism ; 
production  function; transaction 
costs; Total Cost o f  O w nership 
(TC O )

Farm er (1972); W ind and W ebster (1972); 
W atts, K im  et al. (1992); Ellram  (1993); Fearon 
(1973); K ing (1973); Ellram  (1994); and E llram  
(2 0 0 2 )

C oase (1937); D rucker (1955); C yert and ffo rch  
(1963); G ranger (1964); A veritt (1968); A |cpian and 
D em setz (1972); Jensen and M eckling (1 9 '7 6 ); Thaler 
(1980); Tversky and K ahnem an (1981); D<;rrisetz 
(1983); T haler (1991); W illiam son (1 9 9 1 );V o o  
(1992); D oum a and Schreuder (1998); and A nderson, 
Thom son e t al. (2000)

3.2 B alance m ultiple objectives Satisficing  vs. m axim ising; 
stakeholders; bounded rationality; 
h ierarchy o f  needs

W ind and W ebster (1972); K ing (1973); Reck 
and Long (1988), Dum ond (1991); and St. John 
and Y oung (1991)

B erle  and M eans (1932); M aslow  (1943); I> p ck er 
(1955); Sim on (1957); Penrose (1959); A nso ff 
(1965); A lchian and D em setz (1972); Rasrnusen 
(1974); Porter (1985); M ilgrom  and R o b en s (1990); 
and C larke (1998)

3.3 B alance m ultiple objectives B alanced Scorecard C ox (1998) D rucker (1955); K aplan  and N orton (1992jfjC aplan 
and N orton  (1996); K aplan  and N orton  (1995*); 
K aplan and Lam otte (2001); and K aplan ar1(j N orton 
(2 0 0 1 )

3.4 B alance m ultiple objectives S takeholder approach to 
m anagem ent

F reem an and Liedtka (1997) Friedm an (1962); Friedm an (1970); F r e e m ^  and 
Reed (1983); Freem an (1984); Freem an a n j  G ilbert 
(1987); Freem an and Evan (1990); G arvin (]9 9 1 ); 
K otter and H eskett (1992); W aterm an (1994); 
D onaldson and Preston (1995); RSA (1995); Freem an 
and L iedtka (1997); and C larke (1998)

3.5 B alance m ultiple objectives B alanced Scorecard and supply 
m anagem ent

B utler (1996); Freem an and L iedtka (1997); 
B rew er and Speh (2000); C ousins and H am pson 
(2000); and Brew er and Speh (2001)

4.1 A dopt a system s perspective S ystem s thinking; hard vs. soft 
system s thinking; appreciative 
system s

V ickers (1965); K auffm an (1980); C h e c k l^ l  (1993); 
R ichm ond and Peterson (1996); Chcckland and 
H olw ell (1998); and C heckland and Scholes (1999)

4.2 A dopt a system s perspective S ystem s thinking and the 
balanced scorecard; single- vs. 
double-loop learning; first vs. 
second order change

A rgyris (1982); B ate (1994); K aplan  and hfjjjton 
(2000); N orton (2000); and K aplan and N ortc)n (2001)
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4.3 Adopt a system s perspective System s th inking in strategic 
m anagem ent

A dam son (1980); Spekm an (1981); B row ning, 
Zabriskie et al. (1983); Pearson  and G ritzm acher 
(1990); W atts, K im  et al. (1992); and Lysons 
(1996)

G rangef (1964); H ofer and Schendel (1977); A rgyris 
(1982); Pearce and Robinson (1988); D igm an (1990); 
T hom pson and S trickland (1990); Checkland (1993); 
R obson (1997); Checkland and H olw ell (1998), 
B leicher (1999); C heckland and Scholes (1999); 
G haraj6(Jaghi (1999); G om ez (1999); A rgyris (2000); 
and K aplan and N orton  (2001)

4.4 A dopt a system s perspective System s th inking and the theory 
o f  the firm

Sm ith ( )7 7 6 ); C oase (1937); Penrose (1959);
A ndrew s (1971); A lchian and D em setz (1972); 
R ichardson (1972); W illiam son (1975); Jensen  and 
M eckliqg (1976); D ierickx and Cool (1989); P rahalad 
and H aipel (1990); C yert and M arch (1992); Teece, 
P isano a  al. (1997); and D oum a and Schreuder 
(1998) ”

4.5 A dopt a system s perspective System s th inking and supply 
chain m anagem ent; business 
system ; com m ercial / value / 
supply  chain; buy-side  vs. sell- 
side

K ing (1967); Fearon (1973); H akansson and 
Snehota (1989); Lam m ing (1993); R ajagopal and 
Bernard (1993); C ousins (1994); Spekm an, 
K am auff e t al. (1994); H arland (1995); Cam pbell 
and W ilson (1996); H arland (1996); K om elius 
and W ynstra (1996); Cox (1998); H arland, 
Lam m ing et al. (1999); P roject_IO N  (1998);
Cox, Sanderson e t al. (2000); and Faw cett and 
M agam  (2001)

H ayes qpd W heelw right (1984); Porter (1985); 
Lanninj, and M ichaels (1988); and L anning (1998)

4.6 Adopt a system s perspective System s thinking and value 
m anagem ent

W om ack, Jones et al. (1990); W om ack and Jones 
(1996); Anderson and N arus (1999); H ines and 
Cousins (2000); and H ines, Lam m ing et al. 
(2 0 0 0 )

N orm aqn and R am irez (1993); N orm ann and R am irez 
(1994); Jvloore (1996); W o odru ff and G ardial (1996); 
F reem ari and L iedtka (1997); and L anning (1998)

5.1 Ensure that value flows 
across the system

Econom ic theories o f  value See Tatjtc 6 A (48 references)

5.2 Ensure that value flows 
across the system

Total quality  m anagem ent; 
continuous im provem ent; lean 
production; value-add; value 
proposition; value offering

H auser and Clausing (1988); W om ack, Jones et 
al. (1990); Lam m ing (1993); A nsari and 
M odarress (1994); Lysons (1996); W om ack and 
Jones (1996); Saunders (1997); Baily, Farm er et 
al. (1998); A nderson and N arus (1999); 
Anderson, T hom son e t al. (2000); Brown, 
Lam m ing et al. (2000); and H ines, Lam m ing et 
al. (2 0 0 0 )

D ruckef (1955); G arvin (1984); K rafcik (1988); 
Zeithan,l (1988); N orm ann and R am irez (1993); 
N orm aqn and Ram irez (1994); K im  and M aubourgne 
(1997); fa n n in g  (1998); and R am irez (1999)
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5.3 E nsure that value flows 
across the system

Business process re-engineering; 
P rocess redesign; cross-functional 
m anagem ent; value flow; value 
stream ; value alignm ent; value 
gaps

C ousins (1994); W om ack and Jones (1996); Rich 
and H ines (1997); B row n, Lam m ing e t al.
(2000); R ich and H ines (2000); and Faw cett and 
M agam  (2001)

L anning and M ichaels (1988); D avenport and Short 
(1990); H am m er (1990); D avenport (1993); and 
H am m er and C ham py (1993)

5.4 Ensure that value flows 
across the system

PSM  and value flows; relational 
com petence analysis; external 
resource m anagem ent; lean 
supply

K raljic (1983); C unningham  and H om se (1986); 
F reem an and C avinato (1990); C am m ish and 
K eough (1991); M acbeth and Ferguson (1992); 
Lam m ing (1993); Cox (1996); Cox and 
L am m ing (1997); H ines (1997); Spiers (1977); 
and C ousins and M arshall (2000)

M intzberg  (1979); Porter (1985); and W illiam son 
(1985)

5.5 Ensure that value flows 
across the system

R eassigning value stream  
activities; value innovation

K om elius and W ynstra (1996); H ines, Lam m ing 
et al. (2000); and H oover, E loranta et al. (2001)

N orm ann and R am irez (1993); N orm ann and Ram irez 
(1994); K im  and M aubourgne (1997); and Ram irez 
(1999)

6.1 U se ultim ate custom er’s 
perceptions to understand 
value

V alue typology; value hierarchy; 
m eans-ends m odels

M aslow  (1943); H artm an (1958); Day, Shocker et al. 
(1979); Zeitham l (1988); Janisch  (1992); K eeney 
(1992); B ahm  (1993); W oo d ru ff and G ardial (1996); 
and A nderson and N arus (1999)

6.2 U se ultim ate custom er’s 
perceptions to understand 
value

V alue assessm ent (societal /  
organisational /  individual 
determ inants)

W om ack, Jones et al. (1990); Lam m ing (1993); 
N ishiguchi (1994); P rice (1996); and Cox (1998)

H ow ard and Sheth (1967); M intzberg (1979); 
H ofstede (1980); M intzberg  (1982); K eirsey and 
B ates (1984); M intzberg  and Q uinn (1991); Handy 
(1993); Fukuyam a (1995); B acon (1996); H ogan and 
B lake (1996); H ofstede (1997); and M organ (1997)

6.3 U se ultim ate custom er’s 
perceptions to understand 
value

Custom er satisfaction; custom er 
(value) perceptions

D ay, Shocker et al. (1979); Zeitham l (1988); Gale 
(1994); W oodruff and G ardial (1996); Holbrook 
(1999); and O liver (1999)

6.4 U se ultim ate custom er’s 
perceptions to understand 
value

Goods vs. services; service 
operations; custom er service 
expectations; custom er service 
perceptions; serv ice gaps

B row n, B lackm on et al. (2001) Zeitham l, Parasuram an et al. (1985); Zeitham l, 
Parasuram an et al. (1990); B erry  and Parasuram an 
(1991); and H olbrook (1999)

6.5 U se ultim ate custom er’s 
perceptions to understand 
value

V alue gaps; strategic supply 
m anagem ent

A dam son (1980); Farm er (1981); C arter and 
N arasim han (1996) and Sm eltzer (1997)
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Chapter Two: Align purchasing and corporate strategies

2.0 Purpose

In the preceding chapter this author provided an overall introduction to this 

thesis’s research. He outlined the organisation o f the thesis, described its scope 

and limitations, examined increasing references to value in the context o f supply 

management, discussed the literature review process, introduced the definition o f 

value used in this thesis, and presented the five value first principles that will 

guide this author’s research. This chapter begins the detailed discussion o f  those 

principles.

Accordingly the purpose o f this chapter is to discuss the first value first principle -  

align purchasing strategy with corporate strategy. To accomplish this 

objective, the author will review the academic literature in order to:

1. Define competitive advantage and discuss its central contribution towards 

business success;

2. Define competitive strategy and review its generic manifestations in 

business;

3. Define the strategic management process found in companies, and outline 

the key elements o f the strategic management process;

4. Discuss the cascading objectives associated with different levels o f  the 

strategic management process, and define strategic alignment o f those 

objectives;

5. Introduce the concept o f policy deployment.

2.1 Competitive advantage defined

Although competitive advantage is frequently referenced in business literature, 

authors have rarely defined the term explicitly. Porter (1985) provides one o f the 

earliest implicit definitions o f competitive advantage in the strategic literature:

C o m p e ti t iv e  a d v a n ta g e  g ro w s  fu n d a m e n ta lly  o u t o f  [th e] v a lu e  a  firm  is a b le  to  c re a te  fo r  
its  b u y e r s  th a t  e x c e e d s  th e  f i rm ’s c o s t o f  c re a t in g  it. V a lu e  is  w h a t b u y e rs  a re  w il l in g  to  
p a y , a n d  su p e r io r  v a lu e  s te m s  f ro m  o f fe r in g  lo w e r  p r ic e s  th a n  c o m p e ti to rs  fo r  e q u iv a le n t  
b e n e f i ts  o r  p ro v id in g  u n iq u e  b e n e f i ts  th a t m o re  th an  o f fs e t a  h ig h e r  p r ic e . P o r te r  (1 9 8 5 :3 )

He observes that there are two types o f competitive advantage: cost leadership 

and differentiation.
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It is important to observe that Porter grounds competitive advantage in the concept 

o f value. In an unpublished whitepaper Lanning and Michaels (1988)1 similarly 

link competitive advantage to the concept o f value (delivery)2:

C om petitive advantage is de liverin g  a superior value to enough custom ers at a low  
enough cost to generate wealth. . ..  M anaging this delivery is top m anagem ent’s primary 
job. ... Superior value delivery is the essence o f  com petitive advantage. Lanning and 
M ichaels (1988:1)

They provide one o f the earliest explicit definitions o f competitive advantage:

Therefore, at the business unit level a useful definition o f  sustainable com petitive  
advantage is: the su sta inable  a b ility  to  d e liver  a su perior va lu e to a  la rg e  enough  
custom er group, an d  a t a lo w  enough cost re la tive  to the p rice , to  p ro d u c e  adequ a te  
returns a n d  grow th . Lanning and M ichaels (1988:3)

The reference to value found in both Lanning and Michaels (1988) and Porter 

(1985) is not surprising; Porter defines value in the context o f the value chain 

which in turn was based on the McKinsey business system framework. As 

McKinsey consultants Lanning and Michaels were well versed in the business 

system framework3.

Kay (1993) also (albeit indirectly) defines competitive advantage in terms o f 

value:

Corporate success is based on the distinctive capabilities o f  the firm . . . .  Corporations add 
value w hen they su ccessfu lly  match these distinctive capabilities to the external
environm ent they face A  distinctive capability becom es a com petitive advantage
w hen it is applied in an industry and brought to a market. Kay (1 9 9 3 :iii)

His reference to distinctive capabilities closely mirrors the definition o f 

competitive advantage advanced by the core competence movement which draws 

from resource-based theory o f the firm. Resource-based theory is grounded in the 

concept that firms acquire/develop and maintain/protect critical assets in order to 

gain competitive advantage4.

Building on the two types o f competitive advantage he previously identified (cost 

leadership and differentiation), Porter (1996) stresses the ‘complementarities’ that 

result from the system of interlinked activities within a company. These

1 T h e  v a lu e  d e livery  fr a m e w o r k  w as pub lished  a  decade la ter by  L ann ing  (1998). Lann ing  (1998 :12) asse rts  tha t h e  ‘first 
c rea ted  th e  sem inal concep ts  o f  the  va lue p ro p o sitio n  and  value d e livery  sys tem  in 1983-84 w h ile  w ith  M cK insey  &  
C o m p a n y ’. B ased  on h is  assertion , his no tion  o f th e  va lue d e livery  sys tem  p redates P orter (1 9 8 5 )’s concep t o f  the  value  
chain .
2 S ee S ection  4.5.
3 S ee S ection  4.5 w here th is  au tho r d iscusses the B usiness System .
4 R esou rce-based  th eo ry  w ill be rev iew ed  in Section 4.4.
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complementarities are the product o f the degree o f strategic ‘fit’ between the 

firm ’s activities and its competitive advantage.

Com petitive advantage grows out o f  the entire system  o f  activities. The fit am ong  
activities substantially reduces cost or increases differentiation. B eyond that, the 
com petitive value o f  individual activities— or the associated sk ills, com petencies and 
resources— cannot be decoupled from the system  or the strategy. Thus in com petitive  
com panies it can be m isleading to explain success by specifying individual strengths, core 
com petencies, or critical resources. The list o f  strengths cuts across m any functions, and 
one strength blends into others. It is more useful to think in terms o f  them es that pervade 
m any activities, such as low  cost, a particular notion o f  customer service, or a particular 
conception o f  the value delivered. These them es are em bodied in nests o f  tightly linked  
activities. Porter (1996:73)

For purposes o f this thesis, competitive advantage is defined as the unique 

configuration o f  interlinked activities, actor bonds and critical resources the firm  

uses to deliver a superior value proposition to enough customers at a low enough 

cost to generate wealth. This definition is based on the above authors; the 

conceptualization o f the firm as a configuration o f activities, actors and resources 

is based on Hakansson and Snehota (1992)’s definition o f firm relationships. The 

above definition is also supported by the following literature: activity links, by the 

positioning school o f business strategy5; actor bonds, by the behavioural and 

competence-based theories o f the firm6; and resource ties, by the resource-based 

theory o f the firm7.

A firm ’s purchasing process plays an important role in arriving at the proper 

configuration that leads to competitive advantage for a given firm. Farmer (1978) 

notes that:

Clearly supply strategies do not stand on their own. The purpose in develop ing such  
strategies is to allow  the buying com pany com petitive advantage in its own end market. 
The com pany w hich ignores potential supply strategies o f  a creative rather than a 
d efensive nature, is foregoing sources o f  such advantage. Farmer (1978:11)

Reck and Long (1988:3) similarly support purchasing’s role in achieving 

competitive advantage: ‘It is the role o f the purchasing function within a firm to 

structure and manage itself to support and enhance the firm’s ability to retain its 

desired competitive advantage’. So do Monczka and Trent (1995:27) even 

though, they report, most management do not: ‘Executive management needs to

s D iscussed  in S ection  2.3.
6 D iscu ssed  in Section  4.4.
7 A lso  d iscussed  in S ection  4.4.
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examine how purchasing and supply base strategies can be more closely linked 

with corporate strategies to achieve competitive advantages’.

In contrast, Ramsay (2001) argues that such a role for purchasing is unlikely based 

on the premises o f resource-based theory. He claims that competitive advantage 

derived from the supply base would never be sustainable:

At the heart o f  the argument lies the unexceptional observation that m aterials, services or 
products available in markets to one buyer are likely to be available to other buyers.
H ence the difficulty o f  protecting any purchasing activity based advantage from imitation 
by com petitors. Ram say (2001:258)

Attention is drawn to the fact that Ramsey and other orthodox adherents o f 

resource-based theory (Cox notably) ignore the “complementarities” that arise 

from the system o f interconnected activities within the firm. These 

complementarities result from the ‘transmutation o f resources ... [which is] 

greater than -  or at least different from -  the sum of its parts, with its output larger 

than the sum o f all inputs’ Drucker (1955:24). In other words, according to 

Drucker, the firm is larger than just a product o f its resources (however they are 

defined). Recall that Porter (1996) echoed Drucker’s notion o f complementarities. 

Porter’s notion o f strategic fitness is predicated on:

[A com pany’s] doing m any things w ell— not just a few — and integrating am ong them. If 
there is no fit am ong activities, there is no distinctive strategy and little sustainability. 
Porter (1996:75)

The definition o f competitive advantage adopted by this thesis also supports this 

notion that competitive advantage results from more than just the assemblage o f  a 

firm’s assets. This author asserted that value is partially understood when only 

defined as an adjective, noun or verb but not all three9. This author argues that 

insufficiently developed definitions o f competitive advantage are in large part the 

result o f  a limited and often myopic definition o f value (which was previously 

shown to form the basis o f competitive advantage). Resource-based theorists 

frequently fail to conceptualize value as anything other than a noun (i.e. an asset), 

when in fact any definition o f value -  and therefore any robust theory o f 

competitive advantage and hence strategy -  must also reflect value’s role as a verb 

(i.e. a process) as well as an adjective (i.e. a perception).

x See S ection  4.5 for d iscuss ion  o f  C ox (1998 ) and T he B irm ingham  G roup.
9 See S ection  1.5.

Page 20

Reproduced with permission o fthe copyright owner. Further reproduction prohibited without permission.



Chapter Two: Align purchasing and corporate strategies

2.2 Competitive strategy defined

Drucker (1955) defines the central purpose o f the business as creating a market:

There is on ly  one valid definition o f  business purpose: to c rea te  a custom er. . . .  M arkets 
are not created by God, nature or econom ic forces, but by business m en. The want they  
satisfy m ay have been felt by the custom er before he w as offered the m eans o f  satisfy ing  
it. It m ay indeed, like the want o f  food in a fam ine, have dom inated the custom er’s life  
and filled all his waking m om ents. But it was a theoretical want before; only w hen the 
action o f  business men m akes it an effective  demand is there a custom er, a market. It 
m ay have been an unfelt want. There m ay have been no want at all until business action  
created it -  by advertising, by salesm anship, or by inventing som ething new. Drucker 
(1955:52)

This definition is important because, similar to competitive advantage, a 

business’s purpose is grounded in the notion o f value10:

It is the custom er w ho determ ines what a business is. For it is the custom er, and he alone, 
w ho through being w illing  to pay for a good or for a service, converts econom ic resources 
into wealth, things into goods. W hat the business thinks it produces is not o f  first 
im portance -  especially  not to  the future o f  the business and to its success. What the  
cu stom er thinks he is buying, w hat he considers "value ”, is d ec is ive  -  it de term ines w hat 
a business is, w hat it p ro d u ces an d  w hether it w ill p ro sp er , [italics added] Drucker 
(1955:53)

Drucker does not explicitly label this central purpose “strategy” . It was Porter 

(1980) who based the essence o f competitive strategy on relating a company to its 

environment. The customer, one o f five external competitive forces, determines a 

firm ’s strategy; Porter (1980:xvi) defines this strategy as ‘The broad based 

formula for how business is going to compete, what its goals should be, and what 

policies will be needed to carry out those goals’. While earlier definitions o f 

strategy can be found, Porter’s is one o f the earliest which emphasizes the 

importance o f the customer/buyer. Earlier definitions o f strategy11 stressed the 

planning aspects o f the strategic management process but omitted any reference to 

the particular value created for the customer. For example:

A n so ff
(1965)

S trategy is a rule for m aking decisions under conditions o f  partial ignorance, w hereas policy  is a 
contingent decision. Business strategy is the broad collection o f  decision rules and guidelines 
that define a business’ scope and grow th direction.

A ndrew s
(1971:28-
29)

A ndrew s defines the word strategy as including m ajor objectives, goals, policies and plans. He 
also  states that “ the choice o f  goals and the form ulation o f  policy cannot in any case be separate 
decisions.” [A ndrew s (1971) The C oncept o f  C orporate Strategy, pp. 28-29] In A dam son 
(1980:26)

S te iner and
M iner
(1977)

Strategy refers to the form ulation o f  basic organisational m issions, purposes and objectives; 
policies and program  strategies to achieve them; and the m ethods needed to ensure that strategies 
are im plem ented to achieve organisational ends.

1(1 C ox  (1998 ) d isagrees, asserting  tha t the purpose  o fb u s in e s s  is to  accum ulate  profits. D rucker (1955), how ever, 
reco g n ises  the  need  to  tu rn  a  p rofit. “T h is does not m ean tha t p ro fit and pro fitab ility  is n o t the  purpose  o fb u s in e ss  
e n te rp rise  and  business  ac tiv ity , but a  lim iting  factor on it. Profit is no t explanation , cause  o r ra tionale  o fb u s in e ss  
b eh a v io u r and business dec isions, bu t th e  te st o f  th e ir  v a lid ity ’ D rucker (1955:51).
11 D efin itio n s  o f  stra teg y  a re  exp lo red  in S ection  2.3.
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In contrast to these definitions, Porter conceptualizes competitive strategy as 

deliberately selecting a limited range o f options from the two types o f  competitive 

advantage available -  cost leadership or differentiation. Firms can focus narrowly 

or deliver broadly on these competitive advantages in order to arrive at one o f 

three generic competitive strategies: cost leadership, differentiation or focus. 

Generally firms that attempt to straddle two strategies risk being “stuck in the 

middle”, since ‘effectively implementing any o f these generic strategies usually 

requires total commitment and supporting organizational arrangements that are 

diluted if there is more than one primary target’ Porter (1980:35).

Surprisingly one must wait until the early 1990s until the strategic literature again 

addresses the theme o f competitive strategy in the context o f the particular value 

companies create for/provide to their respective customers. Whilst Porter (1985) 

does introduce the concept o f the value chain'2 as a series o f linked value- 

adding13 activities a firm performs, he repeats the three generic strategies he 

introduced five years earlier. Other academic disciplines do examine value during 

this time period: quality and lean manufacturing14 in the 1980s and m arketing15 in 

the 1980s. It is only until 1993 that the strategy literature again takes up the 

notion o f value-based strategies.

Treacy and Wiersema (1993) (re)introduce value-based strategies using the term 

value disciplines in a similarly entitled Harvard Business Review article.

C o m p a n ie s  th a t  h a v e  ta k e n  le a d e rsh ip  p o s it io n s  in th e ir  in d u s tr ie s  in th e  la s t d e c a d e  
ty p ic a l ly  h a v e  d o n e  so  b y  n a r ro w in g  th e ir  b u s in e ss  fo cu s , n o t b ro a d e n in g  it. T h e y  h a v e  
fo c u se d  on  d e liv e r in g  su p e r io r  c u s to m e r  v a lu e  in lin e  w ith  o n e  o f  th re e  v a lu e  
d is c ip lin e s—  [1 ] o p e r a t io n a l e x c e lle n c e , [2] c u s to m e r  in tim a c y  o r  [3] p r o d u c t  
le a d e r s h ip . T h e y  h a v e  b e c o m e  c h a m p io n s  in o n e  o f  th e s e  d is c ip lin e s  w h ile  m e e tin g  
in d u s try  s ta n d a rd s  in th e  o th e r  tw o . . . .  [1] B y  o p e ra tio n a l e x c e lle n c e , w e  m e a n  p ro v id in g  
c u s to m e rs  w ith  re l ia b le  p ro d u c ts  o r  se rv ic e s  a t c o m p e ti t iv e  p r ic e s  a n d  d e liv e re d  w ith  
m in im a l d if f ic u lty  o r  in c o n v e n ie n c e . . . .  [2] C u s to m e r  in t im a c y  m e a n s  s e g m e n tin g  an d  
ta rg e t in g  m a rk e ts  p re c is e ly  a n d  th e n  ta i lo r in g  o f fe r in g s  to  m a tc h  e x a c tly  th e  d e m a n d s  o f  
th o s e  n ic h e s . C o m p a n ie s  th a t  e x c e l in  c u s to m e r  in t im a c y  c o m b in e  d e ta i le d  c u s to m e r  
k n o w le d g e  w ith  o p e ra tio n a l f le x ib il i ty  so  th a t  th e y  c a n  re sp o n d  q u ic k ly  to  a lm o s t  a n y  
c u s to m e r  n e e d , f ro m  c u s to m iz in g  a  p ro d u c t to  fu lf i l l in g  sp e c ia l re q u e s ts . A s  a  r e su lt , th e s e  
c o m p a n ie s  e n g e n d e r  tr e m e n d o u s  c u s to m e r  lo y a lty . . . .  [3] P ro d u c t le a d e r s h ip  m e a n s  
o f fe r in g  c u s to m e rs  le a d in g -e d g e  p ro d u c t an d  s e rv ic e s  th a t  c o n s is te n tly  e n h a n c e  th e  
c u s to m e r ’s u se  o r  a p p lic a t io n  o f  th e  p ro d u c t, th e re b y  m a k in g  r iv a ls ’ g o o d s  o b so le te . 
T re a c y  a n d  W ie rse m a  (1 9 9 3 :8 4 -8 5 )

'■ T h e  value  cha in  w ill be d iscussed  in S ection  4.5.
13 V alu e -ad d ed  w ill be exam ined  in S ection  5.2.
14 S ee C h ap te r F ive fo r a d iscuss ion  o f  q uality  and  lean th inking.
15 T h is  au th o r rev iew s the  m arketing  litera tu re in  C hapter Six.
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They reintroduce value-based strategies in that their value-disciplines echo 

Porter’s earlier generic strategies. They differ from Porter, however, in that they 

de-emphasise the importance o f external environmental forces as the determinants 

o f a company’s value discipline. Instead they stress the company’s choice o f  its 

strategic value discipline; they also highlight the importance o f aligning  all the 

firm’s processes and activities with the chosen discipline. Porter (1996) later 

incorporates choice in his three generic strategies:

Com petitive strategy is about being different. It m eans deliberately choosing  a different 
set o f  activities to deliver a unique m ix o f  value. Porter (1996:64)

Porter also elevates the importance and difficulty o f strategic alignment when 

discussing the trade-offs that firms must inevitably make when focusing on their
t

chosen strategy.

Trade-offs arise for three reasons. The first is inconsistencies in im age or reputation . A com pany 
know n for delivering one k ind  o f  value m ay lack credib ility  and confuse custom ers— or even 
underm ine its reputation— if  it delivers another kind o f  value or attem pts to deliver tw o inconsistent 
things at the sam e time. .. .  Second, and m ore im portant, trade-offs arise from  activ ities them selves. 
D ifferent positions (w ith their tailored activities) require different product configurations, different 
equipm ent, d ifferent em ployee behavior, different skills, and different m anagem ent system s. M any 
trade-offs reflec t inflexibility  in m achinery, peop le or system s. .. .  F inally, trade-offs arise from  
lim its on internal coordination and control. By clearly  choosing to com pete in one w ay and not 
another, senior m anagem ent m akes organizational priorities clear. C om panies that try to be all 
things to all custom ers, in contrast, risk confusion in the trenches as em ployees attem pt to m ake 
day-to-day operating  decisions w ithout a c lear fram ew ork. Porter (1996:68-69)

For this thesis competitive strategy is defined as the set o f  actions taken by 

management to gain competitive advantage by increasing the degree o f  

congruence between a firm  and its adopted value-based approach to competition. 

The concept o f value-based approaches is drawn principally from Porter (1980) 

and Porter (1985); Treacy and Wiersema (1993); and Porter (1996) discussed 

above16. The concept o f congruence is based in the writings o f Porter (1980), 

M intzberg and Quinn (1991), Kay (1993) and Cox (1998) discussed below.

Porter (1980) notes that the appropriateness o f a competitive strategy is 

determined based upon the context o f the firm. The context includes internal 

factors (company strengths and weaknesses, personal values o f the key 

implementers) and external factors (industry opportunities and threats, broader

16 A lthough  L ann ing  (1 9 98 :12 ) claim s to  have  first invented  the  sem inal concep t o f  the  value d e live ry  system  in 1983-84 
w h ils t w ith  the  consu ltancy  M cK insey  &  C om pany , th is concep t -  w hich  considerab ly  overlaps P o rte r’s and  T reacy  and 
W ie rsem a’s no tion  o f  a va lue-based  approach  to  com petition  -  rem ained  unpub lished  until 1998. See Section  4 .6  for a 
de ta iled  d iscuss ion  o f  th e  va lue  delivery  system  concep t.
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societal expectations). Mintzberg and Quinn (1991) support this viewpoint, 

although their definition o f appropriateness is examined from the perspective o f 

the strategic formulation process. They point out the error o f assuming a best way 

to develop competitive strategy for a firm:

There is no single, universally accepted definition o f  strategy. There is no one best w ay  
to create strategy, nor is there one best form o f  organisation. The w orld is full o f  
contradictions and the effective strategist is one w ho can live  with contradictions, learn to 
appreciate their causes and effects and reconcile  them sufficiently  for e ffective  action. 
M intzberg and Quinn (1991 .xi)

The roots o f their assertion lie in contingency theory as reflected in Quinn 

(1980)’s earlier writings in which he describes strategic incrementalism17. Kay 

(1993) also notes that competitive strategy is ultimately grounded in contingency 

theory (via organisational behaviour th inking)18.

Cox (1998) also incorporates the concept o f contingency in his notion o f strategic 

‘fit[ness] for purpose’.

The key here is the concept o f  app rop ria ten ess. The test o f  a com petent person in 
business (and in life) has to be seen in terms o f  their ability to know w hen certain actions 
are appropriate or not under given circum stances. . . .  I f  the world is contingent— which  
m eans that things change constantly— and there is uncertainty about how  things will 
change in the future then it is un likely the an sw er  w e believe to be true for su ccess today 
w ill necessarily  be true for tomorrow. Cox (1998:3)

Cox immediately proceeds to base his contingent theory o f “strategic fit” on the 

allocation o f scarce resources. Unfortunately, he falls into the logical trap 

commonly encountered by orthodox resource-based strategic theorists: a myopic 

view of acquiring/maintaining critical assets as the source o f value. This author 

placed the roots o f this logical trap in an incomplete definition o f value19. The 

problem o f incomplete definitions is referenced in the strategy literature. For 

example, Porter (1996) notes the importance o f including all five competitive 

forces:

Satisfying buyer needs m ay be a prerequisite for industry profitability, but in itse lf  is not 
sufficient. The crucial question in determ ining profitability is whether firms can capture 
the value they create for buyers, or w hether the value is com peted aw ay to others. 
In d u s try  s tru c tu re  d e te rm in e s  w h o  c a p tu re s  th e  v a lu e . P o r te r  (1 9 9 6 :6 2 )

17 ‘S tra teg ic  dec is ions  canno t be aggrega ted  into a sing le  dec ision  m atrix , w ith factors trea ted  s im u ltaneously  to  ach ieve  an 
o p tim u m  solu tion . T here are cogn itive  lim its, b u t a lso  p rocess l im its .. . .  S uccessfu l execu tive s  connect and  sequen tially  
a rran g e  a  series o f  s tra teg ic  p rocesses and  dec isions ov er a  period  o f  years. . . .  T hey co nstan tly  recon figu re  co rpora te  
s tru c tu re  and  stra teg y  as new  info rm ation  suggests b e tter— b u t n ev e r perfec t— alignm ents. T h e  process is dynam ic , w ith no 
d e fin ite  beg inn ing  o r e n d ’. Q uinn (1980)
18 K ay  c ite s  W oodw ard  (1965); B um s and  S talker (1966); S te ine r (1979); and  G rinyer, A l-B azazz  et al. (1986).
19 See S ection  1.5 w here th is au thor in troduces the no tion  o f  incom ple te  defin itions o f  value, S ection  2.1 w here th is  au thor 
no tes tha t orthodox  adheren ts o f  resource-based  theory  tend  to  define  value so le ly  as a noun (i.e., critical assets), and 
S ection  4 .4  w here th is  au thor d iscusses resource-based  theory  o f  the  firm.

Page 24

Reproduced with permission o fthe copyright owner. Further reproduction prohibited without permission.



Chapter Two: Align purchasing and corporate strategies

Kay (1993:361) uses approximately the same language. “The successful match o f 

organizational structure and environment is not, in itself, a source o f competitive 

advantage; it is a necessary, but not sufficient condition” .

By grounding this thesis’s definitions o f competitive strategy and competitive 

advantage in value theory, this author aims to move beyond this “necessary, but 

not sufficient condition”. Unless a company’s supply strategy embraces such a 

definition, the company’s purchasing function risks remaining perceived as an 

important but not sufficiently strategic activity. Porter (1985:88) supports this 

conclusion when he asserts ‘Procurement has strategic significance in almost 

every industry. ... The total cost o f purchased inputs as a percentage o f  firm value 

provides an important indicator o f the strategic significance o f procurement’ 

whilst simultaneously noting that procurement rarely has achieved “sufficient 

stature” in most firms. For even if  one accepts Cox (1995:73)’s notion o f  what is 

“fit for purpose” based on the underlying raison d 'etre o f the firm which he takes 

to be ‘the creation o f profit (or a margin) within a particular market structure’, 

procurement risks being perceived as non-strategic if  it cannot demonstrate its 

alignment with the firm’s chosen strategy. Porter (1985) asserts that the firm ’s 

strategy is based on the firm ’s competitive advantage20. This is true o f any school 

o f  strategic management. For as Ramsay (2001) cautions:

T h e  c o n c e n tra t io n  o n  a b o v e -n o rm a l p ro f i ts  in c re a se s  th e  s tra te g ic  s ig n if ic a n c e  o f  th e  
a rg u m e n t. [Y e t]  P ro f i t  c o n tr ib u tio n s  a lo n e  d o e s  n o t d e f in e  s tra te g ic  im p o rta n c e . E v e ry  
fu n c tio n  in  a  c o m p a n y , f ro m  d e s ig n  e n g in e e r in g  to  c a te r in g , can  c la im  to  c o n tr ib u te  to  
p ro f i ts  th ro u g h  c o s t- re d u c in g  a c tiv i t ie s . . . .  P e rh a p s  th is  tru ism  l ie s  b e h in d  th e  s ig n a l 
f a i lu re  to  im p ro v e  th e  f u n c t io n ’s s ta tu s  th ro u g h  re fe re n c e s  to  c o s t-b a s e d  a rg u m e n ts  a b o u t 
th e  im p o rta n c e  o f  th e  f u n c t io n ’s c o n tr ib u tio n s  to  p ro fit?  R a m s a y  (2 0 0 1 :2 5 8 )

How then do firms manage what is strategic?

2.3 Strategic management defined

Mintzberg (1987) defines strategy in terms o f 5 Ps: strategy as plan, ploy, pattern, 

position, and perspective. Strategy as plan is about direction; it is a guide or 

course o f action into the future, the path a company follows to move from today 

(here) to tomorrow (there). Strategy as pattern  is the actual, consistent behaviours

P orte r (1985 :11 ) no tes: ‘The fundam ental basis  o f  above-average  perfo rm ance in the  long run is su sta inab le  com petitive  
advan tage . . . .  W ithou t a  su sta inab le  co m p etitiv e  advan tage , above-average  perform ance is usually  a sign  o f  ha rvesting . ’.
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o f a firm over time. These realized behaviours may have been intended or not; 

they may have been deliberately anticipated or may have emerged in an 

evolutionary manner. Strategy as position  entails locating particular products and 

services in particular markets. Strategy as perspective is about the fundamental 

way ‘we do things here’. Strategy as ploy  is about the specific maneuvers used by 

a company to outwit its competitors.

This author conceptualizes strategic management as an umbrella P -  process -  

over the five definitions o f strategy. Davenport (1993:5) defines a process as ‘A 

specific ordering o f work activities across time and place, with a beginning, an 

end, and clearly identified inputs and outputs -  a structure for action’. His 

reference to activities echoes the ‘interlinked activities’ that in part characterize 

the firm (along with resources and actors)21. For this thesis the strategic 

management process is defined as the process o f  ordering a firm 's  internal and 

external activities, resources and actors in accordance with the f i r m ’s competitive 

strategy22.

Mintzberg, Ahlstrand et al. (1998) posit ten different schools o f strategic 

formation: design, planning, positioning, entrepreneurial, cognitive, learning, 

power, cultural, environmental, configuration. These ten schools diverge along 

several key dimensions. Table 2A highlights some o f these major differences:

• The inclusion/exclusion o f M intzberg’s five components o f strategy (e.g. 

plan, pattern, ploy, perspective and position).

• Varying emphasis on the normative nature o f strategic formulation. The 

first three schools are prescriptive -  they describe how strategies should  be 

formulated ideally rather than how they actually do form. The next six are 

descriptive -  they consider particular areas o f the strategic process and 

attempt to explain how strategies actually do get made . The last school

21 See Section  2.1.
22 L an n in g  and M ichaels (1988 ) /  L ann ing  (1998) equa te  the f irm ’s internal and  external ac tiv ities, resources and  ac tions 
w ith  th e ir  concep t o f  the  value delivery  system . T h ey  defin e  s tra tegy  as the  choice, design  and com m un ication  o f  th e  value 
d e liv e ry  system  w hich  delivers the  f irm ’s value p roposition  to  its p rim ary  end  custom ers. T he ir defin ition  o f  the  strateg ic  
m a n ag em e n t p rac tice  is c lose ly  a ligned  w ith the defin ition  used by  th is  thesis. See Section  4 .6  for a d iscussion  o f  th e  value 
d e liv e ry  system  and value proposition .
23 T h e re  is co nside rab le  overlap  betw een  these schoo ls o f  though t and the theory  o f  th e  firm  litera ture d iscussed  in S ection  
4.4.
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aims to be integrative -  to selectively use elements o f the preceding nine 

schools during the various stages o f an organisational /  firm lifecycle.

• Disagreement over strategic foresight, i.e. whether strategy is an intended 

(ia priori) or emergent (a posteriori) outcome.

• Lack o f consensus on whether strategic management should be principally 

focussed on ‘that which is’ or ‘that which could be’.

• Differing opinions about whether the management process is incremental 

or discontinuous, conscious or unconscious.

Each o f the ten schools conceptualizes what is important or valuable very 

differently. These differences would likely result in dissimilar strategic 

management processes within a firm depending upon the school the management 

team follows. A firm’s management would value24 and therefore reward / incent 

differing activities and behaviours (see Table 2B) based upon the premises o f  the 

ten schools (outlined in Table 2C).

This author classified a sample o f key works from the strategic literature that have 

been or will be reviewed in this thesis in Table 2D. Whilst several o f the earlier 

writers adhere to a single school, later authors more commonly reflect principles 

o f multiple schools. This is notably true o f writers (in the lower table) who 

develop concepts o f value. This author also classified a sample o f seminal works 

from the purchasing literature in Table 2E. Much like the strategy literature, 

authors in the purchasing literature commonly display characteristics o f multiple 

schools. More importantly purchasing authors who propose new value-driven, 

value-based or value-added approaches to supply (in the lower table) generally 

fail to adopt any strategic viewpoint (other than an occasional reference to the 

value chain)!

The implications for this research are clear. Firstly, few authors adhere to a single 

school o f strategy. It is difficult, therefore, to ascertain most authors’ respective 

definitions o f value since any such definitions would be amalgams o f assumed

24 B ased  on th is  au th o r’s tr ipartite  defin ition  o f  value (value as a noun , verb  and adjective) in troduced  in S ection  1.5.
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Table 2A: Dimensions of the ten schools of strategic formation 
Source: Mintzberg, Ahlstrand etal. (1998:354-359)
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T able 2B: T ypology o f  the strategy form ation process 
(adapted from  M intzberg, A hlstrand et al. (1998))

School H ypothetical conceptualization o f value w hen used as a . . .
...N o u n ...V erb ...A d jectiv e

D esign none Fit O rdered
P lanning Firm -w ide ‘5 year p lan ’ Form alize A nticipated
P osition ing Profitable industry position Analyse Pre-determ ined,

structured
E ntrepreneurial T em porary  niche opportunity Envision D ynam ic
C ognitive M arket “read”, intelligence Fram e Filtered
L earning D istinctive core com petences Learn C om petent
Pow er (In a p p ro p r ia te )  assets Grab A ggressive
C ultural Shared beliefs, com m on ideology Coalesce C ollective
Environm ental Evolutionary  change C ope C ontingent, reactive
C onfiguration Industry and firm  transform ation Integrate A ppropriate

Table 2C: Prem ises o f the ten schools o f  strategy  
Extracted from  M intzberg, A hlstrand et al. (1998)

School Prem ises
D esign “Strategy form ation as a process o f conception: Strategy form ation should  be  a 

deliberate  process o f  conscious thought. S trategies should be  one o f  a kind: the best 
ones resu lt from  a process  o f  individualized design. T hese strategies should  be  explicit, 
so  they have to be  kep t sim ple. O nly after these unique, full b low n, exp licit and sim ple 
strategies are form ulated can  they  then be  im plem ented.”

P lanning “Strategy form ation as a form al process: Strategies result from  a controlled, 
conscious process o f  fo rm a l p lann ing , decom posed into d istinct steps, each delineated 
by  checklists and supported b y  techniques. Strategies appear from  this p rocess full 
blow n, to be  m ade explicit so that they can be  im plem ented through detailed attention  to 
objectives, budgets, program s, and  opera ting  p lans  o f  various k inds.”

Position ing “Strategy form ation as an analytic process: Strategies are generic, specifically  
com m on, identifiable positions  in the m arketplace. T hat m arketp lace (the context) is 
econom ic and com petitive. The strategy form ation process is therefore one o f  selection 
o f  these generic positions based on analytical calculation. S trategies thus com e ou t o f  
this p rocess full blow n and are then articulated and im plem ented; in effect, m arket 
structure  drives deliberate positional strategies that drive organizational structure.”

Entrepreneurial “Strategy form ation  as a visionary process: Strategy exists in the m ind o f  the leader 
as perspective, specifically  a sense o f  long-term  direction, a vision  o f  the o rgan iza tions’ 
future. The process o f  strategy form ation is sem iconscious  at best, rooted in the 
experience and intuition  o f  the leader, w hether he or she actually  conceives the strategy 
or adopts it from  others and then internalizes it in his o r her ow n behavior. T he strategic 
vision is thus m alleable, and so entrepreneurial strategy tends to b e  delibera te  and 
em ergent -  deliberate in overall vision and em ergent in how  the details o f  the vision 
unfold”

C ognitive “Strategy form ation as a m ental process: Strategy form ation  is a cognitive  process 
that takes place in the m ind  o f  the strategist. Strategies thus em erge as perspectives -  in 
the form  o f  concepts, m aps, schem as, and fram es— that shape how  peop le  deal w ith 
inputs from  the environm ent. T hese inputs (according to the “objective” w ing  o f  this 
school) flow through all sorts o f  distorting filters before they are decoded by  the 
cognitive m aps, or else (according to the “subjective” w ing) are m erely in terpretations o f  
a w orld  that exists only in term s o f  how  it is perceived . The seen w orld, in o ther w ords, 
can  be  m odeled, it can  be  fram ed, and it can be  constructed .”

L earning “Strategy form ation as an em ergent process: The com plex and unpredictable nature 
o f  the organ ization’s environm ent, often coupled w ith the d iffusion  o f  know ledge bases 
necessary for strategy, precludes deliberate control; strategy m aking m ust above all take 
the form  o f  a process o f  learning over tim e, in which, at the lim it, fo rm u la tio n  and 
im plem entation  becom e indistinguishable. W hile the leader m ust learn  too, and 
som etim es can  be  the m ain learner, m ore com m only it is the collective system  that 
learns : there are m any potential strategists in m ost organizations. This learn ing 
proceeds in  em ergent fashion, through behavior that stim ulates thinking retrospectively, 
so that sense can  be  m ade o f  action.”

Pow er “Strategy form ation as a process o f  negotiation: Strategy form ation is shaped by 
p o w e r  and politics, w hether as a  process inside the organization o r as the behav ior o f  the 
organization itse lf  in its external environm ent. The strategies that m ay result from  such a
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process tend to be  em ergent, and take the form  o f  positions and ploys m ore than 
perspectives. M icro pow er sees strategy m aking as the interplay, through persuasion, 
bargaining, and som etim es direct confrontation, in the form  o f  political gam es, am ong 
parochial interests and shifting coalitions, w ith none dom inant for any significant period 
o f  tim e. M acro pow er sees the organization as prom oting its ow n w elfare  be  contro lling  
o r cooperating w ith  other organizations, through the use o f  strategic m aneuvering  as 
w ell as collective strategies in various k inds o f  netw orks and alliances.”

C ultural “Strategy form ation as a collective process: Strategy form ation is a process o f  social 
interaction, based on the beliefs and understandings shared by  the m em bers o f  an 
organization. A n individual acquires these beliefs through a p rocess o f  acculturation , or 
socialization, w hich  is largely tacit and nonverbal, although som etim es reinforced  by 
m ore form al indoctrination. The m em bers o f  an organization can, therefore, only 
partially  describe the beliefs that underpin their culture, w hile the orig ins and 
explanations m ay rem ain  obscure. A s a result, strategy takes the form  o f  perspective 
above all, m ore than positions, rooted in  collective intentions (not necessarily  explicated) 
and reflected in the patterns by  w hich  the deeply  em bedded resources, o r capabilities, o f  
the organization  are p ro tected  and used for com petitive advantage. S trategy is therefore 
best described as deliberate  (even i f  not fu lly conscious).’’

E nvironm ental “Strategy form ation as a reactive process: The environm ent, presenting  itse lf  to the 
organization  as a se t o f  general forces, is the central actor in the strategy-m aking 
process. The organization  m ust respond to these forces, or else be  ‘se lected  o u t’. 
O rganizations end up clustering  together in d istinct ecological-type niches, positions 
w here they rem ain until resources becom e scarce or conditions too hostile. Then they 
d ie .”

C onfiguration “Strategy form ation as a process o f  transform ation: M ost o f  the tim e, an 
organization  can  b e  described in term s o f  som e kind o f  stab le configuration  o f  its 
characteristics: for a d istinguishable period  o f  tim e, it adopts a particu lar form  o f  
structure m atched to a particular type o f  context w hich causes it to engage in particu lar 
behaviors that give rise to a particu lar set o f  strategies. These periods o f  stab ility  are 
interrupted  occasionally  by  som e process o f  transform ation -  a quantum  leap  to another 
configuration. T hese successive states o f  configuration and periods o f  transform ation 
m ay order them selves over tim e into pa tterned  sequences, for exam ple describ ing  the 
lifecycle o f  organizations. The key  to strategic m anagem ent, therefore, is to sustain 
stability  o r a t least adaptable stra teg ic  change m ost o f  the tim e, b u t periodically  to 
recognize the need for transform ation and be  able  to m anage that disruptive process 
w ithout destroying the organization .”
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Table 2D: Seminal strategic literature categorized by school o f strategy25

A uthor C oncepts D
esign

P
lanning

P
ositioning

E
ntrepreneuria

C
ognitive

L
earning

P
ow

er

C
ultural

E
n

vironm
ental

C
onfiguration

Sim on (1957; Sim on  
(1961)

Bounded rationality X

Lindbloom  (1959) Muddling through X

Chandler (1962) X X

Cyert and March (1963) Stakeholders X X

A n so ff (1965) X

Pfeffer and Salancik  
(1978)

X

Porter (1980); Porter 
(1985)

Competitive advantage, 
value- add, value chain

X

Quinn (1980) Strategic incrementalism X

Freeman (1984) Stakeholder strategy X

W enerfelt (1984) Resources X

Prahalad and Hamel 
(1985); Hamel and 
Prahalad (1989; Hamel 
and Prahalad (1993)

Strategic intent X X

D ierickx and Cool 
(1989)

Resources X

Hakansson and Snehota 
(1989; Hakansson and 
Snehota (1992)

Inter-firm relationships X X

Prahalad and Hamel 
(1990); Hamel and Heene 
(1994)

Core competences X X

Kay (1993) X X

Porter (1996) Strategic advantage vs. 
operational excellence

X

T eece, P isano et al. 
(1997)

X

Lanning and M ichaels 
(1988)

Value delivery system X X

Kaplan and Norton 
(1992; Kaplan and 
Norton (1993; Kaplan 
and Norton (1996; 
Kaplan and Norton 
(1996)

Balanced scorecard X

Norm ann and Ramirez 
(1993; Normann and 
Ram irez (1994)

Value constellation, 
interactive strategy

X X X

Treacy and W iersema  
(1993)

Value disciplines X X X

N a leb u ff and 
Brandenburger (1996)

Chain o f customers, service X X

K im  and M aubourgne 
(1997)

Value innovation, 
reinvention

X X X

25 U sing  the  p rem ises  o f  the  ten schoo ls ou tlined  in M in tzberg , A hlstrand  et al. (1998).
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Table 2E: Seminal supply management literature categorized by school of strategy26
A uthor C oncepts D

esign

P
lanning

P
ositioning

E
n

trepreneuria

C
ognitive

L
earning

P
ow

er

C
ultural

E
nviron

m
en

tal

C
onfiguration

Farmer (1972; Farmer 
(1978; Farmer and 
Ploos van A m stel 
(1991)

Value (chain) pipeline 
management

X

Spekman (1981) X

Kraljic (1983) Supply strategy X

Piore and Sabel (1984) Strategic dualism X X

Pearson and 
Gritzmacher (1990)

Purchasing integration X X

W atts, Kim et al. (1992)
Lam m ing (1993) Supply evolution, 

partnerships
X X X

C ox (1995); C ox (1998) Critical assets, uncontested 
markets

X X

Fitzpatrick (1996) X

Ram say (2001) Strategic (ir)relevance, 
resources

X

K iser (1976)
Rajagopal and Bernard 
(1993; Rajagopal and 
Bernard (1994)

X

Dum ond (1 9 9 4 ) Value-based purchasing X

Raedels (1994) Value-focused supply
Leenders and Flynn 
(1995)

Value-driven purchasing

Scheuing (1998) Value-added purchasing X

T elgen and Sitar (2001) Value-based purchasing X

:6 U sing  the  p rem ises o f  the  ten  schoo ls ou tlined  in  M intzberg , A h ls trand  et al. (1998).
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viewpoints from multiple schools. This author is unaware o f any systematic way 

to blend multiple schools’ implicit definitions o f value. Secondly, adopting a 

single school’s definition o f strategic management requires adopting its implicit 

definitions or theory o f value. This author asserts that any such selection poses 

considerable risks. By selecting a ‘commonly accepted’ school (e.g. the power 

school is often reflected in purchasing literature), alternative, useful and 

commonly used definitions o f value (see Table 2B) would be ignored. The result 

would be that this thesis would advance a particular school’s theory o f  value- 

based supply strategy which may (or may not) be reflected by the case companies 

studied (i.e. what management teams actually do). Thirdly, authors in the 

purchasing literature who address value do not reflect the premises o f any 

particular school o f strategy. This is not necessarily problematic if  those same 

authors outline the principles o f value they adopt. Unfortunately they do not. Yet 

lacking an adopted school o f strategy or an explicit framework for value, it is 

unclear how to align purchasing’s “value-adding activities” with the strategy o f a 

particular firm. This author aims to provide such a value framework27.

2.4 Strategic alignment of cascadine objectives within the firm

W hilst the terminology used may differ, authors in the strategic and purchasing 

literatures often reference three major components when discussing the strategic 

management process. These components include: (a) the goals and objectives o f

the firm; (b) the plans for achieving those goals; and (c) the policies that constrain
• 28and/or guide their implementation . Spekman (1981) refers to these components 

as strategy formulation, strategy implementation, and strategy evaluation -  with 

corporate and purchasing objectives feeding all three (see Figure 2A). Pearson 

and Gritzmacher (1990) label them strategy formulation, strategy implementation, 

and strategy control (See Figure 2B). Watts, Kim et al. (1992) identify three 

broad groupings consisting o f (1) goals and objectives; (2) policies and plans for 

achieving those goals; and (3) the range of business the com pany is to pursue. 

Lysons (1996) labels the three components strategy formulation, strategy

21 T he  em pirica l In tegrated  V alue  F ram ew ork  is p resen ted  in S ection  9.4.
!* See S ection  4.3 for an im portan t d iscussion  o f  au thors w ho include all th ree  com ponen ts, i.e. (a), (b) and (c), versus those 
tha t inc lude  only  (c).
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implementation and strategic evaluation and control (see Figure 2C). Robson

(1997) labels the three strategic analysis, strategic choice and strategic 

implementation and asserts that they are inter-linked (see Figure 2D).

The authors also generally agree upon three different levels o f strategic 

management within the firm: (a) corporate (b) business and (c) operational. 

Browning, Zabriskie et al. (1983) advance a six-step strategic management model 

consisting o f these three levels (see Figure 2E). Watts, Kim et al. (1992:5) refer to 

the “hierarchical chain o f strategies ranging from corporate strategy to business 

unit strategy to functional area strategies” within the firm. Baily, Farmer et al.

(1998)30 introduce a strategic pyramid consisting o f three levels -  corporate, 

business and operational -  with corporate strategy at the apex. Ryans and 

W einberg (1981) in turn apply the three level -  strategic, tactical and operational -  

model to describe the management o f a particular activity (i.e., sales)31.

In all cases the strategic management process necessitates the prioritization, 

tiering and alignment o f interrelated objectives for the organisation. These 

concepts are not new, having been advanced much earlier in the strategic 

literature. Granger (1964:63) notes that ‘there are objectives within objectives, 

within objectives’. He asserts that companies operate based upon a hierarchy o f 

objectives proceeding ‘in concept from the very broad to the specific’ page 65.

See Figure 2F. More recently, Kaplan and Norton (1992) popularized the concept 

o f an organisation-wide Balanced Scorecard with cascading objectives. They 

propose a mix o f metrics emphasing four interrelated groups (financial, customer- 

related, operations-related, innovation-oriented) whilst asserting the prim acy  o f 

the financial32.

29 L ysons (1 996 :x iii) no tes h is  text “covers the  new  sy llabuses o f  the  C hartered  Institu te o f  P u rchasing  and  Supply  
M anagem en t in respect to  the F oundation  S tage  sub jec t ‘In troduction  to  P urchasing  a n d  S u p p ly  M a n a g em en t' and  the 
P ro fessional S tage (C o re  S ub jec ts) o f  P u rch a s in g  a n d  Supp ly  M a nagem en t I: S tra tegy  and P urchasing  a n d  S upp ly  Chain  
M an a g em en t: Tactics a n d  O p era tio n s ..."  T h e  fram ew ork  thus can be considered  the p u rchasing  p ro fe s s io n ’s v iew  o f  the 
stra teg ic  m anagem en t p rocess.
3(1 T h is  v iew p o in t m ay a lso  be assum ed to  be a  p u rch asin g  profession  ‘s tan d a rd ’ since it has the tacit en do rsem en t o f  T he 
C hartered  In s titu te  o f  P u rchasing  and S u pp ly  (w ho  are co -pub lishers o f  the  text).
31 R yans and  W einberg  (1981) note: “T hree stag es  are  specified  because  th is  num ber seem s to  best cap tu re  th e  levels o f  
sales fo rce  dec is ion  m ak ing , and  the  dec is ions  at each stage tend  to  be  the responsib ility  of, o r to  involve, d iffe ren t persons. 
A t th e  s tra teg ic  level, dec is ions  are  m ade by  th e  to p  m anagem ent o f  the  co m pany  or business unit. A t the  tactical level, 
d ec is io n s  are  typ ica lly  m ade  b y  sen io r sales m a n ag em e n t but are frequen tly  im plem ented  by  m anagers low er in the sales 
o rgan iza tion . A t the opera tional or im p lem en ta tion  level, th e  focus is on the salesperson , a lthough  m any  o f  th e  dec isions 
are  m a d e  and  in fluenced  by  sa le s  m a n ag em e n t” R yans and W einberg  (1981) in  E nis, C ox et al. (1990 :529).
32 ‘T he financia l ob jec tives se rv e  as the  focus for the  ob jectives and m easu res in all th e  o th e r scorecard  perspectives. E very 
m easu re  se lec ted  shou ld  b e  part o f  a link  o f  cause-and -e ffec t re la tionsh ip s tha t cu lm ina te  in im prov ing  financial
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Figure 2A: Model of strategic procurement planning 
Source: Spekman (1981:4)
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Figure 2B: Strategic management process 
Source: Pearson and Grizmacher (1990:92)

Figure removed
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Figure 2C: The Strategic Planning Process 
Source: Lysons (1996:22)
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Figure 2D: Strategic management process 
Source: Robson (1997:10,17)
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Figure 2E: Strategic management model 
Source: Browning, Zabriskie etal. (1983:21)
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Figure 2F: Hierarchy of objectives in terms of level of need or activity
Source: Granger (1964:66)

Figure removed
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It is over this point -  the primacy of the financial objective -  that the authors 

diverge. Granger (1964) cautions against assuming any overriding consideration 

or firm objective:

In this framework it is not helpful to think there is one overriding consideration, such as 
“profit”, since w e must also concede in the next breath that another objective is to ‘stay  
within the law ’. Profit m ay indeed be the factor to be m axim ized in a particular case, but 
it cannot be view ed as the so le  objective. Granger (1964:65)

He explicitly appeals for balance as well as clarity when formulating objectives.

A decade earlier Drucker (1955) similarly noted that profits -  the outcome o f the

financial objectives o f the firm -  are a necessary but insufficient purpose o f the

firm. Drucker asserts that financial outcomes cannot therefore be the prim ary

objective o f strategy:

T his does not mean that profit and profitability is not the purpose o f  business enterprise 
and business activity, but a lim iting factor on it. Profit is not explanation, cause or 
rationale o f  business behaviour and business decisions, but the test o f  their validity. ...
W e do not learn anything about the work o f  a prospector, hunting for uranium in the 
N evada desert, by being told that he is trying to m ake his fortune. W e do not learn 
anything about the work o f  a heart specialist by being told that he is trying to m ake a 
livelihood, or even that he is trying to benefit humanity. The profit m otive and its 
offspring, m axim ization o f  profits, are just as irrelevant to the function o f  a business, the 
purpose o f  a business and the job  o f  m anaging a business. Drucker (1955:51)

In contrast Cox (1998) places profits squarely at the centre o f the firm ’ purpose,

i.e “its raison d ’etre". Rich and Hines (2000:153) cite Imai (1986) who avoids the
? 2

debate through semantic legerdemain -  agreeing with both Drucker (1955) and 

Cox (1998) in the process!

The ultim ate goal o f  a com pany is to m ake profits. Assum ing that this is self-evident, 
then the ‘superordinate’ goal o f  the com pany should be such cross-functional goals as 
quality, cost and scheduling (quantity and delivery). W ithout achieving these goals, the 
com pany w ill be left behind by the com petition because o f  inferior quality, higher costs, 
and w ill be unable to deliver the products in tim e for the customers. I f  these cross
functional goals are realized, profits w ill fo llow . Imai (1986)

This author will defer discussion o f multiple objectives34. For the moment the 

reader is asked to assume that the organisation has arrived at a set o f objectives 

and that the objectives are grounded in the underlying value discipline (Treacy 

and Wiersema (1993)) o f the firm35. Ramsey (1976) proposes such a normative

33 He d is tingu ished  betw een  u ltim ate goals and  supero rd inate  goals. T he C oncise  O xford D ic tionary  (10th ed ition) defines 
u ltim a te  as “bein g  th e  best o r m ost ex trem e exam ple  o f  its k in d ” and  supero rd inate  as “a th ing  tha t rep resen ts a su perio r 
o rd er o r  ca tego ry  w ith in  a system  o f  c lassifica tion” . I f  Im ai (1986 ) in tends a h ierarchy  o f  goals  w ith u ltim ate above 
supero rd in a te , he con trad ic ts  h im se lf  by conc lud ing  tha t u ltim ate  goals  flow  f r o m  supero rd inate  goals. P erhaps sem antic  
n u an c e  is lost in tran sla tion  from  the  Japanese.
34 M u ltip le  ob jec tives  w ill be d iscussed  in Section  3.1.
35 T h is  assum ption  is taken  from  K aplan  and  N orton  (2001), o rig inato rs  o f  the  B alanced  S corecard . T he B alanced  
S co reca rd  and  its und erly in g  p rem ises w ill be d iscussed  in deta il in Sections 3.3 and 3.5.
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framework with “corporate value objectives” at the apex feeding corporate

performance objectives and corporate strategy. These in turn cascade down

throughout the organisation (see Figure 2G). His definitions o f corporate value

objectives, corporate performance objectives and corporate strategy are consonant

with Treacy and Wiersema (1993)’s concept o f value disciplines:

Corporate value objectives are general, philosophical statements for direction and 
operation o f  the firm that serve as long-range guidelines. T hey are not concerned with  
measurement or im plem entation techniques. Corporate performance objectives are 
concerned with m easurem ent and goal values o f  the specific  attributes o f  corporate value
objectives and corporate strategy Corporate strategy, as it is used here, is concerned
with major patterns o f  actions to carry out the corporate value objectives. Ram sey  
(1976:172-173)

The aim o f the strategic management process then is to configure properly the 

firm’s actors, activities and resources so that they are aligned with the firm ’s 

“value objectives” or selected value discipline. Thus values (and their proper 

definition) are the foundation o f corporate strategy.36 What then constitutes 

alignment'?

Porter (1980) conceptualizes strategic alignment as a wheel with the goals o f the 

organisation at its centre and the functional areas o f the firm radiating out as 

spokes. He notes that functional policies must reflect the hub (i.e. the firm ’s set o f 

objectives) whilst simultaneously connecting with each other ‘or the wheel will 

not ro ll’. The appropriateness o f the competitive strategy (which consists o f 

corporate, business and operational objectives) ‘can be determined by testing the 

proposed goals [the hub] and policies [the spokes] for consistency’ Porter 

(1980:xvii). He proposes a series o f questions based on Andrews (1971) to test 

internal consistency, environmental fit, resource fit and implementation. Spekman 

(1981) later links these same tests o f consistency to the procurement planning 

process. Watts, Kim et al. (1992) also appeal to “consistency” when linking 

purchasing with corporate competitive strategies and with other functional 

strategies principally manufacturing. They advance a multi-level cascade-like 

model with competitive strategy at the apex and tactical supply decisions at the 

base (see Figure 2H). Keeney (1992) also advances a cascade-like model with 

strategic objectives at the apex, fundam ental (ends) objectives in the centre and

36 See S ections  2.1 and 2.2 for additional references to  value as the  basis o f  com petitive  advan tage and com petitive  strategy.
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Figure 2G: 
Recommended framework for intra-level objective and strategy interaction for the

firm

Figure removed
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Chapter Two: Align purchasing and corporate strategies

Figure 2H: Purchasing: The Missing link to corporate strategy
S o u rce: W atts, Kim and H ahn (1992:5)

Figure removed

Page 45



Reproduced 
with 

perm
ission 

of the 
copyright owner. 

Further reproduction 
prohibited 

without perm
ission.

C hapter Two: A lign purchasing and corporate strategies

FIGURE 21: Rich and Hines (1997:76,79)

The Alignment of the Operating Environment The Three Pillars
and Management Activities

Figure removed

The Operating Environment of the Supply Chain The Interaction of the Three Pillars
With the Operating Environment of the 

Supply Chain
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Chapter Two: Align purchasing and corporate strategies

Figure 2J: The Four Pillar Model 
Source: Rich and Hines (2000) in Hines etal. (2000:116)

Figure removed
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Chapter Two: Align purchasing and corporate strategies

means objectives at the base37. For the purposes o f this thesis strategic alignment
38 >is defined as the degree o f  congruence between a f ir m ’s strategic management 

process and its adopted value-based approach to competition. The concept o f 

congruence is grounded in “strategic fitness”39 Porter (1996); “appropriateness”40 

Porter (1980), Mintzberg and Quinn (1991), and Cox (1998); and ‘consistency’ 

Andrews (1971), Porter (1980), Spekman (1981) and Watts, Kim et al. (1992).

W hilst the antecedents o f the notion o f congruence can be easily traced in the 

literature, the realization o f congruence between the firm’s value objectives and 

the components o f the strategic management process is quite difficult. This is 

particularly true for the purchasing organisation. Watts, Kim et al. (1992) 

highlight the difficulties faced by purchasing in achieving this state:

It has been w idely  accepted for years that the fundamental purpose o f  the purchasing  
function is to acquire the right quantity o f  the right item s (quality and design) required in 
m anufacturing the products at the right tim e and at the right price. T hese four elem ents 
m ake up the core o f  any purchasing strategy -  and they are consistent with the other 
functional and corporate level strategies. H ow ever, the basic problem o f  im plem enting  
this seem ingly  sim ple task has been in defining the term right, because the definition is 
highly situational and dynam ic. In other words, each com pany m ay call for a different 
definition and, in many cases, the definition o f  right within a given com pany changes as 
the environm ent changes. It then log ica lly  fo llo w s that the definition o f  right in 
purchasing strategy must be consistent with the other functional area goals and objectives, 
and in turn they must be consistent with the corporate com petitive goals and objectives. 
W atts, Kim et al. (1992:5)

To the above impediments, Lysons (1996) adds the fact that certain “rights” are 

irreconcilable. ‘It may be possible to obtain the right quality but not at the right 

price .... Purchasing objectives have therefore to be balanced according to the 

overall corporate strategy and requirements at a given tim e’ Lysons (1996:12). 

The firm, therefore, needs a more dynamic approach to achieve strategic 

resonance which Brown, Lamming et al. (2000:269) define as ‘an ongoing, 

dynamic, strategic process whereby customer requirements and organisational 

capabilities are in harmony and resonate’. They note that strategic resonance lies 

beyond strategic fit41; unfortunately they do not outline the process to achieve this

37 See F igures 6C . K eeney (1 9 9 2 )’s ‘V alue-F ocused  T h ink ing  M o d e l’ w ill be review ed in detail in S ection  6.1.
5* T h e  C onc ise  O xford  D ic tionary  (1 0 lh ed ition ) defines  co ng ruen t as ‘in ag reem en t o r harm ony; iden tical in form 
(g eo m e try )’.
39 S ection  2 .! .
4,1 See Section  2.2.
41 ‘S tra teg ic  reso n an ce  is m ore than strateg ic  fit— a te rm  w hich  has o ften  been  used  (righ tly  in the  past) to describe  the  “ fit” 
be tw een  the  f irm ’s capab ilitie s  and the m arkets  it serves. S tra teg ic  reso n an ce  goes beyond  that. S trategic fit m ay  be 
likened  to  a  jig sa w  w here all parts fit toge ther. T h is  is a useful m e tap h o r b u t it can h av e  a ve ry  static  feel to  it. In strategic 
fit it is as i f  once th e  ‘b its ’ are  in p lace, the  stra teg ic  p la nn ing  is done. By con trast strateg ic  resonance  is a dynam ic, organ ic
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state other than observing it is a dynamic rather than static process. Rich and 

Hines (1997) do advance a process framework -  the Three Pillar Model o f Supply 

Chain Management (see Figure 2I)42 -  for achieving dynamic alignment between 

purchasing and corporate strategy. Their approach draws from policy deployment 

techniques (which is an English translation o f the Japanese term Hoshin K am i).

2.5 Policy deployment

Hoshin K am i is the Japanese expression for an organizing framework for the 

strategic management process. Mulligan, Hatten et al. (1996:484) state that the 

literal translation o f Ho is “method” and shin is “shiny needle” or “compass” . The 

image is one o f a ‘beacon that points the way or sets strategic direction’. They 

state that the most meaningful English translation o f the Japanese term Hoshin is 

‘methodology for strategic decision setting’ page 478. They also state that K am i 

means management or control. The Japanese expression Hoshin K a m i  thus 

expresses the union o f two interdependent parts -  the strategic and the operational 

-  into a single management process.

Hoshin Kanri is concerned with four primary tasks. ‘First it focuses an 

organisation’s attention on corporate direction by setting, annually, a vital few 

strategic priorities; secondly, it aligns these with local plans and programmes; 

thirdly it integrates them with daily management; and finally it provides for a 

structured review o f their progress’ Witcher and Butterworth (1999:323). Its roots 

lie in the 1950s when the Japanese combined quality control and management by 

objectives into total quality control which the West adopted as total quality 

management43. Rich and Hines (1997:78) claim that the process can be seen ‘to 

represent the application o f total quality management within the strategic 

management environment’. W itcher and Butterworth (1999) note that hoshin 

kanri overlays the four-stage FAIR (focus, alignment, integration, review) 

strategic management process on top o f the four-step PDCA (plan, do, check, act) 

cycle taken from the TQM movement (see Figure 2K).

p rocess , w hich  is ab o u t en su ring  con tinuous linkages and harm onization  betw een the  m arket an d  the firm ’s operations 
cap ab ilitie s , the  f irm ’s stra tegy  and operations capab ilitie s, all functions and levels w ith in  the f irm ’ B row n, L am m ing  et al. 
(20 0 0 :2 6 9 ). T his th e s is ’s defin ition  o f  the  strateg ic  m anagem en t process supports  the above.
42 R ich  and  H ines (2000 :116 ) la ter renam e the  fram ew ork the F our P illa r M odel after e levating  P olicy  D ep loym ent to a 
separa te , add itiona l p illa r  (see F igure 2J).
43 T o ta l q ua lity  m anagem en t (TQ M ) w ill be  review ed in Section  5.2.
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The strategic m anagem ent cycle  is an annual one which begins when corporate 
m anagem ent acts to fo llow  up the previous year’s experience and m odifies the strategic 
focus for the com ing year; this is expressed as the ‘few  vital ob jectives’, or som etim es as 
programmes for handing on to business unit level. The cycle  next turns to the ‘plan’ 
phase w hen the vital few  are aligned with annual plans at local level and are deployed  
through a business unit. The ‘d o’ phase o f  the cycle  is the integration o f  the vital few  into 
daily m anagem ent. The ‘check’ is a review  o f  the annual performance, and data from this 
are fed back into the ‘act’ phase and so the cycle  starts over. W itcher and Butterworth 
(1999:324)

Figure 2K; The Stages of strategic management -  FAIR and PDCA 
S o u rce: W itcher and  B utterw orth (1999:324)

Figure removed

Hoshin-style planning seeks to unite the entire firm in the pursuit o f  common 

goals. As a result, virtually all members o f the firm are included in the decision

making process. However Mulligan, Hatten et al. (1996) observe that the process 

progresses in a ‘hierarchically stratified’ manner:

Senior m anagem ent is chartered w ith setting the long-term  vision  and defining the goals 
o f  the organization. Line m anagem ent negotiates with senior m anagem ent to  establish  
tangible goals w hich w ill sign ify  the organization’s achievem ent o f  these objectives. 
Im plem entation team s are em powered to set schedules and execute the programs needed  
to m eet m iddle m anagem ent’s goals. M ulligan, Hatten et al. (1996:478-479)

Lamming (1996) distinguishes between “cascade” and “intervention” strategies. 

See Figure 2L. He contrasts the governing thought involved in a cascade strategy 

(‘Do as I say’) with that o f an intervention strategy (‘Do as I do’), highlighting 

two very different views o f inter-firm power/hierarchy with important 

ramifications for “double-loop” organisational learning44. He contrasts these two 

customer-centric supplier development strategies with the vertical, two-way 

development strategy characteristic o f organisational learning occurring within 

advanced supply systems.

44 See C h ap te r 4.2 for a  d iscussion  o f  “doub le -lo o p ” versus “sing le -loop” o rgan isa tional learn ing .
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The process o f senior management working with line management to agree on 

business objectives is called catch-ball or CRIP (Catch, Reflect, Improve, Pass). 

The visual metaphor is one o f children45 in a circle passing a ball amongst 

themselves. In a similar way, the CRIP process is designed (a) to guarantee an 

iterative process; (b) to encourage positive and negative input from individuals up 

and down the firm ’s hierarchy; and (c) to achieve consensus.

Rich and Hines (1997) go on to link policy deployment with cross-functional 

management and with supplier enablement and development (the other two pillars 

o f their framework). Their concept o f cross-functional management is similar to 

process-based thinking advanced by the reengineering movement. Their concept 

o f  supplier enablement and development is grounded in lean operations 

techniques46 and Japanese-derived concepts o f relationship-driven interactions 

with suppliers.

Cox argues against the Rich and Hines (1997) framework in support o f a more 

contingent approach to aligning corporate and purchasing strategies. He rejects:

The v iew  [presented by Rich and H ines (1997)] that there can be one operational 
approach and m ethodology for the im provem ent o f  supply m anagem ent in all com panies 
and, therefore, one route to strategic elevation. [Rather, Cox and Lam m ing (1997)] w ould  
argue that the Toyota or Japanese m odel, with its focus on long-term  and collaborative  
supply relationships, m ay be appropriate but only under certain conditions and certainly 
not for all possib le supply circum stances. Cox and H ines (1997:9)

However, Hines counters that ‘the general framework of policy deployment, 

cross-functional management and supplier integration is widely applicable but 

with markedly different applications depending upon particular circumstances’ 

Cox and Hines (1997:9).

• T h is au th o r h igh ligh ts  the  danger o f  im p lic itly  adop ting  a  paren t-ch ild  h ierarchical relationsh ip . 
6 L ean  th ink ing  w ill be rev iew ed  in d eta il in Sections 5.2 th rough  5.5.
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Chapter Two: Align purchasing and corporate strategies

Figure 2L: Cascade and intervention strategies in supplier development 
versus two-way vertical customer supplier development 

Source: Lamming (1996)

Figure removed
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This author observes that the Three-Pillar Framework mirrors the three different 

levels o f strategic management within the firm -  corporate, business and 

operational -  that were identified in the previous section. This author also 

observes that although Cox argues against ‘one operational approach’ (see Cox 

and Lamming (1997)) his critique o f  the Three Pillar Framework focusses 

myopically on the third pillar: supplier integration and development. This author 

asserts that the first two pillars -  policy deployment and cross functional 

management -  are in fact very W estern business concepts which need not be 

understood in a Japanese management context. The concept o f policy deployment 

is equally supported by the Balanced Scorecard literature47 which originated from 

two professors at the Harvard Business School; the concept o f cross functional 

management by the business process reengineering movement48 which was 

popularized in large part by Western consultancies. To summarize, this author 

concludes that the first two pillars o f  Rich and Hines (1997)’s framework can be 

used contingently without forcing a particular supply strategy / approach.

2.6 Conclusion

This chapter began the author’s detailed discussion o f  the five value first 

principles guiding this thesis’s research. Specifically this author discussed the first 

o f  the five principles: align purchasing strategy with corporate strategy. 

Accordingly he examined several key concepts underlying the area o f strategic 

management. This author defined competitive advantage and discussed its central 

contribution towards business success; defined competitive strategy and reviewed 

its generic manifestations in business; defined the strategic management process 

found in companies, and outlined the key elements o f the strategic management 

process; discussed the cascading objectives associated with different levels o f  the 

strategic management process, and defined strategic alignment o f  those 

objectives; and introduced the concept o f policy deployment.

47 T h e  B alanced  S corecard  w ill be rev iew ed  in Section  3.3
48 B usiness process reeng ineering  w ill be further referenced  in Section  5.3 in the con tex t o f  d iscuss ing  ach iev ing  value 
a lig n m e n t w ith in  value stream s.
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The proceeding chapter will continue the discussion o f the five value first 

principles. In order to align purchasing strategy with corporate strategy  (the first 

principle), the literature asserts that one balance multiple objectives (the second 

principle) across the firm. As support for this assertion, this author will discuss 

how firms operate according to multiple objective functions  rather than a single 

objective function-, will examine how stakeholders satisfice objective functions  

given the presence o f bounded rationality and a hierarchy o f  needs', will explore 

the Balanced Scorecard, an increasingly popular management tool used by firms 

to improve strategic alignment; and will discuss its use in supply management.
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3.0 Purpose

In the preceding chapter, this author began a detailed discussion o f  the five value 

first principles guiding his research. He reviewed the first o f  the five principles: 

align purchasing strategy with corporate strategy. Accordingly he examined 

several key concepts underlying the area o f strategic management.

This chapter continues his discussion o f the five value first principles. In order to 

align purchasing strategy with corporate strategy (the first o f  the five principles), 

the literature asserts that one balance multiple objectives (the second o f  the five 

principles). As support for this assertion, this author will review the academic 

literature in order to:

1. Discuss whether firms operate according to a single objective function  or 

multiple objective functions;

2. Introduce and define the concepts o f satisficing objective functions across 

stakeholders given the presence o f bounded rationality and a hierarchy o f  

needs',

3. Explore the Balanced Scorecard, an increasingly popular management 

tool used by firms to improve strategic alignment across stakeholders;

4. Review the evidence supporting a stakeholder approach to management',

5. Discuss the Balanced Scorecard as an emerging tool in supply 

management.

3.1 M anaging the firm: single versus multiple objectives

The question o f whether a firm operates according to a single objective or set o f 

multiple objectives has been discussed extensively in the literature. According to 

the neoclassical theory o f  the firm 1, the economic enterprise has only a single 

objective -  usually assumed to be the maximisation o f its market value or o f its 

profits. The firm is viewed as a holistic entity; all its members work solely 

towards that particular objective. The firm is assumed to have perfect information 

with which it can assess all relevant decisions concerning what and how much to 

produce.

1 S ee  a lso  d iscuss ion  o f  theories o f  the firm  in Section  4.4.
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The firm ’s production function  describes the multiple ways that production inputs 

can be combined to create outputs. The firm selects whichever combination 

yields the greatest economic return.

C om bining marginal revenue and marginal costs, w e  see  that the cost o f  producing an 
additional unit falls to a trough and then rises, w h ile  the revenue to be gained from an 
additional unit’s sale either rem ains constant throughout the range o f  production (perfect 
com petition) or falls as productivity expands [m onopolistic  com petition, o ligop oly , 
m onopoly]. Thus, in the short-run, businessm en w ill find one level o f  output, and only  
one, where the rising cost o f  producing additional output equals the constant or falling  
revenue to be gained from its sale. At this output total profit is m axim ized . Averitt 
(1968:82)

Neoclassicists hold that the price system provides all information needed to make 

those production decisions which maximize the firm ’s profits.

Instead o f focusing on the firm ’s production function, transaction cost economics 

(TCE)2 ‘adopts John R. Commons’s (1934) proposition that the transaction be 

made the basic unit o f analysis’ Williamson (1991:93). Coase (1937) is credited 

with establishing the school’s foundational thinking by questioning why 

organisations even exist if  market prices -  as posited by the neoclassical theory o f  

the firm  -  provide the sufficient co-ordinating mechanism to drive the firm ’s 

production resources and decisions. He concludes that the price mechanism must 

not provide an economically efficient mechanism for co-ordinating transactions in 

all situations.

Outside the firm, price m ovem ents direct production, which is co-ordinated through a 
series o f  exchange transactions on the market. Within a firm, these market transactions 
are elim inated and in place o f  the com plicated market structure with exchange  
transactions is substituted the entrepreneur/co-ordinator, who directs production. It is 
clear that these are alternative m ethods o f  co-ordinating production. C oase (1937:388)

Coase observes that the ‘distinguishing mark o f the firm is the supersession o f  the 

price mechanism’, and recognises the cost o f its use. Firms incur search costs (to 

discover what relevant prices are) and contracting costs (to negotiate and to 

conclude a separate contract for each exchange transaction which takes place 

across markets). The implicit objective o f the firm is the minimisation o f the total 

transaction costs incurred.

2 See a lso  d iscussion  o f  theories o f  the firm  in Section  4.4.

Page 56

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Chapter Three: Balance multiple objectives

Coase provided seminal contributions to a large school o f m anagement thinking 

broadly referred'to as the Chicago School o f Economics3. His thinking 

influenced Alchian and Demsetz (1972) whose definition o f the firm is derived 

from Coase’s characterization o f the firm as a set o f contracts. Their definition 

reflects the neoclassical concern with the firm ’s production function in which 

there is:

(a) Joint input production, (b) several input owners, (c) one party w h o is com m on to all 
the contracts o f  the jo int inputs, (d) w ho has rights to renegotiate any input’s contract 
independently o f  contracts with other input owners, (e) w ho holds the residual claim , and 
(f) w ho has the right to sell his contractual residual status. A lchian and D em setz  
(1972:783)

Jensen and M eckling (1976:311) assert that contractual relations are ‘the essence 

o f the firm, not only with employees but with suppliers, customers, creditors, etc.’. 

The firm, therefore can be viewed as a ‘nexus for contracting relationships ... 

characterized by the existence o f divisible residual claims on the assets and cash 

flows o f the organization without permission o f the other contracting individuals’ 

page 311. They note that whilst this definition o f the firm has ‘little substantive 

co n ten t... it focuses attention on a crucial set o f questions -  why particular sets o f 

contractual relations arise ... and what the consequences o f these contractual 

relations are. . . . ’ Page 311.

Unfortunately this lack o f “substantive content” weakens the ability o f any 

subsequent theory o f management to explain or predict what managers should  do:

V iew ing  the firm as the nexus o f  a set o f  contracting relationships am ong individuals also  
serves to m ake it clear that the personalization o f  the firm im plied by ask ing questions 
such as ‘what should be the objective function o f  the firm ’ or ‘does the firm have social 
responsib ility’ is seriously m isleading. The firm is not an individual. It is a legal fiction  
which serves as a focus for a com plex process in w hich the conflicting objectives o f  
individuals (som e o f  w hom  m ay ‘represent’ other organizations) are brought into 
equilibrium  within a framework o f  contractual relations. In this sense the ‘behavior’ o f  
the firm is like the behavior o f  a market, i.e. the outcom e o f  a com plex equilibrium  
process. W e seldom  fall into the trap o f  characterizing the wheat or stock market as an 
individual, but w e often make this error by thinking about organizations as i f  they were  
persons w ith  m o tiva tio n s a n d  in ten tio n s  [emphasis added]. Jensen and M eckling  
(1976:311-312)

This view is supported by Demsetz (1983:377) who notes that one should not 

‘confuse the firm of economic theory with its real-world namesake. The chief

3 ‘In a  nu tshell, th e  tw o  m a in  characte ristic s o f  C h icago  School adheren ts  are: (1) b e lie f  in the neo c lass ica l price  theo ry  to 
ex p la in  o b served  econom ic  behav iour; and  (2) b e lie f  in the efficacy  o f  free m arkets  to allocate  resou rces  and  d istribu te  
incom e. C o rre la tive  w ith  (2 ) is a trop ism  for m in im iz in g  the  role o f  the  state  in econom ic  ac tiv ity ’. T he N e w  P a lgrave  
D ic tio n a ry  o f  E conom ics  (1998 :413)
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mission o f neoclassical economics is to understand how the price system 

coordinates the use o f resources, not to understand the inner working o f  real 

firm s ' [emphasis added].

Yet Jensen and Meckling (1976) advance a normative framework for maximizing

the market value o f the firm (i.e., a presumably “real world” objective) based on a

series o f neoclassical assumptions which do not reflect real-world situations. For

example, their model assumes that (a) all outside equity shares are nonvoting, (b)

there exists a single manager (the peak coordinator) with ownership interest in the

firm, etc., and (c) no outside owner gains utility from ownership in a firm in any

way other than through its effect on his wealth or cash flow s. Demsetz (1983)

appears to relax this last restriction, broadening the potential motives or objectives

o f individuals within the firm. However, he ultimately subjects all considerations

to a profit maximizing function -  even discriminatory behaviour -  thus returning

to Jensen and M eckling’s unreal assumption:

The com pensation received by the owner-m anager o f  such a firm potentially contains 
three com ponents— pecuniary w ages o f  m anagem ent, known am enities o f  o ffice , and 
profit o f  owner. The behavior o f  such an owner-m anager surely is guided by utility  
m axim ization, not sim ply the pursuit o f  profit. One owner m ay prefer sp otlessly  clean 
surroundings for the large part o f  the day he spends at the office. Another values 
m anaging a larger or faster grow ing firm. A  third values associating with laborers who  
practice a particular religion or have a particular skin color. N oth ing in the theory o f  the 
price system  bars the owner from indulging these desires. The th eory  o f  com petitive  
m arkets, which is b a sed  on the fu l l  know ledge o f  such consum ption, requ ires on ly  tha t he 
p a y  f o r  these indulgences, ju s t  as i f  he w ere  p u rch asin g  them as a consum er, [em phasis 
added] D em setz (1983:378)

Drucker (1955) earlier contested a single, profit-maximizing function for the 

firm4

A business cannot be defined or explained in terms o f  profit. The average businessm an  
when asked what a business is, is likely  to answer: “A n organization to m ake a profit” . 
And the average econom ist is likely to g ive  the sam e answer. But this is not on ly  false; it 
is irrelevant. Sim ilarly, there is total bankruptcy in the prevailing econom ic theory o f  
business enterprise and behaviour: the theory o f  the “m axim ization o f  profits” -  sim ply a 
com plicated w ay o f  phrasing the old saw o f  “buying cheap and selling  dear”. This 
theorem m ay adequately explain how Richard Sears [founder o f  US retailer Sears] 
operated. But it is bankrupt precisely because it cannot explain how  Sears, R oebuck -  or 
any other business enterprise -  operates, or how  it should operate. Drucker (1955:50)

Moreover, he contested the assertion that there is any single objective function for 

the firm5. To believe so was folly:

4 S ee a lso  Section  2 .4  w here D rucker (1955) asserts that financial ou tcom es canno t be th z  p r im a ry  ob jec tive  o f  strategy.
5 See a lso  Section  2 .4  w here G ranger (1964 ) argues against a  s ing le  ob jective for the  firm .
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M ost o f  today’s live ly  discussion o f  m anagem ent by objectives is concerned w ith the 
search for the one right objective. This search is not only likely  to be as productive as the 
philosopher’s stone; it is certain to do harm and to redirect. . . .  T o m anage a business is 
to balance a variety o f  needs and goals. This requires judgem ent. The search for the one  
objective is essentially a search for a m agic formula that w ill m ake judgem ent 
unnecessary. But the attempt to replace judgem ent by formula is alw ays irrational; all 
that can be done is to m ake judgem ent possib le by narrowing its range and the available 
alternatives, g iv in g  it clear focus, a sound foundation in facts and reliable m easurem ents 
o f  the effects and validity o f  actions and decisions. And this, by the very nature o f  the 
enterprise, requires m ultiple objectives. Drucker (1955:82-83)

This viewpoint is supported by the industrial buying literature:

Industrial buying behavior, how ever, is a com plex process w hich cannot be captured by a 
single  explanatory variable such as price, total cost, reciprocity, or ego  enhancem ent.
A n y reasonably-com plete m odel o f  industrial buying behavior must be capable o f  dealing  
with the com plexity o f  industrial buying decisions which involve m any people (users, 
deciders, influencers, and buyers), are technical in nature, are m ade over long periods o f  
tim e, and require com plex interaction o f  personal, interpersonal, organizational, and 
environm ental factors in determ ining buyer response to marketing effort. W ebster and 
W ind (1972:5)

W ind and W ebster (1972) explicitly refute the neoclassical assumptions upon 

which Alchian and Demsetz (1972) and Jensen and Meckling (1976) base their 

theories o f organisational behavior:

It thus can be hypothesized according to econom ic theory that the business decision  
maker— the buyer— as a rational econom ic man tends (invariably) to m aking buying  
decisions which help the firm achieve its goal— profit m axim ization. [T ]he m otivational 
and cognitive assum ptions o f  the theory appear unrealistic. A s to the m otivational 
assum ption, profit m axim ization is believed to be only one am ong m any goals o f  business 
firms. A s to the cognitive side, the assumption o f  certainty and perfect know ledge can be 
challenged as unrealistic even w hen replaced by an assumption that the probability 
distribution o f  future events is known. W ind and W ebster (1972:7)

Drucker, W ind and Webster are supported by behavioral economics and finance6 

which documents neoclassically imperfect market phenomena, and by the

6 See S ection  5.1 fo r a de ta iled  review  o f  econom ic  theories o f  value. A lthough  a  com plete  ex am ination  o f  b eh av ioura l 
eco n o m ics  a n d  fin a n c e  is beyond  the scope o f  th is  chap ter and thesis, th is au tho r sum m arises som e o f  its c h ie f  adhe ren ts  
below . R ichard  T h a le r is frequen tly  cited  as the  o rig inato r o f  b eh a v io u ra l econom ics. B ehav ioural econom ists  con tend  that 
c o n su m e r b eh a v io u r is not perfec tly  rational as asserted  by  C hicago  S ch o o l o f  E conom ics  theory . T h a le r (1980 :39) 
d o cu m en ts  econom ica lly  “anom alous b ehav iou rs” i.e., buy ing  p rices tha t are m uch less than se llin g  p rices, consum ers 
p ay in g  a tten tion  to  sunk costs , consum ers e lim inating  op tions to  reduce self-contro l p rob lem s, etc. T h a le r (1980 :39) asserts 
tha t ‘in theses s itua tions  [neoclassical] econom ic  theo ry  w ill m ake sy stem atic  errors in p red ic ting  b eh a v io r’. T v e rsk y  and 
K ahnem an  (1981) attribu te  such  behav iour to ‘the use o f ju d g m en ta l heuristics  ([decision] sho rtcu ts) [w hich] lead to 
sy stem a tic  erro rs o r b ia se s ’ T ha le r (1991: x i i ). T versky  and K ahnem an  (1981) posit m odels w here the  value-function  
(o bserved  p rices) som etim es lies above and som etim es below  the  p red ic ted  p rice-function  (theore tica l prices). A nderson , 
T h o m so n  et al. (2000 ) assert tha t such  re fe rence-dependen t m ode ls  h ave three d istingu ish ing  ch a racte ris tic s: re ference  
dep en d en ce , lo ss  avers ion , and  d im in ish ing  sensitiv ity . *R e ference  dep en d en ce  captures th e  no tion  tha t ind iv iduals define 
a lte rn a tiv es  tha t they  conside r as gains and  losses relative to  a  reference  po in t, rather than  in  an abso lu te  sense. L oss  
a ve rs io n  m eans  tha t ind iv iduals w ill valuate d iffe ren tly  a lternatives tha t rep resen t opposing  d ev ia tions  o f  th e  sam e 
m a g n itu d e  from  th e  reference  poin t: the  nega tive  dev iation  w ill be seen  as m ore o f  a  loss than  th e  positive  dev ia tion  w ill be 
seen  as  a  gain . F inally , d im in ish ing  sen sitiv ity  m eans tha t indiv iduals w ill p lace sm aller m arg inal value on sam e-size, 
in c rem en ta l changes  in p rospects  as d iffe rences from  th e  reference  po in t becom e g rea te r’ A nderson , T hom son  et al. 
(20 0 0 :3 0 9 ). W oo (1 992 :1 ) observes: ‘W ith in  the  neoclassical fram ew ork , va lue  is found to be identical to price  in the state 
o f  m ark e t equ ilib riu m  and  is m easured  by  it. N o doub t the neoc lassical fram ew ork  res ts  upon the  unreal a ssum p tion  o f  
ta k in g  the  c u s to m er’s p references to  be g iv e n ’. He no tes: ‘T he v a lid ity  o f  these  unreal a ssum p tions  and the  a ttendan t 
red u c tio n is t m etho d o lo g y  is, how ever, inc reasing ly  being  ca lled  in to  question . . . .  If  we take it tha t p rices are fo rm ed  during
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7behavioural theory o f  the firm  (Cyert and March (1963)) which argues against 

the existence o f a single objective function in the firm.

In contrast to the neoclassical theory o f the firm and transaction-cost economics 

(TCE) which both presume organisational unity in the pursuit o f  the firm ’s single 

objective (be it maximizing profits or minimizing transaction costs), Cyert and 

March (1963) posit the existence o f coalitions each pursuing its own interests. 

Under the behavioural theory o f  the firm , managers must contend with the 

interests o f all coalitions, o f all stakeholders in the firm, if  the organisation is to 

function effectively and survive. Conflicting interests between stakeholders -  

shareholders, employees, managers, and suppliers -  will create tension that is 

dissipated only through inter-organisational bargaining.

During this bargaining process both the com position and the general goa ls o f  the coalition  
are established. The bargaining pow er o f  each potential participant depends on how  
unique the contribution is that he can offer to the coalition. . . .  Such a coalition o f  
participants need not have m axim ization o f  profits as its so le objective. In fact, the 
process o f  defining the goals o f  the organization is the first step in describing actual 
decision  processes within the firm. The second step is to describe how  the organization  
forms expectations upon which the decision processes are based. The third and last step 
is to describe the process o f  organizational choice. Doum a and Schreuder (1998:86 ,89 )

Unless the inducements offered to members o f each coalition are greater in their 

view than the contributions they believe they are asked to make, the coalitions will 

not participate. ‘Hence the organization will continue to exist only so long as the 

contributions are sufficient to provide inducements in large enough measure to 

draw forth these contributions’ Douma and Schreuder (1998:86). The firm can 

thus be prevented from pursuing a neoclassical optimal strategy if members o f an 

economic enterprise hold differing and potentially conflicting objectives.

Strategic management o f the firm becomes in large measure the identification o f 

agreed upon firm goals given the constraints imposed by the various stakeholders.

The preceding schools o f thought were outlined to demonstrate that the business 

literature lacks consensus on the question o f whether a firm does, can and/or

ex c h an g e  and  tha t exch an g e  takes p lace w hen d iffe rences ex is t in valuation  am ong the  transacto rs in question , such 
d iffe ren ces  in va luation  m ust be attribu tab le, at least in part, to  the  fact tha t d ifferent econom ic  ac tors posse ss  d ifferen t 
va luational fram ew o rk s’ W oo (1992:2). T h e  reader is d irec ted  to  K ahnem an and T versky  (2000) fo r a  de ta iled  su rvey  o f  
th e  la test research  in th is area. See also  F igure 5E w here th is  au th o r show s exchange as the link  betw een  u tility -based  and 
p rod u c tio n -b ased  defin itions o f  value; exchange price  is n o t, how ever, equ ivalen t to e ith e r o f  these d efin itions  o f  value. 
A nderson , T hom son  et al. (2000) reference m any o f  th e  above au thors in the ir s tudy  o f  pu rchasing  a g e n ts ’ behaviours. 
T h e y  suppo rt W oo (1 9 9 2 ) conc lud ing  tha t ‘a sing le u tility  function  cannot exp la in  the purchasing  m a n ag ers ’ dec is ions , and 
th a t separa te  value an d  price u tility  functions p rov ide su perio r ex p lan a tio n ’ A nderson, T hom son  et al. (2000:318).
7 See a lso  d iscussion  o f  theories o f  the  firm  in S ection  4.4.
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should have a single objective function. See Table 3A. This author outlined the 

three major positions in the literature concerning the firm’s objective function: (I) 

the neoclassical theory o f the firm and transaction cost economics which assume a 

unity o f purpose within the firm towards achievement o f a central (single) 

objective; (II) the market value movement which assumes multiple consumption 

and production objectives which are maximised across individuals based upon a 

common (single) economic function; (III) the stakeholder m ovement which

assumes multiple and conflicting objectives which result in a negotiated agreed
• . • . . . 8

upon set o f (multiple) objectives some or none o f which may be optimised . The

supply management literature reflects the underlying value assumptions o f 

position I whilst simultaneously pointing out the difficulties -  reflective o f 

positions II and III -  purchasing encounters when operating under those 

assumptions.

This author noted that achieving congruence between a firm ’s value objectives 

and the components o f its strategic management process was quite difficult 

particularly for a firm’s purchasing organisation9. This difficulty stems 

principally from the following purchasing challenges -  balancing (a) firm-wide 

versus business unit considerations; (b) process versus functional considerations; 

and (c) quantitative versus qualitative considerations. These challenges make it 

either very difficult (reflective o f position II) or impossible (reflective o f  position 

III) to optimise a common objective.

Purchasing’s attempt to minimize Total Cost o f Ownership (TCO) makes this 

abundantly clear. Ellram (1993) notes that a formal TCO approach:

E xplicitly  recognizes cost factors in addition to price as part o f  the cost o f  doing business 
with a particular supplier. . . .  At a m inim um , any TCO approach should include 
transportation costs, receiving costs, quality costs (inspection, rework, reject costs), 
purchasing administrative expenses, including management tim e, and o f  course, the cost 
o f  the purchased item. Ellram (1993:5)

This wider consideration set necessitates that purchasing often balance opposing 

and conflicting objectives: to reduce and standardize the quantity o f supplied 

parts across the firm whilst respecting decentralized strategic planning by the

8 S ee  S ection  3.2 for a m ore  detailed  rev iew  o f  sa tisfic ing  versus op tim iz ing  behaviours.
5 S ee  S ection  2.4.
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Chapter Three: Balance multiple objectives

Table 3A: Three major positions concerning the firm’s objective function

Assumptions about value when conceptualised / used as ...

Position Major adherents ... as a noun .. as a verb ... as an adjective

I. Unity of purpose 
within the firm towards 
achieving a central 
(single) objective

Neoclassical theory of 
the firm (e.g. 
'maximise profit’, 
Transaction Cost 
Economics (e.g. 
'minimise transaction 
costs’)

•All the inputs involved in 
producing an items can be 
monetised and added up

•Activities within the firm 
are based on availability of 
perfect information which 
can be obtained either 
costlessly or at a fee 
•Firm collectively performs 
the economic calculus to 
compare all possible 
alternatives actions 
•Owners of the firm are the 
operators of the firm

•Actors in the firm viewed 
as homo economicus who 
perfectly implement the 
firm’s objective function 
•Actors are completely 
rational; their individual 
objective functions are the 
sam e a s  that of the 
collective firm's

II. Multiple 
consumption and 
production objectives 
which are maximised 
across individuals 
based upon a 
common (single) 
economic function

Market value 
movement (e.g. 
‘maximise 
shareholder value’)

•Utility drives valuation of 
an item
•An individual’s utility 
function can be monetised

•Search costs are incurred 
by the firm in its attempt to 
obtain information 
•Firm is an aggregation of 
individuals each performing 
his / her own utility calculus 
to compare all possible 
alternatives actions 
•Owners of the firm not 
necessarily operators of the 
firm

•Each actor is a  consum er 
with a  different objective 
function (utility) maxmised 
subject to his/her 
individual financial 
constraints
•Although what is desired 
by one consum er may not 
be desired by another, 
each individual rationally 
orders his/her own 
preferences

III. Multiple and 
conflicting objectives 
which result in a 
negotiated agreed 
upon se t of (multiple) 
objectives som e or 
none of which may be 
optimised

Behaviouralism; 
Stakeholder theory of 
the firm (e.g. 'satisfice 
across stakeholders’)

•Utility drives valuation of 
an item
•An individual’s utility 
function may reflect a 
coalition’s utility function 
•Many (but not all) parts of 
the coalition’s utility function 
can be monetised

•Search costs are incurred by 
the firm in its attempt to obtain 
information; coalitions reveal 
private information only if they 
receive sufficient incentives 
•Firm is an aggregation of 
coalitions each performing its 
own utility calculus 
•Owners and operators of the 
firm slightly overlap

•Each actor is a  mem ber of 
one or more coalitions each 
with a different objective 
function (utility)
•Each coalition rationally 
pursues its own interests; 
coalitions interests conflict 
•Coalitions bargain to find a 
‘best c ase ’ agreed upon 
objective function
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business units (reflective o f challenge a above); to factor “non-purchasing” related 

expenses beyond the initial purchase price into TCO calculations in the face o f 

outdated functional performance measurement systems based principally on lower 

purchase price (reflective o f challenge b above); and to include the “costs” o f 

various activities even though they may be currently measured using qualitative 

versus quantitative metrics (reflective o f challenge c above).

Not surprisingly Ellram (1993) notes that “selling” and implementing the TCO 

approach is difficult as a result o f  these factors. Interestingly she notes that a 

TCO approach may be more acceptable if  the firm looks at “value” instead o f 

“cost” .

There are several approaches a firm can take in im plem enting a TCO philosophy. First 
and forem ost, the organization must m ove aw ay from so le ly  a price orientation, to grasp 
the idea that “total cost” m ay be much more important than price. To experienced TCO  
users, this m ay seem  like an easy task. H owever, for a firm that has been operating in a 
high ly price com petitive market, focusing on supplier price reduction, TCO m ay be a very 
difficult concept to sell to others within the firm. Indeed, one o f  the firms studied found 
that in using the TCO approach, it had to avoid use o f  the term “cost.” Cost im m ediately  
drove the firm ’s buyers to look at price, which is often the largest TCO cost elem ent. 
Instead, they chose to use the term “value.” Ellram (1993:9)

She fails, however, to explain how merely re-labeling the term in purchasing’s 

purported objective function (i.e. optimise value versus optimise cost) will help 

the firm realize a new TCO philosophy that will overcome all three challenges 

described above. In effect, Ellram confronts the limitations o f the incomplete 

definition o f value she adopts.

Recall that value is incompletely conceptualized (and therefore incompletely 

managed) whenever it is defined solely as a noun (e.g. the ‘worth’ o f an object), as 

a verb (e.g. the processes and activities employed by a firm to place a value on 

things) or as an adjective (e.g. the different actors’ perceptions o f what is in fact 

valuable). Ellram attempts to devise a more complete notion o f value by 

expanding its definition as a noun -  from purchase price to Total Cost o f 

Ownership. Unfortunately, redefining the expression “value” when used as a 

noun does not redefine its meaning when used as a verb or as an adjective. In 

addition, expanding the list o f  factors “added-up” to calculate an object’s 

production cost merely results in an expanded financial definition o f value (i.e.
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position I) and does not address non-financial considerations (i.e. utility) 

introduced by positions II and III.

Watts, Kim et al. (1992) note the difficulty o f arriving at an appropriate definition 

o f value which they label the four rights:

It has been w idely  accepted for years that the fundamental purpose o f  the purchasing  
function is to acquire the right quantity o f  the right item s (quality and design) required in 
m anufacturing the products at the right tim e and at the right price. T hese four elem ents  
make up the core o f  any purchasing strategy— and they are consistent with the other 
functional and corporate level strategies. H owever, the basic problem  o f  im plem enting  
this seem in gly  sim ple task has been in defining the term right . . . .  Watts, Kim et al. 
(1992:5)

Their emphasis on the four rights points to the need to move beyond financial 

value metrics. Like Ellram, however, they are primarily concerned with finding 

the appropriate definition o f value as a noun. Other writers do touch on value’s 

alternative usages10. For example, Farmer (1972:10) addresses its usage as a verb 

when he observes ‘Many writers have commented on the difficulties associated 

with the reduction o f the myriad o f functional objectives within the company to a 

consistent corporate objective’. Fearon (1973) notes that:

The primary objective is to so lve  materials problem s from a total organization v iew point 
rather than from the v iew point o f  any individual functions; to balance possible  
conflicting objectives o f  the various materials functions, to the net benefit o f  the 
organization as a w hole. M any exam ples o f  the possible conflict am ong objectives could  
be cited. Purchasing desires to acquire item s at low est-possib le costs, w hich often  
requires that large-tan-normal orders be placed to gain quantity discounts. H owever, one 
objective o f  inventory control is to generate high inventory turnover, and thus a low  dollar 
investm ent in inventory. These tw o objectives conflict— a successful solution will  
require a balancing o f  the opposing objectives to achieve optimum or greatest total results 
for the organization. Fearon (1973:41)

King (1973:73) posits that ‘There is no simple method for determining what 

purchasing decisions are optimal. The decision which best serves one set o f 

objectives usually will not be appropriate for some other set o f aim s’. These 

authors all point towards the process or activity o f valuation / managing value; 

their discussion o f this process is more aligned with positions II and III o f Table 

3A than position I.

10 F or exam ple , v a lu e ’s usage as a verb  w ill be considered  in C hap ter F our w here th is au tho r d iscusses system s th ink ing ; its 
u sage  as a noun  and ad jective, in C hap ter F ive w here th is  au thor d iscusses econom ic theories o f  value; its usage as a  verb, 
in C h ap te r F ive w here th is  au tho r d iscusses con tinuous im provem ent in quality  /  lean th ink ing ; and  its usage as an 
ad jec tiv e , in C h ap te r Six w here th is au tho r d iscusses custom er experiences and perceptions.
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Based on the foregoing discussion and additional recent research11, this author 

concludes that it is improbable that firms operate according to position I.

Positions II and III more realistically reflect firm behaviour. Yet position II 

describes a firm composed o f economically adept actors who are consciously 

aware o f their utility functions, who can monetize their utility functions, and who 

consistently apply their utility functions -  a firm whose members display 

extraordinarily rational behavior12 and which therefore becomes increasingly 

difficult to imagine13. For the purposes o f  this thesis, this author adopts position 

III since it subsumes position II in the event that one actually encounters a firm 

satisfying position II’s more restrictive economic criteria. The firm  is thus 

defined as a collection o f  stakeholder groups with multiple and (likely) conflicting 

objectives; these stakeholder groups negotiate an agreed upon set o f  objectives 

which collectively all individuals satisfice rather than maximize.

3.2 Satisficing stakeholder obiectives given bounded rationality and a hierarchy of 

needs

Clarke (1998) traces the roots o f the concept o f stakeholding to the early 

eighteenth century:

The Oxford English dictionary definition o f  stakeholding records the first use o f  the term 
in 1708 as a bet or deposit, “to have a stake in (an event, a concern, etc.): to have 
som ething to gain or lose by the turn o f  events, to have an interest in; especia lly  to have a 
stake in the country (said o f  those w ho hold landed property. H ence sp ecifica lly  a 
shareholding (in a com pany). Clarke (1998:186)

He claims that a stakeholder theory o f the firm has existed since the origins o f 

industrialism: its philosophical antecedents dating back to the concepts o f the co

operative movement and mutuality that appeared in the nineteenth century. A 

century later Berle and Means (1932) identified multiple interests within the 

modem corporation which needed to be balanced. They note that ‘It is 

conceivable, indeed it seems almost essential if  the corporate system is to survive,

11 P e te r B rew er and  T hom as S peh o f  M iam i U niversity  o f  O h io  c ite  a C F O  M agazine  su rvey  tha t found tha t “although  91%  
o f  c h ie f  financial o ffice rs  (C F O s) had  a c lea r understand ing  o f  th e ir  co m p an y ’s v ision , on ly  71 percen t o f  execu tive  
m anagers , 40  p ercen t o f  m idd le  m anagers, and  3 percen t o f  line m anagers d id” B rew er and  S peh (2001 :50). T he 
d ec re a s in g  levels o f  aw areness  o f  the firm ’s m ission  at low er levels  in these o rgan isa tions suggest tha t all m em bers o f  the 
firm  m ay  n o t in fact pu rsue  a com m on objective.
12 “R e jec tin g  the  narrow , m echan ica l h om o econom icus  tha t serves as a basis for neoclassical theory , R ichard  T ha le r [a 
p ro p o n en t o f  b ehav iou ra l econom ics] p roposefs] tha t m ost peo p le  ac tually  behave like . . .  people! T h ey  are p rone  to  error, 
irra tio n a lity  and  em o tio n  and they  act in w ays no t alw ays con sis ten t w ith m axim izing  the ir ow n financial w ell b e in g ” 
L ow enste in  (2001 :68 , 70).
13 W eb ste r and  W ind  (1972 :7 ) assert “ [T ]he firm  o f  the  econom ic  theo ry  o f  th e  firm  is a sim p lified , non-rea lis tic  m ode l o f  
ac tual business  firm s. It has no com plex  o rgan ization , and  n o  p rob lem s o f  m anagem ent in genera l and  m an ag em en t o f  
h um an  be ings  in p articu lar” .
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that the “control” o f  the great corporations should develop into a purely neutral 

technocracy, balancing a variety o f  claims by various groups in the community 

and assigning to each a portion o f  the income stream  on the basis o f  public policy 

rather than private cupidity [emphasis added]’ Berle and Means (1932:312). 

Penrose (1959) is frequently credited with having laid the intellectual theoretical 

foundations for a stakeholder theory o f the firm by envisaging the firm as a bundle 

o f assets and relationships. However, the actual term “stakeholder theory” was 

first used in 196314.

U.K. and U.S. companies have traditionally not followed a stakeholder approach 

to governance. Clarke (1998) contrasts Anglo-Saxon “stockholder capitalism” 

with Continental European “stakeholder capitalism” and Japanese “collective 

capitalism”. He traces the Anglo-Saxon concern for shareholder value to the 

particular conceptualization o f property rights underlying the Chicago School o f 

Economics. The Chicago School asserts the efficacy of free capital markets in 

allocating firm resources. Accordingly its adherents assert that all assets o f public 

corporations should be viewed as property o f the shareholders and the Board o f 

Directors as the shareholders’ primary agent.

This shareholder theory o f firm governance, however, is based on two important 

neoclassical economic assumptions: (1) the availability o f perfect information and 

(2) the existence o f a single utility function for the firm. Drucker (1955) and 

Wind and W ebster (1972) contest the validity o f these assumptions. They are 

joined by Milgrom and Roberts (1990) who describe a continual struggle within 

the firm to influence decision-makers through willful strategic misrepresentation 

and the restriction o f information flows. They add influence costs to the costs o f 

co-ordinating economic exchanges within the firm. Influence costs encompass 

not only the costs o f filtering out good from bad information, but the opportunity 

costs o f ‘individuals and groups within the organization [expending] time, effort 

and ingenuity in attempting to affect others’ decisions to their benefit’ page 170. 

Influence costs include the ‘inefficient decisions [that] result either directly from

14 C la rke  (1998 ) asserts  the  term  w as first used  at the  S tanford  Research Institu te  by Igor A n so ff and  R obert S tew art.
A n so ff  (1965 :33 ) describes  the  s takeho lder theory  o f  the  firm  as “m ain ta in [ing] that the ob jectives o f  th e  com pany  shou ld  
be derived  by balancing  the  conflic ting  c la im s o f  the various ‘s takeho lders’ in the firm , m anagers, w orkers, stockho lders, 
su p p lie rs , v endors” [em phasis  added].
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these influence activities or, less directly, from attempts to prevent or control 

them ’ page 170. The above influence costs (and the resulting inefficient 

decisions) violate neoclassical assumption one.

Alchian and Demsetz (1972) focus on the costs o f monitoring and the problem o f 

opportunism. Although they support a meta profit-maximizing objective function 

for the firm 15 and therefore may be classified as neoclassical adherents, they note 

that moral hazard can reduce firm output. Moral hazard describes the fact that 

individuals are tempted to shirk in order to receive the advantages o f the group’s 

efforts without contributing proportionately. Shirking is particularly acute 

whenever it is difficult or impossible to ascertain reliably an individual’s 

particular contributions to group output. Individuals behave rationally by shirking 

-  they advance their own interests or goals even if  their behaviour is not optimal 

for the group (and is not aligned with the single profit-maximising objective o f the 

firm). The above shirking costs, however, violate neoclassical assumption tw o16.

Porter notes similar group behaviour within the firm. Interrelationships between 

business units can be costly because ‘they require business units to m odify their 

behavior in some way’ Porter (1985:331). These costs include the cost o f  

compromise:

Sharing an activity requires that an activity be performed in a consistent w ay  that m ay not 
be optimal for either o f  the business units involved. . ..  The cost o f  com prom ise m ay 
include costs not only in the shared value activity but also in other linked value activities. 
. . .  That business units m ay in som e w ay com prom ise their needs to share an activity is 
alm ost a given. The cost o f  com prom ise m ay be minor, or m ay be great enough to nu llify  
the value o f  sharing. Porter (1985:332)

Insufficient returns may accrue to stakeholder group, who then refuse to co

operate, even if  the total organisation realizes net competitive advantage.

In som e cases, the net value o f  an interrelationship m ay even be negative  from the 
view point o f  one business unit because o f  the required com prom ise, but w ill be m ore the  
offset by a positive net value for other business units. For this reason and because o f  the 
natural bias in approaching interrelationships noted above, then, business units w ill often  
not readily agree on pursuing interrelationships that w ill benefit a firm as a w h ole . Porter 
(1985:335)

15 See S ection  4.1.
16 In a  foo tno te Jensen  and M eck ling  (1 9 7 6 ) claim  that ‘m ax im ization  subjec t to  costs o f  info rm ation  and  o f  dec ision  
m a k in g ’ d o es  n o t deny  econom ica lly  ‘m ax im izing  b eh a v io r’ by  the  firm (and  by  inference does not d ev ia te  from  
n eo c lass ica lly  effic ien t behavior). D ecision -m ak ing  costs , how ever, m ay inc lude  ‘influence c o s ts ’ (M ilg rom  an d  R oberts 
(1990 )) w hich  m ay  lead  to  inefficien t dec is ions  w hich  w ere show n to  v io late  neoclassical e ffic iency  assum ptions.
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Rasmusen (1974) asserts that such conflicting objectives across business units 

usually results from decentralisation17. If  alignment o f goals across business 

units cannot or does not occur, however, neoclassical assumption two is violated 

and the optimization o f shareholder objectives is prevented. In contrast to these 

unrealistic neoclassical assumptions the stakeholder theory o f the firm posits that 

firms satisfice rather than maximize objectives across stakeholder groups in light 

o f  (1) bounded rationality and (2) a hierarchy of objectives.

Simon (1957) was one of the first authors to describe bounded rationality. “The 

capacity o f the human mind for formulating and solving complex problems is very 

small compared to the size o f the problems whose solution is required for 

objectively rational behavior in the real world” Simon (1957:xxvi). Bounded 

rationality describes human behaviour that is ‘intendedly rational, but only 

limitedly so’ Simon (1961 :xxiv). Given bounded rationality managers satisfice 

objectives or “muddle through” 18 using a process o f logical incrementalism19 that 

does not optimize / maximize objectives.

Maslow (1943) provided the seminal foundation upon which a hierarchy o f 

objectives could be based. He asserts that five sets o f goals constitute basic 

human needs. This hierarchy o f needs begins with the physiological (at the base 

o f the pyramid) and ascends through safety, love, esteem and culminates with self- 

actualisation. Maslow asserts that humans are motivated to achieve or maintain 

the conditions necessary for meeting these basic satisfactions and that we do so in 

a particular order:

These basic goals are related to each other, being arranged in a hierarchy o f  prepotency. 
This m eans that the m ost prepotent goal w ill m onopolize consciousness and w ill tend o f  
itse lf  to organize the recruitment o f  the various capacities o f  the organism . The less 
prepotent needs are m inim ized, even forgotten or denied. But when a need is fairly w ell

17 ‘It is necessary  to  m ake several assum p tions  abou t the  b ehav io r o f  the  central and sec to r m anagers in o rd er to im plem ent 
d ecen tra lized  p la nn ing  ... .  S om e o f  these  assum ptions can be  sum m arized  as follow s: (1 ) S ubm anagers  know  and 
un ders tand  the preferences o f  to p  m anagem ent. (2 ) S ubm anagers ac t as loyal m em bers o f  the o rgan iza tion , p u rsu ing  the 
ob jec tiv es  o f  top  m anagem ent, and not the ir ow n. (3) S ubm anagers never retain  o r b ias inform ation . (4) S ubm anagers are 
ab le  to  foresee p ossib le  connections to  p roposals  from  o ther sectors. (5) S ubm anagers are ind ifferen t to w hether o r not a 
p roposa l is accep ted  o r rejected. N one o f  these assum ptions are easily  sa tisfied ’ R asm usen (1974 :156).
IS ‘P o licy  is not m ade once and  for all; it is m ade and  re-m ade endlessly . P olicy-m aking is a  process o f  successive
app rox im ation  to  som e desired  objectives in w hich w hat is desired  itse lf  con tinues to change under reconsideration .
M ak in g  po licy  is at best a very  rough process. N either social sc ien tists , nor politic ians, nor pub lic  adm in is tra to rs  y e t know  
en o u g h  abou t th e  socia l w orld  to avoid  repeated  e rro r in p red ic ting  the consequences o f  po licy  m oves. A  w ise po licy
m ak er consequen tly  expects tha t h is  policies w ill ach ieve on ly  part o f  w hat he hopes and at the  sam e tim e w ill p roduce  
u n an tic ipated  consequences  he w ould  have p referred  to av o id ’ L indbloom  (1959:86).
|y See d iscussion  o f  Q uinn  (1980) in Section  2.2.
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satisfied, the next prepotent (“higher”) need em erges, in turn to dom inate the conscious  
life  and to serve as the center o f  organization o f  b eh a v io r ... M aslow  (1 9 43:394)

Maslow notes that his concept o f hierarchy o f needs has near universal 

application:

Certain basic needs are more urgent than others. This sam e hierarchy, or som ething very  
much like it, has been found to exist, for instance . ..  in the history o f  w hat labor unions 
have struck for, the order o f  urgency o f  the problem s o f  the underdeveloped nations, the 
order o f  kinds o f  satisfactions and kinds o f  pay that upwardly m obile and econ om ically  
successfu l individuals in the United States seek for, the order o f  im portance o f  the human 
needs that supervisors and m anagers had better satisfy in our factors, and son on. That is 
to say, it looks like a universal individual and social principle. Letter to John D. 
R ockefeller III reprinted in Stephens (2000)

This author supports M aslow’s assertion20, observing traces o f his hierarchy o f 

needs throughout the literature:

• In the value literature where Hartman (1958) advances a value hierarchy
21upon which he bases his theory o f axiology.

• In the marketing literature where Brown (1995) explicitly links M aslow’s
22hierarchy to the “stages o f customer needs” ; Gale (1994) advances a 

hierarchy o f customer perceptions based on the product lifecycle; 

W oodruff and Gardial (1996) advance a hierarchy o f customer perceptions 

based on means/end theory.23

• In the strategy literature where several authors describe a tiering or 

prioritization o f strategies24.

• In the systems thinking literature where Checkland (1993:314) asserts that 

organisations ‘may be meaningfully treated as wholes built up o f smaller
n r

entities which are themselves wholes’.

• In the purchasing literature where Adamson (1980) discusses purchasing’s 

potential role in supporting the firm’s prime strategy26.

211 W hilst n o tin g  the fo llow ing  cavern  by  K eirsey  and  B ates (1984): ‘It m akes sense to  say  tha t we do not con tin u a lly  search  
fo r socia l ties, o r safety , o r food, w hen  they  are  co n tinuously  supp lied  and  can be taken fo r g ran ted  m ost o f  th e  tim e. W e 
tu m  ou r in terest to  the  ach ievem en t o f  esteem , as M aslow  argues. B ut beyond th is p o in t we are w ise to  p art co m pany  w ith 
M aslow . N ot eve rybody  is keen to  ac tualize  the Self, once liberated  from  the  need for se lf-esteem . N ot even m ost. M ost 
peop le w an t som eth ing  else entirely . O n ly  the cho leric  [one o f  the four hum an tem peram ents d escribed  by  H ippocra tes] are 
concerned  w ith m ak ing  th e  S e lf  real. It is not, then , tha t self-ac tualiza tion  is a  s tep  beyond  s e lf  es teem ; ra ther, it is a  m eans 
to self-esteem . . . .  S e lf-ac tualiza tion , far from  transcend ing  self-esteem , m ust be relegated  to  the  position  o f  b u t one o f  
m an y  rou tes to  se lf-e s teem ’ K eirsey  and  B ates (1984 :28-29). See S ection  6.1 for a d iscussion  o f  m eans-ends  theo ry  in the 
con tex t o f  va lue  ob jec tives and Section  6 .2  for a  d iscuss ion  o f  ind iv idual influences on th e  value assessm en t p rocess.
21 H artm an  (1958 ) and h is  theory  o f  ax io lo g y  w ill be rev iew ed  in S ection  6.1
22 B row n (1995 ) and m arketing  w rite rs  w ill be  rev iew ed  in C hap ter Six.
23 G ale (1994 ) and W o o d ru ff and  G ard ial (1996 ) w ill be rev iew ed  in C hap ter Six.
24 See S ection  2.4.
25 C h eck land  (1993) and system s th ink ing  w ill be rev iew ed  in C hap ter Four.
20 ‘A c o m p an y ’s com posite  s tra tegy  is a  com pound  o f  m an y  d iffe ren t dec isions ra ther than  a s ingle p lan  o f  attack . It 
consis ts  o f  a “ h ie rarchy  o f  p rim e stra teg ies and a backg round  o f  supporting  strateg ies” C annon (1968) B u sin e ss  S tra tegy
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Unfortunately purchasing practices may not in fact support the firm ’s prime 

strategy. King (1973) notes that:

The purchasing executive suffers from the desire to pursue a number o f  conflicting  
objectives. . ..  It is precisely this problem that led one manager to remark that the m uch- 
discussed objective o f  ‘buying the right quality, in the right quantity, at the right tim e, at 
the right price, from the right source’ contains too m any ‘rights’. K ing (1973:73)

Such misalignment o f  purchasing with corporate objectives is observed by Reck 

and Long (19 8 8)27, Dumond (1991)28, and St. John and Young (1991)29. St. John 

and Young (1991) provide empirical evidence that suggests purchasing and 

production planning’s day-to-day decision-making does not reflect the 

organisation’s goals.

How can firms avoid such misalignment? St. John and Young (1991:19) assert 

that the “Use o f formalized goal-setting processes in a firm appears to promote 

agreement on competitive goals among the operations managers” . Japanese 

companies attempt to achieve consensus and alignment using a policy deployment 

approach {hoshin kanri) that “rolls out” objectives across their respective 

organisations30. U.K. and U.S. corporations are increasingly adopting a similar 

approach albeit one originating in the W est -  the Balanced Scorecard.

3.3 The Balanced Scorecard

The Balanced Scorecard is a performance management tool that attempts to help 

the organisation explicitly prioritise its objectives and facilitate strategic 

alignment across the organisation against this hierarchy o f objectives. Figure 3A.

a n d  P o licy , p. 9], It is in th is  background  o f  suppo rting  strateg ies tha t a f irm ’s p rocu rem en t ac tiv ities can  p lay  an  im portan t 
ro le  in  su ppo rting  (o r w ork ing  aga inst) the  f irm ’s p rim e s tra teg ies ' A dam son  (1980:26).
27 ‘N o  s ing le  p u rch asin g  system  can s im ultaneously  concen trate  its efforts on every  co m petitive  d im ension  to sa tisfy  every  
c u s to m er g roup. T radeoffs are inevitab le . C ertain  qualities  w ith the  supp ly  m arkets m ust be com prom ised  to  enhance  the 
d ev e lo p m en t o f  o thers. . . .  I f  pu rchasing  is to  becom e a com petitive  w eapon in the  battle  for m arkets , p u rch asin g  personnel 
m u s t se t p rio ritie s  an d  excel a long the  d im ensions tha t are m ost im portan t s tra teg ica lly ’ R eck  and L ong  (1988 :2 -3 ).
28 ‘T oday , m a n y  p u rch as in g  departm ents are eva luated  p rim arily  on  the basis  o f  cost m in im ization  and  in ternal o pera ting  
e ffic iency ; yet, th is  em phasis  m ay  no t enab le the  departm ent to  m eet the  expecta tions tha t sen io r m anagem en t seem s to 
h av e  se t fo r p u rch as in g , o r  to  deve lop  an env iro n m en t tha t enhances an ind iv id u a l’s p roductiv ity . C onsequen tly , 
m a n ag em e n t m ust a ttem p t to  ensure tha t a perfo rm ance m easurem ent system  is developed  w hich  crea tes a  p roductive  
w o rk in g  env iro n m en t and  encourages the “ r ig h t”  [em phasis added] dec isions b y  purchasing  p ro fess io n a ls ’ D um ond  
(1991 :22).
27 ‘K ey  findings o f  the s tudy  are: (1) W hen faced w ith a rou tine prob lem  requ iring  an im m ediate response, opera tions 
m an ag ers  tend to agree on how  to  hand le the prob lem  w hether o r no t they agree  on the o rg an iza tio n ’s goals. (2) W hen 
faced  w ith a rou tine  p rob lem  requ iring  an im m ediate response, the agreed-upon response is frequen tly  inconsisten t w ith the 
s ta ted  goals o f  the  firm . (3) W hen ev idence suggests  tha t an opera ting  po licy  needs to  be changed , m anagers are un likely  to 
ag ree  on how  to change  the policy . A greem ent on com petitive  goals  is not related  to agreem ent on po licy  changes. (4) 
M anagers  w ho ag ree  on goals are  m uch m ore likely  to agree on fu ture oriented , long-range tra d e -o ff  d ec is ions  than those 
w ho  do  not agree on goals. (5) U se o f  form alized  goal-se tting  processes in a firm  appears to p rom ote ag reem en t on 
co m p etitiv e  goals am ong  the  operations m an ag ers’ St. John and Y oung (1991:19).
3,1 S ee  Section  2.5.
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Robert S. Kaplan and David Norton o f Harvard Business School described the 

framework in 1992 in their Harvard Business Review  article “The Balanced 

Scorecard— Measures that drive performance” . They assert that the framework 

enables a firm to achieve:

A balance between external m easures for shareholders and custom ers, and internal 
measures o f  critical business processes, innovation, and learning and growth. The  
measures are balanced betw een the outcom e m easures -  the results o f  past efforts -  and 
the measures that drive future performance. And the scorecard is balanced betw een  
objective, easily  quantified outcom e m easures and subjective, som ew hat judgm ental, 
performance drivers o f  the outcom e m easures. Kaplan and Norton (1996:10)

Kaplan and Norton assert that this tool provides a “strategic framework for action” 

using objectives and measures organized into four perspectives: financial, 

customer, internal business processes, and organizational learning and growth.

A half century earlier Drucker (1955) was already arguing the need for a company

to strike the right balance between multiple objectives:

There are few  things that distinguish com petent from incompetent m anagem ent quite as 
sharply as the performance in balancing objectives. Yet there is no formula for doing the 
job. Each business requires its own balance -  and it may require a different balance at 
different tim es. Drucker (1955:111)

He compared the manager o f a firm to the pilot o f an aeroplane; both need a 

variety o f  metrics to operate and guide their enterprises:

O bjectives in the key areas are the “instrument panel” necessary to pilot the business  
enterprise. W ithout them m anagem ent flies by the “seat o f  its pants” -  without landmarks 
to steer by, without m aps and without having flown the route before. . ..  H ow ever, an 
instrument panel is no better than the p ilo t’s ability to read and interpret it. Drucker 
(1955:112)

By the 1970s French companies had commonly implemented such Tableaux de 

Bord -  “dashboards” o f key success factors. French managers used their 

respective dashboards to guide firm behaviour and assess overall performance.

Four years before Kaplan and Norton’s seminal article on the Balanced Scored in 

the Harvard Business Review , two prestigious awards were launched: the 

Baldridge National Quality Award (Figure 3B) and the European Foundation 

Quality Management (EFQM) Excellence award (Figure 3C). Their frameworks 

‘soon became widely implemented by thousands o f organizations as an internal 

diagnostic tool’ Kaplan and Lamotte (2001:3). The frameworks consist o f a series 

o f  interlinked criteria (seemingly comparable to the Balanced Scorecard) against
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Figure 3A: Four perspectives of the Balanced Scorecard
Source: Kaplan and Norton (1996:9)

“The Balanced Scorecard provides a framework to translate strategy 
into operational terms”

Figure removed
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Figure 3B: Baldridge criteria for performance excellence framework 
Source: Kaplan and Lamotte (2001:4)

Figure removed
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Figure 3C: The European Foundation Quality Management Model for Business Excellence
Source: Kaplan and Lamotte (2001:5)

Figure removed
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Table 3B: Comparison of EFQM, Baldridge and Balanced Scorecard Criteria
Criteria of the two leading quality models _____

(Source: Kaplan and Lamotte 2001) Critena of the Balanced Scorecard (Source: Norton 2000)

Table(s) removed
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which organizations rate and compare themselves. The percent o f total metrics 

allocated to the various criteria by both awards are listed in Table 3B (Kaplan and 

Lamotte (2001)); they are contrasted with Balanced Scorecard norms (Norton 

(2000)).

Kaplan and Norton argue that whilst Tableaux de Bord, key success factors, and 

the EFQM and Baldridge frameworks may be symbiotic with the Balanced 

Scorecard, they are inferior for three reasons. Firstly, they incorporate measures 

which may not necessarily be causally related to improved firm performance. 

Secondly, they generally do not establish strategic priorities for process 

enhancements. Thirdly, unlike the Balanced Scorecard, they usually do not 

‘integrate budgeting, resource allocation, target-setting, reporting, and feedback 

on performance into ongoing management processes’ Kaplan and Lamotte 

(2001:6). Each o f these arguments will be examined.

Addressing their first objection to other frameworks Kaplan and Norton assert that 

properly defined Balanced Scorecards are based on the concept o f strategic 

causality:

Our experience is that the best Balanced Scorecards are more than co llections o f  critical 
indicators or key su ccess factors. The m ultiple measures on a properly constructed  
Balanced Scorecard should consist o f  a linked series o f  objectives and m easures that are 
both consistent and m utually reinforcing. The metaphor should be a flight simulator, not 
a dashboard o f  instrument dials. Like a flight simulator, the scorecard should incorporate 
the com plex set o f  cause-and-effect relationships am ong the critical variables, including  
leads, lags and feedback loops that describe the trajectory, the flight plan, o f  the strategy. 
The linkages should incorporate both cause-and-effect relationships, and mixtures o f  
outcom e m easures and perform ance drivers. Kaplan and Norton (1996:29-30)

Causal relevance is demonstrated by linking competitive advantage and 

performance breakthroughs to the particular business strategy. Cox (1998) notes:

(S)trategic causality cannot be generalised from observation alone. (It) must be part o f  a 
rational logic, pursued within the mind o f  the individual theorist, which seeks to explain  
w h y certain activities are more casually  important than others. Cox (1998:55)

Unfortunately, Kaplan and Norton cannot validate the causal relevance o f the four

categories o f measures that they incorporate into the Balanced Scorecard.

The four perspectives should be considered a template, not a straight jacket. N o  
mathematical theorem exists that four perspectives are both necessary and sufficient. W e 
have yet to see com panies using few er than these four perspectives, but, depending upon 
industry circum stances and a business unit’s strategy, one or more additional perspectives 
m ay be needed. ... But w e don’t think that all stakeholders are autom atically entitled to a 
position on a business unit’s scorecard. The scorecard outcom es and performance drivers
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should m easure those factors that create com petitive advantage and breakthroughs for an 
organization. Kaplan and Norton (1996:34-35)

The Balanced Scorecard merely offers a “generic value chain model” that 

‘provides a template than companies can customize in preparing their internal 

business process(es)’ to create value for customers (Kaplan and Norton 

(1996:96)). Recent empirical evidence, however, questions whether Balanced 

Scorecard use results in greater emphasis being placed on strategic drivers (i.e. 

strategic causality) versus traditional performance outcomes31. This author also 

notes the absence o f supply-related metrics in the generic template (although 

Kaplan and Norton do concede that ‘if strong supplier relationships are part o f the 

strategy leading to breakthrough customer and/or financial performance, the 

outcome and performance driver measures for supplier relationships should be 

incorporated within the organization’s intemal-business-process perspective’) 

Kaplan and Norton (1996:35).

Addressing their second objection to other frameworks Kaplan notes that 

strategic-priority setting is an integral part o f implementing a Balanced Scorecard; 

they describe the process as a “framework for action” where such prioritization 

occurs. See Figure 3D. The process Kaplan and Norton describe according to 

which organisations prioritise initiatives follows a hierarchy o f steps very similar 

to the one described by Granger (1964) nearly 40 years earlier. See Figure 3E. 

Ultimately a ‘strategy map defines the architecture o f  the strategy’ Kaplan and 

Norton (2001:10); a personalized map is produced for each business unit, 

functional group and member o f the firm that describes their respective role in 

building and maintaining the “architecture” . See Figure 3F.

For purposes o f this thesis it is important to note that Kaplan and Norton adopt the
^9three “value disciplines” advanced by Treacy and Wiersema (1993) :

Our analysis suggests that com m on patterns o f  logic and activity apply across 
o rg a n iz a tio n s . T h is  o b se rv a tio n  is c o n s is te n t  w ith  th e  f in d in g s  o f  T re a c y  a n d  W ie rs e m a

31 ‘ “B alanced  S co recard s  are  c learly  a fad tha t com pan ies feel com pelled  to  adop t in o rd er to  stay  cu rren t.” T h a t’s how  the 
H ackett G roup  ch a rac te rized  the  B alanced  S corecard  in a  recen t research  report (2000 H ackett B enchm ark ing  B ook o f  
N um bers). T h e  fo unda tion  fo r th is?  H a lf  o f  the  60 com pan ies su rveyed  b y  H ackett c la im ed  to  be u sing  B alanced  
S co reca rd s, y e t fo r th e  m a jo rity  o f  the se  users, alm ost th ree-quarte rs  o f  the ir perfo rm ance m easures w ere still financial.
T h a t’s com pared  to  82%  for those w ho  do  n o t use the  B alanced  S corecard . T h a t’s no t m uch o f  a d iffe rence  betw een  those 
w ho  do  o r do not rep o rt use o f  a “b a lan ced ’ scorecard” ’ N orton  (2000:3). K aplan  and N orton  recom m end  that financial 
m easu res  occu p y  on ly  22%  o f  th e  total. A  study  by  a d iffe ren t consu ltancy  o f  ‘successfu lly  im p lem en ted  B alanced  
S co recard s  in 22 c o m p a n ie s ’ reflec ted  these  recom m enda tions. C onsu lt T ab le 3B.
32 See a lso  d iscussion  o f  va lue  d isc ip lines and  strateg ic a lignm ent in Section  2.4
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w ho conclude that successful organizations com pete on one o f  three clearly defined value  
propositions: operational exce llence  . ..  custom er intim acy ...  or product leadership. The 
central idea is that successful com panies w ill excel at one o f  these three dim ensions o f  
value w h ile  m aintaining threshold standards on the others. Norton (1999:2 )

They note that:

The firm ’s value proposition and financial outcom es are the outcom es that organizations 
want to achieve. Strategy must not only  sp ec ify  the desired outcom es; it must also  
describe how  they w ill be achieved. . ..  Porter claim s that ‘activities are the basic units o f  
com petitive advantage.’ T he art o f  develop ing a successful and sustainable strategy is 
ensuring alignm ent betw een an organization’s internal activities and its custom er value  
proposition. Kaplan and Norton (2001:90)

Kaplan and Norton provide a second set o f templates to help firms imbed their 

chosen value discipline into their respective strategy maps. See Figure 3G.

Empirical evidence suggests that managers are very receptive to the ideas 

underlying the Balanced Scorecard. Since its introduction in 1992 Western firms 

have rapidly adopted it33. Its use as tool for improving strategic alignment across 

diverse stakeholder groups within the supply chain has also been increasingly 

noted in the literature.

3.4 Justification for a stakeholder approach to management

‘The idea that corporations have stakeholders has now become commonplace in 

the management literature, both academic and professional’ Donaldson and 

Preston (1995:65). Donaldson and Preston claim that during the period 1984- 

1995 ‘about a dozen books and more than 100 articles with primary emphasis on 

the stakeholder concept have appeared’ Donaldson and Preston (1995:65). 

Unfortunately they note that ‘diverse theoretical approaches are often combined 

without acknowledgement’ Donaldson and Preston (1995:65).

n  In a  2001 in terv iew  w ith  C FO  M agazine  D avid N orton  cites a su rvey  by  the  m anagem ent consu ltancy  B ain & C om pany  
th a t indicates ‘in N orth  A m erica, abou t 50 percent o f  F ortune  1,000 com panies are using  the sco recard , and  in Europe 
so m ew h ere  betw een 40  and  45 percent. R esearch  d one by one o f  the [A ustralian ] un iversities indicates tha t abou t 35 
percen t o f  com pan ies claim  to  be using  a balanced  sc o reca rd ’ C alabro  (2001:1).
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Figure 3D: Steps to implement a Balanced Scorecard 
Source: Kaplan and Norton (1996:11)

“The Balanced Scorecard as a strategic framework for action”

Figure removed
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Figure 3E: Translating a mission into desired outcomes 
Source: Kaplan and Norton (2001:73)

Figure removed
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Figure 3F: A Strategy Map
Source: Kaplan and Norton (1999:5)

Figure removed
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Figure 3G: Building the Strategy Map -  The Customer Value Proposition
Source: Kaplan and Norton (2001:88)

Figure removed
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To promote more rigorous thinking and analysis o f the stakeholder concept, they 

distinguish between three different justifications for the theory: descriptive 

accuracy, instrumental power, and normative validity.

Descriptive justifications attempt to show  that the concepts em bedded in the theory 
correspond to observed reality. Instrumental justifications point to evidence o f  the 
connection between stakeholder m anagem ent and corporate performance. Norm ative  
justifications point appeal to underlying concepts such as group ‘rights,’ ‘social contract,’ 
or utilitarianism. D o n a ld so n  and P resto n  (1 9 9 5 :7 4 )

These three aspects o f stakeholder theory are nested within each other and can be 

viewed as three concentric circles. The outer shell corresponds to its descriptive 

aspect; the middle circle to its instrumental use; and the core to its normative use. 

For the purposes o f this section this author adopts the above definitions.

Recent instrumental evidence suggests that UK and US firms managed according 

to stakeholder principles may be more profitable than comparable firms

traditionally managed:

Evidence Supporting Stakeholder Theory 
Extracted from C lark e  (1998)

Author(s) Type34 Conclusion
Kotter and
Heskett
(1 9 9 2 )

Instrumental -  
interviews

“Studied 200 companies over 20 years and clearly correlated superior 
long-term profitability with corporate cultures that express the company’s 
purpose in terms of all stakeholder relationships” Clarke (1998:189)

Garvin (1991) Instrumental -  
empirical

“Winners o f  the Baldridge award, which ... like other national and 
international quality models, including the European Foundation of 
Quality Management (EFQM) covers performance in all key 
relationships, show better than average financial returns” Clarke 
(1998:189)

Waterman
(1 9 9 4 )

Instrumental -  
Empirical

“A paradox is that companies driven by financial indices to satisfy 
shareholders often appear capable o f doing so for limited periods o f time. 
‘Companies that set profits as their number one goal are actually less 
profitable in the long-run than people-centred companies’ Waterman 
(1 9 9 4 )” in Clarke (1998:190)

The Economist provides descriptive evidence o f growing support o f the 

“stakeholder movement” by UK businessmen: ‘A report on “Tomorrow’s 

Company” , published by the Royal Society for the Arts in 1995 and sponsored by 

firms such as Cadburry Schweppes, Guiness, Midland Electricity, Unipart and 

NatW est, asserted that “those companies which will sustain competitive success in 

the future are those which focus less exclusively on shareholders and financial 

measures o f  performance— and instead include all their stakeholder relationships 

...in  the way they think and talk about their puipose and performance” RSA

34 A s defined  by  D onald son  and P reston  (1995).
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(1995).,35 Clarke (1998), however, notes that the Hampel Committee on 

Corporate Governance explicitly stated that UK directors were not legally bound 

to recognise stakeholder interests (i.e., descriptive justification against) and 

implied  that directors should therefore not recognise stakeholder interests 

(inormative justification against):

A com pany must develop relationships relevant to its success. T hese w ill depend on the 
nature o f  the com pany’s business; but they w ill include those w ith em ployees, custom ers, 
suppliers, credit providers, local com m unities and governm ents. It is m anagem ent’s 
responsibility to develop policies which address these matters; in doing so they must have  
regard to the overriding objective o f  preserving and enhancing the shareholders’ 
investm ent over tim e... This recognises that the directors’ relationship with the 
shareholders is different in kind from their relationship with other stakeholder interests. 
The shareholders elect the directors. A s the CBI put it in their evidence to us, the  
directors are responsible for relations with stakeholders; but they are accountable to  the 
shareholders. This is not sim ply a technical point. From a practical point o f  v iew , to 
redefine the directors’ responsib ilities in terms o f  the stakeholders w ould  mean 
identifying the various stakeholder groups; and deciding the nature and extent o f  the 
directors’ responsibility to each. The result w ould be that the directors were not 
effective ly  accountable to anyone since there w ould be no clear yardstick forju d g in g  their 
performance. This is a recipe neither for good governance nor f o r  co rp o ra te  su ccess  
[em phasis added] Clarke (1998:187-188)

Similar ambiguity over stakeholder interests is found in the US. Clarke 

(1998:185) provides descriptive evidence supporting stakeholder theory in that 

‘38 state legislatures in the United States have attempted to protect companies in 

their local economies from hostile takeover by passing stakeholder laws that 

permitted or required directors to consider the impact o f their activities on 

constituencies other than shareholders including employees, customers, suppliers 

and the community’. He also notes, however, that over half o f US Standard and 

Poor’s 500 corporations are listed in the state o f Delaware which does not have 

such a “corporate constituency” statute.

Donaldson and Preston (1995) hold that the fundamental basis o f  stakeholder 

theory is ultimately normative. Ironically they justify stakeholder theory mainly 

on the idea o f  (limited) property rights and support their position using Coase 

(1960). Although considered a member o f the Chicago School o f  Economics -  

and therefore a neoclassicist -  Coase noted that rights o f ownership are not 

unlimited:

55 T he E conom ist, 10 F eb ruary  1996, p. 23.
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W e m ay speak o f  a person ow ning land ...  but what the land-owner in fact p o ssesses is 
the right to carry out a circum scribed list o f  actions. The rights o f  a land-ow ner are not 
unlim ited ...  [This] would be true under any system  o f  law. A  system  in w hich the rights 
o f  individuals were unlim ited w ould be one in which there w ere no rights to acquire. 
Coase (1960:44)

Donaldson and Preston contend that this restricted view of property rights extends 

to shareholders. Whilst they concede that the concept o f limited property rights 

does not automatically provide justification for assigning ‘managerial 

responsibilities towards specific groups’ (i.e., suppliers, customers or other 

stakeholders in the value chain), they assert that the concept o f limited property 

rights ‘does not support the popular claim that the responsibility o f  managers is to 

act solely as agents for the shareowners’ Donaldson and Preston (1995:84). They 

argue that supporters o f the shareholder theory o f the firm -  including Milton 

Friedman and his ‘famous attack on corporate social responsibility’36 Donaldson 

and Preston (1995:84) -  also argue their position normatively. They suggest that 

any theory o f the firm must ultimately be justified normatively37.

3.5 The Balanced Scorecard and supply management

Freeman and Liedtka (1997) assert that the value chain should be reinterpreted in 

stakeholder terms. It is interesting to note that they consider stakeholder theory 

the underlying architecture for the value chain (the same term Kaplan and Norton 

used to describe their concept o f strategy maps).

One w ay to describe the contribution o f  stakeholder theory to the operation o f  the more 
cooperative value chain is to think o f  it as providing the ‘system s architecture’ for 
sustainable co llaboration .... It does this by altering the scope, tim eline, and prom inence  
o f  the value capture process. W ithin the stakeholder m indset, the value creation process 
dom inates — value capture, as an issue, has less saliency because it is seen within the  
context o f  an on-going, trust-based relationship rather than as occurring within a sequence  
o f  discrete transactions. . ..  Good architecture is fundamental to the stakeholder value  
chain. It fo llow s that each party which benefits from the value chain must invest in the 
m aintenance o f  the drivers o f  that chain. Freeman and Liedtka (1997:291)

Several authors have asserted that the Balanced Scorecard should play a central 

role in establishing such an architecture and in aligning a firm ’s purchasing and 

supply management activities with the overall supply chain strategy.

36 ‘F ew  trends  could  so tho rough ly  underm ine  the  foundations o f  o u r  free socie ty  as the  accep tance  by  co rpo ra te  o ffic ia ls  o f  
a  socia l resp o n sib ility  o the r than  to  m ake as m uch m oney  for th e ir  stockho lders as p o ssib le ’ F riedm an  (1962 :113). See also  
F riedm an  (1970).
37 S ee S ection  7.1 for a de ta iled  rev iew  o f  ep istem o log ica l issues.

Page 85

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Chapter Three: Balance m ultiple objectives

Author(s) Balanced Scorecard Application to Supply Management
Butler (1996) The Balanced Scorecard properly measures purchasing’s true ‘value-add’ by including 

traditional (e.g., efficiency-based) as well as non-traditional (e.g., effectiveness-based) 
performance metrics. A fifth perspective (e.g., supply-side relationships) should be 
added to the four proposed by Kaplan and Norton.

Cousins and 
Hampson (2000)

A methodology for purchasing performance management is suggested with a ‘Balanced 
Purchasing Scorecard’ at its centre. This scorecard allows the purchasing organisation to 
develop effectiveness vs. efficiency goals that are aligned with the firm’s strategic 
objectives and that balance the different expectations o f  the firm’s stakeholders.

Brewer and Speh 
(2000)

Firms are better positioned to succeed in implementing their supply chain initiatives 
when they link their performance measurement system to supply chain activities. The 
Balanced Scorecard should be adapted to emphasise the success o f the entire supply 
chain by incorporating metrics that ‘span functional and firm boundaries; these metrics 
would ‘show how all members of the chain are performing and would foster incentives to 
work with other members o f the chain’.

Brewer and Speh 
(2001)

Supply chain partners need to define clearly their strategic objectives and gain a mutual 
understanding o f where their objectives converge, and perhaps diverge, before pursuing 
any particular chain-spanning performance measures.

However, four large hurdles will be encountered implementing such a systems
n o

architecture (Brewer and Speh (2001)) . Firstly, supply chain outcomes often 

depend on inter-organisational effort thereby requiring chain-spanning metrics. In 

addition, supply-chain objectives sometimes necessitate an individual sub- 

optimsing his or her individual performance for the overall benefit o f  the supply 

chain. For this to occur an individual’s performance evaluation and incentives 

must be tied to this larger view. Yet many companies still employ traditional 

performance measures. Secondly, supply chain players will undoubtedly have 

different goals and objectives. Consensus-building therefore needs to occur to 

resolve conflicting goals and objectives across firms (or to decide where no 

agreement is possible). Yet many companies maintain arm s’ length relationships 

with their supply chain partners. Thirdly, ‘proposed measures must be carefully 

evaluated to determine if  there’s a direct link to the value delivered to the final 

customer. If  the link cannot be established it may be necessary to discard the 

measure or to find another measure that does have the required linkage’ 39 Brewer 

and Speh (2001:56). Yet administrative functions including purchasing have 

frequently been unable to demonstrate such a contribution. Fourthly, it is difficult 

to decide where to begin in developing and implementing a supply chain-spanning 

performance measurement system. A methodology is needed to help focus on the 

whole rather than the individual parts whilst simultaneously prioritizing the most 

important areas/factors. Systems thinking approaches to management may help 

firms overcome many of these hurdles.

S ee  a lso  S ec tion  4.5 for a d iscussion  o f  sy stem s th in k in g  and sup p ly  m anagem ent.
3y V a lu e  percep tio n s  from  th e  custom er’s p e rsp ec tiv e  w ill be d iscussed  in detail in C hap ter Six.
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3.6 Conclusion

This chapter continued this author’s detailed discussion o f the five value first 

principles guiding this thesis’s research. Specifically this author discussed the 

second of the five principles: balance multiple objectives. Accordingly he 

examined several key concepts in the literature. This author discussed how firms 

operate according to multiple objective functions rather than a single objective 

function; examined how stakeholders satisfice objective functions given the 

presence o f bounded rationality and a hierarchy o f  needs; explored the Balanced 

Scorecard, an increasingly popular management tool used by firms to improve 

strategic alignment; and discussed the Balanced Scorecard as an emerging tool in 

supply management.

The proceeding chapter will continue the discussion o f the five value first 

principles. In order to balance multiple objectives across the firm  (the second 

principle), the literature asserts that one adopt a systems view  (the third principle). 

To support this assertion, this author will introduce and describe key systems 

thinking concepts; discuss the Balanced Scorecard in the context o f systems 

thinking; explore the role of systems thinking in strategic management', review six 

theories o f  the firm  using systems thinking precepts; discuss the relevance o f 

systems thinking to supply management', and examine value management in the 

context o f systems thinking.
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4.0 Purpose

In the preceding chapter this author continued his detailed discussion o f the five 

value first principles guiding this thesis’s research. He discussed the second o f  the 

five first principles: balance multiple objectives. Accordingly he examined 

several key concepts underlying the area o f performance management/goal 

attainment within the firm and introduced the Balanced Scorecard, an increasingly 

popular management tool used by firms to improve strategic alignment across 

stakeholder groups.

This chapter continues the discussion o f the five value first principles. In order to 

balance multiple objectives (the second o f the five principles), the literature 

asserts that one adopt a systems view  (the third o f the five principles). As support 

for this assertion, this author will review the systems thinking literature in order 

to:

1. Introduce and describe key systems thinking concepts;

2. Discuss the Balanced Scorecard in the context o f systems thinking;

3. Explore the role o f systems thinking in strategic management;

4. Review six theories o f  the firm  (e.g., neoclassical, transaction cost, 

agency-based, behavioural, resource-based, and competence-based) 

using systems thinking precepts;

5. Discuss the relevance o f systems thinking to supply management.

6. Examine value management in the context o f systems thinking.

4.1 Systems thinking

Systems thinking is the name given to the field o f study investigating the 

behaviour o f systems, i.e. ‘sets o f elements connected together which form a 

whole, this showing properties which are properties o f the whole, rather than 

properties o f its component parts’ Checkland (1993:3). The essence o f  systems 

thinking is encapsulated by AnsofPs reflection on synergy, i.e. the whole (i.e., the 

system) is greater than the sum o f  its parts. Kauffman (1980:2) contrasts a 

system with a “heap” which he defines as occurring whenever ‘something is made 

up o f a number o f parts [where] it does not matter how those parts are arranged’.
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Systems thinking challenges the Cartesian assumptions underlying scientific 

thought and much of Western education:

Rene Descartes taught Western civilization that the thing to do with com plexity  w as to 
break it up into com ponent parts and tackle them separately. ... System s thinking, 
however, starts from noticing the unquestioned Cartesian assumption: nam ely, that a 
com ponent part is the sam e when separated out as it is when it is part o f  a w hole. 
Checkland (1993:12)

Descartes assumes that dividing up a problem and examining each o f its 

constituent parts will not distort the phenomenon under investigation. ‘[He] 

assumes that the components o f the whole are the same when studied singly as 

when they are playing their part in the whole, or that the principles governing the 

assembling o f the components into the whole are themselves straightforward’ 

Checkland (1993:59).

Richmond and Peterson (1996:1.3) assert that the Cartesian way-of-thinking often

prevents companies from competing effectively in today’s “highly interdependent

reality” . They claim that Cartesian thought engenders “local spatial” and “local

temporal” orientations to management; they identity these orientations as the root

cause o f much functionally-based, short-term thinking:

B ecause w e ’ve operated for so long with ‘lo ca l’ perspectives, w e  have developed certain 
‘habits o f  thought’ w hich make it difficult to leam  (both as individuals and as 
organizations) in today’s increasingly interdependent (i.e ., non-local) business reality. 
These habits are: (1) thinking statically rather than dynam ically, (2) assigning  
responsib ility for performance to factors ‘out there’ rather than ‘in here’, and (3) thinking 
correlationally rather than operationally. In order to increase our learning capacities, and 
hence our ability to com pete, w e  must break these habits. R ichm ond and Peterson 
(1996:1 .4)

Richmond and Peterson (1996:1.5) assert that the first “habit o f thought”, thinking 

statically rather than dynamically, is a result o f  a “mental model” pervasive in 

W estern management. They label this mental model “Laundry List Thinking” or 

“Factors Thinking” .

The first habit o f  thought associated with Laundry List Thinking deals with straight-line 
causal relationships, one factor affecting another. I f  you were to diagram the structure o f  
cause and effect relationships, it w ould look like a series o f  arrows pointing from each 
cause (or factor) to the thing being caused (i.e ., the effect). . . .  In the laundry list structure, 
arrows run one-way, from cause to effect: This affects that, f in is . This v iew  o f  causality 
is consistent with local spatial and temporal perspective. Richmond and Peterson 
(1996:1 .5)
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Richmond and Peterson contend that causality in fact runs both ways resulting in a 

web o f circular, interdependent causal relationships (rather than a series o f linear, 

independent logical relationships). As a result o f  this ‘nest o f circular 

relationships ... each “thing” is at once both cause and effect! ’ Richmond and 

Peterson (1996:1.8). Causality is thus dynamically rather than statically 

determined with dominant relationships between elements within the web shifting 

over time.

The second habit o f thought, assigning responsibility fo r  performance to factors  

“out there " rather than “in here ”, concerns itself with the locus o f responsibility 

for an organisation’s successful performance.

If people subscribe to the notion that ‘outside forces’ are driving the organization, they  
tend to look “outward”— m ost lik ely  seeking to predict and prepare for som e inevitable  
onslaught. B y  contrast, i f  people em brace the v iew  that the organization i ts e lf  is the cause  
o f  the performance it is exhibiting, they are m ore likely  to look “inward.” The operative  
questions for these folks are: ‘H ow  are w e m aking ourselves vulnerable to a set o f  outside  
forces over which we have little or no control? H ow  m ight w e  restructure the system  to 
reduce our vulnerability in the face o f  these forces?’ Richm ond and Peterson (1996:1 .9 )

Recall the differences in the various schools o f strategic thought1. One o f the 

differences, whether strategic management should be principally focused  on that 

“which is ” or “that which could be ”, reflects the causal viewpoint (“inward” 

versus “outward” orientation) adopted by the firm. The three earliest schools o f 

strategy -  the design, planning and positioning schools -  adopted an “outward” 

view of causality that encouraged managers to focus on success factors inherent in 

the firm ’s environment and/or its industry. These three schools stand apart from 

other schools o f strategy that adopt a more “inward” causal viewpoint2.

The third “habit o f thought” associated with Laundry List Thinking is 

Correlational Thinking-, Richmond and Peterson contrast Correlational Thinking 

with the Operational Thinking inherent in systems thinking:

The System s Thinking paradigm is operational in its orientation. People use it when they  
need to get at what really m akes a system /process/strategy tick. This does not mean 
answering the Laundry List question: W hat factors w ill influence  performance? Rather, it 
m eans answering the question: W hat are the relationships that gen era te  performance? 
Richm ond and Peterson (1996:1 .11 )

1 See S ection  2.3. T ab les 2A  and 2B sum m arize  th e  d iffe rences betw een  the  schools o f  strategy.
:  In S ection  4 .4  th is  au tho r w ill contrast the se  ex te rn a lly  o rien ted  theories o f  the  firm w ith  m ore  in ternally  (as defined  by 
R ich m o n d  and  P ete rson  above) o rien ted  theo ries  o f  th e  firm .
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W hat characterisizes this Operational (i.e. Systems) Thinking? Checkland 

(1993:16) asserts that the system paradigm is based on two pairs o f ideas: 

communication and control, and emergence and hierarchy. Checkland (1993:16) 

defines communication as the transfer o f  information which reduces uncertainty; 

he notes that information includes both a “hard” aspect {data) in addition to a 

“soft” aspect (meaning). Checkland (1993:16) defines control as ‘the process by 

means o f which a whole entity retains its identity and/or performance under 

changing circumstances’. Control thus corresponds to “single-loop learning” 

(Argyris (1982)) or “first-order change” (Bate (1994))3. Norton (2000) adopts 

Checkland (1993:16)’s definitions, associating communication with strategic 

management and control with tactics management4.

Emergence and hierarchy describe the fact that:

There exists a hierarchy o f  levels o f  organization, each more com plex than the one below , 
a level being characterized by em ergent properties which do not exist at the lower level. 
Indeed, more than the fact that they ‘do not ex is t’ at the lower level, emergent properties 
are m eaningless in the language appropriate to the lower level. ... Emergent properties 
associated with a set o f  elem ents at one level in a hierarchy are associated with what w e  
m ay look upon as constraints upon the degree o f  freedom o f  the elem ents. The em ergent 
properties resulting from application o f  the constraints w ill entail a descriptive language  
at a m eta-level to that describing the elem ents them selves. Checkland (1993:81)

The constraints upon the degrees o f freedom of one level by another, and vice 

versa, establish circular feedback loops between different parts o f the 

organisation. As a result o f  this web o f interdependent relationships, “goal 

conflict” frequently occurs:

Goal conflict occurs when activities that are designed to bring one condition into line with 
its goal, sim ultaneously ‘bump into’ som e other condition (or conditions), knocking it out 
o f  line with its goal. . . .I t’s difficult to achieve all our many goals sim ultaneously. W e’re 
forced to make choices and to endure the consequences. The real challenge is to make the 
best trade-offs, the ones that leave us feelin g  the best about ourselves and sim ultaneously  
do the maximum good for ‘the w e b ’ to which w e all belong. Richm ond and Peterson 
(1996:2 .10-2 .11)

It is around the issue o f goals that the field o f systems thinking bifurcates into 

“hard system s thinking” and “soft system s thinking” . Key differences betw een 

the two branches are identified in Table 4A.

3 T h is  au th o r d iscusses  contro l in considerab le  detail in Section  4.2.
4 S ee  S ection  4 .2  and  F igure 4D.
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T A B L E  4 A : D if fe r e n c e s  b e tw e e n  th e  tw o  sc h o o ls  o f  sy s te m s  th in k in g  
E xtracted from  C h e c k la n d  a n d  H o lw e ll  (1 9 9 8 :4 8 )

The ‘Hard’ Tradition (Simon) The ‘Soft’ Tradition (Vickers)
Concept o f organization Social entities which set up and 

seek to achieve goals
Social entities which seek to 
manage relationships

Concept o f information system An aid to decision making in 
pursuit o f goals

A part o f interpreting the world, 
sense making with respect to it, in 
relation to managing relationships

Underlying systems thinking ‘Hard’ systems thinking: the 
world assumed to be systemic

‘Soft’ systems thinking: the 
process o f  inquiry into the world 
assumed to be capable o f being 
organized as a system

Process o f research and inquiry Predicated upon hypothesis 
testing; quantitative if  possible

Predicated on gaining insight and 
understanding; qualitative

Social theory Functionalism (stemming from 
Durkheim)

Interpretive (stemming form 
Weber)

Philosophy Positivism Phenomenology

Simon (1957) co-developed the behavioural theory o f  the firm 5. The theory’s 

adherents posit that a firm’s managers collectively satisfice rather than optimize / 

maximize their respective objectives. Proponents o f the behavioral theory o f the 

firm assert that (a) there exist several potential goals -  consciously articulated or 

unconsciously adopted -  by stakeholder groups in the firm, (b) those goals may 

conflict, (c) stakeholders will try to influence each others’ behaviors, (d) which 

causes each stakeholder group to satisfice (rather than to optimize) its individual 

goals, (e) so that in aggregate the firm can be viewed as operating based upon a 

negotiated set o f objectives. This negotiated set o f objectives may be either 

explicitly stated or implicitly inferred.

Simon, however, does not explain exactly how these goals are formed. ‘In 

Sim on’s model, goal definition does not get much attention’ Checkland and 

Holwell (1998:47).

Individuals and organizations try to achieve a succession o f  goals; that is their 
fundamental concern. In pursuit o f  [these] goals, managers (and, for that matter, 
organizations as a w hole, which are not treated as being fundam entally problem atical) 
take decisions  and so so lve  p ro b lem s. . ..  Sim on and March, in develop ing the 
behavioural theory o f  the firm, see  [such] ‘problem s’ as ‘indicated by gaps between  
performance and goa ls’ (M arch and Sim on 1958, page 73) and ‘problem so lv in g ’ is then a 
matter o f  c losing the gap by finding a suitable m eans to achieve the goals, which is taken 
as already known” Checkland and H olw ell (1998:44-45).

The key point is that the m anager’s task ‘is to solve problems and take decisions 

in pursuit of declared goals’ Checkland and Scholes (1999:A48).

5 S ee  S ection  3.2.
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Vickers (1965) rejected this goal-seeking model o f human behaviour. Instead he 

advances the concept o f the “appreciative system” where managers set standards 

and norms rather than goals. ‘Vicker’s claim was that he had constructed an 

epistemology that can provide convincing accounts o f the process by which 

human beings and human groups deliberate and act’ Checkland and Scholes 

(1999:A53). Managers act primarily by managing relationships based upon 

historical standards and norms.

Figure 4A presents a model o f Vicker’s appreciative system.

The m odel tries to capture V icker’s m ost important point and greatest insight, nam ely, 
that there is norm ally no ultimate source for the standards by m eans o f  w hich what is 
noticed is deem ed good or bad, important or unimportant, relevant or irrelevant, and so  
on. The source o f  the standards is the previous history o f  the system  itself. In addition, 
the present operation o f  the system  m ay m odify  its present and future operation through 
its effect on the standards. ... An appreciative system  is a process w hose products -  
cultural m anifestations -  condition the process itself. Checkland and Scholes (1999:A 52)

Checkland and Holwell (1998) label Vicker’s approach interpretivist and place his 

work in phenomenology with philosophical roots in Husserl and sociological roots 

in W eber6. Soft systems thinking (e.g., Vickers) is concerned primarily with the 

process o f collective sense-making or meaning attribution by individuals in 

organizations; it usually concerns problems in which the goals and purposes o f the 

system are uncertain. The soft systems perspective is that the world is complex, 

confusing, and indeterminate, but the process o f sense-making (i.e. inquiry) is 

systemic and can be thought o f as a learning system. In a “soft” leaming-system, 

participants concern themselves with the inquiry process; their participation 

impacts, influences and changes the process they are using.

In contrast, Checkland and Holwell (1998) place Simon’s approach in positivism 

with philosophical roots in Descartes and sociological roots in Durkheim. Hard 

systems thinking (e.g., Simon) is concerned primarily with problem solving; it 

usually concerns problems with predetermined goals and objectives. The hard 

systems perspective is that the world itself is systemic (i.e., composed o f multiple, 

determinate systems) and that it can be rationally and objectively engineered to 

achieve particular ends. In a “hard” problem-solving system, the facts are

6 T h e  pheno m en o lo g ist and  positiv ist trad itions o f  research  w ill be d iscussed  in detail in Section  7.1.
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Figure 4A: The dynamics of an appreciative system 
Source: Checkland and Casar (1986) in Checkland and Scholes (1999:A52)

Figure removed
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extrinsically derived; participants are concerned with the solution but the solution 

has no impact on external reality.

The inquiry process in soft systems methodology (SSM) consists o f ‘a learning 

cycle in which models o f human activity systems [are] used to structure a debate 

about change’ Checkland and Scholes (1999:A54). The process is reminiscent o f 

the aims o f catch-ball or the CRIP (Catch, Reflect, Improve, Pass) process within 

hoshin kanri1 described in Section 2.5. It is also reminiscent o f the Balanced 

Scorecard described in Section 3.3. Recall that Kaplan and Norton (2001:16) 

highlight the role o f the Balanced Scorecard in facilitating change noting that ‘A 

Successful Balanced Scorecard program starts with the recognition that it is not a 

‘m etrics’ project; it is a change project’.

4.2 Systems thinking, the Balanced Scorecard and “double-loop” learning

To emphasize the change inherent in using Balanced Scorecard approach to

management, Kaplan and Norton (2000) advance a “double loop” strategic

management process model:

The Balanced Scorecard offers a solution: a “double loop” process that integrates tactics 
m anagem ent (m anagem ent control) with strategy m anagem ent (strategic learning). The 
new  m anagem ent system  introduces tw o feedback loops that allow  organizations to 
m onitor and test strategy, to update their scorecard m easures as needed, and in turn, to 
adapt their strategies to changing environm ents. Kaplan and Norton (2000:1)

Figure 4B illustrates this double loop process; the upper (or strategic learning) 

loop is portrayed by a dashed line to indicate this feedback loop is lacking in most 

companies8. Kaplan and Norton (2000) note that their double-loop model has its 

antecedents in the double loop learning developed by Argyris (1982). Companies 

“learn” by testing the hypotheses and assumptions underlying their strategies:

The Balanced Scorecard highlights the hypotheses underlying strategy through the 
strategy m ap’s cause-and-effect linkages across the scorecard’s four perspectives. But 
hypotheses are just assum ptions about how the world works. T hey need to be continually  
tested for their validity and either rejected when evidence accum ulates that expected  
linkages are not occurring -  or e lse  re-tooled when unexpected linkages arise. Kaplan 
and Norton (2000:2)

7 R ecall from  S ection  2 .5: T he visual m e tapho r is one o f  ch ild ren  in a  circle  passing  a ball am ongst them selves. In a sim ilar 
w ay, th e  C R IP  p rocess is designed  (a) to  guaran tee an iterative p rocess; (b) to  encourage  positive  and  n ega tive  input from  
ind iv iduals  up and  dow n the firm ’s hierarchy; and  (c) to  achieve consensus.
8 In su p p o rt o f  th is  assertion  K aplan and  N orton (2000 :1 ) cite  a 1996 su rvey  conduc ted  by the  consu ltancy  R enaissance 
S o lu tio n s  that found ‘85%  o f  m anagem en t team s spend less than  one hour a m onth  on stra tegy  issu es’.
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Figure 4B: “Double loop” management 
Source: Kaplan and Norton (2000:1)

Figure removed

Bate (1994) distinguishes between two types o f change in the “strategy in use”9: 

mutations o f  the strategy and transformations o f  the strategy.

Cultural change10 m ay therefore be sim ply defined as the m ovem ent from one strategy (S) 
to another over time: S, ^  S2. . . .  M utations  o f  the strategy in use [occur when] S, 
changes at irregular intervals but retains its basic form (i.e ., S |a, Sp,, S |C, etc.). This is a 
change IN strategy, in which the ‘shape’ o f  the strategy changes but not its underlying  
properties (invariance); in other words there is continuity and an unbroken trajectory 
th ro u g h  tim e : S la^ S p , ^ S lcT > S id e tc . T ra n s fo rm a tio n s  o f  th e  s tr a te g y  in u se  [o c c u r

’ B ate  (1994 :23) cau tions tha t ‘W e have to  b e  ve ry  precise here  in the  w ay  w e define s tra tegy  [S], be in g  particu la rly  ca re fu l 
to  avo id  the  narrow , fo rm alistic  and  conc re te  m ean ing  tha t som e w riters have a ttached  to  it. S as  I am  re fe rrin g  to  it 
rep resen ts  the  ‘stra tegy  in  u se ’ (th is  te rm  doub ling  up very  n ice ly  as  a  defin ition  o f  cu ltu re). T he “ s tra tegy  in u se” is the 
ac tu a l ra th er than  the  desired , the  real ra ther than  the  espoused , the  cu rren t ra th er than  the  ideal, th e  in fo rm al ra th er than  the 
fo rm al, s tra teg y ’.
10 B ate  (1994 :22 -23 ) equa tes cu ltu ral change w ith  stra teg ic  change. ‘S trategy  form ulation  o f  any  k in d  is a  cu ltu ra l ac tiv ity  
(th e  dev e lo p m en t o f  s tra tegy  is cu ltu ral deve lopm ent). W he ther they  see it th is w ay o r no t, s tra teg is ts  are , in fact, en gag ing  
in  a  p rocess  o f  cu ltu ra l change, and sh o u ld  therefo re acqu ire  g rea te r fam iliarity  w ith th e  cu ltu re  parad ig m  .. .  C u ltu ra l 
change  is s tra teg ic  change. A void  trea ting  cu ltu re  and stra tegy  as tw o separa te  en tities, requ iring  tw o  separa te  p rocesses, 
an d  le am  to  see  them  as o n e ’.
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when] the [change] process is  interrupted by a fram e-sw itch from one type o f  strategy to 
another (Si to S2 below); the evolutionary chain is broken; there is discontinuity and 
variance o f  form. This m ay be described as a change OF strategy: S ,a - > S |b- > S lc \\ S2a 
etc. Bate (1994:23)

The people who pursue mutations o f the strategy, Bates labels ‘culture 

conservationists’:

They w ish  to preserve and protect the cultural environment (The Order) that their 
predecessors or present-day ‘elders’ have created. This has tended to m ake them  
imitators rather than innovators, copiers rather than creators, refiners rather than 
reformers, purifiers rather than perverters, balancers rather than boat rockers; people  w ho  
see change as an adapting, correcting, conform ing, process -  a process that is dedicated to 
m aking the culture last. D evelopers, yes, but changers, no. [em phasis added] Bate  
(1994:35)

Cultural conservationists pursue mutations o f the strategy in use; they aim for 

“first order change” :

Apart from being  conservationists, cultural order strategists are also evolution ists, 
pursuing a course o f  developm ent that w ill produce not so much a change as a ‘growth o f  
order’ (from a lower level to a higher level o f  evolution). Their strategies m ay therefore  
be described as custodial, dedicated to keeping the form or species o f  culture alive, and 
the ‘lin e ’ intact. Their guiding rule is that change is acceptable i f  it produces a mutation 
o f  the existing form, but not i f  it involves changing the form itself. In other words, f ir s t  
o rd er  quan tita tive  grow th  ('m ore  o f  the s a m e ') is p e rm itted  but seco n d  o rd e r  q u a lita tive  
grow th  ( ’som eth ing different ’)  is not. The surface shape can be altered, but the 
underlying form or matrix from w hich it is constituted must remain invariant.. . .” 
[em phasis added] Bate (1994:38)

Bate (1994:35) contends that from the viewpoint o f  the cultural conservationist, 

‘change is a disturbance to be corrected’ i.e., equilibrium is to be maintained by 

limiting change to “first order” change. ‘Like a thermostat, the strategy cuts in 

automatically whenever anything moves outside the accepted range, and acts in a 

self-regulating way, that is homeostatically, to counteract the change’ Bate 

(1994:35).

Bate’s “first order strategic change” maps very neatly to hard systems thinking. 

Change occurs whenever current performance deviates from the target.

There is a desired state, S ,, and a present state, S0, and alternative w ays o f  getting from S0 
to S |. ‘Problem -solving’, according to this view , consists o f  defining S | and So and 
selecting the best m eans o f  reducing the difference between them. Thus, in system s  
engineering, (S, -  S0) defines ‘the n eed’, or the objective to be attained, and system s 
analysis provides an ordered w ay o f  selecting the best am ong the alternative system s  
w hich could fulfil that need. The b e lie f  that real-world problems can be formulated in 
this w a y  is the distinguishing characteristic o f  all ‘hard’ system s thinking ...  Checkland  
(1993:138)
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Checkland and Holwell (1998:47) place these disciplines (i.e., systems 

engineering and systems analysis) squarely in the “hard systems thinking” camp 

(see Table 4A). In contrast, Bate’s “second order strategic change” maps very 

neatly to “soft systems thinking” which Checkland and Holwell (1998:47) 

characterize as ‘predicated on gaining insight and understanding’.

The preceding authors were reviewed in order to provide a foundation for 

examining Kaplan and Norton (2000)’s “double loop” strategic management 

process model. Figure 4C depicts the Balanced Scorecard as the mechanism that 

integrates the lower loop (management control) and the upper loop (strategic 

learning). Kaplan and Norton assert that the Balanced Scorecard becomes part o f 

the organisation’s management control system which they envisage as the firm ’s 

performance thermostat:

The thermostat provides a good metaphor for such control, since it detects differences 
betw een the actual and targeted temperatures and adjusts the heating or air-conditioning  
unit to bring the outcom e back to the desired state. M onthly reports that com pared actual 
performance to the budget and calculated variances were what managers used to detect 
w hen initiatives were not being deployed as planned, to explain w h y results fell short o f  
targets, and to plan corrective actions. The new m onthly m eeting, focused on the 
Balanced Scorecard, expands this therm osta tic  p ro c e ss  by offering an opportunity to 
report and discuss all strategically relevant m easures, along with perform ance-im proving  
initiatives. It intensifies the focus on the strategy and identifies the m anagem ent and 
organizational actions required to get perform ance back on track. Kaplan and Norton 
(2000 :2)

Does the Balanced Scorecard actually change the strategic management process 

(as Kaplan and Norton claim above)? Or does the Balanced Scorecard merely 

expand the list o f performance metrics used by a firm? Can the Balanced 

Scorecard effect Bate’s concept o f “second order change” (which corresponds to 

Kaplan and Norton’s “strategic learning” label), or is it limited to Bate’s “first 

order” change (which corresponds to Kaplan and Norton’s “management control” 

label)? See Figure 4D.

There is no question that Kaplan and Norton intend to place the Balanced 

Scorecard squarely in systems thinking; they emphasise the cybernetics principles 

upon which it is based:
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Figure 4C: “Double loop” management 
Source: Kaplan and Norton (2000:3); Kaplan and Norton (2001:275)

Figure removed
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Figure 4D: Measurement for control or communication? 
Source: Norton (2000)

Figure removed

B alanced Scorecards, and the strategy m aps on w hich they are based, reflect the 
philosophy o f  the system s approach. The v iew  o f  strategy as a linked set o f  actions and 
outcom es w hich take place over tim e describe the system. T he double-loop m anagem ent 
process on w hich the Strategy-Focused organization is based is derived from the 
principles o f  cybernetics (feedback and control), which are fundamental to system s. And, 
yes, it is rocket science, because these sam e principles were used to design the system s 
that put a man on the m oon. The system s approach is the perfect d iscipline to describe  
and evaluate business strategy. It is particularly appropriate for the com plex structures 
w hich are em erging in the new econom y. Norton (2000:15)

Checkland and Scholes (1999), however, consider cybernetics to be within the 

“hard systems” tradition, since cybernetics assumes previously established goals:

In the period after the Second W orld War, strenuous efforts were made to apply the 
lessons from wartime operations research to industrial com panies and governm ent 
agencies. In doing this, a powerful strand o f  system s thinking w as developed -  it w ould  
now  be thought o f  as ‘hard’ system s thinking -  concerned broadly w ith engineering a 
system  to achieve its objectives. System s w ere here assum ed to  exist in the world; it w as  
assum ed that they could be defined as goal seeking; and ideas o f  system  control w ere  
generalized in cybern etics. . . .  T hese ideas . ..  conceptualized the m anager’s task as being  
to so lve  problem s and take decisions in pursuit o f  declared goals. Checkland and Scholes  
(1999:A 48)
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The theoretical boundaries o f cybernetics are not the issue; the key question is 

whether the Balanced Scorecard effects “first order” or “second order” change in 

organisations. In Section 4.1 this author outlined the differences between the 

“hard systems” and “soft systems” branches o f systems thinking. Recall that hard 

systems thinking takes goals as already established; however, little attention is 

given to how those goals are established. In contrast, soft systems thinking 

usually concerns problems in which the goals and purposes o f the system are 

uncertain; however, the process o f sense-making (i.e. inquiry) is systemic and can 

be thought o f as a learning system. For Figure 4C to be correct the Balanced 

Scorecard must bridge the hard systems thinking o f management control (lower 

loop) and the soft systems thinking o f strategic learning (upper loop). I f  it cannot 

bridge these two streams, the Balanced Scorecard suffers from the same 

limitations inherent in the Total Cost o f Ownership approach".

Kaplan and Norton (2001:307) position the ‘strategy review m eeting’ as the venue 

for ‘testing and adapting the strategy’. They identify three ‘processes used to test 

and update the strategy’: (1) analytic methods, hypothesis testing and dynamic 

simulation; (2) examination o f external discontinuities; and (3) identification / 

support o f emergent strategies. The Balanced Scorecard’s ability to bridge the 

hard systems thinking o f management control (lower loop) and the soft systems 

thinking o f strategic learning (upper loop) might therefore be evaluated based on 

Kaplan and Norton (2001:307 ) ’s discussion o f these three processes.

Unfortunately they devote only ten pages (out o f 381 pages) to this discussion. 

W ithin these pages (pp. 307-316) they do not provide a conceptual framework or 

methodology explaining how firms actually clarify goals and objectives (the 

central concern o f soft systems thinking and learning systems). Although Olve, 

Roy et al. (1999:248-251) describe how firms are using the ithink and Powerism  

software packages to simulate causal linkages across the four quadrants o f the 

Balanced Scorecard, they do not provide a framework for the “soft” learning 

process.

"  R ecall Section  1.5 w here th is au tho r asserted  tha t value is incom pletely  concep tualized  (and  the refo re  incom ple tely  
m anaged ) w henever it is defined  so le ly  as a noun  (e.g ., the ‘w o rth ’ o f  an object), as a verb  (e.g ., th e  p rocesses and ac tiv ities 
em p lo y ed  by a firm  to  p lace  a value on th ings) o r  as an ad jective (e.g ., th e  d iffe ren t ac to rs ’ percep tio n s  o f  w hat is in fact 
va luab le). In S ec tion  3.1 this au tho r notes tha t E llram  (1993 ) a ttem pts to  dev ise  a m ore com plete  no tion  o f  value by 
ex p an d in g  its d e fin ition  as a noun -  from  p u rchase  price  to  Total C ost o f  O w nership . U nfortunately , redefin ing  the 
ex p ress io n  ‘v a lu e ’ w hen used  as a noun does  n o t redefine its m ean ing  w hen used  as a verb  o r as an adjective.
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Perhaps this lack o f discussion is not surprising, since most management activity 

is single-loop anyway. Argyris (1982:69) claims that:

The overw helm ing number o f  organizational changes reported in organizational 
developm ent, political science, m anagem ent information system s, and organizational 
soc io logy  represents single-loop ch a n g es.... The em phasis on organizational single-loop  
learning m ay be at least partially due to the fact, as noted ab ove12, that m ost 
organizational activities are single loop; that is, decom posing com plex tasks into sim pler 
tasks which produce the intended result w hen correctly carried out. Argyris (1982:69)

However, Argyris observes that the most important changes stem from “double

loop learning” :

Several unintended consequences result when social scientists study prim arily sing le-loop  
change. Although single-loop actions are the m ost numerous, they are not necessarily  the 
m ost powerful. D ouble-loop actions -  the master programs -  control the long-range  
effectiveness, and hence, the ultimate destiny o f  the system . Argyris (1982:69)

This author asserts that controlling ‘long range effectiveness, and hence, the 

ultimate destiny o f the system’ Argyris (1982:69) is one o f the aims o f Bate 

(1994)’s strategic13 transformation14. In order to the assess the Balanced 

Scorecard’s -  or any tool’s or process’s -  contribution to strategic transformation, 

one m ust first understand strategic management in the context o f effecting 

system ic]S change (i.e., strategic transformation above).

4.3 Systems thinking and strategic management

To help achieve systemic change select authors have recently advanced 

“integrated” approaches to strategic management which incorporate systems 

thinking fundamentals. Gomez (1999:14) asserts that the ‘first movement towards 

an integrated view of a company and the developing of corresponding managerial 

concepts happened at the beginning o f the 1970’s in Switzerland’. He states that

‘S ing le - and  doub le -loop  learn ing  are requ ired  by  all o rgan iza tions. O ne m igh t say tha t one o f  the  features o f  
o rg an iza tio n s  as a socia l techno logy  is to  decom pose  doub le -lo o p  issues into sing le -loop  issues because  they  are then  m ore 
ea sily  p ro g ram m ab le  an d  m anageable. S ing le-loop  learn ing  is app rop ria te  for th e  rou tine , repetitive  issue  -  it helps get the 
ev e ry d a y  jo b  done. D ouble-loop  learn ing  is m ore re levan t for th e  com plex , n o n -p rog ram m ab le  issues— it assu res tha t there 
w ill be an o th e r day  in the  fu tu re o f  the o rg an iza tio n ’ A rgyris (1982:69).
13 R eca ll th is  th e s is ’s defin ition  o f  the  strateg ic  m anagem en t p rocess from  S ection  2.3: T h e  p rocess o f  o rdering  a  f irm ’s 
in te rn a l a n d  ex terna l activities, resources a n d  actors  [i.e .A rg y ris ’s “the  sy stem ”] in accordance  w ith the  f irm ’s com petitive  
s tra te g y  [i.e ., A rg y ris ’s “ long-range e ffec tiveness”, “u ltim ate  d estiny” ] ’.
14 R ecall tha t Bate (1994 :23) d istingu ishes betw een tw o  types o f  change in  the “s tra tegy  in u se” : m uta tions  o f  the  strategy 
and  tra n sfo rm a tio n s  o f  the  strategy. ‘ T ransform ations  o f  the  s tra tegy  in  use [occur w hen] the  [change] p rocess  is 
in te rru p ted  b y  a fram e-sw itch  from  one type  o f  s tra tegy  to  ano ther (S | to  S : below ); th e  evo lu tionary  chain  is broken; there 
is d isco n tin u ity  an d  variance o f  form . T h is m ay  be d escribed  as a  change O F s tra teg y ’.
15 C h ec k lan d  and S choles (1999 :18) n o te  tha t ‘A  cond ition  is “sy stem ic” i f  it pervades the  bod y  as a  w hole, and  it is 
n o ticeab le  th a t the recen tly  pub lished  O xfo rd  D ic tionary  o f  C u rren t E nglish  gives on ly  a  m ed ically  o rien ted  defin ition , 
nam ely  “o f  th e  bod ily  system  as a w ho le” . B ut tha t is unnecessarily  lim iting , and  a be tte r  defin ition  w ould  be: “o f  or 
c o n c e rn in g  a  system  as a w ho le’” .
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this movement resulted in the St. Gallen M anagement Concept (Bleicher (1999)). 

The St. Gallen Management Approach is represented by a framework ‘composed 

o f separate modules [i.e., corporate development, organisation, management 

systems, etc.] but at the same time providing] an overview o f all managerial 

interrelations’ Gomez (1999:14). See Figure 4E.

The St. Gallen Management Approach distinguishes between three levels o f 

management: normative, strategic and operational. These levels mirror Granger 

(1964)’s value hierarchy (see Figure 2G) which Kaplan and Norton (2001) 

incorporate into their Balanced Scorecard approach (see Figure 3E). Gomez 

(1999) asserts that a firm’s management team can address all aspects o f Bleicher 

(1999)’s framework if  they use a “systemic strategic methodology” based on eight 

strategic principles (see Figure 4F). Interestingly Gomez (1999)’s strategic 

principles support the value first principles advanced by this author and supported 

by the literature review. See Table 4B.

Table 4B: Commonalities between value first principles and 
Integrated Value Management strategic principles

Value “first principles” 
Source: literature review

Integrated Value Management strategic principles 
Source: G om ez (1999)

(1) Align purchasing and corporate strategies 
(Chapter Two)

[Partial] (8) Strategic realisation has to 
be ensured by means o f  strategic projects 
and early warning systems. Sustainability 
has to be ensured by harmonizing strategy, 
organization and corporate culture ....

(2) Balance multiple objectives (Chapter Three) (2) Visions and objectives have to take into account 
the interests o f  all the stakeholders in a company

(3) Adopt a systems view (Chapter Four) (3) Working through one-dimensional checklists 
must be replaced by the establishment o f a systemic 
network o f business and environmental interrelations

(4) Ensure value flows across the system (Chapter 
Five)

(5) Strategic reorientation o f a company means 
surpassing all barriers: melting strategic and financial 
thinking into one; questioning all existing structures; 
considering co-operations with other companies

(5) Use the ultimate customers’ perceptions to 
understand value (Chapter Six)

(7) Strategies have to be assessed from a qualitative 
as well as a quantitative point o f  view. It is as 
important to consider the interests o f the various 
stakeholders as it is to use the company’s own 
dynamics. Plus (3) above.

Gomez (1999) stresses the need for networking thinking (i.e. soft systems 

thinking) throughout his strategic methodology:
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Figure 4E: The St. Gallen Management Concept 
Source: Bleicher (1997) in Gomez (1999:24)
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Figure 4F: The Systemic Strategic Methodology of Integrated Value Management
Source: Gomez (1999:72)

Figure removed
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Figure 4G: Strategic Management Approaches 
Source: Gharajedaghi (1999:17)

Figure removed
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The m ethod o f  network thinking is both a thought process and also a tool to show  in a 
clear and easily  im plem entable w ay a system ic overview  o f  the com plex  interrelations in 
a com pany. It requires that an executive:

•  L ooks at a problem or business area from the view point o f  each different 
stakeholder and outlined their aim s and interests;

•  A ssesses the key factors for business success and their determinants;
•  A ssesses the network o f  these determinants in the form o f  cy c les  show ing  

either strengthening or stabilizing effects;
•  A ssesses which determinants are controllable in this network and so 

determ ines the starting point for strategies;
•  Exam ines to what extent these strategies m ake use o f  the com pany’s 

inherent dynamics;

•  M onitors the introduction o f  these strategies by m eans o f  an early warning  
system . G om ez (1999:14)

Gharajedaghi (1999) similarly stresses the need for “systems thinking” in order to 

adopt the “shift o f  paradigm” required in order to compete more effectively in 

today’s “game changing” environment.

A shift o f  paradigm can happen purposefully, by an active process o f  learning and 
unlearning. M ore com m only, how ever, it is a reaction to frustration produced by a march 
o f  events that nu llify  conventional w isdom . Faced w ith a series o f  contradictions that can 
no longer be ignored or denied, and/or an increasing number o f  dilem m as for w hich  
prevailing mental m odels can no longer provide convincing explanations, m ost people  
accept that the prevailing paradigm has ceased to be valid and that it has exhausted its 
potential capacity. Gharajedaghi (1999:8)

Gharajedaghi (1999:8) posits that this shift o f paradigm can occur in one o f  two 

categories: ‘in the nature o f reality or in the method of inquiry’. He asserts that 

six different strategic management approaches map to these two categories as one 

shifts one’s thinking about organisations -  from a mechanistic to a biological to a 

sociocultural view o f the firm -  and as one shifts one’s thinking about strategic 

causality -  from analytical analysis o f independent variables to holistic analysis o f 

interdependent variables. See Figure 4G.

A dual shift (i.e., simultaneous change in both categories) is a real and formidable 

challenge, because it requires one to view an organisation as simultaneously 

‘becoming more and more interdependent [whilst] the parts increasingly display 

choice and behave independently’ Gharajedaghi (1999:8). The ability to develop 

such a perspective does not come readily to individuals -  ‘It tests the outer limits 

o f  human capacity to comprehend, communicate and confront the problematic’ 

Gharajedaghi (1999:8) -  nor to organisations16:

16 C avea t lector. H e also  asserts  tha t ‘w e are now  facing the  cha llenge o f  a dual sh ift’ G hara jedagh i (1999:8).
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Failure to appreciate the significance o f  this dual change results in ex cessiv e  structural 
conflict, anxiety, a feeling o f  im potency, and resistance to change. Unfortunately, 
prevailing organizational structures, despite all the rhetoric to the contrary, are designed  
to prevent change. Dom inant cultures, by default, keep reproducing the sam e  
nonsolutions all over again. This is w hy the experience with corporate transform ation is 
so fraught with frustration. The im plicitness o f  the organizing assum ption, resid ing at the 
core o f  the organization’s co llective  m em ory, is overpowering. A ccepted on faith, these  
assum ptions are transformed into unquestioned practices that m ay obstruct the future. 
U nless the content and im plications o f  these im plicit, cultural codes are m ade exp licit and 
dism antled, the nature o f  the beast w ill outlive the temporary effects o f  interventions, no  
matter how  w ell intended. Gharajedaghi (1999:9-10)

Such a dual change approximates Bate’s “second-order strategic change” and 

Argyris’s “double loop learning” (both described in Section 4.2).

The strategic literature, however, lacks consensus on a central tenet o f these 

authors and other soft systems thinkers, namely whether strategy’s role is to 

question the underlying assumptions that Gharajedaghi (1999) claims ‘keep 

reproducing the same nonsolutions all over again’. Recall that this author 

demonstrated how Bate (1994) describes “first order thinking” using the metaphor 

o f the thermostat (See Section 4.1). Argyris (1982) supported Bate’s 

interpretation o f  the metaphor:

Sin gle-loop  learning asks a one-dim ensional question to elicit a one-dim ensional answer. 
M y favorite exam ple is a thermostat, which m easures ambient temperature against a 
standard setting and turns the heat source on or o f f  accordingly. The w h ole  transaction is 
binary. D ouble-loop learning takes an additional step or, more often than not, several 
additional steps. It turns the question back on the questioners. It asks what the m edia call 
follow -ups. In the case o f  the thermostat, for instance, double-loop learning w ould  
wonder whether the current setting w as actually the most e ffective  temperature at which  
to keep the room and, i f  so, whether the present heat source w as the m ost effective  means 
o f  achieving it. A double-loop process m ight also ask questions not only about objective  
facts but also about the reasons and m otives behind those facts. Argyris (1982:230)

Argyris advances a model o f learning (see Figure 4H) which isolates the 

difference between the single-loop and double-loop learning processes.

Learning is defined as occurring under tw o conditions. First, learning occurs w hen an 
organization achieves what is intended; that is, there is a match between its design for 
action and the actuality or outcom e. Second, learning occurs when a m ism atch between  
intentions and outcom es is identified and it is corrected; that is, a m ism atch is turned into 
a match. . ..  S ingle-loop learning occurs when m atches are created, or when m atches are 
c o r re c te d  b y  c h a n g in g  a c tio n s . D o u b le - lo o p  le a rn in g  o c c u rs  w h e n  m ism a tc h e s  a re  
corrected by first exam ining and altering the governing variables and then the actions. 
Argyris (1982:68)

M ost individuals use an analytical approach rather than a system approach to 

inquiry (Checkland (1993), Checkland and Holwell (1998), Checkland and 

Scholes (1999)). When individuals use single-loop learning models in situations
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o f growing uncertainty (i.e., situations where the underlying variables become

increasingly chaotic), Argyris asserts that error (i.e. the “mismatches” described

above) is introduced:

W e [Donald Schon and Chris Argyris] attempted to identify the cogn itive  features o f  
inform ation that w ould tend to facilitate and inhibit the production o f  error. W e  
hypothesized the fo llow in g  continua:

Conditions that enhance the probability of: 
[Error] [Learning]

Inform ation1 is:
V ague
Unclear
Inconsistent
Incongruent
Scattered

Concrete
Clear
Consistent
Congruent
A vailable

Donald Schon and I then suggested that when individuals programmed with a M odel I 
theory-in-use strive to so lve  difficult and threatening problem s for w hich available  
information nears the left end o f  these continua, they w ill create conditions o f  
undiscussability, se lf-fu lfillin g  prophecies, self-sealing processes, and escalating error. 
These conditions act to reinforce vagueness, lack o f  clarity, inconsistency, and 
incongruity, w hich in turn reinforce the use o f  M odel I (i.e ., people strive harder to be in 
unilateral control, to m inim ize losing and m axim ize winning, etc.). At the sam e tim e, w e  
suggested  these conditions tend to create w in-lose groups and intergroup dynam ics w ith  
com petitiveness dom inating over cooperation, mistrust overcom ing trust, and 
unquestioned obedience replacing informed dissent. . ..  Under these conditions, it is 
difficult to see  how structural and policy changes w ill lead to double-loop learning. 
Argyris (1982:84-85)

In other words, ‘ [our] ability to learn shuts down precisely at the moment [we] 

need it the m ost’ Argyris (1982:69).

According to Argyris (2000) this (in)ability snowballs from the individual- to the 

dyad- to the group- to the firm-level. This author previously discussed how the 

firm collectively operates based on a hierarchy o f values, goals, objectives, tactics 

etc.18. A firm must collectively learn in order to define the components o f that 

hierarchy. Yet this requires an active “second order” / double-loop/ soft systems 

thinking process which Argyris (2000 :xiv) shows is frequently absent from 

strategic management discussions. See Figure 41.

17 T h is  au thor no tes  tha t the  ad jectives in the  left co lum n equa lly  describe  situa tions w here a com pany  does n o t ho ld  a 
com m on  defin ition  o f  value. Errors, or “m ism atch es” using  A rg y ris ’s te rm , are  therefore h igh ly  p robab le  resu ltin g  in va lue  
m isa lig n m en t  w ith in  sup p ly  chains (w hich  w ill be d iscussed  in Section  5 .3) and  value gaps  (w hich  w ill b e  d iscussed  in 
S ections  6 .4  and 6.5). T h is  assertion  is suppo rted  by  this th e s is ’s  research  results (w hich  w ill be rev iew ed  in C hap ters  
E igh t and  N ine).
1H R ecall Section  2 .4  w here  th is au thor asserted  ‘T he aim  o f  the  stra teg ic  m anagem ent p rocess is to con figu re  p ro p erly  the 
f irm ’s ac to rs, a c tiv itie s  and  resources so  tha t they  are a lig n ed  w ith  th e  f irm ’s “value ob jec tiv es” o r  selected  value 
d isc ip lines. T h u s values  (and the ir proper defin ition ) are th e  foundation  o f  co rporate  s tra teg y ’.
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Figure 41: Organisational learning systems that inhibit error detection and correction
Source: Argyris (2000:xiv)
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Figure 4J:
The Balanced Scorecard’s Role in Strategic Implementation 

Source: Kaplan and Norton (1996)
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Recall that this author highlighted incomplete definitions o f value in Section 1.5; 

he noted that value is incompletely conceptualized (and therefore incompletely 

managed) whenever it is defined solely as a noun (e.g., the “worth” o f an object), 

as a verb (e.g. the processes and activities employed by a firm to place a value on 

things) or as an adjective (e.g. the different actors’ perceptions o f what is in fact 

valuable). Frequently strategic authors adopt an incomplete definition o f value 

by failing to define the strategic learning process, i.e. how a firm questions the 

increasingly “sacrosanct” assumptions and values that lie at the higher levels o f 

the hierarchy discussed in section 2 .119. Strategic authors attempt to devise a 

more complete definition o f value by expanding its definition as a noun20 or they 

ignore entirely its usage as a verb21. (For example, see Figure 4J where Kaplan 

and Norton (2001) appear to imply that using the Balanced Scorecard Tool will 

automatically overcome a major barrier to strategic implementation -  clarifying 

and translating a firm’s vision -  even though this “barrier” is essentially value as a 

verb!). Adamson (1980:26) notes this problem:

T w o differing view s o f  the definition o f  strategy are worth m entioning. The first is 
expressed by Andrews. He defines the word strategy as including m ajor ob jectives, 
goals, p o lic ie s  and p lans. He also  states that ‘the choice o f  goals and the formulation o f  
policy  cannot in any case be separate dec ision s.’ [Andrews (1971) The Concept o f  
Corporate Strategy, pp. 28-29] On the other hand, Argenti and the others define strategy 
as being the plans and policies used to m eet objectives and point out that strategies are 
decided only  after the o b jec tives have been set. [Argenti (1974) System atic Corporate 
Planning, pp. 32-33]

For the purpose o f this thesis, value as a verb is the process used by two or more 

individuals (a) to understand the underlying variables (e.g., vision and mission) 

governing their actions; (b) to identify matches-mismatches between the 

individuals ’ expectations o f  those variables that enable/prevent jo in t action; and  

(c) to adjust expectations so that a match is found  (thereby enabling action). The 

definition is based upon soft systems thinking and double-loop learning as 

previously discussed.

IS L am m ing  (1993 :109 ) refers to  duetero  lea rn ing  to  describe ‘w hat happens in an o rgan iza tion  in w hich  learn ing  becom es
th e  n o rm  for everyone— so that double loop learn ing  occurs all th e  tim e. T he notion is akin to  the  concep t o f  ka ize n , in tha t
each  le a rn ing  process challenges the s ta tu s q u o ’. P rice  (1996 :91) attributes d eve lopm en t o f  th e  term  duerio  lea rn ing  to
B ateson  (1972).
20 R ecall Section  3.1 w here th is  au thor asserts  tha t E llram  (1993) attem pts to dev ise a m ore com plete  no tion  o f  va lue  by
ex p a n d in g  its defin ition  as a  noun -  from  purchase  p rice  to  T otal C ost o f  O w nership .
21 R ecall S ection  4 .2  w here th is au thor no tes tha t K aplan and  N orton  (2001) do not p rov ide  a concep tual fram ew ork  or 
m e th o d o lo g y  exp la in ing  how  firm s ac tually  clarify  goals and  ob jectives.
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Figure 4K: Integrated Model of Strategic Management 
Source: Digman (1990) in Moore (1992:201)
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Figure 4L: Strategic Management Model 
Source: Pearce and Robinson (1988) in Moore (1992:234)
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Figure 4M: The Five tasks of strategic management 
Source: Thompson and Strickland (1990) in Moore (1992:239)
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Figure 4N: Mapping the space of strategy formation 
Source: Mintzberg (1998:369)
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Figure 40: A Comparison of various authors’ concepts of strategy and the strategy formulation process
Source: Hofer and Schendel (1977:18-19)
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Applying this definition o f value to the strategic frameworks previously reviewed 

is insightful (see Table 4C). The majority o f previous frameworks (Category B 

below) cite

Table 4C: Classification of strategic frameworks based on ‘double-loop’ learning process
Category Source Description Figure
A Robson (1997) Strategic management process 2E
A Spekman (1981) Model o f  strategic procurement planning 2B
A - N e w Digman (1990) Integrated model o f strategic management 4K
A -  New Pearce and Robinson 

(1988)
Strategic management model 4L

A - N e w Thompson and Strickland 
(1990)

Five tasks o f  strategic management 4M

B Browning, Zabriskie et al. 
(1983)

Strategic management model 2F

B Granger (1964) Hierarchy o f  objectives in terms o f  level o f  need or 
activity

2G

B Kaplan and Norton (2001) Translating a mission into desired outcomes 3E
B Lysons (1996) Strategic planning process 2D
B Ramsey (1976) Recommended framework for intra-level objective 

and strategy interaction
2H

B Robson (1997)22 Strategic management process 2E
C Pearson and Gritzmacher 

(1990)
Strategic management process 2C

C Watts, Kim et al. (1992) Purchasing: The missing link to strategy 21

missions and/or visions yet assume them to be already established. They do not 

portray a “double-loop learning” process for revising these variables; rather the 

logical flow is explicitly unidirectional away from the underlying 

mission/values23. On both sides o f this majority lie two very different groupings. 

The frameworks in one grouping (Category A) explicitly portray what could be 

considered second-order feedback loops. The frameworks in the other grouping 

(Category C) do not mention missions, visions and/or governing variables at all; 

in addition, they do not provide any feedback loops for second-order change.

Several additional approaches to strategy not previously reviewed, however, do 

incorporate learning feedback loops. They are highlighted in the Table 4C 24. See 

also Figures 4K, 4L and 4M. These models appear to be patterned after Argyris

22 R obson  (1997 ) is listed  tw ice s ince  F igure 2E  con tains tw o  d iffe ren t m odels.
23 S uch  un id irec tional flow s are  characte ristic  o f “ laundry  list th in k in g ” R ichm ond and P ete rson  (1996) defined  in S ection  
4.1
24 T hese  m o d e ls  rep resen t a sam ple  o f  stra teg ic  fram ew orks. N o  conc lusions should  be d raw n abou t the  d is tribu tion  o f  a ll 
s tra teg ic  fram ew orks. T h e  in ten t is to  dem onstra te  tha t m any  m odels do not exp lic itly  add ress  th e  doub le -loop  learn ing  
w h ich  form s the  b as is  o f  th is  th e s is ’s defin ition  o f  va lue  as a verb.
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(1982)’s earlier model o f organisational learning (see Figure 4H), although Hofer 

and Schendel (1978) predate the model.

W hen plotted on Gharajedaghi (1999:8)’s map o f strategic management 

approaches (see Figure 4G), Category A are positioned towards the lower right 

hand comer. Mintzberg, Ahlstrand et al. (1998) similarly map ten different 

schools o f strategic formation25 along two axes: one’s view o f internal reality (i.e., 

organisational perspective) and one’s view of external inquiry (independence 

versus interdependence). See Figure 4N. When plotted on Mintzberg, Ahlstrand 

et al. (1998:369)’s map o f strategy formation26, Category A models are positioned 

towards the upper right hand comer.

The ten schools o f strategy conceptualise what is important or valuable very 

differently27. If  one adopted any school’s definition o f strategic management, one 

would also adopt its implicit definition o f value. Hofer and Schendel (1977) also 

analyse a dozen strategic authors and conclude that many do not include goal 

formulation (i.e. “double-loop” learning) in the strategic formulation process. See 

Figure 4 0 . Based on the preceding discussion and evidence, this author concludes 

that selecting any particular strategic school (consciously or unconsciously) will 

therefore influence the definition o f value, since the school’s theorists may not 

incorporate “double loop” learning (i.e. questioning of underlying assumptions) in 

their models. A biased definition o f value will result posing considerable risks to 

later interpretations o f this thesis’s empirical research.

Recall the considerable overlap between M intzberg’s ten schools o f strategy and 

the theory o f  the firm  literature. Since the theory o f the firm literature is based on 

the putative ‘rational’, ‘objective’ views o f economics, the reader might logically 

assume that a received definition o f value might be found there. Unfortunately,

25 T h ey  are the  design , p lann ing , position ing , en trep reneu ria l, cogn itive , learn ing , pow er, cu ltural, env ironm en ta l, and 
c o n fig u ra tio n  schoo ls o f  strategy. T he p rem ises  o f  the  ten  schoo ls are sum m arized  in T ab le 2B . See th is  a u th o r’s 
d iscu ss io n  o f  s tra teg ic  m anagem ent in S ection  2.3.
26 T h e  pu rp o se  o f  th is  chap ter is not to  c lassify  p rec ise ly  and exhaustive ly  all s trateg ic approaches. R ather, the aim  is to 
sh o w  a  se lec tive  incorporation  o f  system s th in k in g  p rinc ip les -- particu larly  o f  soft system s th ink ing  or d oub le  loop 
le a rn in g  (value as a verb ) -  by the strateg ic  m anagem en t litera ture. M intzberg , A hlstrand  et al. (1 9 9 8 )’s and  G harajedagh i 
(1 9 9 9 ) ’s s tra teg ic  m aps are nearly  identical excep t for the  d irection  o f  th e ir  y  axes; they  p rov ide  tw o independen t and 
m u tu a lly -su p p o rtin g  assessm ents o f  the  litera ture v is-a-v is  system s thinking.
27 R ecall tha t th is au tho r asserted  in section  2.3 tha t ‘th e se  d ifferences w ould  likely resu lt in d iss im ilar strateg ic  
m an ag em e n t p rocesses w ith in  a firm depend ing  upon the  schoo l the  m anagem en t team  follow s. A  f irm ’s m anagem ent 
w o u ld  v alue  and  the refo re  rew ard  /  incent d iffe ring  ac tiv ities  and behav iours (see T ab le 2A ) based  upon the  prem ises o f  the  
te n  sch o o ls  (ou tlin ed  in T ab le 2 B )’.
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the theory o f  the firm  and underlying economics literature28 do not provide such a 

consensus viewpoint.

4.4 Systems thinking and the theory of the firm

In attempting to describe the theory o f the firm, Archibald (1971) observes:

It should be possib le to explain quite clearly what o n e ’s subject matter is. Failure to do so 
is norm ally occasion for criticism; and confessed inability to do so  should be occasion  for 
embarrassment. Yet the fact is that the subject matter and scope o f  the ‘theory o f  the 
firm ’ are neither obvious nor easily  explained. Archibald (1971:9)

This author concurs; he was unable to identify a single comprehensive survey o f 

the theory o f  the firm  literature comparable to Mintzberg, Ahlstrand et al. (1998)’s 

overview o f the strategy literature. Archibald (1971) and Casson (1996) reprint 

key articles on the theory o f the firm. However, neither provides a taxonomy 

(with a standardized list o f schools and definitions) nor a synthesis o f the key 

premises o f each school.

In order to assist the reader yet remain focussed on the objective o f this chapter, 

this author provides below a descriptive summary o f six theories o f  the firm', the 

neoclassical, transaction cost, agency-based, behavioural, resource-based, and 

competence-based schools. These six were selected from Douma and Schreuder 

(1998)’s list o f  economic approaches to organisations.

Neoclassical theory o f the firm

According to the neoclassical theory o f  the firm , the economic enterprise has one 

objective -  the maximisation o f its single-period profits. The firm is viewed as an 

holistic entity; all its members work solely towards attaining that single objective. 

Decision-making is vested in the owner-entrepreneur who acts for the entire firm.

The firm is assumed to have perfect information with which it can assess all 

relevant decisions concerning w hat and how  m uch to produce. The firm ’s 

production function  describes the multiple ways that production inputs can be 

combined to create outputs. The owner-entrepreneur selects whichever 

combination yields the greatest economic return in a single-period. The

28 E conom ic  defin itions  o f  va lue  w ill be d iscussed  in detail in Section  5.1.
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unambiguous decision rule o f the owner-entrepreneur is to set production at the 

point at which marginal revenues equal marginal costs.

Transaction cost theory o f  the firm

Transaction cost economics (TCE) posits that the internal co-ordination o f 

economic transactions within the firm is simply an alternative to market exchange. 

Coase (1937) is credited with establishing the school’s foundational thinking by 

questioning why organisations even exist if  market prices -  as posited by the 

neoclassical theory o f  the firm  -  provide the sufficient co-ordinating mechanism 

to drive the firm ’s production resources and decisions. He concludes that the 

price mechanism must not provide an economically efficient mechanism for co

ordinating transactions in all situations.

According to Coase (1937), marketing and transaction costs are often saved if  

exchange transactions are brought under the control o f a central co-ordinator. The 

co-ordinator is granted the authority to reassign tasks and to offer altered 

payments as contingencies arise. The firm represents such a framework -  

economic exchange is removed from market negotiation and internally organised. 

The firm is therefore a more efficient (lower cost) way to organise transactions.

Williamson (1975) extends Coase (1937)’s reasoning, and attempts to build a 

predictive theory for determining the most appropriate co-ordinating 

mechanism29. Williamson (1975) holds that the firm emerges when the price 

mechanism fails due to the following pairing o f environmental and human factors:

Agency theory o f  the firm

Alchian and Demsetz (1972) focus on the costs of monitoring and the problem of 

opportunism. Echoing Smith (1776), they observe that it is efficient and 

economical for individuals to combine their efforts in joint production.

29 T h is  au tho r d iscusses the  role o f  tran saction  costs  in shap ing  P SM  con tracting  relationsh ips in Section  5.4. See F igure 
5L.

Environmental Factors
Uncertainty
Small-numbers exchange

Human Factors
4  Bounded rationality
4  Opportunism
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Individuals reap on average larger economic returns through joint effort -  on 

account o f the division o f labour, greater task specialisation and resultant 

increases in productivity -  than through isolated effort.

Group effort, however, introduces moral hazard. Individuals are tempted to shirk 

in order to receive the advantages o f the group’s efforts without contributing 

proportionately. Shirking is particularly acute whenever it is difficult or 

impossible to ascertain reliably an individual’s particular contributions to group 

output. Monitoring systems are required whenever a collective activity requires 

individual effort. Jensen and Meckling (1976) focus on the particular agency 

issues that arise between stockholders and the firm’s management. They note 

that stockholders face a cost-benefit trade-off when deciding how much to spend 

on implementing monitoring devices to discourage managerial opportunism.

Behavioural theory o f the firm

The twin concepts o f bounded rationality and goal incongruence underpin the 

behavioural theory o f  the firm . Cyert and March (1992) mirror W illiamson 

(1975)’s earlier definition o f  bounded rationality; however, the result o f  bounded 

rationality that they describe, o f organisations setting targets ‘rather than finding 

the best imagineable solution’, differs from the cost minimisation ideal proposed 

by transaction cost economics. According to the behaviouralists, the firm ’s goal is 

to achieve an optimal solution for co-ordinating economic exchange across all 

objective functions, not necessarily the optimal solution to a particular objective 

function.

Conflicting interests between a firm ’s actors do not disappear under the 

employment contract as Coase (1937) asserts, whereby a firm ’s proprietor 

effortlessly reassigns employees at will. The behaviouralist theory o f  the firm  

refutes the neoclassical notion o f frictionless interactions between economic 

agents. In contrast to transaction cost economics which posits a single objective 

function for the firm -  the minimisation o f transaction costs -  and which assumes 

organisational unity in its pursuit, the behavioural theory o f  the firm  posits the 

existence o f coalitions each pursuing its own interests.
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According to the neoclassical theory o f  the firm , managers should focus on 

maximising profits and improving the financial position o f the firm ’s 

shareholders. Under the behavioural theory o f  the firm , managers m ust contend 

with the interests o f all coalitions, o f all stakeholders in the firm, if  the 

organisation is to function effectively and survive. Unless the inducements 

offered to members o f each coalition are greater in their view than the 

contributions they believe they are asked to make, the coalitions will not 

participate.

Managing the firm requires, therefore, the identification and definition o f the 

firm ’s goals. Conflicting interests between stakeholders -  shareholders, 

employees, managers, suppliers -  will create tension that is dissipated only 

through intra-and inter-organisational bargaining. Firms estimate the outcomes o f 

various decisions and select those which meets the aspiration levels o f all coalition 

members. According to the behavioural theory o f  the firm , firms satisfice rather 

than maximise.

Resource-based theory o f the firm

In her foundational work on the growth o f the firm, Penrose (1959) focusses on 

the role o f resources in defining the boundaries o f the firm. She notes that:

For any given  scale o f  operations a firm must possess resources from w hich it can obtain 
the productive services appropriate to the amounts and types o f  product it intends to 
produce. Som e o f  these services w ill be obtained from resources already under the 
control o f  the firm ...  others w ill be obtained from resources the firm acquires in the 
market as occasion demands. Although the ‘inputs’ in which the firm is interested are 
productive services, it is resources that, with few  exceptions, must be acquired in order to 
obtain services. .. .H aving acquired resources for actual and contem plated operations, a 
firm has an incentive to use as profitably as possible the services obtainable from each 
unit o f  each type o f  resource acquired. Penrose (1959:67)

She observes that firms incur not only the production costs o f co-ordinating 

economic exchange but also the opportunity costs of not deploying resources 

optimally. By focussing on the most efficient use o f the firm ’s resources, she 

provides insight into where a firm might expand.

Thirty years after Penrose, Dierickx and Cool (1989) note that:

W hen an asset is nontradeable, the option to realize its value in a factor market is not 
available. In order to tap its rent earning potential, the owner o f  such an asset has to 
deploy it in product markets where, ow ing to the factor’s nontradeability, it m ay remain
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in fixed supply. Conversely, a firm w hich does not own a nontradeable asset w hich it 
requires for the im plem entation o f  its product market strategy is constrained to ‘bu ild ing’ 
this asset. D ierickx and Cool (1989:164)

The decision to organise certain economic exchanges internally through vertical 

integration can thus be motivated by a desire to obtain and preserve nontradeable 

assets. Maximum value can be achieved by the firm obtaining critical 

nontradeable assets30 and deploying them most profitably.

Competence-based theory o f the firm

Penrose (1959)’s reference to the “basic potentialities” o f the firm provides one o f 

the first academic reference to the capabilities o f a firm. Richardson (1972) later 

observes that a firm ’s production decisions are not guided by explicit blueprints, 

but rather are a function influenced by its human abilities. The notion o f a firm ’s 

core competence, however, is attributed to Andrews (1971):

M em bers o f  organizations develop judgm ents about what the com pany can do particularly 
w ell— its core o f  com petence. I f  consensus can be reached about this capability, no 
matter how subjectively arrived at, its application to an identified opportunity can be 
estim ated. Andrews (1971:55)

Andrews (1971:57) observes that the distinctive competence o f the firm ‘is more 

than what it can do; it is what it can do particularly well’ and that this “core o f 

competence” is what differentiates the organisation from others. As a result, the 

ability o f the firm ‘to find or create a competence that is truly distinctive may hold 

the real key to a company’s success or even to its future development’31.

Prahalad and Hamel (1990) popularised the notion o f core competences. They 

advance a definition of what constitutes the skills that are “core” to an 

organisation.

At least three tests can be applied to identify core com petencies in a com pany. First, a 
core com petence provides potential access to a w ide variety o f  markets. .. .Second, a core 
com petence should m ake a significant contribution to the perceived custom er benefits o f  
the end product. .. .Finally, a core com petence should be difficult for com petitors to 
imitate. And it w ill be difficult i f  it is a com plex harmonization o f  individual 
tech nolog ies and production skills. Prahalad and Hamel (1990:23-24)

3(1 S ee S ection  5 .4  w here th is  au thor further d iscusses  P S M ’s ro le  in  p reserv ing  the f irm ’s critical assets . See F igu re  5M .
31 P S M ’s ro le  in  p reserv ing  core com petences is d iscussed  in Section  5.4. See F igures 5L and 5N.
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Teece, Pisano et al. (1997) provide a nearly identical definition o f  core 

competences. Cox (1998) also echoes the definition first developed by Prahalad 

and Hamel (1990).

Summary

Douma and Schreuder (1998) claim that the preceding six theories o f  the firm 

differ along three key dimensions. Firstly, the theories focus on different subject 

matter. Douma and Schreuder (1998) distinguish process theories from content 

theories.

W e borrow a distinction from the strategy literature in order to c lassify  [these] 
approaches. Process theories deal with the processes by which strategies com e into being. 
Content theories deal with the content o f  those strategies: the firm ’s strategic posture and 
position ing in the market. Sim ilarly, w e  w ill distinguish here betw een process and 
content approaches to organizations. The former deal with organizational processes but 
hardly inform us about the likely  outcom es o f  those processes. The latter focus on 
substantive outcom es without being very inform ative about the processes leading to these  
outcom es. D oum a and Schreuder (1998:213)

Secondly, the theories differ in the modes o f analyses used and the timeframes 

inherent in each theory. Douma and Schreuder (1998) distinguish static 

approaches from dynamic approaches.

[Static approaches] em ploy a m ode o f  analysis which is known as com parative-static in 
econom ics. A  com parative-static analysis compares one (static) situation with another.
. ..  W hat the analysis reveals, therefore, is a ranking o f  alternative situations, given  the 
(e ffic iency) criterion em ployed. It w ill not tell you how the present situation m ay evo lve  
or how  to get from here to there i f  you are now in an inferior situation. Doum a and 
Schreuder (1998:216)

Douma and Schreuder (1998) plot five theories o f the firm against these two axes. 

See Figure 4P. Their map recalls Mintzberg, Ahlstrand et al. (1998)’s map 

(Figure 4N) even though the exact co-ordinates o f the plots differ slightly. Both 

maps indicate that theories using the term value predominantly as verb are 

distributed towards the upper right comer; those theories using the term value 

predominantly as a noun being distributed towards the lower left comer.

Douma and Schreuder (1998) also assert that the theories differ in terms o f their 

level o f analysis (i.e., the third key difference). They distinguish between seven 

levels o f analysis:

P e r so n  d y a d : a pair o f  individuals in an exchange relationship;
G r o u p : a (relatively sm all) number o f  individuals bound together by a com m unity o f  
purpose, interest, or function;
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In te r g r o u p :  the relations betw een organizational groups with different purposes, 
interests, or functions;
O r g a n iz a t io n :  the nexus o f  contracts, the coalition o f  participant groups and/or the 
administrative structure that forms a unity and is usually legally  recognized as such; 
O r g a n iz a t io n a l d y a d : a pair o f  organizations in an exchange relationship;
P o p u la t io n  o f  o r g a n iz a t io n s :  A ll organizations o f  a particular type or form;
S y ste m : the entire set o f  organizational populations, environmental characteristics, and 
their interrelationships, relevant to the analysis o f  aggregate phenom ena. Doum a and 
Schreuder (1998:216-217)

Douma and Schreuder (1998) plot five o f the theories o f the firm using these 

seven levels as the vertical axis. See Figure 4Q. Three key insights are that (a) 

no theory extends across the seven levels; (b) most theories are skewed either 

locally (i.e., towards the dyad level) or globally (towards the system level); and (c) 

only one theory (potentially) reaches the system level. Figure 4Q suggests that any 

attempt to conduct analysis across the entire continuum requires multiple theories 

which in turn potentially introduces major research problems32. In addition,

Figure 4Q suggests that a competence-based theory o f the firm is automatically 

assumed (and its implicit definition o f value adopted) when conducting analysis at 

the highest (systems) level. With supply academics increasingly recommending 

consideration o f supply issues at the network (systems) level, a conceptually 

sound value framework is therefore lacking when needed most.

4.5 Systems thinking and supply management

The idea that purchasing and supply management should be viewed using a 

systems perspective has long been noted in the literature. For example, King 

(1967) notes that:

N ot only in purchasing, but in other areas o f  business as w ell, there em erged in the 194 0 ’s 
the so called ‘system s approach’ to m anagem ent decision-m aking. Such a v iew  ...  forces 
us to recognize that any action  in one p a r t  o f  the system  has som e effect on every  o th er  
p a r t,  [em phasis added] K ing (1967:65)

Fearon (1973:41) observes ‘the primary objective [of purchasing] is to solve 

materials problems from a total organization viewpoint rather than from the 

viewpoint o f any individual function; to balance possibly conflicting objectives o f

32 R ecall tha t in Section  2.3 th is au tho r no tes tha t he is ‘unaw are  o f  any  system atic  w ay  to  b lend m ultip le  sch o o ls ’ im plic it 
defin itions  o f  value. . . .  B y  se lec ting  a “com m on ly  accep ted” school . . .  a lternative, usefu l and  com m only  used  defin itions 
o f  va lue  w o u ld  b e  ignored . T he resu lt w ould  b e  tha t th is  thesis  w ould  advance a particu la r s ch o o l’s theo ry  o f  value-based  
su p p ly  stra teg ies w hich  m a y  (or m ay  no t) reflec t th e  case  com pan ies stud ies (i.e. w hat m anagem ent team s ac tually  d o )’.
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Figure 4P: Family differences within the various economic approaches to organisation
Source: Douma and Schreuder (1998:215)

Figure removed
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Figure 4Q: Levels of analysis within the various economic approaches to organisation
Source: Douma and Schreuder (1998:218)

Figure removed
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the various materials functions, to the net benefit o f  the organization as a whole ,33 

[emphasis added], Rajagopal and Bernard (1993) also posit that:

Organizations exercise the best control over the cost o f  purchased g o od s and services only  
when there is synergistic activity betw een departments. This results in the integrated 
output becom ing greater than the sum o f  the individual efforts. On the other hand, 
uncoordinated action by one department m ay optim ize the success o f  that department but 
cause undesirable results in another, to the detriment o f  the o rgan iza tion  a s a  w hole.
With a functionally integrated approach, all m embers o f  the organization recognize their 
role in the procu rem en t system , [em phasis added] Rajagopal and Bernard (1993:18)

W hilst agreeing on the need for the purchasing function to adopt a systems 

perspective, most authors understand the ‘system ’ concept differently. Lanning 

and Michaels (1988) and Lanning (1998) credit the consultancy M cKinsey & 

Company with finalizing the first business system framework in the late 1970s. 

“The Business System” depicts the firm as a series o f broad functions (e.g., 

research and development, manufacturing, marketing, distribution, etc.) whose 

combined purpose is threefold: to create, make and sell a product. By analyzing 

how each o f these functions is performed relative to its competitors, a firm could 

gain useful insights into its relative competitive performance. Porter (1985:36), 

however, notes that the business system concept ‘does not distinguish among 

types o f activities or show how they are related’; as a result, ‘the concept is not 

linked specifically to competitive advantage or to competitive scope’.

Porter (1985) modified the Business System to create his concept o f  the value 

chain34. The value chain describes a set o f interconnected value activities 

occurring within a firm (see Figure 4S). Porter (1985) describes these value 

activities as:

The physically  and technologically  distinct activities a firm performs. T hese are the 
building blocks by w hich a firm creates a product valuable to its buyers. Porter (1985:38)

Porter (1985:39) asserts that these activities ‘are the discrete building blocks o f 

competitive advantage ... comparing the value chains o f competitors exposes 

differences that determine competitive advantage’ .

33 E choes A n so fF s  reflec tion  on synergy— th e  w ho le  (i.e ., the system ) is g re a te r  than the  sum  o f  its p a r t -  w h ich  w as said  
(b y  th is  au tho r) to  en capsu la te  the essence o f  system s th ink ing . See S ection  4.1.
34 P o rte r  does  not reference  H ayes and  W heelw righ t (1984 ) w ho, one yea r earlier, h ad  advanced  the  concep t o f  the 
“co m m erc ia l cha in” w h ich  is s im ilar in scope (see  F igu re  4R ) to  th e  value chain.
35 S ee  sec tio n  2. i for a de ta iled  d iscuss ion  o f  co m petitive  advantage.
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Figure 4R: Commercial Chain 
Source: Hayes and Wheelwright (1984)
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Figure 4S: The Value Chain 
Source: Porter (1985:37)
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Value activities include primary and support activities. Both groups are in turn 

grouped into three categories o f varying importance based on their contribution to 

competitive advantage:

W ithin each category o f  primary and support activities, there are three activity types that play  
a different role in com petitive advantage:

•  Direct. A ctivities directly involved in creating value for the buyer, such as assem bly, 
parts m achining, sa les force operation, advertising, product design, recruiting, etc.

•  Indirect. A ctiv ities that m ake it possib le to perform direct activities on a continuing  
basis, such as m aintenance, scheduling, operation o f  facilities, sales force  
administration, research administration, vendor record keeping, etc.

•  Q uality assurance. A ctiv ities that ensure the quality o f  other activities, such as 
monitoring, inspecting, testing, review ing, checking, adjusting, and reworking. 
Q uality assurance is not synonym ous w ith quality managem ent, because m any value  
activities contribute to  q u ality .... Porter (1985:44)

Porter (1985:41) classifies procurement36 i.e., PSM, as a support activity. ‘A 

given procurement activity can normally be associated with a specific value 

activity or activities which it supports, though often a purchasing department 

serves many value activities and purchasing policies apply firm-wide’ Porter 

(1985:41). In contrast to procurement, he classifies marketing and sales as a 

primary activity.

Porter (1985) elevates the importance o f the interdependent connections between 

value activities.

Although value activities are the building blocks o f  com petitive advantage, the value  
chain is not a collection  o f  independent activities but a system o f  interdependent 
activities. Value activities are related by linkages within the value chain. L inkages are 
relationships between the w ay one value activity is performed and the cost or 
perform ance o f  another. . ..  Com petitive advantage frequently derives from linkages 
am ong activities just as it does from the individual activities them selves. ... A  firm must 
optim ize such linkages reflecting its strategy in order to achieve com petitive advantage. 
Porter (1985:48-49)

Porter (1985:50) notes that ‘managing [these] linkages is a more complex 

organizational task than managing the value activities themselves’. Lamming 

(1993) also observes that these linkages are often more strategically important 

than the actual value activities performed:

If  each stage in the process were a separate, independent firm, there w ould be a natural 
concern within each to define strategies, etc. When the entire chain is view ed , how ever, it 
soon becom es clear that it is the w ay in which the stages interact, and in which their 
interdependence is recognized, w hich determ ines how w ell the chain functions as an

M P orte r ( 19 8 5 :40 -41 ) characte rises p rocu rem en t as inc lud ing  ‘ac tiv ities  such as qualify ing  new  suppliers, p rocu rem en t o f  
d iffe ren t g roups o f  p u rch ased  inputs, and  ongo ing  m onito ring  o f  supp lie r perform ance. P rocurem ent refers to  the  function  
o f  p u rchasing  inputs used  in the f irm ’s value chain , not to  the purchased  inputs them selves. Purchased  inputs inc lude  raw  
m ateria ls , supp lies, and  o th e r consum able  item s as w ell as asse ts  such as m achinery , laborato ry  equ ipm en t, office 
equ ipm en t, and b u ild in g s ’.
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efficient value-adding process (i.e ., it is possible to envisage excellent functions, poorly  
coordinated, which therefore constitute an inefficient chain). Lam m ing (1993:91)

Porter (1985) recognises the important role played by procurement in optimizing 

and coordinating activity linkages across the boundaries o f the firm (i.e., 

optimizing / coordinating the value-added activities o f one firm ’s value chain with 

those o f another firm’s -  see Figure 4T):

The linkages between suppliers’ value chains and a firm ’s value chain provide  
opportunities for the firm to enhance its com petitive advantage. It is often p ossib le  to  
benefit both the firm and suppliers by influencing the configuration o f  suppliers’ value  
chains to jo intly  optim ize the performance o f  activities, or by im proving coordination  
betw een a firm ’s and supplier’s chains. Supplier linkages mean that the relationship with 
suppliers is not a zero sum gam e in w hich one gains only at the expense o f  the other, but a 
relationship in which they both can gain. Porter (1985:51)

This role extends to buyers’ value chains as well as suppliers’ value chains.

Buyers also  have value chains, and a firm ’s product represents a purchased input to the  
buyer’s chain. . ..  D ifferentiation, then, derives fundam entally from creating value for the 
buyer through a firm’s im pact on the buyer’s value chain. Value is created w hen a firm  
creates com petitive advantage for its buyer— low ers its buyer’s cost or raises its buyer’s 
performance. Porter (1985:52-53)

These inter-firm linkages are embedded in a larger stream o f activities which 

Porter (1985) labels the “value system”; the value system is the sum of the value 

chains o f the firm, its suppliers, its customers, and its channels to those customers. 

He distinguishes between the upstream chain (comprised o f the value chains o f a 

firm ’s suppliers), the downstream chain (comprised o f the value chains o f  a firm ’s 

customers and the channels to those customers), and the internal chain (the firm). 

See Figure 4U.

Porter (1985)’s categorization tacitly recognizes a crucial distinction between 

different inter-firm relationships within most value systems. It acknowledges the 

implicit or explicit bifurcation o f the firm into a buy-side and a sell-side. It 

visually depicts two associated internal business functions (i.e., purchasing and 

marketing) as oriented towards opposite ends o f the value system:

A chasm o f  significant size  ex ists between the purchasing and marketing sides o f  m ost 
organizations. This chasm often consists o f  physical and em otional distance and is 
em bedded in the organization’s structures and culture. At many com panies, it is easier to  
develop cooperative relationships with external supply chain m em bers than it is to break 
down the silos that exist around individual functions. Fawcett and Magam (2001:53)

This “chasm” is apparent when examining the names o f other value system 

frameworks, all which are ultimately derived from M cKinsey’s “Business
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Figure 4V: 
Value Chain Analysis -  Integration of the Partnership Systems

Source: Cousins (1994:30)

Figure removed
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Figure 4W: The Value-Creating Network Development Process
Source: Campbell and Wilson (1996:136)

Figure removed
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System” : the supply chain: Christopher (1992); the customer chain: Schonberger 

(1990); the demand chain: Lee and Whang (2001), Cavinato (2002); etc.

Komelius and Wynstra (1996) document the prevalence o f such ‘either/or’ 

thinking in organisations.

Internal functions responsible for external relationships are in m ost organisations still 
organized according to the traditional ‘either/or’ m odel for external counterparts: either a 
custom er or supplier. F ollow ing the distinction between different groups o f  external 
counterparts, clear distinctions are m ade w ithin organisations betw een the internal 
functions o f  marketing and purchasing. On one side o f  the com pany, w e  find M arketing  
and Sales, operating on output markets, and dealing with custom ers. Purchasing, 
operating on input markets, and dealing with suppliers, is situated on the other side o f  the 
com pany. Both K ra ljic  (1983) an d  K eough (1993), f o r  example, speak  in term s o f  
p u rch a sin g  a s the op p o site  o f  sa les. R elationships are formed, be it partnerships or not, 
by the custom er’s purchasing function in the case o f  suppliers, and by the supplier’s sales 
function in the case o f  custom ers, [em phasis added] K om elius and W ynstra (1996:414)

This either/or thinking is sometimes translated into differing conceptualizations o f
-17 , t

value held within the firm. Cousins (1994) portrays gaps occurring on the 

supply- and demand-sides o f the firm. See Figure 4V. Fawcett and Magam 

(2001:53 ) similarly document gaps stemming from conflicting conceptualization 

o f value within the firm38.

These gaps also extend across firm boundaries. For example, they exist at the 

level o f the dyadic inter-firm relationship. ‘When a supplier is operating under 

one set o f measures while a customer is using another set o f measures, it is almost 

guaranteed that performance gaps will occur’ Fawcett and Magam (2001:53). 

They also exist across the entire value chain increasing the likelihood that total 

value will be reduced.

The unfortunate outcom e is that the overall system — the firm or supply chain— is sub
optim ized. A figurative tug o f  war breaks out ... as each group pulls the firm in the 
direction that it perceives is best. Overall costs are inflated and customer service is 
dim inished even as each operating unit strives diligently to excel. Fawcett and Magam  
(2001:66)

37 S ee Section  5.1 for a  de ta iled  rev iew  o f  a lte rn a tiv e  econom ic  d efin itions  o f  value.
3“ F aw cett and  M agam  (2 0 0 1 :53) p ro v id e  su p po rting  anecdo ta l ev idence. 'P u rchasers  seem  to  be the  m ost re ticen t in the ir 
end o rsem en t o f  sup p ly  cha in  m anagem en t as a  v a luab le  stra teg y — m an y  con tinue  to  o pera te  on the  basis  o f  adversarial 
buy er/su p p lie r re la tio n sh ip s  tha t em phasize  “price, p rice , p rice!” O ne m a n ag er who op ted  n o t to com plete the  su rv ey  m ade 
th e  fo llow ing  s ta tem en t: “ It is m y  unders tand ing  tha t sup p ly  cha in  in teg ration  (SCI) and  supp ly  chain  m anagem en t (S C M ) 
ex ten d  w ell beyond  v en d o r ce rtification  and  get in to  p artne ring , in fo rm ation  sharing, and  innova tive exchanges. I am  not a 
p ro p o n en t o f  th a t ty p e  o f  in terac tion  w ith  a  supp lie r and , fo rtuna te ly  for m e, m y  com pany  has not tried  to  push m e in that 
d irec tion . It is m y  con ten tion , and  20 years o f  p u rchasing  expe rience  bea r m e out, tha t m anagem en t is m ost in terested  in 
th e  cost o f  the  item  purchased . T here is little to  no  in terest in to ta l cost o r innovative w ays to  get ex tra  serv ice  o r  quality . 1 
h av e  w orked  a t such  large com pan ies  as . . . .  W h ile  th e  b uzzw ords  flew , w hen it cam e dow n to  the  final ana lysis , I w as 
p u n ish ed  i f  I w a sn ’t b uy ing  at the  low est p rice. M any  tim es m anagem en t w ould  assist m e in finding  a  low er cost supplier.
I learned  ea rly  on tha t buzzw ords w ere ju s t  buzzw ords  and  in nova tive  p rocu rem en t techn iques w ere on ly  w elcom ed  i f  they  
low ered  the  pu rch ase  p rice ’”
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Some authors propose replacing the value chain with the concept o f value-creating 

networks39. Harland (1996) envisages networks as the last o f four ascending 

levels o f supply chain organisation: (1) the internal chain (the firm); (2) the 

dyadic relationship (i.e., between the firm and a supplier); (3) the external chain 

(e.g., four firms linked linearly); and (4) the supply network40. Harland 

(1996:S63) labels each o f these a ‘systems level o f  supply chain m anagement’ 

[emphasis added]; in contrast, Douma and Schreuder (1998:216-217) label only the 

last o f seven levels o f exchange ‘the system’41.

Viewing supply management from a systems perspective raises several complex 

questions. I f  a firm were to adopt a systems view o f supply management, which 

system level should it choose? Whilst competitive advantage42 includes the goal 

o f  delivering “superior value” to customers, to which (whose) customers? Should 

all members o f  the network (i.e. system) share the same (value) goal? If  so, what 

is the framework for the definition o f value43? Can a bifurcated view o f value 

(e.g., buy-side/sell-side, demand-side/supply-side) be prevented or is it inevitable 

at all system levels44?

Harland (1995) does not offer a guide to determine how far up / down the systems 

hierarchy one should ascend / descend in order to define value. Campbell and

55 S ee L orange (1988), Jarillo  (1988) and C am pbell and  W ilson  (1996). S ince the focus o f  th is thesis  is at the  triad -level 
(su p p lie r  -  firm  — custom er) a  de ta iled  d iscussion  o f  va lue-netw orks  (su p p lie rs’ supp lie rs  -  supp lie rs  -  firm  -  custom ers -  
c u s to m e rs ’ cu stom ers), a lso  ca lled  a ‘business  eco sy s te m ’ by  M oore (1996 ), is beyond  the scope o f  th is  thesis. T h e  reader 
is d ire c ted  to  P ro jec t_ IO N  (1998) for an  excellen t rev iew  o f  the  netw ork  litera ture. N O T E : T he In te r-O rgan isa tiona l 
N e tw o rk in g  (IO N ) P ro jec t w as a th ree-year research  p ro jec t undertaken  by  an alliance  o f  the  U n ivers itie s  o f  Bath, B risto l 
an d  C am bridge . P ro jec t IO N  was sponso red  by  the  E ng ineering  and Physical S ciences R esearch  C ouncil (E S P R C ). The 
a im  o f  th e  p ro jec t w as to  iden tify  how  successfu l in ter-o rgan isa tional [supply] ne tw orks can be c rea ted , operated , eva luated  
an d  re-created .
411 T o  H arlan d ’s fou r levels F aw cett an d  M agam  (2 0 0 1 :53) add  the  triad  (a  firm , its im m ed ia te  supp lie r an d  its im m ediate  
cu stom er).
41 S ee  S ection  4.4.
42 R ecall from  S ection  2.1: C om petitive  advan tage  is d efined  as the  un ique  configura tion  o f  in te rlinked  ac tiv ities , ac to r 
b o n d s  and  critical resou rces  the firm  uses to  d e liv e r su perio r va lue  to  enough custom ers at a low  enough  cost to  genera te  
w ealth .
45 R ecall from  F igure 4Q  that D oum a and S ch reuder (1998) associa ted  d ifferen t theories o f  the firm  (and the refo re, th is 
au th o r asserts , d iffe ren t defin itions o f  value) to  each  o f  these  levels.
44 F aw cett an d  M agam  (2001 :53) note: ‘D esp ite  the  rheto ric  su rround ing  the  notion  o f  m anag ing  the  flow  o f  m aterials  from 
th e  ‘su p p lie r’s supp lie rs  to  cu sto m er’s cu s to m er’, based  on the  com panies inc luded in th is  s tudy, ac tual sup p ly  chain  
m an ag em en t p rac tice  focuses m ore on e lim inating  the silos tha t ex ist w ithin the  organization . A lm ost 60  percen t o f  the 
co m p an ies  in terv iew ed  h ave as the ir p rim ary  focus the  estab lishm en t o f  w orld -class p rocesses w ith in  the ir ow n fou r w alls. 
T h u s, a t m any  co m pan ies  supp ly  cha in  m anagem en t has taken over the  ro le held by business process re -en g in eerin g ’ (page 
51). ‘T he re  is little resem b lance  betw een  the  theo ry  o f  supp ly  chain  m anagem ent and ac tual p ractice . N obody  is cu rren tly  
m anag ing  the  en tire  sup p ly  chain from  su p p lie rs ’ su p p lie r  to  cu s to m ers’ custom er. V ery  few  co m pan ies  have crea ted  the  
‘en d  - to - e n d ’ tran spa rency  needed  to  engage  in fu ll-fledged supp ly  chain  m anagem ent. A m ong  the best o f  the best supp ly  
cha in  com pan ies , in teg ra tive  practices span  a triad  o f  com pan ies— typ ically  the  com pany  p lus up and  dow nstream  one tier. 
. . .  T rue  in teg ra tion  beh ind  the  first tie r  in e ith e r d irec tion  is ra re .’ (page 92)
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Wilson (1996) provide such a viewpoint. They assert that the network captain45 

should impose an overriding “value concept” to guide and coordinate the efforts 

o f different autonomous firms in the network. Campbell and Wilson (1996:142) 

label this “jo int value objective(s)” the “a priori value vision” . See Figure 4W. 

They use the three value disciplines outlined by Treacy and Wiersema (1993)46 to 

describe value.

Recall that Treacy and Wiersema (1993) (re)introduced value-based strategies 

using the term value disciplines4 1 Strategic alignment was defined as the degree 

o f congruence between a firm’s strategic management process and its adopted 

value-based approach to competition48. Unfortunately, the concept o f a value- 

based strategy at the level o f  the total supply network ‘is sparsely discussed in the 

literature’ as Project_ION (1998:54) note.

Project_ION (1998:54) observe that value-based strategy ‘could be perceived 

informally as goal congruence amongst the parties’ (page 54). Using “goal 

congruence” as a definition o f strategic alignment, one encounters general 

academic disagreement over a firm ’s ability to manage goal congruence at the 

network level. For example, Hakansson, Snehota and other authors associated 

with the Swedish School o f networks question joint value objective(s) at the 

network level:

Their [Hakansson and Snehota’s] v iew  is that networks cannot be managed as a w hole. 
Com panies m anage dyadic relationships [see  Figure 5X] and m ay influence the rest o f  the 
network, but they cannot m anage networks as such. It is therefore problem atic to  m erge  
the theoretical, descriptive work on networks and the operational, prescriptive work, in 
order to develop an operational theory o f  supply networks. Project lO N  (1998:65)

Cox (1998) and Cox, Sanderson et al. (2000)49 also question a joint value 

objective at the network level; they based their argument not on the inability to 

manage relationships at the network-level but rather on its inappropriateness. The

45 P ro jec t_ IO N  (1998 :24 ) no te  tha t the  ro le  o f  the  netw ork  cap ta in  w as o rig inally  p roposed  by  Jarillo  (1988) w ho  ‘suggests  
s tra teg ic  ne tw orks  are  se t up  by  a “h u b ” firm  w ho  then  p ro -ac tiv e ly  m anages the  netw orks in o rder to gain com petitive  
ad v an tag e  over co m p e tito rs ’.
46 T h e  th ree  are cu s to m er intim acy, p ro d u c t in nova tion  and effic ien t opera tions (low -cost). See Section  2.2 for de ta iled  
d iscussion .
47 In Section  2.2 th is au tho r noted  tha t T re acy  and  W iersem a (19 9 3 ) (re)in troduce value-based  strateg ies s ince  th e ir  value- 
d isc ip lin e s  echo P o rte r’s  ea rlie r generic  s trateg ies.
48 S ee  Section  2 .4  for a de ta iled  d iscuss ion  o f  s tra teg ic  alignm ent.
49 H ereafte r referred  to  as the  “B irm ingham  G ro u p ” , led by  P ro fesso r A ndrew  C ox o f  the  U niversity  o f  B irm ingham  School 
o f  M anagem ent. T h is  au tho r labels it a g ro u p  and  n o t a schoo l, s ince  its c h ie f  advocates are  located  at a s ing le  institu tion .
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Chapter Four: Adopt a systems view

Figure 4Y: Alternative value management systems

Concept 

Primary references

Secondary references 

Key ideas 

Strategic aiignmenVas...

Strategic management 
school(s)2

Value viewed primarily as:

Support o f value first principles3 
1. Align purchasing/corp. strategies

2. Balance multiple objectives

3. Adopt systems perspective

4. Ensure value flows

5. Use ultimate customer's 
perceptions to understand value

Value delivery system; 
Value exchange system

Lanning & Michael (1988); 
Lanning (1998)

Robson (1997)4; 
A nderson & Narus (1999)

System atic custom er 
value identification; delivery 
of a  value proposition

Echoing (Lanning & Michael 
1988); S trategic resonance 
(Brown, Lamming et al. 2000)

Design, Cognitive

Adjective (custom er value);

Verb (questioning the 
custom er experience)

X

o

o
o
X

Value constellation; 
Co-makership/co-production

Normann & Ram irez 
(1993, 1994)

Komelius & W ynstra (1996); 
Ford (1998); Zeithaml (1993); 
Van der Heijden (1993)

Reconfiguration of custom er -  
supplier roles; redefinition of 
product -  service offering

Transmutation of resources 
(Drucker 1955); activation of 
inert resources (Ford 1998)

Positioning, Learning, 
Configuration

Verb (questioning production- 
consumption roles);

Noun (redefined offering)

O
x

o
o

Value reinvention;
Value innovation

Kim & M auborgne (1997) Womack, Jo n es  et al. (1990); 
Lamming (1993); W omack & 
Jo n es  (1994, 1996); Hines, 
Lamming et al. (2000)

Baden-Fuller & Stopford (1992) Rich and  Hines (2000)

Redefinition of value offering; 
Latent offerings

Design, Entrepreneurial. 
Configuration

N/A

N/A

Noun (redefined offering)

O
x

X

o
•k

Quality, continuous improvement, 
Lean thinking/production/supply

Flow; policy deploym ent (cascade 
versus intervention)

Positioning, Learning, Cultural

Adjective (custom er value); 

Verb (duetero learning5)-,

Noun (absence  of muda)

Power regime; Structured 
hierarchy dominance

Cox (1998); Cox, Sanderson  
et al. (2000)

Power, critical a s se ts ,  monopoly, 
scarcity

Not applicable (process of 
appropriation and control by firm 
within value chain)

Power, environm ental

N/A

N/A

Noun (critical a s se ts )

X

0

Notes 1 See Section 2.4 for detailed discussion o f strategic alignment 4 See Figure 2E. Key: X Accepts this value first principle

2 See Section 2.3  for review of Mintzberg (1998) ’s  twelve schools o f strategy 5 Lamming ( 1993); see Section 5 3  — Rejects this value first principle
and their related conceptualisation o f value; see also Figure 4N  0  Does not addrBSS this value ^  prindple

3 Based on primary references *  Only partially addresses this value first principle
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C h ap ter Four: A dop t a system s v iew

Birmingham Group argue that the purpose o f network strategy is the appropriation of 

value by powerful firms (i.e., those with control of critical assets) from less powerful 

firms (i.e., those without control o f critical assets). ‘Sustainable success is defined as 

the ability by individuals or companies to maximize their capacity to appropriate and 

accumulate material wealth for themselves in an environment o f absolute and relative 

material scarcity’ Cox (1998:15).

Most writers on value systems, however, do not support the Birmingham Group’s 

value tenets. See Figure 4Y. The majority contend that firms should elevate the 

process o f value creation and value delivery over that o f value capture and value 

appropriation, recognizing the fact that most industries are contested markets 

whereby competitive advantage is not readily secured (i.e., they are not sustainable 

monopolies)50. In other words, these writers prioritize the components of value 

management differently than do Birmingham Group members.

But what are these components of value? To answer this question, this author will 

now discuss applying systems thinking to value management. He will review the 

increasing appeals by writers in the academic literature for firms to adopt an holistic 

value management system.

4.6 System s thinking and value m anagem ent

Multiple rubrics exist to categorize processes within a value management system51. 

Unsurprisingly multiple names are given to these systems. For example, Woodruff

50 S in c e  th is  th e s is  fo c u se s  o n  g a in in g  u n d e rs ta n d in g  in to  th e  d e f in itio n  a n d  m a n a g e m e n t o f  v a lu e  b y  f irm s , a  d e ta ile d  e c o n o m ic  
r e fu ta tio n  o f  th e  B irm in g h a m  G ro u p ’s w ritin g s  a re  b e y o n d  its  s c o p e . T h e  re a d e r  is  d ire c ted  to  th e  fo llo w in g  a u th o rs  fo r  fu r th e r  
d is c u s s io n  o f  se v e ra l p ro b le m a t ic  a s s u m p tio n s  in h e re n t in  th e  B irm in g h a m  G ro u p ’s w ritin g s : (1 )  th e  a b s e n c e  o f  s u b s t i tu te  
p ro d u c ts  (P o r te r  (1 9 8 0 ) , G o u ld  and  F e rg u s o n  (1 9 8 0 ) , P o r te r  (1 9 8 5 )) ;  (2 )  th e  a b i li ty  to  a p p ro p r ia te  in v is ib le  a s s e ts , i.e . h u m a n  
k n o w le d g e  (D a y  (1 9 9 0 )) ; (3 )  th e  a p p ro p ria te n e ss  o f  n o n -c o o p e ra tiv e  s tra te g ie s  in  g am e  th e o re tic  s itu a tio n s  (A x e lro d  (1 9 8 4 ) , 
A o k i (1 9 8 4 ) , Ich iish i (1 9 9 2 ) , N a le b u ff a n d  B ra n d e n b u rg e r  (1 9 9 6 )) ; (4 )  th e  su s ta in a b ili ty  o f  m o n o p o ly  ren ts  (G o u ld  an d  F erg u so n  
(1 9 8 0 ) , B a u m o l, P an za r  e t  a l. (1 9 8 8 )) ; (5 ) th e  o m iss io n  o f  tra n sa c tio n  c o s ts  w hen  d is c u s s in g  firm  s ize  (W illia m s o n  (1 9 7 5 ) , 
W illia m s o n  (1 9 8 5 )).
51 R ec a ll th a t th is  a u th o r  re v ie w e d  in  S ec tio n  4 .3  “ T h e  S t. G a llen  M a n a g e m e n t C o n c e p t”  (B le ic h e r  (1 9 9 9 ))  th a t u n d e rlie s  G o m e z  
( 1 9 9 9 ) ’s “ In te g ra te d  V a lu e  M a n a g e m e n t”  ap p ro a c h  to  s tra te g y . S e e  F ig u re  4 .3 . T h is  a u th o r  a lso  d is c u s s e d  G h a ra je d a g h i (1 9 9 9 )  
w h o  s tr e s s e d  th e  ro le  o f  s y s te m s  th in k in g  in s tra te g ic  m a n a g e m e n t to  e n a b le  firm s  to  a d o p t  to  th e  “s h if t o f  p a ra d ig m ” re q u ire d  o f  
to d a y ’s ‘g a m e  c h a n g in g ’ en v iro n m e n t. S ee  F ig u re  4 G . T h is  a u th o r  re v ie w s  th e  tw o  f ra m e w o rk s  in  the  c o n te x t o f  s tra te g ic  
m a n a g e m e n t (S e c tio n  4 .3 )  v e rs u s  v a lu e  m a n a g e m e n t (S e c tio n  4 .6 ) ,  s in c e  th e y  d o  n o t d e f in e  th e  c o n c e p t o f  v a lu e . T h is  a u th o r  
n o te s , h o w e v e r , th a t all b u s in e s s  s tra teg ie s  en ta il v a lu e  m a n a g e m e n t e v e n  i f  th e y  d o  n o t d e f in e  th e  te rm  va lue .
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and Gardial (1996:8) describe five processes within a value delivery strategy: 

identifying the value, choosing the value, providing the value, communicating the 

value and assessing the delivered value. Referencing Moore (1996), Freeman and 

Liedtka (1997) differentiate value creation from value capture but do not name the 

overall system:

It is  im portant, first, to d ifferen tiate  b e tw een  the tw o  p ro cesses  o f  v a lu e  crea tion  and capture. 
Jam es M oore has used  the term s ‘v a lu e  sp a ce ’ and ‘dea l sp a ce ’ to do th is. V a lu e  sp a ce  is  the  
opp ortu nity  sp ace  that ex is ts  to create va lu e  b y  r econ figu rin g  the b u sin e ss  p r o c esses . T h is  
sp ace , he con ten d s, m ust b e  s ig n ifica n t in  order for cooperation  to w ork . . . .  T he driver o f  the  
v a lu e  capture form ula, on  the other hand, has g en era lly  b een  se e n  to  b e  b arga in in g  pow er. 
T he sou rces o f  th is bargain ing  p o w er  do not d iffer  m ater ia lly  from  the so u rces that Porter  
(1 9 8 0 )  descr ib es in  h is ‘f iv e  fo r c e s ’ m o d e l. T he m ajor d ifferen ce  here is  that w e  are 
con cern ed  w ith  our p o s itio n in g  w ith in  an e co sy stem s va lue  chain , than w ith in  an industry. 
F reem an and L iedtka (1 9 9 7 :2 9 0 )

Lanning (1998:6) posits three processes within what he labels the value delivery 

system: choosing the value proposition, providing the value proposition, and 

communicating the value proposition. Anderson and Narus (1999:5) identify three 

value processes -  understanding value, creating value, and delivering value -  in what 

they label business market management. Hines and Cousins (2000:438) include four 

processes in value stream management: understanding customers and what they 

value, defining the internal value stream, eliminating waste / making information and 

products flow by customer needs, and extending the definition o f value outside one’s 

company. (See Figure 4Z)

The purpose of this review is not to recommend one o f these frameworks, but rather 

to outline comprehensively the elements that should be included in any value 

management system. Figure 4Y demonstrates the need for such a comprehensive list. 

The value systems outlined support this thesis’s value first principles differently.

Most o f  the differences (with the exception o f the Birmingham Group) stem from an 

author or group o f authors not addressing a particular first principle rather than from 

disagreement per se. This author asserts that these (and any other) partial views are 

the result o f using incomplete definitions of value. Figure 4Y illustrates that value 

definitions are in fact generally incomplete (i.e., they do not reflect value as a noun, 

adjective and verb.
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For example, the Birmingham Group posit value capture to be the essence o f a firm’s 

strategy. Since value capture is equivalent to the process o f securing a greater share 

of an industry’s profit margins52, they implicitly equate value with profits. However, 

they explicitly define value as critical assets. Yet they fail to explain how critical 

supply chain assets create such profits [i.e., the object o f value capture] other than 

referencing the assets’ inimitability53. Cox (1998) himself confronts the limitations of 

this incomplete conceptualization o f value:

O w n in g , contro lling , and lev era g in g  th ose  resou rces w h ich  cannot e a s ily  be im ita ted  in su pp ly  
chains is  the k e y  to su ccess . T h ese  resources, w h ich  a llo c a te  v a lu e  in k e y  su p p ly  c h a in s , are 
referred to  as critical su p p ly  cha in  assets , [em p h asis added] C o x  (1 9 9 8 :2 )

What is the value the critical assets are allocating? Whatever it is, Cox (1998:15) 

claims that it should flow to the firm even at the expense o f the firm’s customers:

C o m p a n ies do n ot ex is t to  d e lig h t custom ers or to  p a ss va lu e  to  th em  e ffic ien tly ; co m p a n ies  
e x is t  to  appropriate and accu m u late  va lu e  from  custom ers. T h e y  w il l,  therefore, o n ly  
m a x im iz e  the va lu e  w h ich  th e y  p a ss to  the custom er i f  th ey  are fo rced  to d o  so  b y  their need  
to  operate in  proper co m p etitiv e  m arkets. C o x  (1 9 9 8 :1 0 5 )

Surely customer preferences (i.e., value as an adjective) play some role in separating 

customers from their money. Preferences help guide purchase decisions whenever 

customers have options. Such choice is absent only in command economies and in 

other restricted circumstances54. Yet the Birmingham Group completely ignores the 

important role o f customer preferences.

Lanning and Michaels (1988) and Lanning (1998) -  supported by Woodruff and 

Gardial (1996), Robson (1997) and Anderson and Narus (1999) -  elevate the role of 

customer preferences in the value delivery system55. A firm’s attention to customer

52 T h e  re a d e r  is  d ire c te d  to  G a d ie sh  an d  G ilb e r t  (1 9 9 8 )  fo r  an  e x c e lle n t d is c u s s io n  o f h o w  f irm s  c a p tu re  a  g re a te r  s h a re  o f  an  
in d u s try ’s ‘p ro f i t  p o o ls ’ ; s ee  a lso  S ly w o tz k y  (1 9 9 6 )  fo r  a  d is c u s s io n  o f  ‘v a lu e  m ig ra tio n ’ ac ro ss  f irm s  in  a  v a lu e  ch a in .
53 T o  b e  a  s o u rc e  o f  c o m p e ti t iv e  a d v a n ta g e , C o ll in s  a n d  M o n tg o m e ry  (1 9 9 5 )  a s s e r t  th a t a  re s o u rc e  m u s t  p a s s  f i v e  e x te rn a l m a rk e t 
te s ts  o f  i ts  v a lu e . In im ita b ili ty  is  o n ly  th e  f irs t o f  th e  f iv e . T h e  o th e rs  in c lu d e  (2 ) d u ra b i li ty  w h ic h  is ‘h o w  lo n g  a  re s o u rc e  w ill 
la s t in  p ro v id in g  v a lu e  b e fo re  i t  is  o v e rta k e n  b y  in n o v a tio n  e i th e r  w ith in  th e  in d u s try  o r  o u ts id e  i t ’, (3 )  a p p ro p r ia b ili ty , (4 )  
s u b s t i tu ta b il i ty  a n d  (5 ) c o m p e ti t iv e  su p e r io r i ty  w h ic h  ‘re fe rs  to  a  m a rk e t a s s e s sm e n t o f h o w  a  re s o u rc e  c o m p a re s  to  th o s e  o f  the  
f i rm ’s c o m p e ti to r s ’ . T h e  B irm in g h a m  G ro u p  fo c u s e s  o n  th e  f ir s t a n d  th ird  te s ts  ig n o rin g  C o ll in s  an d  M o n tg o m e ry  ( 1 9 9 5 ) ’s o th e r  
th re e  te s ts . C u r io u s ly , C o x  (1 9 9 8 )  (p ag es  122 a n d  2 3 3 )  c ite s  M o n tg o m e ry  (1 9 9 5 ) , o n e  o f  th e  c o -a u th o rs  o f  th e  p re v io u s  fiv e  
te s ts ,  a s  su p p o r tin g  h is  th e o ry  o f  b u s in e s s  s u c c e s s  w h ic h  h e  g ro u n d s  in  th e  c o n c e p ts  o f  as se t s p e c if ic ity  a n d  m o n o p o ly  p o w e r.
54 S ee  F o o tn o te  5 0  in S ec tio n  4 .5  in  w h ich  th is  a u th o r  d is c u s s e s  th e  p ro b le m a tic  e c o n o m ic  a s s u m p tio n s  o f  th e  B irm in g h a m  
G ro u p .
55 L a n n in g  (1 9 9 8 )  c le a r ly  in te n d s  h is  u se  o f  th e  w o rd  s y s te m  to  c o n n o te  an  in teg ra ted  a n d  h o lis tic  ap p ro a c h  to  v alue  
m a n a g e m e n t. ‘A  c o n s e n s u s  in m a n a g e m e n t th e o ry  h as  b ee n  th a t to  m a x im iz e  lo n g -te rm  su c c e s s , a f irm  s h o u ld  m a n a g e  its 
b u s in e s s e s  as  in te g ra te d  sy stem s . A  b u s in e s s  is a sy s te m  b e c a u se  its fu n c tio n s , re so u rc e s , an d  p ro c e s s e s  in te ra c t w ith  each  o th e r  
a n d  th u s  a f fe c t th e  u lt im a te  o u tc o m e . O b v io u s ly , th e se  in d iv id u a l e le m e n ts  s h o u ld  n o t p u rs u e  d is p a ra te , in c o n s is te n t ag e n d a s . 
U n fo r tu n a te ly , th e y  fre q u e n tly  d o , w h ich  in tu rn  s u b -o p tim iz e s  th e  p e r fo rm a n c e  o f  th e  s y s te m ’ L a n n in g  (1 9 9 8 :1 4 9 ) .
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value (value used as an adjective) is gauged by its focus on customer experiences as

embodied in its value proposition56:

V a lu e  [in the V a lu e  D e liv e ry  S y stem ] con cern s a v ery  d ifferen t n o tio n , a d ifferen ce  o f  
fundam ental im portance to b u sin ess strategy. It refers to the va lu e , as com pared  to  
alternatives, o f  the resu lting ex p er ien ces  custom ers der ive  b y  d o in g  b u s in e ss  w ith  the  
organization . T he d ifferen ce  in  p ersp ectiv e  m eans that an organ iza tion  b a ses its d e c is io n s  
about products and serv ices and h o w  th ey  are d ev e lo p ed , m ade and d istributed  en tire ly  on  the  
profitab le  superiority  o f  the resu ltin g  ex p erien ces for custom ers. L ann ing  (1 9 9 8 :7 -8 )

According to Lanning (1998:1), the firm’s resources (i.e. critical assets) enable but do 

not determine customer value: ‘It follows that a firm’s actions and resources in any 

business should be determined by an explicit decision of what value proposition to 

deliver and how’. To do so otherwise is to place the cart before the horse:

T h is traditional approach o f  b eg in n in g  w ith  the organ ization  and m o v in g  outw ard  tow ard  the  
custom er, w h ile  it seem s rational, is  p ro fo u n d ly  backw ards. It starts w ith  th e  m ea n s and tries 
to  find  the en d s that fits. A  ch o sen  v a lu e  p ro p osition  d eterm ines requirem ents for  provid ing  
and co m m u n icatin g  it, w h ich  in  turn d eterm ines the required v e h ic le s . T he v e h ic le s  m ust not 
b e  a llo w ed  to  determ ine w hat v a lu e  p ro p o sitio n  to  d eliver . .. .L ann ing  (1 9 9 8 :9 2 )

Lanning (1998) opposes the Birmingham Group’s power-based approach to business 

strategy. His disagreement is very much based on his differing conceptualization of 

value:

B y  fo c u s in g  so  hard o n  exertin g  p ow er, in stead  o f  understanding and p ro fita b ly  d e liv er in g  
superior va lu e , an organ ization  o ften  lo se s  pow er. B y  fo c u sin g  in stead  o n  b eco m in g  
custom ers, d isco v er in g  and p ro fou n d ly  understand ing w hat w o u ld  tru ly  b e  m o st va lu a b le  to 
them , an organ iza tion  ga in s trem endou s p o w er . P ow er over co m p etitors, su pp liers, and  
custom ers, [em p h asis added] L ann ing  (1 9 9 8 :1 9 )

Attention is drawn to three important points about his conceptualization o f value. 

Firstly, Lanning (1998) does not advocate giving the customer whatever they expect. 

The value proposition requires critical choices by both the customer as well as the 

supplier.

A  w in n in g  v a lu e  p ro p osition  is o ften  a tradeoff, w ith  so m e resu ltin g  ex p er ien ces  superior and  
so m e  in ferior to  the cu sto m er’s alternatives. . . .  B ut b u sin ess cannot d e liv er  ev eryth in g  to  
ev ery o n e , ever . . . .  D e liv e r in g  a w in n in g  v a lu e  prop osition  o ften  requires co n v in c in g  
custom ers to accep t so m e hard tradeoffs, not ju st in n ocu ou s pabulum . L ann ing  (1 9 9 8 :2 7 -2 8 )

56 L a n n in g  (1 9 9 8 :x v )  d e s c r ib e s  a  v a lu e  p ro p o s itio n  as  ‘th e  e n t ire  se t o f  r e s u lt in g  e x p e rie n c e s , in c lu d in g  p r ic e , th a t an 
o rg a n iz a tio n  c a u se s  s o m e  c u s to m e rs  to  h a v e ’ (p a g e  55 ). ‘T o  “d e l iv e r”  a  v a lu e  p ro p o s itio n  m e a n s  c a u s in g , in te n tio n a lly  o r  n o t, a 
c u s to m e r  a c tu a l ly  to  h a v e  a n d  b e  a w a re  o f  th e  e x p e rie n c e s  in  th a t p ro p o s itio n . T h is  d e l iv e ry  c o n s is ts  o f  tw o  b a s ic  fu n c tio n s : 
‘p ro v id in g ’ a n d  ‘c o m m u n ic a t in g ’ th e  v a lu e  p ro p o s itio n . P ro v id in g  i t  m e a n s  th a t i f  an d  w h en  th e  c u s to m e r  a c tu a lly  a c c e p ts  th e  
p ro p o s itio n , th u s  b u y in g  a n d /o r  u s in g  s o m e  p ro d u c t  o r  s e rv ic e , th e  c u s to m e r  w ill a c tu a lly  h a v e  th e  e x p e rie n c e s , in c lu d in g  th e  
p r ic e , in  th a t v a lu e  p ro p o s itio n . C o m m u n ic a tin g  th a t v a lu e  p ro p o s itio n  m e an s  th a t b e fo re , d u r in g  an d  a f te r  a c c e p tin g  it, 
c u s to m e rs  u n d e rs ta n d , a p p re c ia te , an d  b e l ie v e  th e y  w ill h a v e  th o se  e x p e rie n c e s ’ (p ag e  5 7 ) . ‘A n y  o rg a n iz a tio n  th a t a t te m p ts  to  
se ll s o m e th in g  d e l iv e rs  a  v a lu e  p ro p o s itio n , d e f a c to '  (p a g e  59 ). ‘T o  c h o o s e  g e n u in e ly  a  v a lu e  p ro p o s itio n  is  to  m a k e  th e  c e n tra l 
d e c is io n  o f  b u s in e s s  s tra te g y , fo r  a v a lu e  p ro p o s itio n  d e f in e s  th e  p r ic e  o b je c tiv e  o f  a  b u s in e s s ’ (p a g e  61).
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Secondly, Lanning (1998) qualifies Campbell and Wilson (1996:142)’s “a priori 

value vision” (i.e., joint value objective(s) in the supply chain57) by specifying how 

far up / down the systems hierarchy a firm needs to ascend / descend in order to 

define value. He posits that firms should focus on the primary customer entity:

For ea ch  b u sin ess , the cu sto m er  en titie s at so m e le v e l in  the chain  w ill  b e  the m o st e ssen tia l  
for the organ ization  to understand. . . .  T h ese  m o st e ssen tia l custom ers are prim ary en titie s . 
T he m ore im m ed ia te  custom ers b e tw e en  the o rgan iza tion  and th ese  prim ary en titie s  are b est  
u n d erstood  as supporting en titie s. . . .  Prim ary en titie s d o  n o w  or p o te n tia lly  co u ld  u se  so m e  
p rodu ct or serv ice  the organ iza tion  co u ld  m ake or h e lp  m ake. . . .  Prim ary en titie s a lso  m ake  
d e c is io n s  that greatly  im pact the b u s in e ss ’s su cc e ss , e v e n  i f  o n ly  ind irectly . T heir  d e c is io n s  
m a y  im p act interm ediary en titie s  b e tw een  them  and the organ iza tion  and  thereby d eterm ine  
the org a n iza tio n ’s revenu es. I f  the organ ization  a lso  can  s ig n ifica n tly  a ffec t the va lue  
p ro p osition  that th ese  en tities u ltim a te ly  obtain, then it is  crucial to  the o rg a n iza tio n ’s su cc e ss  
to  ch o o se  and d elib erately  d e liv er  that proposition . E ntities (o rgan iza tion s o f  in d iv id u a ls)  
w h ic h  are at the m o st distant le v e l  in  the chain  w h ere  the criteria are still m et sh ou ld  be  
co n sid ered  the prim ary entity. For, it  is  the c h o ice  o f  v a lu e  p ro p o sitio n  to  th ese  custom ers  
that m ust shape the d esig n  o f  the b u sin ess . L ann ing (1 9 9 8 :1 5 4 )

Thirdly, Lanning (1998) asserts that to understand value the firm must adopt the 

primary customer entity’s perspective in order to experience the customer’s
co .

perceptions. He compares this to the phenomenological approach inherent m 

anthropological and sociological research..

B e c o m in g  the custom er is  a m in d set and p rocess sim ilar  in  so m e w a y s  to  that o f  an  
an th rop o log ist or so c io lo g ist . S o c ia l sc ien tists  o ften  ga in  their d eep est in sig h ts b y  
sy s tem a tica lly  ex p lo rin g  the actual beh av iors, b e lie fs , and m o tiv a tio n s o f  a p op u la tion  under  
study. A n  an th rop olog ist m ay  sp en d  tim e actu a lly  liv in g  am ong the p o p u la tion , tem porarily  
a d op tin g  their langu age, custom ers and ev en  their v a lu es in order to understand w h o  th ey  are 
and w h y . A  so c io lo g is t  m ust cu m u la tiv e ly  sp en d  years o f  a career o b serv in g  and  
d o cu m en tin g  beh av iors and in teraction s o f  the so c ia l groups th ey  study. M o st so c ia l sc ien tis ts  
w o u ld  n o t ev en  consider  reporting co n c lu sio n s  about p eo p le s  or so c ie t ie s  w ithou t th is direct, 
in -depth , observation a l exp loration . M anagers m ust lea m  to  co n d u ct a sim ilar  k ind  o f  
ex p lo ra tio n  i f  th ey  w ant to ge t b e y o n d  a su p erfic ia l and ha zy  co m p reh en sio n  o f  the m o st 
im portant pop u la tion  for their su c c e ss— their custom ers. L ann ing (1 9 9 8 :2 2 0 )

Beyond describing the firm’s value offering as the materialization/vehicle of 

customers’ preferences and experiences, however, Lanning (1998) does not 

specifically examine the offering.

Normann and Ramirez (1993) and Normann and Ramirez (1994) focus on the value 

offering per se. They define the offering as:

57 S ee  d is c u s s io n  in  se c tio n  4 .5 . S ee  a lso  F ig u re  4 W .
58 T h e  p h e n o m e n o lo g ic a l an d  p o s itiv is t  tra d itio n s  o f  re se a rc h  w ill b e  d is c u s s e d  in d e ta il in S e c tio n  7 .1 .
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T he p h y sica l and ‘in -p erso n (s )’ em b o d im en t o f  a ssets m ade up o f  k n o w led g e  and ex p erien ce ,  
in  th em se lv es the resu lt o f  m yriad  a c tiv ities  perform ed b y  m an y  p e o p le  d isp ersed  in  tim e  and  
sp ace. A sse ts  and resources im p ly  the storage o f  a c tiv ities  w h ic h  h a v e  b e e n  co n fig u red  for  a 
particular purpose, for a particular actor in  a g iv en  lo ca tio n  at a g iv e n  tim e. N orm an n  and  
R am irez (1 9 9 4 :4 9 -5 0 )

They assert that thinking about the value embedded in a firm’s value offering(s) 

requires a new logic. Traditional boundaries between customer and supplier have 

blurred. As a result, Porter’s value chain model imperfectly explains value creation 

in today’s new business reality:

W ith  v a lu e  chain  m o d els  it has b e c o m e  a lm o st im p o ss ib le  to  co n sid er  a su pp lier  as a 
custom er, or a custom er as a supp lier, for the v a lu e  cha in  m o d e l has inherent linear, 
u n id irectional and sequ en tia l characteristics w h ich  it im p o sed  on  the rea lity  it m o d e led . In the  
va lu e  cha in  m o d el, va lu e  is  not rea lly  ‘crea ted ’ a n y  m ore, it  is in stead  ‘a d d ed ’, step  b y  step .
. . .  M u ch  o f  va lu e  production, w h en  se e n  in  th is w ay , is  n o th in g  other than c o st adding; and  
the v ery  se n se  o f  ‘v a lu e ’ has tended  to  b e  lim ited  to  the ‘co st a d d in g ’ w h ich  the m o d el a llo w s  
for. M a n y  fun ctional un its su ch  as train ing or advertis in g  in  firm s w h o se  b u sin e ss  has been  
m o d e led  in  va lu e  chain  term s thus k n o w  h o w  m uch th ey  cost, but n o t h o w  m u ch  v a lu e  th ey  
create. N orm ann and R am irez ( 1 9 9 4 :x v i)

The assignment o f supply chain activities between the supplier and the customer has 

also changed reflecting the adoption by the supplier of an “enabling” role rather than 

a “relieving” role.

T he ‘g o o d s ’-b ased  va lue  chain  n o tio n  im p lie s  a relationsh ip  b e tw een  su pp lier  and custom er  
w h ic h  is, prim arily , a ‘r e lie v in g ’ one. H ere the su pp lier  w ill do so m eth in g , su ch  as b u ild in g  a 
plan e, for the custom er, r e liev in g  h im  o f  h a v in g  to  b u ild  h is o w n  p lan e. Y e t m ore and m ore  
b u sin e sses  are m o v in g  from  a re liev in g  lo g ic  to  an enab ling  on e , w h ere  the ‘su p p lier ’ does  
so m eth in g  that m akes it p o ss ib le  for  the ‘cu sto m er’ to  do w hat it d o es better. N orm ann  and 
R am irez  (1 9 9 4 :3 9 -4 0 )

They label this logic co-production59, and the new relationships between customers 

and suppliers the ‘value constellation’. Normann and Ramirez (1994) assert that, 

based on the logic o f co-production, activities formerly viewed as value consuming 

should now be viewed as value creating, since they are part o f the customer’s value 

creation system.

O ur v ie w  o f  the offer in g  as the bou nd ary  w h ere  actors com e togeth er  to co -p ro d u ce  va lu e  
lead s us to  con sid er  actors co m in g  to geth er  in ‘va lu e  c o n ste lla tio n s’. From  th is m ore relevant 
va lu e  co n ste lla tio n  p ersp ective , va lue  is co -p rod u ced  b y  actors w h o  in terface w ith  each  other. 
T h ey  a llo ca te  the tasks in v o lv ed  in va lu e  creation  a m on g  th em se lv es  and to  others, in  tim e  
and sp ace , e x p lic it ly  or im p lic itly . T h is o p en s up m a n y  opp ortunities for d efin in g  
rela tion sh ip s b e tw een  actors and rea ssig n in g  activ ities. I f  w e  lo o k  at a s in g le  relation sh ip  in a

59 S im ila r  to  N o rm a n n  a n d  R a m ire z  (1 9 9 4 ) ’s  n o tio n  o f  “c o -p ro d u c t io n ” , M erli (1 9 9 0 )  e a r l ie r  p o s ite d  “c o -m a k e rs h ip ”  as  th e  fina l 
e v o lu tio n a ry  s ta g e  o f  in d u s tr ia l f irm s. H in e s , L a m m in g  e t a l. (2 0 0 0 :1 3 9 )  e q u a te  “ c o -m a k e rs h ip ”  w ith  “ le a n ”  (w h ich  w ill b e  
d is c u s s e d  la te r  in  th is  s e c t io n ) . ‘ “ C o -m a k e rs h ip ”  m a y  a lso  b e  d e s c r ib e d  as “ le a n ”  o r “ a g i le ” , w h ic h  a re  a ll te rm s  th a t d e s c r ib e  
e le m e n ts  o f  th e  m o d e ls  a n d  ca n  b e  a p p lie d  a lm o s t in te rc h a n g e a b ly ’ H in e s , L a m m in g  e t al. (2 0 0 0 :1 3 9 ) .
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co-p ro d u ctiv e  sy stem  (for exa m p le , that b e tw een  custom er and su p p lier) th is v ie w  im p lie s  that 
the custom er is  not o n ly  a p a ss iv e  orderer/buyer/user o f  the o ffer in g , but a lso  participates in  
m an y other w a y s in  co n su m in g  it, for in stan ce  in  its d e livery . E ty m o lo g ic a lly , co n su m p tio n  
m ea n s va lue  creation , not va lu e  destruction; th is sen se  o f  c o n su m p tio n  is  inherent in  the  
‘va lu e  c o n ste lla tio n ’ po in t o f  v iew . N orm ann and R am irez (1 9 9 4 :5 4 )

The value o f an offering is thus a function of the way that activities are assigned to 

the actors within a value constellation. They label this value the offering’s “leverage 

value” and claim that an offering’s leverage value increases as it becomes more 

useful to the customer’s value-creating logic60. ‘Leverage arises if  the offering 

triggers customer activities which make the customers more effective, thus enabling 

them to create value in a better way, whatever ‘better’ means for the customer’ 

Normann and Ramirez (1994:59). Similar to Lanning (1998)’s primary customer 

entity, Normann and Ramirez (1994) claim that a firm can increase its offering’s 

leverage value by looking beyond its immediate customer to its customer’s customer 

when designing its value offering.

Based on this conceptualization o f value, Normann and Ramirez (1994) disagree with 

the Birmingham Group’s power-based approach to strategy for three reasons. Firstly, 

they assert that value calculations are now based on the customer’s value-creation 

system rather than that of the supplier’s.

It has b eco m e  crucial to b eg in  ca lcu la tin g  co sts  and reven u e as m a n ife sted  first and forem ost 
in  the cu sto m er’s va lue  creation  rather than at o n e ’s o w n  factory. T h is , rather than production  
co sts , is n o w  the b asis o f  e co n o m ic  ca lcu la tion s. N orm ann and R am irez (1 9 9 4 :7 9 )

Secondly, they assume a new basis for financial success, since ‘in the final analysis, 

firms do not make money from customers (or, o f course, their products!) but from 

their customer’s value creation activities’ Normann and Ramirez (1994:80). Thirdly, 

they posit a new basis for competitive advantage. ‘The competitive battle today is 

therefore centred on positioning the firm to occupy a sufficiently large role in 

supporting the customer’s value creation’ N orm ann and R am irez (1994:82).

60 T h is  a u th o r  o b s e rv e s  s im ila r i t ie s  b e tw e en  th e  fo llo w in g  c o n c e p ts : th e  “ c u s to m e r ’s v a lu e -c re a tin g  lo g ic ”  an d  “c o -p ro d u c tio n ” 
(N o rm a n n  a n d  R a m ire z  (1 9 9 4 )) ; “d e c is io n  p o in t a n a ly s is ”  (H in e s , L a m m in g  e t al. (2 0 0 0 :4 1 )) ; a n d  the  “o rd e r  p e n e tra tio n  p o in t” 
and  “v a lu e  o f fe r in g  p o in t”  (H o o v e r , E lo ran ta  e t al. (2 0 0 1 )) . T h e se  a u th o rs  and  th e ir  a s so c ia te d  c o n c e p ts  w ill b e  re v ie w e d  in 
S ec tio n  5 .5 .
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Like the B irm ingham  Group, N orm ann and R am irez (1994) do not address custom er 

preferences (i.e., value as an adjective) in any detail. W riters associated w ith  the 

Lean61 School do provide such detail. L ike Lanning (1998), they start w ith  the 

understanding that ‘value can only be defined by the ultim ate custom er’ W om ack, 

Jones et al. (1990:16) They define value as ‘a capability provided to a custom er at the 

right tim e at an appropriate price, as defined in each case by  the custom er’ W om ack, 

Jones et al. (1990:311). This capability  is enabled via som e com bination o f  products 

and services.

Lean production

The origins o f  lean production are com m only attributed to Taiichi O hno and the 

Toyota M otor Com pany. Ohno shaped w hat is now  know n as The Toyota P roduction
f\0

System  , possib ly  the m ost fam iliar exam ple o f  lean production. Lean production 

represents a m anufacturing approach very different from  the m ore frequently  

encountered m ass production approach: it deploys team s o f  m ultip ly  skilled w orkers 

using flexible m achinery to create a w ide variety  o f  products in high volum es. The 

lean approach is also characterised by  several beliefs: that value is added principally  

at the point o f  production thereby em phasising value creation ; that ‘problem  solving 

is the m ost im portant part o f  any jo b ’ W om ack, Jones et al. (1990:199), that defects 

should be detected early, and that root causes should be traced /  found thereby 

stressing double-loop learning /second-order change ; that inform ation should be 

freely shared; that supply relationships should be based on co-operative behaviours; 

etc.

W om ack and Jones (1996) sum m arized these beliefs into five “ lean first princip les” 

that could  be applied to m ost production situations: ‘Precisely specify value by 

specific product, identify the value stream  for each product, m ake value flow w ithout 

interruptions, let the custom er pull value from  the producer, and pursue perfec tion ’

61 W o m a c k , J o n e s  e t  al. (1 9 9 0 :1 3 )  c re d i t  J o h n  K ra fc ik , a re s e a rc h e r  w ith  th e  In te rn a tio n a l M o to r  V e h ic le  P ro g ra m m e  ( IM V P ), as
c re a tin g  th e  te rm  b e c a u se  le a n  p ro d u c e rs  u se  le ss  o f  e v e ry th in g  c o m p a re d  to  m a ss  p ro d u ce rs .
62 T h e  T o y o ta  P ro d u c tio n  S y s te m  w ill b e  re v ie w e d  in  C h a p te r  F ive .
63 S ee  S e c t io n  4 .2  fo r  d e ta ile d  d is c u ss io n  o f  d o u b le - lo o p  le a rn in g  /  s e c o n d -o rd e r  c h a n g e , an d  se c tio n  4 .3  fo r  d u e r to  le a rn in g .
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W om ack and Jones (1996:10)64. The concept o f  the “value stream ” is critical to 

these lean principles. W om ack and Jones (1996:19) define the value stream  as ‘the 

set o f  all the specific actions required to bring a specific product (w hether a good, a 

service, or increasingly, a com bination o f  the tw o) through the three critical 

m anagem ent tasks o f  any business: the problem -solving task running from  concept 

through detailed design and engineering to product launch, the inform ation 

m anagem ent task  running from  order-taking through detailed scheduling to delivery, 

and the physical transform ation task  proceeding from  raw  m aterials to a finished 

product in the hands o f  the custom er’.

The value stream  extends across firm  boundaries to include the activities o f  suppliers 

as w ell as custom ers. The value stream  can therefore be considered a system s-level 

view  o f  value-added activities w ith in  and across firm s65. A ccording to W om ack and 

Jones (1996)’s th ird  and fourth lean first principles, value -  as defined by the u ltim ate 

custom er -  should flow  uninterrupted through the value stream . U nfortunately, such 

flow  often  does not occur; W om ack and Jones (1996) contend that value is ‘hard to 

get r ig h t’.

While value creation often flows through many firms, each one tends to define value in a 
different way to suit its own needs. When these differing definitions are added up, they often 
don’t add up. Womack and Jones (1996:32)

This author asserts that part o f  the difficulty  o f  getting ‘value rig h t’ stem s from  the 

lack o f  a robust fram ew ork for defining value. As a result, he w ill now  turn to 

alternative definitions o f  value found in the academ ic literature.

4.7 C onclusion

This chapter continued the detailed discussion o f  the five value first principles 

guiding this au thor’s research. Specifically  this author discussed the third o f  the five 

principles: adopt a  system s view. A ccordingly he exam ined several key concepts in 

the literature. The author described system  thinking', discussed the B alanced  

Scorecard  in the context o f  system s thinking; explored the ro le o f  system s th inking

64 T h e re  is c o n s id e ra b le  o v e r la p  b e tw e e n  the  “ le an  f ir s t  p r in c ip le s ”  and  th is  a u th o r ’s “ v a lu e  firs t p r in c ip le s ” . C o m m o n a li t ie s  w ill 
b e  d is c u s s e d  in  C h a p te rs  F iv e  a n d  S ix .
65 B ased  o n  s u p p ly  m a n a g e m e n t sy s te m s  d e f in e d  in S e c tio n  4 .5 .

P a g e  152

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



C h a p te r  F o u r: A d o p t a  sy s te m s  v ie w

in stra teg ic  management; review ed six theories o f  the firm  (e.g., neoclassical, 

transaction cost, agency-based, behavioural, resource-based, a n d  com petence- 

based) using system s thinking precepts; and discussed the relevance o f  system s 

th inking to supply m anagem ent and value managem ent.

The proceeding chapter will continue the discussion o f  the five value first principles. 

W hen adopting a system s view  (the third principle), the literature asserts that one 

ensure that value flo w s  across the system  (the fourth principle). To support this 

assertion, this author will review  alternative definitions o f  value  from  the econom ics 

literature; describe to tal quality m anagem ent and continuous im provem ent, and their 

contribution to value-add  w ithin value chains; explore the concept o f  value f lo w  

w ithin the value stream; discuss the ro le o f  purchasing and supply  m anagem ent in 

achieving value flow; and exam ine inter-firm  reassignm ent o f  value stream  activities 

to increase value flow.
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5.0 Purpose

In the preceding chapter this author continued his detailed discussion o f  the five 

value first principles guiding this thesis’s research. He discussed the third o f  the 

five value first principles: adopt a systems view. Accordingly he examined 

several key concepts underlying systems thinking and discussed strategic 

planning, performance management, economics and supply management in the 

context o f systems thinking.

This chapter continues the discussion o f the five value first principles. In adopting 

a systems view (the third principle), the literature asserts that one ensure that 

value flow s across the system  (the fourth principle). To support this assertion, this 

author will review the academic literature in order to:

1. Review alternative definitions o f  value from the economics literature;

2. Describe total quality management and continuous improvement, and their 

contribution to value-add within value chains;

3. Explore the concept o f value flo w  within the value stream-,

4. Discuss the role o f purchasing and supply management in achieving value 

flow;

5. Examine inter-firm reassignment o f  value stream activities to increase 

value flow.

5.1 Economic theories of value

There are a myriad o f definitions o f economic value; the concept extends back to 

Greek and Medieval philosophy. See Figure 5A and Table 5A. Chief writers, 

however, can be comfortably grouped into ten different schools o f value although 

there are few definitive start and end dates between schools. See Figure 5B.

Each school was influenced by the events o f its age (see Figure 5C) which 

influenced its conceptualization o f value. Authors reexamined, modified and 

sometimes rejected earlier theories (see Figure 5D).

To remain focused on the objectives o f this chapter, this author will review the ten 

schools at a high level. Each school will be placed in its historical context and its 

definitions o f value outlined. At the close of the section, this author will discuss 

the implications for his thesis and research.
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Figure 5A: Theory of value timeline -  major contributors

1200 1300 1400 1500 1600 1700 1800 1900 2000

(384-3^2 B.C.) Aristotle
H (1225-1274) St T hom as Aquifias

| (1529-1606) B ernardo D ayanzati
I------------ 1 (1623-1687) William Petty
|--------------j| (1632-1704) John  Locke

^1633-1687) d em in ian o  M ohtanari
i '( 1 637/40-71698) N icholas S arbon

Frangois Q u esn ay  ((1694-1774) f-j—
I Adam  Sm ith (1723-1790) | 

Fenjlinando Galiapi (1728-1787) 
Pietro VetTi (1728-1797) 

C e sa re  p o n sa n a  Becgaria (1738-17(94) f
Je rem y  B dntham  (1748-11832)1---------

j Friedrict) S o d en  (1754-1831) I--------
J a m e i  Maitland L atjderdale (1750-1839) |------

T hom as R obert M althus (1766-1834) |—  
; Jean -B ap tis te  S ay  (17^7-1832) |—  
; David R icardo (17(72-1823) F “
| Jo h an  Frigdrich Lotz (1778-1838) F~ 
i R obert T orrens (1780-1864) F
| R ichard W hately (1787-1863) [
\ N assau  William Senior (jl 790-1864) | 
i Shm uel Bailey (1791-1870)
; William; F oster Lloyd j(1794-1852)

Mouritifort Longfield (1802-1884)1------
j Ju le s  Dupujt (1804-1866)1-----
(John S tuart Mill (1806-1873^1—  

F ran cesco  Ferra)a  (1810-190Q) (—  
H erm ann Heinrich G o ssen  (1810-185d) |—  

j Karl M irx (1818-1883) I—
j Ldon W ajras (1834-1910) F  

Williafn S tanley  Je \ions (1835-18& 2)F 
Carl Mefiger (1840-1921)

; Alfred Marshall (1842-1 &24) I—  
Francib Ysidro Edgdworth (1845-1926)1—  

; Vilfredolj’areto  (1848--j923) I—  
Eugein von Bdhm-Bawerk (185141914) F  

John  (Gustav Knut tjvicksell (1851J-1926) F 
! Friedrich vonlW ieser (18511-1926) F

(Piero Sraffa (1898-1983) 
M aurice Herbert Dobb 41900-1976) 

George! Jo sep h  Stiglef (1911- ) 'h
j Ronald Meqk (1917-1978) f
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Table 5A
Major contributions to Theory of Value

Author Date Work
Aristotle 300 B.C. 

(circa)
Nichomachean Ethics

Bailey, S. 1825 A Critical Dissertation o f the Nature, Measure 
and Causes o f Value: chiefly in reference to the 
writings o f Mr. Ricardo and his followers

Barbon, N. 1690 A Discourse o f Trade
Beccaria, C. 1771 Elementi di economia pubblica (Elements o f  

Public Economy)
Bentham, J. 1776 Fragment on Government
Bentham, J. 1789 An Introduction to the Principles o f Morals and 

Legislation
Davanzati, B. 1588 Lezione delle monete (A Discourse Upon Coin)
Dupuit, A.J. 1844 De I ’utilite et de sa mesure (Of Utility and its 

Measurement)
Edgeworth, F.Y. 1879 The Hedonical Calculus
Edgeworth, F.Y. 1881 Mathematical Psychics
Ferrara, F. 1889 Esame storico-critico di economisti e dottrine 

economiche (Historical-Critical Examination o f 
Economists and Economic Doctrines

Galiani, F. 1751 Della Moneta (On Money)
Gossen, H.H. 1854 Entwicklung der Gesetze des menschlichen 

Verkehrs und der daraus Fliessenden Regeln fur  
menschliches Handeln (The Laws o f Human 
Relations and the Rules o f Human Action 
Derived Therefrom)

Jevons, W.S. 1871 The Theory o f Political Economy
Keynes, J.M. 1936 General Theory o f Employment, Interest and 

Money
Lloyd, W.F. 1833 A Lecture on the Notion o f Value as 

Distinguishable not only from Utility, but also 
from Value in Exchange

Locke, J. 1691 Some Considerations o f the Consequences o f the 
Lowering o f Interests and Raising the Value o f 
Money

Locke, J. 1695 Further Considerations Considering Raising the 
Value o f Money

Longfield, M. 1834 Lectures on Political Economy
Lotz, J. 1811 Revision der Grundbegriffe der 

Nationalwirtschaftlehre (Revision o f the 
Fundamental Concepts o f the Theory o f National 
Economy)

Marshall, A. 1890 Principles o f Economics
Marx, K. 1858-

1859
(pub.
1939)

Grundrisse der Kritik der politischen Oekonomie 
(Foundations o f a Critique o f Political Economy)

Marx, K. 1867-
1894

Das Kapital I  (1867); II (1885); III (1894)
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Table 5A
M ajor contributions to Theory of Value

Author Date Work
Marx, K. 1905- Theorien iiber den Mehrwert (Theories o f

1910 Surplus Value)
Mathus, T.R. 1823 The Measure o f Value Stated and Illustrated
Menger, C. 1871 Grundsatze der Volkswirtschaftslehre 

(Principles o f Economics)
Mill, J.S. 1844 Essays on Some Unsettled Questions in Political 

Economy
Mill, J.S. 1848 Principles o f Political Economy
Mill, J.S. 1861 Utilitarianism
Montanari, G. 1680 Breve trattato del valore delle monete in tutti gli 

stati (A Brief Treaty on the Value o f Currencies 
in all the States)

Pareto, V. 1896-87 Cours d ’economie politique
Petty, W. 1690 Political Arithmetick
Quesnay, F. 1758 Tableau Economique
Quesnay, F. 1767 Physiocratie, ou constitution naturelle du 

gouvernement le plus avantageux au genre 
humain

Ricardo, D. 1817 The Principles o f Political Economy and 
Taxation

Ricardo, D. 1823
(pub.
1951-
1973)

On Exchangeable Value and Absolute Value

Senior, N.W. 1836 An Outline o f the Science o f Political Economy
Smith, A. 1776 An Inquiry into the Nature and Causes o f  the 

Wealth o f Nations
Soden, F. 1804 Die Nationaldkonomie
Sraffa, P. 1960 Production o f Commodities by Means o f  

Commodities: Prelude to a Critique o f Economic 
Theory

Sraffa, P. (ed.) 1951- The Works and Correspondence o f David
1973 Ricardo

Stigler, G.J. 1966 The Theory o f Price
Torrens, R. 1821 Essay on the Production o f Wealth
Verri, P. 1771 Meditazioni di economia politico (Reflections on 

Political Economy)
Walras, L. 1874 Elements d ’economie politique pure (Elements o f  

Pure Economics)
Whately, R. 1831 Introductory Lectures on Political Economy
Wicksteed, P. 1888 Elements o f the Theory o f Value or Worth
Wieser, F. von 1889 Der Natiirliche Werth (Natural Law)
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Figure 5B: Theory of value timeline -  schools of thought and major contributors

1200 1300 1400 1500 1600 1700 1800 1900 2000
i r

Scholasticism
(Aquinas, Aristotle)

Mercantilism
(B arbon, D avanzati, 
Locke*, M ontanari, Petty*)

Physiocracy
(Q uesnay)

Classical Political Economy
(B eccaria, Lotz, M althus, Mill**, R icardo, 
Say, Smith, S oden)

Marxian Social Economics
(Marx, E ngels)

Utilitarianism
(B entham , Mill

Subjectivism/Relativism
(Bailey, Dupuit, Ferrara , Galiani, G o ssen , Lauderdale, 
Lloyd, Longfield, Senior, T orrens, W hately)

Marginal Revolution
(Jevons, M enger, W alrus)

Neo-classical Economics
(Bohm -Baw erk, Edgew orth, Marshall, 
P are to , Stigler, Wicksell, W ieser)

Post-Keynesianism/i 
Neo-Ricardianism
(Dobb, M eek, Sraffa)

Marx classified these authors as founders of Classical Political Economy 
Blaug includes Mill in both the Classical and Utilitarian schools
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Figure 5C: Theory of value timeline -  historical developments

1200 1300 1400 1500 1600 1700 1800 1900
(1200) Oxford Universityjfounded 

^  (1215) M qgna Carta  signed  
•  (12§3) S o rbonne  founded

(1284) P e terljo u se  C ollege;(C am bridge University) founded 
•  (145(3) G utenberg  (Bible printed ;

•  (1492) Coluijibus lands inlAmerica
• ( 1 5 1 7 )  Luther launcheslR eform ation With with his 95  th e se s  

•  (1535) Abt of Suprem acy; Henry VIII!heads C hurch in England 
•  (1543) Copernicus completes Revolutions o f Heavertly Bodies 

•  (1580) D rake cifcum navigateS th e  world 
E ngland destroysISpanish  Arm dda (1 5 8 8 )*  ! !

E ast India C om pany  incorpdrated (1 6 0 0 )#  !
! Kirig J a m e s  Biblfe printed (161 ll) •  !
! Filgrims sail fo!r A m erica (16l20)* !

D esc arte s  publishes Discours de 'la  M dthode  (1637) •  !
| | C o n q u est of C an ad a  (1 6 6 0 )*  •
' j Newton publishes Principia  (1686) •  j
^ an k  of England/Bank of Sqotland foundqd (1694/95)*;

; Tull inventq h o rse  hoe ar)d se e d  drill (^733) •
; f<ay invents flying shuttle  (1(733) •
1 Diderot publishes Enqyclopedie  (1761-80) •

W att p a ten ls s team  engine; Arkwright, th e  w ater fram e (1 7 6 9 )*
; Americarj Declaration pf Independence  (1776) •
; Smifh pub lishes Vtfealth o fN a tiq ns  (1 7 7 6 )*
; p a rtw righ t invents power Icjom (1787) •

Droits de I'H/omrne published (1789) •
Rrench Revolution (1 7 8 9 )*  

i Britain ab o lish es s lave  trjade within its (Empire (1 8 0 7 )*
! Factory Act p a sse d . Britain outlaws!child labour (1833) •
! I Darwin publishes O rig in 'o fthe  S p e c ie i (1 8 5 9 )*
' ! ! A m erican Civil W ar (1^861-65)*
j ! ! US abo lishes slavery  (1 8 6 5 )*
; j j Marx publishes Das K apita l (1 8 6 7 ) •
; (Freud publishes The Interpretation o f  D ream s  (1899) •

E instein publishes “On the E lectrodynam ics o f  M oving B od ies" (1 9 0 5 )^
; ; | j First World vyar (1 9 1 4 -1 8 )*
I I I !  R ussian  Revolution (1 9 1 7 )*
; ; (W om en over;30 granted  vq te  (UK) (19 1 8 ))•
! ( ; Leggue of Nationp form ed (19^0)*
! ! ( G feat D epression  beg ins (1 9 ? 9 )*
! ! ! UK Abandons go ld jstandard  (1 9 ? 1 )*

Keynps publishes G eneral Theofy o f  Employment, In terest dpd  M oney  (1936) •
! ! ! ! Second  W drld W ar (1 9 39-45)*

World B&nk and International M onefery Fund estab lished  a t Brelton W oods (1 9 4 4 )*
! ! ! United Nations chlarter ratified (.1945)*
! National Insurance and Natiorial Health A c t'p a sse d  (UK) (1 9 4 6 )*
! ! Indian independence; British Commonvl'ealth crea ted . (1 947)*
! ! R ailw ays and!transport natibnalised (UK)!(19 4 7 )*
j ; E uropean Coal and S teel C om m unity createel (1951 ) •
| | j i M argaret T hatcher e lected  (1 9 7 8 )*
; | ; j Ronald k e a g a n  e lec ted  (1 9 8 0 )*
; ; ; | D issolution of U ^S R  (1 9 9 1 )*
; ( Trepty on E uropean Union reaq h ed  in M aastricht (1991)*
( ; | W orld;Trade O rganisation  e s tab lish ed  (1995)»
; ; ( E uropepn M onetary ijnion im plem ented  (1 9 9 9 )*

2000
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Figure 5D: Theory of value timeline -  intellectual shifts

1200 1300 1400 1500 1600 1700 1800 1900 2000
i i

Scholasticism
1. Reform ation, developm ent of 
nation s ta te , and growth of trade

Mercantilism
2. E conom ics viewefl a s  the  
operatidn  of a  m echanical c losed  
system

Physiocracy3. Industrial Revolution in England,; growth of 
co m m efce  (production), and accum ulation of capjtal

Classical
Ftolitical
Economy

4. U rbanisation, social! dislocation, and calls for 
social reform

5a. French Revolution, c la ss  conflict and...
i i (

5b ... consolidation /Organisation of!workers into b 
distinct c la s s  (labour)

Marxiaiji Social 
Economics

6. D isillusionm ent wjth capitalism  ps equitable spcial 
system!, growth in labour-based  value theory 
(objective)

Utilitarianism

7. Support of capitalism  a s  efficient social system  
growth jn utility-base^ value theory;(subjective)

Subjectivism/Relativism
i ii ii i

8. Substitution theor^ developed  aihd ad v an ced  !

Marginal Revolution
9. R efinem ent of consum er/househo ld  p re ference  
theory; refinem ent of peneral equilibrium theory  !

Neo-classical Economics
10. G rea t D e p ress io n  s ta te  intervention and 
expansion  of social welfare Post

i
KOynesianiSm/ 
N^o-Ricardjanism11. P o sth u m o u s publication of R icafdian writings;! 

re n a issa n c e  in labour-based  theo ries of value

12. Conflicting claim s!over the  rightful and  proper; theoretical 
h eritagelof Marx
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Scholasticism

Scholasticism describes the body o f  writing, developed in the M iddle Ages by the 

Catholic Church, that was used to guide economic conduct. Scholastic economic 

thinking was influenced by the Bible, by cannon and civil law, and by the writings 

o f Aristotle. In the fifth book o f Nichomachean Ethics, Aristotle argues that 

commutative and contractual justice requires goods to be sold as an exchange o f  

equivalents. St. Thomas Acquinas introduced this Aristotelian conceptualisation 

o f  value into Church teaching using the concept o f the ju s t price  which he claimed 

was based in natural law. This thinking was in turn disseminated at the great 

centres o f learning established in Western Europe beginning in the thirteenth 

century.

Screpanti (1993) holds that the Scholastics were interested in understanding 

neither the nature o f value nor its determination.

T hey believed  that the just price m ust be such as to guarantee com m utative  justice, that is, 
equal exchange, in such a w ay that nobody can obtain more than he g iv es from the 
exchange o f  goods. I f  this price is ‘ju st’ because it corresponds to the natural law, it is 
also true, even though it cannot be observed -  and, in a certain sense, even truer than the 
prices at w hich the goods are really exchanges on the market, which can be a little higher 
or lower than the ‘ju st’ price itself. Screpanti (1993:17)

The Scholastics’ chief concern was the discouragement o f usury and o f  trading 

with the aim o f profit-making. ‘Buying or producing a commodity for the sole 

purpose o f reselling it at a profit was frowned upon and considered acquisitive and 

hence unethical’ Lichtenstein (1983:29). With the rise o f the merchant class -  

who transported goods over long distances expressly with the intention o f selling 

them at a profit -  the just price theory was discarded in the sixteenth century.

Mercantilism

The rise o f the nation-state led to a symbiotic relationship between the merchant 

class and the crown. Trade assumed a central role in state affairs achieving its 

ultimate expression in crown companies like The East India Company, founded by 

Royal Charter o f  Queen Elizabeth I in 1600. Their influence should not be 

underestimated:

The East India Com pany w as the single m ost powerful econom ic force that the world has 
ever seen. Its influence reached out to all continents and the consequences o f  its actions, 
both great and sm all, are the very fabric o f  history. The Com pany created British India;
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founded H ong K ong and Singapore; [and] caused the Boston Tea P arty .... The Stars and 
Stripes w as inspired by its flag, its shipyards provided the m odel for St. Petersburg, its 
London chapel set the pattern for N ew  England churches, its administration still form s the  
basis o f  India’s Bureaucracy, and its corporate structure w as the earliest exam ple o f  a 
jo in t stock com pany. . ..  It had its own armies, navies, currencies, and territories.... [The 
E ast India C om pany B ook o f  Tea, p. 6]

As the importance of trade grew, value was perceived as residing in exchange 

transactions. Economic value was defined neither in terms o f satisfying 

preferences nor in terms o f facilitating production (except in as much as it led to 

increased trade). Value was equivalent to accumulated wealth. The tangible 

manifestation o f such wealth was the large stores o f bullion (i.e., gold and silver) 

accumulated in the trading houses o f London, Amsterdam, etc.

Physiocracy

The Physiocrats sought to improve the French agricultural economy to reflect 

conditions in England where, in contrast to France, farmers were rich and 

productivity was very high. The Physiocrats held the French system o f 

agricultural taxation to be particularly oppressive. Using personal capital French 

tax collectors advanced to the state the taxes due by its farms; in return, these 

individuals were awarded the right to collect taxes -  often at a profit -  from the 

farm s’ peasants. The Physiocrats sought to increase wealth simultaneously for the 

crown and for the peasants by eliminating the profiteering role o f these tax 

collectors.

The Physiocrats believed that all trading transactions were merely exchanges o f 

goods o f equal value; the value o f these goods was therefore derived elsewhere.

As a result, the Physiocrats asserted that the merchant class -  like tax collectors -  

did not add any value and was burdensome to society. Profit earned by merchants 

violated the God-given natural laws that govern relationships between individuals 

in society. Assuming an agrarian view o f the economy, the Physiocrats only 

regarded as productive (i.e., value-creating) activities directly connected with 

agriculture; trade and industry were to be regarded as sterile activities.

Classical Political Economy

Beginning with Adam Smith, increasing the efficiency and productivity of 

commercial activity -  agricultural as well as manufacturing growth -  became the 

major concern o f political and economic theorists. Production was placed at the
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cornerstone o f economic inquiry. Classical economic theories attempted to 

quantify value at a detailed level in order to describe how total economic 

production might be increased. To quantify and analyse the source o f economic 

value, classical economists introduced several types o f cost and price -  production 

costs, natural prices, labour costs, market prices and exchange prices.

Production costs are the foundation o f classical economics. They are often 

referred to as production prices or natural prices  by classical economists.

Smith em ployed the concept o f  natu ra l p r ic e . This price w as, in m odem  term inology, the 
long-run equilibrium price, or that price which w ould exist in the absence o f  any outside  
disturbances and after all market adjustments had taken place. It w as the center o f  gravity 
around which market prices fluctuated. Lichtenstein (1983:31)

Production costs are generally calculated in classical economics using labour 

costs.

Labor becam e such an important elem ent o f  society— it was, in fact, considered the 
universal elem ent o f  cost— that m any econom ists now  cam e to look upon labor costs as 
the final source o f  exchange value, rather than costs in general. A dditionally, rather than 
looking to the sphere o f  exchange for the source o f  profits, looking to the sphere o f  
production now  becam e more reasonable, not only because the em ploym ent o f  labor in 
production w as responsible for creating an abundance o f  material goods, but also because  
the em ploym ent o f  labor yielded attractive profits to  the em ployer. Lichtenstein  
(1983:30)

Labour costs attempt to quantify the human effort spent in the production o f 

goods. W hile labour costs for classical economists represent a sizeable 

component o f production costs, commentators continue to debate the portion o f 

costs it represents. Labour costs can be conceptualised as either the value o f  the 

labour intrinsic to the good -  the labour embodied in its production -  or as the 

amount o f labour obtained in exchange for a second good -  the labour 

commanded by the first good.

M arket prices, also referred to as exchange prices  or exchange values, are 

determined by the supply and demand conditions for goods at a point in time. A 

good’s market price, in the short-run, was assumed to oscillate around its natural 

price (i.e. its production cost). Surplus value (also referred to as profit or 

economic rents) constitutes the difference between a good’s market price and its 

production cost (natural value) less any amount reinvested in production to 

maintain the system.
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Classical economists (e.g., Smith, Ricardo, Mill, etc.) advanced alternative 

definitions o f value based on differing combinations o f these measures. For 

example, Smith develops an “adding up” theory o f value in which wages, profits 

and rent are the three sources o f exchange value. David Ricardo defines value as 

the labour embodied in a good. Mills attempts to unite the production and labour 

costs streams into a single classical theory o f value, although he was considered 

unsuccessful by most economic commentators.

Marxian Social Economics

Marx shared with other classical economic thinkers the belief that value could be 

objectively quantified and that it was based in production. Three characteristics o f 

Marxian value theory, however, differentiate it from prior value theories. Firstly, 

value is considered integral to material objects. Secondly, value is theorised as a 

social construct. Thirdly, capitalism is described as a system in conflict rather 

than a semi-harmonious system undergoing perfection.

Value according to Marx is not something intrinsic or abstract; it is not 

independent o f the material world. Marxian theory o f value originates in the 

tangible, i.e., the commodity. The commodity serves as the basic building block 

o f  production. Marx asserts that the concept o f "abstract ” value arises only as a 

result o f  exchange relationships. Since exchange is the mechanism for capitalist 

social relations, Marx considers abstract value to be a purely capitalist concept. In 

contrast, the source o f tangible value  is the labour embodied in the commodities 

that are exchanged. Marx asserts that the two are confused in capitalist society; 

“value” (the abstract concept) becomes “fetishised” assuming an importance 

greater than the underlying labour embodied (the “essence” o f commodities).

Utilitarianism

Increasingly alarmed at the deleterious social consequences o f the Industrial 

Revolution in England, the Utilitarians sought to advance a political philosophy 

whose objective was to ‘promote the greatest happiness o f the greatest num ber’ 

(Jeremy Bentham). They held that social well-being is maximised by increasing 

the personal happiness o f all o f  society’s members. The Utilitarians believed that 

pleasure and pain could be measured and quantified. They held that happiness -  

the satisfaction o f  desires -  is the essence o f value. Utility -  an abstract
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intellectual construct -  is its measure and provides a unifying numeraire (to sum 

across individuals).

The Utilitarians thus advocated an objective, results-oriented approach at social 

reform that was grounded in the subjective principles o f individual preferences. 

Their movement led and/or contributed to many significant reforms; for example, 

the Factory Acts that were passed in the early nineteenth century to restrict the 

number o f working hours and to abolish child labour practices. These reforms 

were viewed as an ongoing perfection o f the economy delineated by classical 

economic principles. The Utilitarians were confident in their ability to adjust 

society rationally so that objective utility for all could be maximised. Based on 

this certainty Mill would exclaim that ‘Happily there is nothing in the laws of 

value which remains for the present or any future writer to clear up; the theory o f 

the subject is complete”. [Principles 1848:515] The later emergence o f 

alternative theories o f value disproves his overconfident assessment.

Subjectivism/Relativism

In contrast to M arx’s objective theory o f value (based in commodities) and the 

definitions o f  value advanced by other classical economists (based in production), 

a group o f  writers emerged that held that value is properly grounded in the 

subjective reality o f the mind. They upheld the efficiency o f existing capitalist 

systems and capitalist social relationships, in particular those based on market 

exchange rather than production. These writers form the Subjectivist/Relativist 

school o f value; they assert that value is based completely on the perceptions o f 

the individual.

Members o f society should be viewed as independent and self-contained 

economic actors. Each individual has his or her respective preferences which 

should be taken as given and independent o f all other people’s preferences. For 

example, Ferdinando Galiani (1728) wrote one o f the first subjective treatments o f 

value based on the concept o f utility — Della Moneta (1751). He contributed two 

new ideas to the utility-based theory o f value:

First, he argued that value is not an intrinsic quality o f  goods, as m ost o f  the theorists o f  
the cost o f  production tended to believe, but is a quality deriving from the choices o f  
econom ic subjects. Second, he established that it is necessary to start from individuals in 
order to define these choices. Both utility and scarcity depend on the needs o f  
individuals. Thus, the sam e good has different utilities for an individual according to the
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quantity o f  it that he has already consum ed. The more o f  the good consum ed, the lower 
the utility w ill be, up to the point o f  becom ing zero. The concept w as only sketched, but 
it w as already a theory o f  dim inishing ‘fina l’ utility. Screpanti (1993:48)

William Foster Lloyd (1794-1852) echoed Galiani’s view of utility as a subjective 

measure. He describes value as ‘undoubtedly signifying] a feeling o f the mind, 

which shows itself always at the margin o f separation between satisfied and 

unsatisfied wants’, and explained that ‘an increase in quantity will at length 

exhaust, or satisfy to the utmost, the demand for any specific object o f desire’. 

[Lloyd (1834), A Lecture on the Notion o f  Value (London: pp. 9, 16)]

Lichtenstein (1983:53) observes that the subjectivist interpretation o f value 

ultimately implied two important points about economic actors:

First, w hen  studying society  as a w hole, the observer is inclined to conclude that all social 
processes, institutions, and characteristics can be explained by exam ining individual 
behavior. In other words, the “law s” w hich regulate society  can be deduced from the  
law s w hich govern an individual’s behavior. The former is sim ply the sum o f  the latter.
...  T he second aspect o f  an individualistic v iew  o f  human nature is la issez-fa ire  
individualism . This is an ethical proposition which holds that the interests and 
responsibilities o f  individuals are m orally paramount. Each person, according to this 
view , should be held responsible for his or her actions and for his or her su ccesses or 
failures. A ny attempt by an external governing force to dim inish these responsib ilities, or 
to alter the consequences o f  individual actions, is unethical. Lichtenstein (1983:53)

Accordingly the subjectivist / relativist school o f value viewed unfettered 

commerce as good.

The Marginal Revolution

Between 1870 and 1890, an intellectual revolution occurred in economics. 

Lichtenstein notes that ‘the scope had changed from one which stressed the 

importance o f capital accumulation, economic growth, and the role played by 

social classes, to one which stresses the allocation o f scarce resources by 

individuals’ Lichtenstein (1983:48). This revolution was the result o f  the near 

simultaneous publication o f three books: The Theory o f  Political Economy (1871) 

by William Stanley Jevons (1835-82), the Grunsatze der Volkwirtschaftslehre 

(F undam ental P rin cip les o f  P o litica l E conom y) (1871) by Carl Menger (1840- 

1921), and the Elements d ’economie politique pure (Elements o f  Pure Political 

Economy) (volume I in 1874 and volume II in 1877) by Leon Walras (1834-1910). 

These three authors were the principal advocates o f what is now called the 

M arginal Revolution.
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What is so new in the works o f  1870s, and o f  such fundamental im portance as to be 
considered that which ‘constitutes the very foundation o f  the w h ole  ed ifice  o f  econ om ics’ 
(W alras, 1900, p. 44) is the condition o f  proportionality betw een prices and marginal 
utilities for each consum er after exchange, i.e. the condition o f  m axim um  utility. This 
condition (w hich im plies the hypothesis o f  substitution betw een goods for each consum er  
when prices vary) gave an analytical basis to downward slop ing dem and curves for 
goods, and, w ith them, to the idea that, given the quantities produced, relative prices are 
exclu sive ly  determined by marginal utilities, independently o f  the costs o f  production o f  
com m odities. The N ew  Palgrave Dictionary o f  E conom ics (1998: V ol. Ill, p. 320)

In terms o f its contribution to the theory o f  value, marginalist economics 

explained for the first time the long-sought relationship between use value (i.e. 

utility) and exchange value (i.e. price). They assumed that, in a competitive 

economy in the long-run, prices tend to equal costs. A detailed description o f 

production costs was therefore unnecessary -  one need look no further than the 

market for an explanation o f a good’s cost.

The Marginalists thus did not support previous production-based theories o f value 

such as those found in Classical and Marxist economics. Those economists who 

opposed marginalist theory because o f the critical role they assigned to production 

costs, however, did not make their case well. ‘This was because the notion o f 

cost itself [had become] ... “an appalling jum ble o f ideas” [Whitaker 1904, p. 10]’ 

The New Palgrave Dictionary o f Economics (1998: Volume III, p. 320).

Neo-classical Economics

The neo-classicists grounded value in utility. Individuals were viewed as 

economic agents who derived utility from the consumption o f goods. Individuals 

were assumed to act on the basis o f maximising their utility.

The term ‘neoclassica l’ w as first used by V eblen in order to characterise Marshall and 
M arshallian econom ics. V eblen did not appeal to any sim ilarity in theoretical structure 
betw een the econom ics o f  Marshall and classical econom ics in order to defend this novel 
designation. Rather he perceived M arshall’s Cambridge school to have a continuity with 
classical econom ics on the alleged basis o f  a com m on utilitarian approach and the 
com m on assum ption o f  a hedonistic psychology. D erivative o f  V eb len ’s usage, this 
m eaning o f  the term subsequently gained currency . .. .  The N ew  Palgrave Dictionary o f  
E conom ics (1998: Volum e III, p. 625)

In his Principles, Marshall (1880) unified two concepts o f value -  production cost

versus market price -  which had divided the marginalist and classical schools.

‘Marshall [unified] the [cost versus price] relationship by simultaneously

determining [using] the same principle [that] prices [are] determined by the
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principle o f decreasing marginal utility, and the value o f the component parts o f 

the cost o f production [are] determined by the analogous principle o f  decreasing 

marginal productivity (which had been discovered later than marginal utility and 

had certainly been prompted by it.. . . ) ’ The New Palgrave Dictionary o f 

Economics (1998: Volume III, p. 320)

The term “neoclassical” was subsequently extended by Stigler to marginalist 

theory in general. Today it is commonly associated with the Chicago School o f 

Economics1 and other free-market based schools o f thought. These schools 

became prominent in the 1980s with the elections o f Margaret Thatcher in the UK 

and Ronald Reagan in the US, the adoption o f deregulation and laissez-faire 

economic policies in Western economies, and the greater acceptance that ‘the 

markets decide best what is right’. Value became increasingly associated with 

market value2.

Post-Kevnesianism/Neo-Ricardianism

The efficiency o f markets, however, was earlier questioned by many economists 

after the Great Depression. Laissez-faire market philosophies were critiqued 

based upon Keynes’s assertion that government spending formed an essential part 

o f  economic policy and that it ensured the vitality o f the capitalist economic 

system. Post-Keynesian theory o f value and price argued that different economies 

exhibited different social, institutional and technological characteristics which 

needed adequate consideration to establish proper economic policy. This 

contrasted with neoclassical theory which remained focussed on atomistic rational 

economic agents defined in isolation from these same characteristics. Other 

economists attempted to reconcile Ricardo’s labour theory o f value with 

progressive economic policy. These economists, the neo-Ricardians, would 

fracture socialist thinking by arguing that value as an abstract concept could exist 

outside a capitalist order (thereby violating M arx’s distinction between abstract 

value and tangible value).

1 S ee  Section  3.1 fo r d iscussion  o f  th e  C hicago Schoo l o f  E conom ics.
2 S ee  a lso  S ection  3.1 fo r d iscussion  o f  B eh a v io u ra l F inance  a n d  E conom ics w hich con tests  th e  C hicago  S c h o o l o f  
E c o n o m ic s ' u n derly ing  assum ption  o f  p erfec tly  ra tional beh av io u r on the part o f  consum ers. B ehavioural econom ists  
do cu m en t instances w here observed  prices dev iate  from  theo re tica l prices and  thereby  question  the p red ic tive  accu racy  o f  
neoc lass ica l econom ic  p rice  theory.
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Chapter Five:

Figure 5E: Focus of alternative theories of value

Category

Labels

Realm of utility 
•Worth, use value 
•Benefits4' function 
•Perceptions5'esteem, regard 
•Satisfaction, happiness

Realm of price

•Market price 
•Exchange price 
•Purchase price

Preference-based1 Exchange-based2 Production-based3

Realm of cost

•Production / labour costs 
•Direct / indirect expenses 
•Total Cost of Ownership6

School of value

Scholasticism No Primary No

Mercantilism No Primary No

Physiocracy No No Primary

Classical economics No Secondary Primary

Marxian economics No Not applicable Primary

Utilitarianism Preliminary (See classical) (See classical)

Subjectivism/Relativism Primary No No

Marginal Revolution Primary Secondary No

Neo-classical Economics Primary Primary Assumed

Post-Keynesianism Assumed Primary Primary
Neo-Ricardianism

Notes: : Chief concern is the buyer's subjective reaction
2Chief concern is the clearance o f a transaction between buyer and seller

3Chief concern is the accumulation o f cost within the product or service provided by the seller
4See Section 5.2 and 6.1.

sSee Section 6.3 and 6.4.
6See Section 3.1

Ensure value flows
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Summary

This author categorizes in Figure 5E the conceptualization o f value o f each o f the 

preceding ten schools. The first category (column) corresponds to preference- 

based definitions o f value; the second, to exchange-based viewpoints; and the 

third, to production-based definitions. Further to this author’s discussion o f 

incomplete definitions of value, it is important to note that the first category 

conceptualizes value as an adjective whereas the third category conceptualizes 

value as a noun. The key observation is that alternative economic schools o f
-j

value theory do not equally address value as an adjective and/or as a noun .

There is therefore no single economic theory o f value that provides a complete 

definition o f value (as a verb, adjective and noun). The proper measurement o f 

value is debated not only across schools but sometimes even within the same 

school. For example, there are at least three alternative definitions o f value in 

classical economics reflecting different combinations o f costs o f materials, capital, 

labour, profit, etc. Even if  one were to agree on which cost components should be 

added, W ilson and Jantrania (1997:294) identify at least seven different ways to 

account for financial value itself (i.e. value as conceptualized on a firm ’s financial 

statements). See Table 5B. Figure 5E and Table 5B demonstrate the absence o f a 

standard conceptual framework for value in both the economics and finance 

literatures. Figure 5E and Table 5B also suggest that the increasingly popular 

maxims to ‘adopt a total cost’ perspective4 or to ‘maximise shareholder value’5 

will be difficult to implement without a priori and considerable accounting 

knowledge by PSM managers6.

J N o  econom ic  schoo l o f  va lue  theory  add resses  value  as a verb  as ou tlined  by  th is au tho r in S ection  3.3.
4 S ee S ection  3.1 w here th is  au tho r review s Ellram  (1 9 9 3 )’s ‘T otal C ost o f  O w nersh ip ’ approach .
5 S ee  a lso  Section  3.1 w here th is  au tho r d iscusses  D em setz (1 9 8 3 )’s norm ative fram ew ork for m a x im iz in g  the  m arket value 
o f  a firm , and Section  4 .4  w here he exam ines  neoc la ssica l theory  o f  the firm .
6 O r at least k now ledge o f  th e  actual acco u n tin g  practices used to  gu ide all PSM  dec isions and tran sactions . W henever the  
f irm ’s m anagers do  no t have such know ledge , th e  f irm ’s financial con tro ls  m ust ensure tha t all m anagers  o pera te  acco rd ing  
to  accep ted  in tra- and  in ter-firm  accoun ting  p ractices. O therw ise  one  m ust assum e tha t m anagers in tu itive ly  and  co rrec tly  
u se the particu lar d e fin ition  for financial va lue  w hich  is (a) adop ted  by coun ter-parties in a  tran sac tio n  and (b ) appropria te  
to  the  tran saction , lest d iffe ren t in terp re ta tions o f  financial value ensue. T he recent instances o f  d e libera te  
m isrep resen ta tio n  o f  financial value by  execu tives  /  m anagers in the  U .S. (e.g . E nron, W orldC om m , X erox, Q w est 
C om m u n ica tio n s , e tc .) con trad ic t th is  assum p tion . T hese  cases suggest tha t assum ing  “ac cep tab le  accou n tin g  s tanda rds” 
fo r v a lue  b y  firm s o pera ting  in  a global econom y  w ith  trans-national supp ly  p ractices (o r at least those  w ith  supply  
re la tio n sh ip s  w ith  U .S. co rporations) is not accurate . In o ther w ords, firm s m ay  in terpret financial va lue  d iffe ren tly  even  
w hen  an  o b jec tive  and  invio late  standard  for accoun ting  value is said  to exist. See T urner, G raham . “ Illu so ry  p ro fits  cloud 
U S A  Inc” . B B C  N ew s  O nline. 30 June 2002.
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T a b le  5B:
T y p e s  o f  v a lu e  in  a c c o u n t in g  a n d  f in a n c e  

E x tr a c te d  fr o m : W ilso n  an d  J a n tr a n ia  (1 9 97:294-295)
Recorded value This is based on the accounting principle that the values o f  physical and intangible 

goods should be stated in terms o f the original cost o f the items. Hence recorded value 
is the amount a customer pays for a good in the transaction.

Market value In this concept, the value is viewed from the standpoint o f the buyer and the seller. 
Market value is a fair approximation o f the place o f a good or service on the value 
scale o f the business community or society in general. It is dependent upon the nature 
o f exchange mechanisms and the conditions upon which buyer and seller meet.
Market value as an indicator o f value is most reliable when the good in question has a 
broad market, i.e. when demand is frequent and supply adequate and stable.

Replacement value This represents an attempt to determine, for a particular asset, the current market value 
o f  an asset that could take its place, in order to establish a fairer value for the old asset 
than its original cost less any accumulated depreciation.

Assessed value Assessments o f value are made for real property for purposes o f  taxation.
Appraised value Appraisals o f value are made in order to determine a “fair value” of the good in 

question usually to establish a selling price where no ready-made market value of the 
tangible asset exists.

Earnings potential Value, according to this concept, is measured by the total expected earnings (economic 
benefits) that will accrue to a long-lived asset over its useful life.

Liquidation value Liquidation value is related to market value, the difference being largely one o f the 
circumstances under which an exchange takes place.

5.2 Total Quality Management, continuous improvement and the value-add

The importance o f quality to business has long been recognized and explored in 

the literature (Table 5C). Brown, Lamming et al. (2000:197) note that the 

financial significance o f quality was discussed as early as the 1950s:

In 1951 Juran published his Q uality Control Handbook in w hich he highlighted not only  
the principles o f  quality control but also the potential econom ic benefits o f  a more 
thorough approach to preventing defects and m anaging quality on a com pany-w ide basis 
(Juran 1951). He suggested that failure costs were often avoidable, and the econom ic  
payoff from preventive m easures to reduce or elim inate failures could be betw een $500  
and $ 1000 per operator -  what he referred to as the 'gold in the m i n e [em phasis added] 
Brown, Lam m ing et al. (2000:197)

As expected, estimates o f poor quality’s cost to an organization have varied 

widely depending upon the metric used. For example, Saunders (1997:190) notes 

that ‘Studies have suggested that the cost o f quality may be as high as 25 per cent 

o f total costsV Brown, Lamming et al. (2000:197) note that Crosby (1979) 

calculated the cost o f quality as 40 per cent o f turnover.

One o f  the noted writers on quality o f  recent years is Philip Crosby, w ho began working  
on quality issues within the giant ITT Corporation. He tried to out som e numbers to the 
real cost o f  quality and realized to his -  and the com pany’s -  horror that these could  
account for as much as 40  percent o f  sales revenue. Crosby (1979) in Brown, Lam m ing  
e ta l. (2000:192-93)

W hat is clear from these authors is that quality plays an important role in value 

management.

Page 171

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Chapter Five: Ensure value flows

T a b le  5 C : T h e  Q u a lity  G u r u s  
E x tr a c te d  an d  d e r iv e d  fr o m  th e  fo llo w in g  so u r c e s :

L y s o n s  (1 9 9 6 :1 5 6 ) , S a u n d e r s  (1 9 9 7 :1 8 4 -1 8 9 )  an d  B r o w n , L a m m in g  e t  a l. ( 2 0 0 0 :1 9 6 -2 0 0 )
N a m e S o u r c e Im p o r ta n t  P r in c ip le s

Walter Shewart The E conom ic  
Control o f  
Manufactured 
Product (1931)

Docum ents m ethods for m onitoring and m easuring quality; 
Marks the em ergence o f  statistical quality control as 
replacement for sim ple inspection; reinforced the idea o f  
quality needing specialists

W. Edwards 
D em ing

Lectures to 
Japanese Union o f  
Scientists and 
Engineers (1948-); 
Quality,
P rodu ctiv ity  an d  
C om petitive  
P osition  (1982); 
Out o f  the C risis  
(1986)

Advances fourteen points to quality. T hese include: (4) 
‘End the practice o f  awarding business on the basis o f  price 
tag. Instead, m inim ize total cost. M ove toward a single  
supplier for any one item, on a long-run relationship o f  
loyalty and trust’. Asserts firms should m ove aw ay from  
blam ing people for poor quality; argues that the main 
causes o f  quality problem s are to be found in faulty 
processes (which are ultim ately the responsib ility o f  
management); v iew s control o f  processes as being vital.

Joseph Juran Q u ality  C ontro l 
H andbook  (1951)

D efines quality as ‘fitness for u se ’ w hich can be broken 
down into quality o f  design, quality o f  conform ance, 
availability and field  service; asserts that com panies must 
reduce the cost o f  quality; posits that quality should be 
aimed at controlling (a) sporadic problem s and avoidable  
costs (b) unavoidable costs. The latter requires the 
introduction o f  a new  culture intended to change attitudes 
and increase com pany-w ide know ledge.

Armand
Feigenbaum

'Total quality  
c o n tro l’ Harvard 
B usiness R eview  
(1956)

Provides the underlying principle o f  the total quality view : 
control must start with identification o f  custom er quality 
requirements and end only when the product has been  
placed in the hands o f  a custom er w ho rem ains satisfied; 
em ploys Total Q uality Control to  guide the co-ordinated  
actions o f  people, m achines and information to achieve this 
goal; asserts that quality is everybody’s job.

Philip Crosby Q u ality  is F ree  
(1979)

Promotes five absolutes o f  quality m anagem ent: (1 ) ‘quality  
m eans conform ance to requirements -  not e leg a n ce’; (2) 
‘There is no such thing as a quality problem  although there 
m ay be an engineering or m achine problem ’; (3 ) ‘It is 
always cheaper to do the job  right the first tim e’; (4 ) ‘The 
only  performance indicator is the cost o f  quality”  (5) ‘The 
only performance standard is zero d efects’, (ii) The 14 step 
quality im provem ent programme.

Kaoru Ishikawa What is Total 
Q uality?  The 
J apanese Way 
(1985)

Introduces the concept o f  Q uality Control Circles; 
originates fishbone or Ishikawa diagrams now used w orld
w ide in continuous im provem ents to represent cause-effect 
analysis; argues that 90-95%  o f  quality problem s can be 
solved by sim ple statistical techniques not requiring 
specialist knowledge.

G enichi Taguchi Introduction to 
Q uality
E ngineering  (1986)

(i) D efines the quality o f  a product as the loss imparted by 
the product to the society  from the tim e the product is 
shipped. The loss m ay include custom er com plaints, added 
warranty costs, dam age to com pany reputation, loss o f  
market lead, etc. (ii) U ses statistical techniques additional 
to Statistical Process Control (SPC ) to enable engineers /  
designers to identify those variables w hich, i f  uncontrolled, 
can effect product manufacture and performance.
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There is unfortunately no consensus definition o f quality in the literature. Lysons 

(1996:151-152) identifies at least three broad definitions o f quality: “ability to 

satisfy given needs”, “conformity to requirements”, and “fitness for use” .

(1 ) ISO 8402 defines quality as: ‘The totality o f  features and characteristics o f  a product 
that bears on the ability to satisfy stated or im plied needs’. In this definition:

•  ‘Features and characteristics o f  a product’ im plies the ability to  identify  
what quality aspects can be measured, or controlled, or constitute and 
A cceptable Q uality Level o f  AQL.

•  ‘A b ility  to satisfy given  n eed s’ relates to the value o f  the product or service  
to the custom er including econom ic value as w ell as safety, reliability, 
m aintainability, and other relevant features.

(2) Crosby [Q u a lity  is F ree. 1980:15] defines quality as ‘conform ity to requirem ents, not 
good n ess’. He also stresses that the definition o f  quality can never m ake any sense  
unless it is based exactly on what the custom er wants, i.e. a product is a quality 
product only  when it conform s to the custom er’s requirements.

(3) Juran [Quality Control Handbook. 3rd ed. 1974:22] defines quality as ‘fitness for 
u se’. This definition im plies quality o f  design, quality o f  conform ance, availability, 
and adequate field  service. Lysons (1996:151-52)

These definitions do not reflect a common “vantage point” . They refer to product 

attributes/characteristics (ISO 8402), to pre-determined production specifications 

(Crosby), or to ultimate effectiveness (Juran). Garvin (1984) recognises these 

differences o f type, noting that there are five “approaches” to quality:

•  The transcendent approach: quality is absolute and universally recognizable. This 
concept is loosely  related to a com parison o f  product attributes and characteristics.

•  The product-based approach: quality is a precise and measurable variable. In this 
approach differences in quality reflect differences in the quantity o f  som e product 
characteristic.

•  The use-based approach: quality is defined in terms o f  fitness for use, or how  w ell the 
product fu lfils its intended functions.

•  The manufacturing-based approach: quality is ‘conform ance to sp ecification ’, i.e. targets 
and tolerances determined by product designers.

•  The value-based approach: quality is defined in terms o f  costs and prices. Here, a quality 
product is one that provides performance at an acceptable price or conform ance at an 
acceptable cost. Garvin (1984:26)

Anderson, Thomson et al. (2000) claim that there are two types o f quality -  a 

traditional definition (‘more is better’) and a total quality definition ( ‘consistently 

meeting defined objectives’) -  and assert that common business usage is reverting 

back to the traditional definition. Saunders (1997) describes the differences of 

type using a quality evolutionary ladder (see Figure 5F). Brown, Lamming et al. 

(2000) describe different types o f quality using a progression that closely mirrors 

Saunders’ evolutionary stages (see Table 5D).
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Yet even later evolutionary stages have conceptual limitations (see Table 5E). 

Garvin (1984) notes that they often overlap and sometimes even conflict. Baily, 

Farmer et al. (1998) concur with this assessment7.

Figure 5F: Expansion of the concept of quality 
Source: Saunders (1997:188)

Figure removed

Quality is most commonly -  albeit perhaps not consciously -  used as a noun, most 

likely due to its origins in manufacturing and associated production-oriented 

definitions o f value. See Figure 5E. Porter (1985) explicitly describes 

economists’ role in advancing production-based definitions o f value.

E conom ists have characterised the firm as having a production function that defines how  
inputs are converted into outputs. The value chain is a theory o f  the firm that v iew s the 
firm as being a collection o f  discrete but related production functions, i f  production  
functions are defined as activities. The value chain formulation focuses on how  these  
activities create value and what determ ines their cost . . . .  Porter (1985:39)

7 U nfo rtunate ly , they  reso lve  the p rob lem  by  se lec ting  one defin ition  (“ Fitness for p u rpose”/ ”su itab ility ” ) over o thers 
w ith o u t p ro v id in g  any  p h ilo soph ical ra tionale  o r ju s tifica tion .
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T a b le  5 D : T h e  M e a n in g  o f  q u a lity  
E x tr a c te d  fr o m  S a u n d e r s  (1 9 9 7 :1 8 4 -1 8 7 )

A p p r o a c h L im ita t io n s
Q uality as 
‘conform ance to  
specifications’

D oes not permit questions to be asked w ith regard to  the 
correctness or appropriateness o f  the specification

Q uality as a feature o f  
‘ex ce llen ce’

Im plies the possession  o f  features o f  exce llence  in a product that 
can be used as a standard o f  comparison w ith other apparently 
inferior products. In this sense it is used in a som ew hat vague and 
subjective w ay [w hich] does not lend itse lf  easily  to  the 
developm ent o f  operational definitions for practical purposes.

Q uality as ‘fitness for 
purpose’ or ‘fitness for 
u se ’

R aises the question o f  how  best to describe or specify  
requirements. Should specifications concentrate on the 
characteristics o f  the com position and dim ensions o f  the product 
and its constituent parts or should they be based upon descriptions 
o f  performance features and operating conditions in which the 
product is to be used? ... The problem with the definition o f  
‘fitness for purpose’ or ‘fitness for u se’ is that it does not clearly  
address the problem o f  determ ining the characteristics o f  purpose 
or use.

Q uality as 
‘conform ance to 
custom er  
requirem ents’

Posits that different groups o f  custom ers m ay be satisfied by  
products o f  different grades or levels o f  performance. A ssum es  
that custom ers have a clear v iew  o f  their requirements and that they  
can discrim inate carefully betw een different offers.

Total quality Includes all aspects o f  the offering including service and delivery  
tim es

T a b le  5 E : S ta g e s  o f  d e v e lo p m e n t  in  q u a lity  an d  r e la te d  a c t iv it ie s  
B r o w n  (1 9 9 6 )  in  B r o w n , L a m m in g  e t  a l. (2 0 0 0 :2 0 5 )

S ta g e  o f  d e v e lo p m e n t A c t iv it ie s
Inspection Salvaging, sorting, grading, and corrective actions
Q uality control Q uality manuals; product testing; basic quality planning; including  

statistics
Q uality assurance Third party approvals; advanced planning; system s audits; SPC
C om pany-w ide QC Q uality measured in all areas o f  the firm
TQM Continuous improvement; involvem ent o f  suppliers and customers; 

em ployee involvem ent and team

Porter’s focus on inputs and outputs is characteristic of the quality m ovem ent’s 

predominant conceptualization o f value as a noun. Hines, Lamming et al. (2000) 

assert that the basic philosophy o f the Toyota Production System (TPS), ‘a holistic 

approach to quality’, is the removal o f waste (noun) to augment the value-add 

(noun) process.

The basic philosophy o f  TPS is to elim inate all sources o f  ‘w aste’ in the factory and its 
conversion processes as a m eans o f  continuously im proving the ‘value added’ achieved. 
TPS is therefore a holistic approach to the management o f  quality and productivity in its 
broadest sen se .... H ines, Lam m ing et al. (2000:164)

Lamming (1993:32) states that Krafcik and Graves labeled the TPS approach to 

operations “lean production” since it uses fewer resources (noun):
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The term ‘lean’ w as applied to this system  [lean production] by the IM VP [International 
M otor V eh ic le  Programme] in 1990 fo llow in g  the observation and m easurem ents 
undertaken during the research programme (1986-1990). It w as applied because the  
system  Toyoda and Ohno invented apparently uses significantly less o f  every resource  
than m ass production or craft production: it operates with a bare m inim um  o f  everything: 
labour, materials, organizational com plexity, space, etc. -  much less than is required by  
m ass production. It originated from a discussion between tw o researchers, John Krafcik  
and Andrew Graves. Graves had extensive experience in motor racing w here the practice 
o f  reducing the specification o f  every part to a bare minimum -  som etim es until it broke 
in operation, requiring a sm all increase in specification -  w as called ‘lean’. Com parison  
with the concept o f  rem oving bodily fat to reach fighting w eight is appropriate. Initial 
signs are that the term ‘lean’ has been w ell accepted generally in the industry and w ill 
spread to other manufacturing and even non-manufacturing sectors, rather in the sam e  
w ay that ‘m ass’ did. Lam m ing (1993:32)

Lamming (1993:32) also uses “weight” (noun) as a metaphor for value; he 

compares non-value (i.e. waste) to a fighter’s accumulation o f fat above “fighting 

weight” .

W omack and Jones (1996) seem to compare value to water (noun) when

describing the value that accumulates and flows across a value chain (which they

label the value stream )8. Echoing Womack and Jones (1996), Baily, Farmer et al.

(1998) envisage the supply chain as a system along which value is added to /

waste9 subtracted from an accounting accumulator (noun). See Figure 5G.

V alue accum ulates as materials flow  through operations, but d im inishes when non
productive costs ... are arising. The less waste there is  within organisations the more 
steeply value rises” Baily, Farmer et al. (1998:18).

W hilst they do not explicitly define value, they do monetize the unlabelled value 

accumulator.

W omack and Jones (1996:10) use value as a noun as reflected in their five 

principles o f lean thinking: ‘Precisely specify value [noun] by specific product, 

identify the value stream  for each product, make value [noun]//ow  without 

interruptions, let the customer pull value [noun] from the producer, and pursue 

perfection [absence o f muda: noun]’. Lean thinking categorises all firm activities 

as Value-Adding (VA), Non-Value-Adding (NVA), or Necessary but Non-Value- 

Adding (NNVA). To do so requires understanding value’s definition as an

8 T h e  value stream  w ill be d iscussed  in detail in sec tion  5.3.
9 T h e  T oyo ta  P roduc tion  System  describes  seven  form s o f  w aste: overproduction , w aiting, tran sp o rta tio n , inappropria te  
p ro cessin g , u n necessary  inventory , u n necessary  m o tion  and  defects.
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Figure 5G: Value accumulation on a simplified “value system” 
Source: Bailey, Farmer et al. (1998:18)

Figure removed
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adjective. Nearly a half-century ago Drucker (1955) stressed the importance o f 

value as defined by the customer (i.e., value as an adjective).

Markets are not created by G od, nature or econom ic forces, but by businessm en. The  
w ant they satisfy m ay have been f e l t  by the custom er before he w as offered the m eans o f  
satisfying it. It m ay indeed, like the w ant o f  food in a fam ine, have dom inated the 
custom er’s life and filled all his waking m om ents. But it w as a th eo re tica l w ant before; 
only  w hen the action o f  business men m akes it an effective dem an d  is there a custom er, a 
market. It m ay have been an unfelt want. There m ay have been no want at all until 
business action created it -  by advertising, by salesm anship, or by inventing som ething  
new. . ..  It is the custom er w ho determ ines what a business is. For it is the custom er, and 
he alone, w ho through bein g  w illin g  to p a y  for a good or for a service, coverts econom ic  
resources into wealth, things into goods. What the business thinks it produces is not o f  
first importance -  especially  not to the future o f  the business and to its success. What the  
custom er thinks he is buying, w ha t he considers “value  ”, is  d ec is ive  -  it determ ines what 
a business is, what it produces and whether it w ill prosper, [em phasis added] Drucker 
(1955:52-53)

According to Drucker (1955) the customer buys what he or she considers value; 

the customer’s willingness to purchase in turn drives demand for what the firm 

produces.

W riters in the Lean School also start with the understanding that ‘value can only 

be defined by the ultimate customer’ Womack and Jones (1996:16). This implies 

a preference-based definition o f value grounded in utility10 which conceptualises 

value as an adjective and not as a noun. The customer’s perceptions o f the 

consequences o f the event / benefits o f the resulting experience11 (value as an 

adjective) comprises what this author labels customer value12 which differs from 

the features / attributes o f the value offering (value as a noun).

W hilst quality plays an integral role in the customer’s perceptions o f the value 

proposition13 -  ‘Customers judge the value o f a product or service on the basis o f 

some combination o f quality and price’ [emphasis added] Treacy and Wiersema 

(1993:84) -  Lanning (1998) claims that when firms describe benefits, it is often 

too vague to be meaningful.

10 V alu e  is defined  as an ad jective in the  econom ics litera ture u sing  the  term s u tility  and  p r e fe re n c e  (see F igure 5E).
11 L a n n in g  (1998) defin es  value as an ad jective u sing  the term  resu lting  experience-. ‘A  resu ltin g  experience  inc ludes one o r 
a se rie s  o f  re la ted  p h y s ic a l o r  m en ta l even ts  tha t happen  in the  life o f  the  custom er, w h e th e r a business  o r consum er 
cu s to m er. T hese  even ts  happen at least in part due  to  the ac tions o f  a business o rgan ization . T h ey  u ltim ate ly  h ave  an end-  
re su lt co nsequence  f o r  the  custom er , in com parison  to  som e a lternate experience the cu stom er perce ives. A n expe rience  is 
th u s  superio r, equa l o r in fe rio r to  tha t a lternate experience . This d iffe rence versus th e  a lternative  has som e value  to  the 
c u s to m e r’, [em phasis  added] L ann ing  (1998 :42)
12 C u s to m e r value  w ill be  d iscussed  in deta il in C h ap te r Six.
13 L a n n in g  (1998 :3) uses the  term  value p ro p o sitio n  -  ‘W hat p recise benefit or benefits  a t w hat p rice  w ill be o ffered  to  w hat 
g ro u p , at w hat c o s t? ’ -  to  describe custom er-perce ived  value.
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T o construct a useful value proposition, managers must articulate resulting experiences  
that can be understood relative to the custom er’s real alternatives, and then deliberately  
delivered and measured. A great deal o f  what passes as benefits or needs, how ever, is 
nebulous, offends no one, is never wrong per se, and not surprisingly adds virtually  
nothing o f  true m eaning. Three o f  the m ost classic phrases to w hich organizations are 
urged by popular m anagem ent theory to swear allegiance, as i f  a strategy panacea, fit into 
this category: quality, service and custom er satisfaction. In this sam e category are m any  
others nearly as popular, such as: performance (or price/perform ance), reliability, 
convenience, relationships, trust, one-stop shopping, ease o f  use, easy to do business with, 
com fort and appearance. Lanning (1998:50)

Even more indicting Lanning (1998) contends that common usage o f the term 

“quality” often fails to distinguish between the conceptualization o f value as an 

adjective versus a noun:

M any descriptors com m only presented as custom er needs and benefits are really only a 
description o f  the organizations’ product or what the organization does. First mention  
must be given to ‘quality’ and ‘custom er serv ice.’ These terms are often considered  
crystal clear when in fact they are amorphous and vague. Even worse, they connote  
vague characteristics o f  the product and the organization more often than those o f  
experiences. Quality often describes how w ell-m ade a product or service is, w hile  
custom er service m ost often refers to a process the business performs. Lanning (1998:49)

For example, Womack and Jones (1996:16) assert value “is only meaningful when 

expressed in terms o f a specific product (a good  or service, and often both at once) 

which meets the customer’s needs at a specific price at a specific time” [emphasis 

added] Womack and Jones (1996:16). In contrast, Anderson, Thomson et al. 

(2000:308) define value in business markets as ‘the worth in monetary terms o f 

the economic, technical, service, and social benefits a customer firm receives in 

exchange for the price it pays for a product offering, taking into consideration 

competing supplier’s offering and prices’ [emphasis added], Anderson, Thomson 

et al. (2000), however, quickly replace the term “benefits” with the term “product 

functionality” thereby restricting their usage of the concept o f value to a noun.

Product functionality is a basic concept o f value analysis/value engineering 

(VA/VE) one o f the earliest14 quality tools developed for assessing value. For 

some VA/VE practitioners, product functionality measures a customer’s 

preferences, experiences or utility (i.e., value as an adjective)!5. For other VA/VE 

practitioners, product functionality strictly measures a product’s features, its

14 V A /V E  is com m on ly  a ttribu ted  to L aw rence  M iles w ho crea ted  the  concep t at G eneral E lec tric  in the  1940s.
15 R eu te r (1 9 68 :55 ) p rov ides a conc ise  descrip tion  o f  the  objectives o f  V A /V E : ‘N obody  pays  for a p roduc t— w hat is paid 
fo r is sa tisfac tion . T herefo re , the  p rim ary  concern  in de term in ing  a p ro d u c t’s value is to  find out w hat the p roduct does for 
the  p u rch aser, i.e. w hat is the  value o f  the  basic  purpose  o r function  o f  the item ? This inc ludes the concep t o f  usefu lness in 
any w ay  th a t m akes the p roduct desirab le  to  a custom er. C ustom ers are not in terested  in the m anu factu ring  cost o f  an item. 
T h e y  are  p rim arily  concerned  w ith o b ta in ing  a p roduct w ith the appropriate  use and esteem  features at the  low est possib le  
p r ic e ’.
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attributes and its capabilities16 (i.e., value as a noun). Since the firm must 

effectively translate customer preferences into specific products17, a value-adding 

activity (VA) may be viewed as any activity that translates value as an adjective to 

value as a noun.

This does not mean that all activities in a firm ’s value chain are “value translators” 

(between value as an adjective and as a noun), that they are all “value-adding”, or 

that they all represent value’s usage as a verb. Value chain activities are value 

translators when they convert a custom er’s preferences (value as an adjective) into 

offerings (value as a n o un ),8. They are “value-adding” only if  they create 

customer experiences that the customer perceives to be valuable19. Such activities 

comprise the value stream20. All other constitute waste (muda) i.e. NVA and 

NNVA activities.

M ost firm s’ value chains provide very poor / ineffective value translation 

processes. For example, Hines, Lamming et al. (2000:61) reference a benchmark

16 F or exam ple, B udn ick  (1964 :184) describes V A /V E  as ‘a  te chn ique  tha t yields value im provem ent by  the determ ination  
o f  the  essen tial function  o f  an item  and the ac com plishm en t o f  th is function  at the low est cost w ithou t deg rada tion  in 
q u a l ity ’. T here is no  m en tion  o f  cu stom er p references, expe riences  o r  u tility  (value as an adjective).
17 N orm ann  and R am irez  (1994 ) use the  te rm  va lue  o ffer in g  in  p lace  o f  specific  product. See S ection  4 .6  for rev iew  o f  
N orm ann  and  R am irez  (1994 ) and  defin ition  o f  va lue  o ffer ing
18 T he re  are in te res tin g  para lle ls  and  concep tual nuances betw een  value ac tiv ities , exchange prices as ou tlin ed  in F ig u re  5E, 
and  hard -system s /  so ft-sy stem s th ink ing  as described  in Section  4.2. Ju st as value strea m  ac tiv ities  are  th e  transla to rs 
assu rin g  th a t w hatever value (as a noun) tha t is added  in the p roduction  function  is seen  as value (as an  ad jec tive) in the  
eyes o f  the  u ltim ate custom er, so exchange p rices are th e  link  betw een  u tility-based  (value  as an ad jec tive ) and  p roduction - 
b ased  (value as a noun ) econom ic  defin itions o f  value. It does n o t log ically  follow  tha t exchange p rices  o r value ac tiv ities  
are the re fo re  equ ivalen t to value (as a  verb), ju s t as hard -system s th in k in g  is no t equ ivalen t to  so ft-sy stem s th ink ing . In 
S ection  4.2 h ard -sy stem s th in k in g  w as com pared  to  a the rm osta t w hich  m ain ta ins a p re -e s ta b lish ed  te m pera tu re ; the  
th e rm o sta t does  n o t dynam ically  rese t the equ ilib rium  tem peratu re  (unless it is so p rog ram m ed  in advance). E xchange 
p rices  are  a m a rk e t-c le a r in g  m echan ism  for u tility  and  cost; the act o f  m arket-c learing  is d is tinc t from  th e  judg m en ta l 
fram ew orks tha t lead to  cu stom er p references (value as an  ad jec tive) and  from  the p roduction  functions tha t lead to  p ro d u c t 
co sts  (value as a noun ). T he re  is  considerab le  d isag reem en t in  the  econom ics literature, how ever, ab o u t the  in fluence  o f  
exch an g e  prices on cu stom er p references and  accrued  production-costs . B u ild ing  on L ann ing  (1998) and  H ines, L am m ing  
e t al. (20 0 0 :1 3 )-d iscu ssed  in the  n ex t tw o  fo o tn o te s -  a  “v a lue-add ing” ac tiv ity  can be  the refo re  on ly  tw o  th ings. It m ay  be 
a v a lu e  tran sla to r, the  special ac tiv ity  tha t links value as a  noun  (the  “value” tha t is added  in th e  p roduc tion  function) to  
va lue  as  an ad jec tive  (“value” as seen  in the  eyes o f  the  u ltim ate custom er). O r it m ay  rep resen t v a lu e ’s u sage  as a verb: 
rese ttin g  firm  goals and  ob jectives thereby  ind ica ting  the  presence  o f  “doub le -loop” learn ing  and “second  o rder” change. I f  
an  ac tiv ity  is n e ith e r o f  these , it is e ither necessary  b u t non-value  ad d in g  (N N V A ) o r non-value  add in g  (N V A ) and  canno t 
b e  pa rt o f  th e  value stream  (fu rth er to  W om ack  and  Jones (1 9 9 6 )’s  defin ition). N ote tha t under th is  defin ition , a value- 
ad d in g  ac tiv ity  is m ore  than  m erely  augm en ting  p roduction  cost (value as a noun).
19 L an n in g  (1998 :75) no tes T h e  term  value has a long  h isto ry  in econom ic  d iscussion . It is so burdened  w ith  baggage that 
its m ean ing  is not h igh ly  p re c is e .. .. O ne o f  the  m ore unfo rtuna te  p ieces o f  baggage is the term  value added . V alue-added  
refers  to  the  m aterials , features, serv ices o r o ther resources [this au th o r’s defin ition  o f  value as a n oun ] added to  a p roduct 
at any  g iven  s tage  o f  p roduction  and d istribu tion . R aw  m aterial en ters the  m anufactu ring  system , and  at each  stage o f  
p ro d u c tio n  som eth ing  new  is added, thus add ing  value  until finally  a fin ished  p roduct results. T hose  w ho  buy it m ay  add  
fu rth e r to it befo re rese lling  it, perhaps as part o f  a com plex  p roduct o r se rv ic e ’. N o te  tha t th is  au th o r restric ts  the defin ition  
o f  va lue-add  to  tw o cases  (see  above footnote). See also  footnote in  C hap ter O ne w here B ierck  (19 9 9 ) ca lls “v a lue-add” a 
m ean in g less  phrase.
20 T h is  au tho r adop ts  H ines, L am m ing  et al. (20 0 0 :1 3 ) ’s d istinc tion  betw een va lue  chain  v ersus va lue  stream  ac tiv ities:
‘T h e  d iffe rence  betw een  the  trad itional supp ly  cha in  o r  value cha in  and th e  value stream  is tha t the fo rm er inc ludes the 
co m p le te  ac tiv ities  o f  all the com panies involved, w hereas the la tte r refers  on ly  to the specific  parts  o f  the firm  that ac tually  
ad d  value  to the  p ro d u c t or serv ice under consideration . . . .  T h ese  va lue-add ing  processes m ake the  final p ro d u c t o r serv ice  
m o re  valuab le  to  th e  e n d -co n su m erth an  it w ould  have been o th e rw ise ’.
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‘widely quoted, commonly agreed but o f no fixed origin’ that 95% o f the activities
21within a value chain do not add value (in the eyes o f the end customer) . Hines, 

Lamming et al. (2000) advance the “Value Stream Analysis Tool” (VALSAT) 

Matrix (Figure 5H), a refinement o f the “House o f Quality” new product 

development framework (Figure 51) described by Hauser and Clausing (1988), to 

guide firms in this translation.

W hilst value stream activities are value-adding, they do not reflect value’s usage 

as a verb22. Recall Kaplan and Norton (2000)’s “double-loop” strategic process 

model which differentiates between lower loop (management control) and upper 

loop (strategic learning) activities; these loops corresponded to “hard systems” 

(lower) and “soft systems” (upper) thinking23. Value as a verb represents the 

reconfiguration (double-loop) of the firm’s value-adding activities in order to 

improve the translation (single-loop) o f customer value (adjective) into value 

offerings (noun). Value as a verb is discussed by most o f the value management 

systems outlined in Figure 4Y and reviewed in Section 4.6. For example,

Normann and Ramirez (1994) describe value reconfiguration (value as a verb) as a 

“meta-competence” and note that it is o f a higher-order than other firm activities:

Reconfiguration is a sort o f  m eta-com petence.... B y  ‘m eta-com petence’ w e m ean a 
com petence o f  a higher logical typing, that is, which encom passes the core com petencies 
o f  the low er logical type that m ake up a com pany’s know -how , know-what and know- 
who. The ‘m eta-com petence’ is a ‘know w h y’; it entails the business philosophy. This 
m ay be known by com petitors, but it is very difficult indeed to copy. It relates to what 
Selzn ick (1 9 5 7 ) called ‘distinctive com petence’, which is the system ic com petence that 
integrates other com petencies into a coherent business practice. Normann and Ramirez 
(1994:78)

21 In o th e r w ords, la rge v alue  gaps ex ist betw een  the  f irm ’s concep tualiza tion  o f  value (as a n oun ) versus the  cu s to m er’s 
co n cep tu a liza tio n  o f  v a lu e  (as an ad jective). See S ections 6 .4  and 6.5 for a d iscussion  o f  v a lue  gaps.
22 In S ection  4.3 th is au th o r no ted  tha t frequen tly  stra teg ic  au thors adop t an incom plete defin ition  o f  value by  failing  to
define  th e  strateg ic  learn ing  process, i.e. how  a firm  questions the  increasing ly  “sacro sanct” assum ptions and  values that lie
at th e  h ig h e r levels o f  the  h ie rarchy  [o f  ob jectives]. T h is  au thor then defined  value as a verb  as the  process u sed  by tw o o r 
m o re  ind iv iduals  (a) to  understand  the underly ing  variables (e.g ., v ision  and m ission) govern ing  the ir ac tions; (b) to identify  
m a tch es-m ism atch es  betw een  the ind iv iduals ' expectations o f  those variables tha t enab le /p reven t jo in t ac tion; and (c) to 
ad ju st expec ta tions  so tha t a m atch is found (thereby  enab ling  action).
25 See de ta iled  d iscussion  in Section 4.2.
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C hapter Five: Ensure value flows

Kim and Maubourgne (1997) reference value as a verb when characterising value 

innovators as firms that use a different management “lens” to continuously 

question (value as a verb) current practices.

M any com panies v iew  business opportunities through the lens o f  their existing assets and 
capabilities. T hey ask, ‘G iven what w e have, what is the best w e  can do?’ In contrast, 
value innovators ask, ‘W hat i f  w e  start anew ?’ . ..  This is not to say that value innovators 
never leverage their existing assets and capabilities. They often do. But, m ore important, 
they assess business opportunities without being biased or constrained by where they are 
at a given mom ent. Kim and M aubourgne (1997:107)

Womack, Jones et al. (1990:62) illustrate value as a verb when describing 

Toyota’s pioneering development o f its famous just-in-time or kanban system of 

supply. By stressing the continuous pursuit o f perfection even if  that goal is near 

unattainable24, they include value as a verb in their five lean thinking principles.

Brown, Lamming et al. (2000) identify the continuous pursuit o f  perfection, i.e. 

continuous improvement (Cl), as one o f the four key characteristics o f “total 

quality management” :

1. Top m anagem ent com m itm ent -  both in terms o f  ‘setting an exam ple’ in their 
com m itm ent to quality, particularly, in terms o f  their w illingness to invest in training 
and other important features o f  TQM.

2. Continuous im provem ent -  Dem ing, Juran, Crosby and other quality ‘gurus’ m ay 
have slight differences in their actual approaches to quality. W hat becom es a 
com m on denominator, though, both for the ‘quality gurus’ and for firms involved in 
quality, is that quality is a ‘m oving target’ and, therefore, a firm must have a strategic 
com m itm ent always to im prove performance.

3. All aspects o f  the business -  the quality drive relates to all personnel w ithin the firm 
and also outside -  all aspects o f  the supply chain.

4. Long-term  com m itm ent -  TQM  is not a ‘quick f ix ’ but, ideally, an everlasting  
approach to m anaging quality. A s each stage is developed -  from inspection to TQM  
-  the preceding stage w as included as part o f  the next stage: TQ M , therefore, 
includes com pany-w ide quality control, rather than ignoring it. Brown, Lam m ing et 
al. (2000:206)

Brown, Lamming et al. (2000) note that Cl entails “second-order, double-loop 

learning” behaviours which form the basis o f this author’s definition o f value as a 

verb. Cox (1998) is the only writer in Figure 4Y who appears to reject continuous 

improvement and double-loop learning (value as a verb). Cox describes the 

futility o f devising new ways in which to think about the allocation o f scarce 

resources.

First, i f  w e  start from first principles w e are  unlikely to  com e up with new  w ays o f
organ izin g  the w ays in which human beings a lloca te  abso lu te  an d  re la tive  scarc ity .
Human beings have been struggling with the sam e problems since the dawn o f  tim e and
w e are  unlikely to arrive  at a  new  w a y  o f  m anaging this a llo ca tive  p ro b lem . Second, i f

34 ‘W e do  n o t know  o f  an y  g roup  o f  co m p an ies  tha t has as yet c rea ted  a lean en te rp rise ’ W om ack  and  Jones (1994:94).
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there are only a lim ited  num ber o f  w ays in which a lloca tive  sca rc ity  can be  o rg a n ized  
politically , the key question must not be what new ways o f  organizing are there. T he key 
question out to be, o f  those which are possible, which is the m ost appropriate for any  
desired outcom e under the circum stances in which w e find ourselves, [em phasis added] 
Cox (1998:6-7)

Cox (1998)’s views appear to illustrate the “mature frames o f reference” which 

Normann and Ramirez (1994) assert prevent firms from reconfiguring their value 

chain activities.

It is the v iew s in the m inds o f  business people that are the greatest constraint, and the 
source o f  greatest opportunities, in business today. N ew  offering designs and 
organizational possib ilities envisioned through our reconfiguration framework at this 
level m eans that there are no ‘mature’ businesses. There are only  ‘m ature’ frames o f  
reference. The fra m e  is the lens  through which managers see  the situation w ith w hich  
they are confronted. The framework helps them to ‘read’ the situation m eaningfully, to 
see its dangers and opportunities, and thereby to act upon it. [em phasis added] Normann 
and Ramirez (1994:75)

Cox (1998)’s views also reflect the “lens” o f the resource-based school that often 

prevents firms from becoming value innovators (Kim and Maubourgne (1997)).

Recall that strategic management is the set of actions taken by management to 

gain competitive advantage by increasing the degree o f congruence between a 

firm and its adopted value-based approach to competition25. Strategic alignment 

is the degree o f congruence between a firm ’s strategic management process and its 

adopted value-based approach to competition26. This author discusses above 

alternative definitions o f value as used in the quality literature. Based on the 

preceding discussion, this author introduces three new terms. Strategic 

transformation is the process o f  reconfiguring (value as a verb) the value-adding 

activities within a firm 's  value stream in order to improve the translation o f  

customer value (value as an adjective) into value offerings (value as a noun).

Value management is the process used by a firm  to co-ordinate value-adding 

activities within its value stream(s) in order to increase value alignment. Value 

alignment is the realization o f  customer value.

Value alignment is the ultimate aim o f strategic alignment. The reader may 

rightfully ask, ‘How does one identity value alignment?’ A firm’s success in 

achieving value alignment is indicated by the flow within its value stream.

25 S tra teg ic  m anagem en t w as defined  and  d iscussed  in Section 3.3.
2(> S tra teg ic  a lig n m en t w as defined  and  d iscussed  in S ection  3.4.
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5.3 Value ali2nment: Flow within the value stream

The concept o f flow is not new nor is it confined to the Lean School. Conceptual 

equivalents o f flow have been introduced previously in the literature albeit using 

different labels, the most common o f which is business process redesign or re- 

engineeering (BPR). Davenport and Short (1990) provide one o f the earliest 

descriptions o f business process redesign; Hammer (1990), o f re-engineering.

Their thinking was extended shortly thereafter in two books [Davenport (1993) 

and Hammer and Champy (1993)] which are frequently referenced as principal 

BPR sources in the academic literature.

Hammer and Champy (1993:7) define re-engineering as ‘the fundamental 

rethinking and radical redesign o f business processes to achieve dramatic 

improvements in critical, contemporary measures o f performance, such as cost, 

quality, service and speed’.27 Three characteristics o f radical process redesign are 

(a) a focus on key business processes rather than functional activities, (b) an 

emphasis on cross-functional28, continuous workflows; and (c) an alignment o f 

processes to improve service to the end customer. Each o f these will be examined 

briefly.

Davenport (1993:1) begins his seminal work with the assertion that ‘Businesses 

must be viewed not in terms o f functions, divisions, or products, but o f key 

processes’. He traces the origins o f process thinking to the quality movement 

and to systems thinking30. He claims that Japanese emphasis on continuous 

improvement indicates their widespread acceptance o f process thinking which in 

turn influences Japanese versus American [Western] management practices:

Indeed, som e Japanese firms, and the quality experts w hose precepts they  fo llow , have 
em phasized process over result. To the quality faithful, i f  the process is m anaged, the 
result takes care o f  itself. Davenport (1993:312)

37 A  de ta iled  d iscussion  o f  business p rocess re -eng ineering  is beyond the scope o f  th is  chap ter. T he reade r is d irec ted  to 
N issen  (1 9 9 6 ) for a usefu l rev iew  o f  the  B P R  literature.

Rich an d  H ines (1 9 97 :83 ) use the fo llow ing  defin ition  o f  cross-functiona l m anagem ent: ‘A m anagem en t process 
designed  to  encou rage  and  suppo rt in terdepartm enta l com m unication  and  coopera tion  th roughou t a co m p an y  -  as opposed  
to  com m and  and  con tro l th rough  narrow  depa rtm en ts  or d iv isions. The purpose  is to  attain such  com p an y -w id e  targets  as 
quality , co st, and  d e liv e ry  o f  products by  o p tim iz ing  the sharing  o f  w o rk ’. C roxton , G arc la -D astuge  et al. (2001 :13 ) note 
tha t ‘w h ile  m any  have recogn ized  the  bene fits  o f  a  process approach  to  m anag ing  the business and  the  su p p ly  chain , m ost 
are  vag u e  abou t w hat p rocesses are to  be considered  , w hat sub-processes and  ac tiv ities  are con ta ined  in each  p rocess, and 
how  the  p rocesses  in terac t w ith each o th e r and  w ith  the  trad itional functional s ilo s” . T he pu rpose  o f  th is  sec tion  is no t to 
iden tify  ex h au stiv e ly  all th e  business p rocesses  tha t shou ld  be m anaged  cross-functiona lly . T h e  read e r is d irec ted  to 
C rox ton , G arc la -D astuge  e t al. (2001) for such  a fram ew ork. R ather th e  aim  o f  the d iscussion  is to es tab lish  tha t the re
eng in eerin g  m ovem en t suppo rts  the concep t o f  un in terrup ted  value  flows.
39 S ee S ection  5.2 for d iscuss ion  o f  th e  q u a lity  m ovem ent.
30 T h is  au th o r d iscusses  system s th ink ing  in C hap ter Four.
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In previous sections this author notes that the “process versus results” debate 

remains unresolved31. Davenport (1993:312) highlights the challenge American 

(Western) firms face in adopting process-based management: ‘In the American 

business culture -  noted for an emphasis on large, exciting change and visible 

results -  a process orientation that shuns results thinking may meet substantial 

resistance’. Western management practices reinforce functional siloism 

(Hammer and Champy (1993)) causing functional departments to look internally 

and vertically versus externally and horizontally (Dimancescu, Hines et al. (1997)) 

in order to demonstrate their visible results32. Fawcett and Magam (2001) assert 

that functional thinking ultimately reduces total value within the value chain.

Each functional area targets a different and unique set o f  benefits. Purchasers em phasize  
lower “cost o f  item s purchased,” logisticians target “on-tim e delivery/due-date  
perform ance” and production managers identify “reduced order fulfillm ent lead tim es” as 
the m ost pervasive benefit. Functional managers are interpreting and evaluating supply  
chain strategies differently. This creates a natural opportunity for organizational friction 
that m ay lead to sub-optim al supply chain execution. Fawcett and M agam  (2 0 0 1 :95)

To combat vertical thinking, BPR authors recommend adopting explicitly cross

functional or horizontal management practices, the second characteristic. 

Horizontal business processes require re-organising batch-oriented, functional, 

and individual activities into continuous, cross-functional, team-based workflows. 

This fundamental change impacts intra- and inter-firm boundaries33 and is 

counter-intuitive. Perhaps its counter-intuitiveness stems from the functionally- 

oriented, short-term thinking promoted by the Cartesian assumptions underlying 

scientific thought and Western education (Richmond and Peterson (1996))34. 

Perhaps the human inclination towards non-continuous, i.e. “batch” thinking is 

universal.

Taiichi Ohno blam ed this batch-and-queue m ode o f  thinking on c iv ilization ’s first 
farmers, w ho he claim ed lost the one-thing-at-a-tim e w isdom  o f  the hunter as they  
becam e obsessed w ith batches (the once-a-year harvest) and inventories (the grain 
depository). Or perhaps w e ’re sim ply born with batch thinking in our heads, along with

11 C ox  (1998 ) asserts  tha t the  p rim ary  pu rpose  o f  th e  firm  is to  accum ulate  p rofits (S ection  2.2), D rucker (1955 :51 ) asserts  
tha t ‘p ro fit is not exp lanation , cause or rationale o f  business  beh av io u r and business decisions, but th e  test o f  th e ir  v a lid ity ’
(S ection  2.2), w h ils t Im ai (1986 ) appears to  sim u ltaneously  to ho ld  both  positions (Section  2.4). T h is au tho r also
dem o n stra ted  the  lack o f  consensus in  the  strategic litera tu re o v e r the  determ inan ts o f  firm  success. M intzberg , A h ls trand  
et al. (1998 ) posits  ten  d ifferen t schoo ls o f  strategy  each  w ith d iffe ring  p rem ises concern ing  the  cause(s) o f  com petitive  
ad v an tag e  (S ection  2.3). K aplan  and  N orton  (1992) p osit m ultip le  firm  ob jectives, b u t they canno t dem o n stra te  strateg ic 
ca u sa lity  fo r those  they  recom m end  as part o f  the  B alanced  Scorecard  (Section  3.3).
22 See a lso  S ection  4.5 w here th is  au th o r d iscusses the  “chasm ” th a t exists betw een the  buy-side (purchasing ) and  sell-side 
(m arketing ) o f  the  firm .
33 See S ection  4 .4  for rev iew  o f  th e o ry  o f  the f i r m  literature.
34 See S ection  4.1 for d iscussion  o f  system s th inking .
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m any other ‘com m on sen se’ illusions— for exam ple, that tim e is constant rather than 
relative or that space is straight rather than curved. W om ack and Jones (1996:22)

W hatever its source Womack and Jones (1996) claim that cross-functional 

practices increase value.

But w e  all need to fight departmentalized, batch thinking because tasks can alm ost alw ays 
be accom plished much more effic iently  and accurately when the product is worked on 
continuously from raw material to finished good. In short, things work better w hen you  
focus on the product and its needs, rather than the organization or the equipm ent, so that 
all the activities needed to design, order, and provide a product occur in continuous flow . 
W om ack and Jones (1996:22)

Rich and Hines (1997) support Womack and Jones (1996), positing cross

functional management as one o f the three pillars o f strategic alignment35: ‘Cross

functional management, is, therefore a structural mechanism which allows 

managers, drawn from different functions or product related organisational 

structures, to join forces and align their efforts on a company-wide scale’ 

[emphasis added] Rich and Hines (1997:83).

The third characteristic o f radical process redesign is a focus on aligning processes 

to improve service to the end customer. Recall this author’s definitions o f 

strategic alignment36. A firm’s value activities are labeled strategically aligned 

when they are congruent with the firm’s adopted value discipline. Congruence 

describes a state o f harmony and agreement. Brown, Lamming et al. (2000:269) 

define congruence as strategic resonance, ‘an ongoing, dynamic, strategic process 

whereby customer requirements and organisational capabilities are in harmony 

and resonate’. Lanning and Michaels (1988) describe congruence as ‘echoing  the 

value proposition in every activity o f the company’ (page 3) and ‘echoing it [the 

value proposition] through every function o f  the business’ (page 13). W omack and 

Jones (1996) suggest that congruence is inherent in value flow.

Based on the alternative definitions o f value37 and the human inclination to resist 

cross-functional, systems thinking, it is not surprising that value misalignment38 

frequently occurs. Cousins (1994) portrays value m isalignm ent as “gaps” within

35 See S ec tio n s  2 .4  and 2.5 for fu rther d iscussion  o f  R ich and  H ines (1 9 9 7 )’s “three p illar approach to  stra teg ic  a lig n m e n t” 
w hich  is illu stra ted  in F igures 21 and  2J.
3r’ T h e  defin ition  o f  stra teg ic  alignm en t is found in the  close o f  the p reced ing  section. See S ection  2 .4  for fu rthe r 
d iscussion . See also  S ection  2.5 for a  d iscussion  o f  po licy  dep loym ent, and  F igure 2 L  for a com parison  o f  “ca scad e” versus 
“ in te rv en tio n ” a lig n m en t strategies.
37 See S ec tio n s  5.1 fo r econom ic  defin itions o f  value and S ection  1.5 for v a lu e ’s usage as a noun , ad jective and  verb.
38 T he op p o s ite  o f  th e  term  value a lignm en t d efined  in S ection  5.2, value m isa lignm ent m ay be defined  as the  ‘ine ffec tive  
tran sla tio n  o f  cu s to m er value (value as an ad jec tive) into value  o fferings (value as a n o u n )” ’
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the firm whenever interacting members hold differing conceptualizations o f
■>Q

value . Rich and Hines (2000) support Cousins (1994), placing “gaps” and 

“(mis)alignment” at the intersections o f the four pillars o f their relabeled model 

(see Figure 2J). Fawcett and Magam (2001) reference differing “value structures” 

(which they suggest are inconsistent goals and priorities), but they do not indicate 

whether they are the cause or effect o f strategic misalignment.

Inconsistent goals and performance m easurem ents practices appear to be substantial 
barriers to successful supply chain integration. The respondents ranked inconsistent goals  
third am ong the 12 barriers ex p lo red .... D ivergent goals lead m anagers to m ake self-  
interested decisions that are frequently in opposition to  those m ade by other supply chain  
m embers. Cooperation is therefore im peded. O nly when the various m em bers o f  a 
supply chain are “pulling in the sam e direction” or working toward com m on goals can 
com petitive product/service offerings be developed and m anaged for long-term  success. 
C lose ly  related is the fact that as an organization pursues different projects based on its 
priorities, its supply chain partners are likely to becom e frustrated. In this scenario, 
m ism atched goals w ill lead one or more members o f  the supply chain team to v iew  the 
other m embers as only partially com m itted to the “team ”. Sim ply stated, the different 
value stru ctu res m ake co llabora tion  difficult as each firm  m ay stru gg le  w ith valu ing  
s tra teg ic  d irections an d  g o a ls  that a re  differen t fro m  th eir own. [em phasis added] Fawcett 
and M agam (2001:38)

This author observed a lack o f consensus in the supply literature as to whether 

firms (a) can operate according to a jo int value objective at the network/systems 

level and/or (b) should manage goal congruence at the network/systems level40.

Yet W omack and Jones (1996) consider purchasing and supply management 

(PSM) professionals to be the “architects o f the value stream” : their contribution 

must therefore be strategic. This author will now discuss PSM ’s role (i.e. its 

value-add) in the flow o f value across the value stream.

5.4 The Role of PSM  in achieving value flow

Cox and Lamming (1997:47-48) contend that the source o f supply m anagement’s 

“value-add” lies in external resource management and relational competence 

analysis. These terms are used ambiguously in the supply literature. Sometimes 

they are used synonymously and interchangeably; most often they are not clearly 

defined. To increase clarity this author will review the supply literature in the 

context o f supply academics’ use o f these terms.

39 See S ection  4.5. See also  S ection  6 .4  w here th is  au thor ou tlines Zeitham l, P arasuram an et al. (1 9 9 0 )’s m odel (w hich  
fo rm s the  basis  o f  the  value gaps m odel described  in S ection  7.3).
4(1 See S ection  4.5.

Page 189

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



C h ap te r F ive: Ensure value flow s

Perhaps because o f its origins in production, the purchasing profession has 

traditionally viewed its central occupation as resource (value as a noun) 

management. Recall that production-based definitions o f value are primarily cost- 

based (see Figure 5E). This is reflected in early supply management frameworks. 

Kraljic (1983:110) holds that supply strategy depends on two factors: (1) the 

strategic importance o f purchasing in terms o f the value-added by product line, the 

percentage o f raw materials in total costs and their impact on profitability, and so 

on; and (2) the complexity o f the supply market gauged by supply scarcity, pace 

o f technology and/or materials substitution, entry barriers, logistics cost or 

complexity, and monopoly or oligopoly conditions. See Figure 5J. Porter (1985) 

also recommends categorising purchased inputs based on cost (value as a noun) as 

a first step in developing a supply strategy.

Figure 5J: Purchasing portfolio 
Source: Kraljic (1983:111)

Figure removed
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All significant purchased inputs should be identified, and listed in the order o f  importance  
to total cost. They should then be divided into purchased operating inputs and purchased 
assets and, within these categories, into item s purchased regularly such as raw materials 
and o ffice  space, and irregularly purchased item s such as equipm ent and consulting. 
Categorized purchased inputs in this w ay  can direct attention to areas w here opportunities 
for cost reduction are frequently present. Porter (1985:90)

Relational competence analysis is an extension o f Williamson (1985)’s earlier 

work on efficient governance. Williamson bases his model o f  efficient 

governance (see Figure 5K) on transaction cost economics (TCE) principles. 

Recall that TCE contends that transaction costs are driven by three factors: 

asset specificity, uncertainty, and frequency41. Macbeth and Ferguson (1992) 

extend W illiamson’s framework with a fourth cost driver: the flexibility o f an 

organisation and its resource teams. See Figure 5L. Like W illiamson, they 

describe three types o f co-ordinating mechanisms: market-based (W illiam son’s 

“market governance”), vertically integrated (W illiamson’s “unified governance”) 

and partnering (W illiamson’s “bilateral governance”). Macbeth and Ferguson 

(1992) appear to place assets (value as a noun) though on an equal footing with 

transactions in determining the proper governance structure:

High asset specificity , high transaction uncertainty, occurring relatively frequently, tends 
to suggest that vertical integration is appropriate, but the result is less flex ib ility  in 
organizational and resource terms .. . .  Low asset specificity  with low  uncertainty at any 
frequency suggests m inim al interaction and a market solution. Partnering is our nam e for 
the intermediate form but is not one o f  the fourteen names found by Mari Sako w hen she 
review ed the literature. Partnering has m edium  asset specificity  (i.e . som e things are 
unique and related only to the partner); low  transaction uncertainty (both parties must 
work to rem ove any misunderstandings); high frequency o f  transactions (otherw ise w hy  
bother?) but still retains som e flex ib ility  on both sides. Macbeth and Ferguson  
(1992:104)

Macbeth and Ferguson (1992:104) advance an “inter-organizational relationship 

continuum”, i.e. a range o f co-ordinating mechanisms for managing different 

types o f external transactions. See Figure 5M. They assert that there are some 

transactions that a firm should never manage externally; this determination is 

made based upon the underlying asset. Macbeth and Ferguson (1992) thus appear 

to collapse external resource management (assets) and relational competence 

analysis (governance) into a single factor (core skills):

41 See Section  4 .4  for d iscussion  o f  tran saction  cost econom ics  (TCE).
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Chapter Five: Ensure value flows

Figure 5L: Organizational Structures And Transaction Costs 
Source: M acbeth and Ferguson (1992:103)

Figure removed

Figure 5M: The Inter-Organisational Relationship Continuum
Source: M acbeth and Ferguson (1992:106)

Figure removed
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Chapter Five: Ensure value flows

Torger R eeve describes these as internal contracts and argues from the v iew point o f  the  
boundary betw een what is in-house and what is not, the efficient decision  is to  lim it the 
internal transactions to those core skills having high asset specific ity  w h ich  sign ificantly  
contribute to com petitive advantage in the market. Macbeth and Ferguson (19 9 2 :1 0 4 )

Macbeth and Ferguson (1992:104) note that these core skills ‘[reflect] part o f  the 

“Excellence” message, which suggests that companies re-focus on their core 

competences ... and out-source everything else’42.

Cox (1996) uses the terms “core asset” or “critical assets” to describe “core 

skills”43. Although Williamson (1985) had discussed “asset specificity” a decade 

earlier, Cox (1996:60) claims that W illiamson bases his theory on an excessive 

‘reliance on “sunk costs” Cox (1996:61) defines high asset specificity as those 

skills and knowledge ‘that allow [a firm] to command a sustainable position 

within a supply and value chain, which, in turn, allows them to make a regular and 

sufficiently acceptable margin or profit level’. He constructs a typology o f 

internal and external contractual relationships based on this revised definition.

See Figure 5N. Since core skills, capabilities and knowledge should be defended 

at all cost if  a firm is to survive and thrive in its industry, Cox asserts that they 

should always remain internal to the firm. See Figures 5 0  and 5P.

Coincident with the merging o f the terms external resource management (assets) 

and relational competence analysis (governance) by the authors above, others 

authors appear to assert a correspondence between one or both o f the above terms 

and the purchasing function’s evolution. Freeman and Cavinato (1990) propose a 

development model whose four stages are associated with the type o f good 

purchased i.e., external resource management (assets). See Figure 5Q. Cousins 

and Marshall (2000) use “Supply Chain Development Programme’44 research 

findings to develop a five stage Transition Positioning Matrix. See Figure 5R. 

They explicitly link their model to Kraljic (1983)’s purchasing portfolio. See 

Figure 5S. Later stages o f purchasing development are associated with strategic

42 See Section  4 .4  for a d iscuss ion  o f  resou rce-based  and  com petence-based  theories o f  the firm . T h is au th o r asserts  that 
M acbeth  and Ferguson (1992 ) inc lude p rem ises  from  four o f  M in tzberg , A hlstrand  et al. (1 9 9 8 )’s ten  schoo ls o f  s tr a te g y -  
desig n  and learn ing  (core sk ills  /  com petences) and  pow er and  environm ental (critical assets) -  ob fu sca tin g  an y  assum ed  
d efin itio n  o f  value. See Section  2.2 for d iscuss ion  o f  com petitive  strategy  and  the  dangers o f  a ssum ed  value  defin itions.
43 C ox (1996 ), like M acbeth  and  F erguson (1992 ), com bines p rem ises from  m ultip le  schoo ls o f  strategy . T he refo re , the 
caveats  ou tlined  in the  p rev ious  footnote app ly  eq u a lly  to  Cox.
44 A four-year, £ lm iilio n  research  p rog ram m e launched  in 1993 involv ing  a g roup  o f  tw en ty  lead ing  U K -based  
m an u fac tu rin g , retail and  serv ice  com pan ies and a  varie ty  o f  academ ics from  tw o UK un iversities (B ath  and Cardiff).
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Figure 5N: A  Typology o f In ternal and External C ontractual R elationships
Source: Cox (1996:62)

Figure removed

Figure 5 0 :  A  C ontinuum  o f  A sset Specific C ontractual Form s
Source: Cox (1996:63)
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Chapter Five: Ensure value flows

Figure 5P: A Stepladder of external and internal contractual relationships
Source: Cox (1996:63)

Figure removed
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Chapter Five: Ensure value flows

Figure 5Q: Purchasing emphases throughout the range of strategic settings
Source: Freeman and Cavinato (1990:8)

Figure removed
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Figure 5R: Transition Purchasing Matrix
Source: Cousins and Marshall (2000:197)
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Figure 5R: Transition Purchasing Matrix (continued)
Source: Cousins and Marshall (2000:197)

Purchasing assessment factors -- legend

Figure removed
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Figure 5S: Transition Assessment Matrix
Source: Cousins and Marshal! (2000:199)

Figure removed
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items, i.e. those Cox (1996) characterises as o f “high asset specificity” (i.e., being 

“core” or “critical” assets).

Lamming (1993) proposes a development model whose four stages are associated 

with the type o f relationship characterising buyer-supplier interactions, i.e. 

relational competence analysis (governance). He bases his model on an historical 

analysis o f automotive supply relations in the Japanese, European and North 

American. See Figure 5T. He advocates a new phase -  “lean supply” -  which is 

grounded in the principles o f “lean thinking” . Project_ION (1998:46) summarise 

the fundamentals o f “lean supply” as including ‘identification o f duplications 

(such as invoices, expediting, inspection), continuous improvement, equal effort 

between customer and supplier, learning in concert with suppliers and removal o f 

blames cultures’. They also list several procurement “best practices” to 

implement lean supply:

•  M anaging the [buyer-supplier] relationship as a quasi-firm (suppliers’ em ployees working  
for custom er and v ice  versa)

•  Im plem enting cost transparency (m ore than open book negotiation w hich in practiced  
only  m eans supplier’s open books. A lso  a danger o f  two sets o f  books). Therefore, it 
m ust be a tw o-w ay process.

•  Search and selection environm ents
•  Relationship assessm ent and analysis (m oving from traditional vendor assessm ent i.e. 

supplier assessm ent to a tw o-w ay com m unication process) Project_ION (1998:46)

In contrast to the above, other authors relate purchasing’s development to the 

underlying industry, suggesting a relationship between purchasing’s evolution and 

some unclear combination o f external resource management (assets) and 

relational competence analysis (governance). Cammish and Keough (1991) 

advance a four stage development model for purchasing whose themes -  “serve 

the factory” , “lowest unit costs”, “coordinate purchasing” and “strategic 

procurement” -  map to the characteristics o f a company’s industry. Spiers (1977) 

posits a model correlating industry with supplier relationship type and 

performance attribute (i.e., price, price and quality, reliability, etc). The correlates 

in both models are a confusing mixture o f factors. For example, Spiers (1977) 

begins the performance attribute scale with price and ends it with value stream 

management.
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Figure 5U: Strategic stages in the development of a purchasing function
Source: Reck and Long (1988:4-5)

Figure removed
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Figure 5V: Supply chain integration framework
Source: Fawcett and Magam (2001:102)

Figure removed
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Figure 5W: Organisational Frameworks 
S o u rce: M intzberg (1979) in M intberg and  Q uinn (1995:332 ,344)

Six B asic P a r ts  O f  T he O rg an iza tio n  Basic Pulls O n  T h e  O rg an iza tio n

Figure(s) removed
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Figure 5X: Basic organisational types 
Source: Mintzberg (1979) in Mintzberg and Quinn (1995:331-349)

Figure(s) removed
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Chapter Five: Ensure value flows

Cox claims that these models are not contingent and therefore not strategically 

appropriate45. In a co-authored article he notes that Cox and Lamming (1997:9) 

‘reject the view that there can be one operational approach and methodology for 

the improvement o f supply management in all companies and, therefore, one route 

to strategic elevation. [Cox and Lamming’s] view is essentially contingent; they 

would argue that the Toyota or Japanese model, with its focus on long-term and 

collaborative supply relationships, may be appropriate but only under certain 

conditions and certainly not for all possible supply conditions’ Cox and Lamming 

(1997:9). Cox singles out Rich and Hines (1997) as exemplifying the non

contingent approach particularly their “Three pillars” approach derived from 

Japanese manufacturing approaches46. This author draws attention, however, to 

the fact that Kraljic (1983) proposes a portfolio  framework for segmenting 

purchased inputs; Cousins and Marshall (2000) map stages o f their model to the 

different categories in Kraljic’s matrix. Cousins and Marshall (2000) therefore 

may be read as indicating the minimal or base-line purchasing capabilities (as 

reflected in the stage o f development) required to manage each respective 

category effectively. This author interprets evolutionary models in this manner.47

The purpose o f  developing the purchasing function is to increase its value-add in 

the overall value stream. This is accomplished by one o f this author’s value first 

principles: align purchasing and corporate strategies.48 Several writers have 

provided frameworks to help achieve such alignment. Spekman (1981) and 

Watts, Kim et al. (1992) detail “tests o f consistency” between purchasing and 

corporate competitive strategies. Reck and Long (1988) propose a four-stage 

process for evolving the role o f the purchasing function in order to achieve greater 

strategic consistency / alignment. See Figure 5U. Fawcett and Magam 

(2001:102) advance a supply chain integration framework that emphasises goal 

alignment; unfortunately the framework remains at a very high level. See Figure 

5V.

45 S ee  S ection  2.2 for a  d iscussion  o f  stra teg ic  appropria teness.
46 S ee  F igu res 21 and  2J and S ection  2.5 fo r a  d iscussion  o f  the ‘T h ree  P illa r’ fram ew ork
47 A s it is beyond the  scope o f  th is thesis  as w ell as th e  ob jec tives o f  th is  chapter, th is au tho r d raw s no  conc lusions w hether 
F reem an  and C av inato  (1990), L am m ing  (1993), R ich and  H ines (1997) and C ousins and M arshall (2000 ) n o rm a tive ly  posit 
th a t p u rchasing  s tra teg ies /p rac tices  assoc ia ted  w ith  la ter stages s h o u ld  be  used  for a ll  ca tegories o f  supp lied  inputs. In 
an o th e r artic le  C ousin s  (1998 :24) appears to  suggest o therw ise  conc lud ing  tha t ‘all firm s are  snakes, they  are m ax im ise rs 
and  sa tisficers  concerned  w ith  the ir ow n su rv ival and  self-in terest. I f  tha t self-in terest is best served  by  w ork ing  c lo se ly  
w ith  an o th er Firm then  they  w ill do so. H ow ever, w hen tha t in terest is no longer served , res t assured , they  w ill b ite  y o u !’
4!t C h ap te r T w o  focuses on th is first princ ip le . See also S ection  5.3 fo r d iscussion  on value a lignm ent.
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Hines (1997) provides a detailed alignment framework based on M intzberg 

(1979)’s conceptualization o f organisational structures. Mintzberg (1979) asserts 

that all organisations are composed o f six basic parts which pull differently on the 

organisation. See Figure 5W. He contends that the organisation should be 

viewed as a system of flows whose patterns are unique to different firms. 

Mintzberg (1979) claims, however, that there are basic organisational types.

These basic types reflect differences in the importance placed on various parts o f 

the organisation across firms, the corresponding differences in the pulls on the 

organisation, and the resulting impact on the system o f flows49. See Figure 5X.

Hines (1997) uses Mintzberg (1979)’s six organisational parts to characterise the 

alignment achieved by various inter-company networking models. Hines 

(1997:149) describes the six parts as follows:

O rganisational part D escription
The Strategic Apex Where the management o f the organisation is overseen
The Middle Line A hierarchy of authority between the operating core and the strategic apex
The Operating Core The base o f the organisation including those people who perform the basic work of 

producing the products and rendering services.
The Techno-Structure The staff function o f analysts who plan and formally control the work of others.
The Support Staff The staff function that provides internal services such as cafeteria, mailroom, or 

public relations office.
The Ideology The strong culture that encompasses the traditions and beliefs o f an organisation 

that distinguishes it from other organisations and infuses a life or soul into the five 
part skeletal structure.

Hines (1997:149) posits that ‘to achieve complete strategic and operational 

alignment it is necessary to align each o f these zones’. He labels this state Full 

Zone Alignment. He claims that only his network sourcing model leads to Full 

Zone Alignment. See Table 5F. Hines (1997:149) also posits a series o f inter

company co-ordinating mechanisms between two companies (i.e. a buyer and a 

supplier) although he claims that there are no co-ordinating mechanisms between 

many parts (for example, between the Customer’s Middle Line/Operating Core 

and the Supplier’s Strategic Apex). See Table 5G.

49 M in tzberg  (1 9 79 :35 ) iden tifies  flow s ‘o f  au tho rity , o f  w ork m aterial, o f  inform ation , and  o f  dec ision  p rocesses 
(them selves  in fo rm atio n a l)’.
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T a b le  5F : A  T y p o lo g y  o f  In te r c o m p a n y  N e tw o r k in g  
S o u r c e :  H in e s  (1 9 9 7 :1 5 1 )

A u th o r M odel P ra c t ic a l  A lig n m en t
S tra te g ic
A pex

M id d le
L in e

O p e ra t in g
C o re

T e ch o -
S t ru c tu r e

S u p p o r t
S ta f f

Id eo lo g y

H akansson
(19S2);
M attson
(1984 )

In teraction  
T h eo ry  / 
N etw ork  
A pproach

Yes Y es N o Yes No N o

P io re  &
Sabel
(1984 )

F lex ib le
S pecialisa tion

Yes N o Y es No N o Y es

Jarillo
(1988 )

S tra teg ic
N etw orks

Yes N o Yes Y es Yes Y es

H ow ard
(1990 )

R epub lics
(F ederal
N etw orks)

Possib ly Yes N o Yes No N o

D av idow  &
M alone
(1992 )

V irtual
C orporation

Y es Y es Yes Yes Yes N o

L am m ing
(1993 )

L ean  Supply Yes Y es Yes Yes Yes N o

M acbeth  &
F erguson
(1994 )

P artne rsh ip
S ou rcing

R arely Y es N o No No N o

H ines
(1994 )

N etw ork
S ourcing

Yes Yes Yes Yes Yes Y es

T a b le  5 G : I n te r -c o m p a n y  c o o r d in a t in g  m e c h a n ism s  w ith in  n e tw o r k  so u r c in g  
S o u r c e :  H in e s  (1 9 9 7 :1 6 4 )

F ro m
C u s to m e r  to  
S u p p lie r

P ra c t ic a l  A lig n m en t
S trateg ic
A pex

M idd le  L ine O pera ting
C ore

Techo-
S tructu re

S upport S ta ff Ideo logy

Stra teg ic
A pex

Y es: 2, 4 N o N o N o N o Y es: 1

M id d le  Line N o Y es: 3, 4 N o Y es: 3 N o Y es: 1
O pera tin g
C ore

N o Y es: 3 Y es: 5 Y es: 3 N o Y es: 1

T e ch o -
S tructu re

N o Y es: 3 N o Y es: 3, 4 N o Y es: 1

S up p o rt S ta ff N o Y es: 6 N o N o N o Y es: 1
Ideo logy Y es: 1 Y es: 1 Y es: 1 Yes: 1 Y es: 1 Y es: 1

Legend:
1. Mutual Adjustment
2. Strategic Deployment
3. Standardisation o f Work, Output and Skills
4. Standardisation o f  Norms
5. Standardisation o f Outputs
6. Standardisation o f Support Staff

Cunningham and Homse (1986:266) researched interactions between a number of 

British customers and suppliers. These interactions include traditional 

relationships between the customer’s buyer and the supplier’s salesperson, i.e. 

matched-level dyads. These interactions also include ‘multi-status, multi-
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functional, multi-level’ relationships (i.e., mismatched-level dyads) especially in 

some o f the more involved customer-supplier relationships.

Interface contacts in industrial markets betw een suppliers and custom ers rarely take the 
form o f  sim ple dyadic relationships between salesm an and buyer or, indeed, o f  
salesm en’s face-to-face m eetings w ith different members o f  the custom er’s D M U  
[decision m aking unit]. Several personnel in different functional departments in supplier 
com panies are involved in a network o f  contacts with their counterparts in the custom er 
firm and this embrace m ultiple lev e ls in the hierarchy. These contacts develop  into a 
variety o f  extrem ely com plex patterns as the stages o f  a supplier-custom er relationship  
evolve overtim e. Cunningham and H om se (1986:272)

Some o f these mismatched dyads represent interactions for which there are no co

ordinating mechanisms according to Hines (1997:149). Yet according to most o f 

the alternative value management system authors identified in Figure 4Y, such 

interactions between firms will increase as suppliers and customers reassign value 

stream activities in order to improve value flow (i.e. achieve higher levels o f value 

alignment).

5.5 Reassignine value stream activities to increase value flow

Hoover, Eloranta et al. (2001) document that customers and suppliers reassign 

activities within their respective value stream activities in order to increase total 

value. They posit several basic reconfigurations o f value chain activities on both 

the demand-side and the supply-side. Hoover, Eloranta et al. (2001) assert that 

firms reshape their value offerings by moving the two points in the value stream 

where demand meets supply (i.e. where customer “pull” meets supplier “push”)50. 

They claim that by calibrating these points, demand can be synchronized with 

supply thereby creating more customer value.

Hoover, Eloranta et al. (2001:74) describe three different ways to move the Order 

Penetration Point (OPP), ‘The point in the supply chain at which customer 

demand (an order) is allocated to the [supplier’s] product’. See Figure 5Y. The 

ship-to-order OPP is characteristic o f  traditional customer-supplier interactions 

where a custom er’s purchasing group interacts with a supplier’s sales force to 

obtain already created goods. Rapid delivery (benefit for the customer) depends 

upon large inventory (cost for the supplier); the larger the product range, the larger

50 H ines, L am m ing  et al. (2000 :37) include D ecision  P o in t A nalysis  as one o f  seven value  stream  m a pp ing  tools. T hey no te 
tha t D ecision  P oin t A nalysis identifies ‘the  d is loca tion  po in t w here cu stom er pu ll m eets supp ly  cha in  p u sh ’ (page  41).
T h ey  d o  n o t p rov ide  an y  fu rther descrip tion  o f  the  tool.
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Figure 5Y: 
Reshaping the Value Offering: Moving the Order Penetration Point (OPP)

Source: Hoover, Eloranta et al. (2001:74)

Figure(s) removed
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Figure 5Z:
Reshaping the Value Offering: Moving the Value Offering Point (VOP) 

Source: Hoover, Eloranta et al. (2001:77)

Figure(s) removed
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the inventory. If  suppliers reduce inventory in the warehouse, they risk not being 

able to quickly fulfill orders.

Each OPP has different costs and benefits for the supplier and the customer. 

According to Hoover, Eloranta et al. (2001), the further the customer moves the 

OPP into the supplier’s value chain, the more the flowing benefits and costs may 

be incurred:

• Greater flexibility in configuring the value offering;

• Longer time to fulfill the order (slower response);

• Lower risk o f producing/holding unwanted products.

Moving the OPP involves a series o f customer-supplier negotiations to balance 

increases in benefits for the total value stream with increases in costs sustained by 

individual players. Hoover, Eloranta et al. (2001) claim that the supplier often 

simultaneously proposes moving the Value Offering Point (VOP), the second 

point that links supply and demand, as part o f this negotiation. Moving the VOP 

is an attempt to align more effectively the supplier with the custom er’s objectives 

(in the process identifying opportunities for increased sales). Hines, Lamming et 

al. (2000)

Hoover, Eloranta et al. (2001:77) describe three different ways to move the VOP. 

See Figure 5Z. The offer-to-purchase VOP is characteristic o f arm ’s-length 

customer-supplier interactions where a customer’s purchasing group determines 

who supplies which goods when. Other VOPs have different costs and benefits 

for the supplier and the customer. According to Hoover, Eloranta et al. (2001), 

the further the supplier moves the VOP into the customer’s value chain, the more 

the following benefits and costs may be incurred:

• Reduced risk o f not having the proper inputs to operate efficiently 

(customer);

•  B etter inform ation earlier with m ore tim e to (re)act (supplier);

• More efficient demand fulfillment;

•  Separate inventory control processes for each customer.
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Hoover, Eloranta et al. (2001) use Kim and Maubourgne (1997)’s term “value 

innovation” to describe the “quantum leap in value” that sometimes occurs as a 

result o f reconfiguring value stream activities by moving the VOP and OPP.

A value innovation is a distinct offering that makes it possible for the custom er to change  
the w ay he operates. It is the starting point o f  a co-evolutionary process where both the  
custom er and supplier can uncover new  sources o f  value thanks to the changes m ade by 
the other party. A s a result, the custom er starts to assign higher value to the particular 
supplier’s offering because o f  the value it adds to the custom er’s business. O nce a value 
threshold is reached, the custom er gets ‘locked o n ’ to the supplier and the process is 
difficult to stop or reverse. H oover, Eloranta et al. (2 0 0 1 :38)

Kim and Maubourgne (1997:106) claim that the logic o f value innovation requires 

firms to ‘think in terms o f the total solution customers seek, even if  that takes the 

company beyond its industry’s traditional offerings’. This logic, however, forces 

a re-examination of the traditional conceptualization of products and services51. 

This logic also suggests a reconfiguration o f traditional roles within industry.

Kim and Maubourgne (1997:106) document how value innovators change the 

nature o f customer-supplier interactions within their industries. A year earlier 

Komelius and Wynstra (1996:412) similarly noted fundamental changes occurring 

in the customer-supplier relationship asserting that customers and suppliers cannot 

always be distinguished as different categories o f external counterparts o f a firm 

‘especially when looking at the additional benefits or services that both the 

“supplier” and the “customer” can provide to their counterpart’.

It is our strong b e lie f  that in m any long-term  relationships suppliers can be treated as 
custom ers, w h ile  custom ers can be seen as suppliers. D ealing with these d iffuse roles o f  
external counterparts in a more conscious manner increases the value o f  relationships for 
the firm, but has important im plications for purchasing and marketing m anagem ent. 
Purchasing becom es marketing, and marketing becom es purchasing. K om elius and 
W ynstra (1996:412)

Normann and Ramirez (1993)’s concept o f the “value constellation” supports the 

previous assertions: i.e., the “blurring o f customer-supplier roles” (Komelius and 

W ynstra (1996)), “value innovation” (Kim and Maubourgne (1997:)) and 

“demand-supply chain synchronization” (Hoover, Eloranta et al. (2001)).

Normann and Ramirez (1994:x) also hold that the distinction between products 

and services ‘ is irrevocably blurred, since all products carry a periphery o f 

services on which their value depends, and the “hard” product core is better seen

51 See S ec tion  6 .4  fo r a d iscussion  o f  the  p roduct versus serv ice d istinction .
52 See S ection  4 .6  for a d iscussion  o fN o rm a n n  and  R am irez (1 9 9 3 )’s “value conste lla tio n ” .
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as an embodiment o f services contributed by the actors that have had a hand in its 

development’.

How then should the reader conceptualise customer value? Komelius and 

Wynstra (1996:412) claim that the ‘services exchanged by both the supplier and 

the customer can be much more important than the products which they 

exchange’. Normann and Ramirez (1994:x), however, consider the terms 

products and services to be obsolete; at one point they suggests firms think about 

offering ‘anything o f value to a customer’ (page 27). Baily, Farmer et al.

(1998:88) observe ‘An idea gaining widespread support is that “Quality is 

whatever the customer says it is” .’ Since the alternative value management 

systems introduced in Section 4.6 and further described in this section aim to 

optimize value to the ultimate customer, this author will now review definitions o f 

customer value in the literature.

5.6 Conclusion

This chapter continued the author’s detailed discussion o f the five value first 

principles guiding this thesis’s research. Specifically this author discussed the 

fourth o f the five principles: ensure that value flow s across the system.

Accordingly he examined several key concepts in the literature. This author 

reviewed alternative definitions o f  value from the economics literature; described 

total quality management and continuous improvement, and examined their 

contribution to value-add within value chains; explored the concept o f value flo w  

within the value stream', discussed the role o f purchasing and supply management 

in achieving value flow; and examined inter-firm reassignment o f  value stream  

activities to increase value flow.

The next chapter will complete the discussion o f the five value first principles. In 

order to ensure that value flow s across the system  (the fourth principle), the 

literature asserts one use ultimate custom ers’ perceptions to understand value (the 

fifth principle). To support this assertion, this author will examine the literature to 

discuss different types o f  value and the concept o f a value hierarchy, review 

societal, organisational and individual determinants of value assessment; explore 

customer satisfaction and customer (value) perceptions', discuss the difference
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between customer service expectations versus perceptions as a basis for 

identifying service (value) gaps', describe the relevance o f value gaps to firm  

expectations /  expectations o f the supply management process.
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Chapter Six: Use ultimate custom er’s perceptions to define value

6.0 Purpose

In the preceding chapter this author continued his detailed discussion o f the five 

value first principles guiding this thesis’s research. He discussed the fourth o f the 

five value first principles: ensure that value flow s across the system. Accordingly 

he examined key value concepts and definitions from the economics, quality, 

production, purchasing and supply chain management literatures.

This chapter completes the discussion o f the five value first principles. In order to 

ensure that value flow s across the system  (the fourth principle), the literature 

asserts that one use the ultimate customer's perceptions to understand value (the 

fifth discipline). To support this assertion, this author will review the academic 

literature in order to:

1. Examine the different types o f  value and the concept o f a value hierarchy,

2. Review societal, organisational and individual determinants o f  value 

assessment,

3. Explore customer satisfaction and customer (value) perceptions',

4. Discuss the difference between customer service expectations versus 

perceptions as a basis for identifying service {value) gaps',

5. Describe the relevance o f value gaps to firm  perceptions /  expectations o f  

the supply management process

6.1 Value typology and hierarchy

Value is a concept crossing academic disciplines. In the preceding chapter this 

author demonstrated some o f its many guises: financial, accounting, economic 

(Section 5.1); quality (Section 5.2); etc. Value’s multi-dimensional character is 

unsurprising for, as John Fekete notes, ‘We live, breathe and excrete values. No 

aspect o f human life is unrelated to values, valuations, and validations’1.

Nearly a half century ago Hartman (1958) recognised the differing 

conceptualisations o f value held by the various academic disciplines. Hartman 

posits that value definitions are driven by the application (i.e., referring to persons 

or to things) and by the context (i.e., usage). He constructs a hierarchical 

definition o f value based upon the use situation. Hartman (1958) asserts that

1 John  F ek e te  (ed .) I9S8. L ife  A fte r  P ostm odern ism : E ssays on Value a n d  Culture. L ondon. M acm illan . In: A ndrew  (1995)
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intrinsic value is greater than extrinsic value which is in turn greater than systemic 

value . See Table 6A. As one ascends the hierarchy, value becomes increasingly 

intangible and subjective. His taxonomy thus parallels M aslow (1943)’s earlier 

hierarchy o f needs3.

Janisch (1992) also posits a triple-level framework outlining different kinds o f 

value desired by a firm’s various stakeholder groups. See Table 6B. Value is 

different in kind not only across stakeholder groups -  for example, differences 

between what

T able 6A: V alue taxonom y  
Source: H artm an (1958:314)

A pplication
to

Intrinsic V alue E xtrinsic V alue System ic V alue

Individual
persons

Ethics Psychology Physiology, Jurisprudence o f “person”

Groups of 
persons

Political science, 
Social ethics

Sociology Law o f persons and institutions

Individual
things

Aesthetics Economics Technology

Groups of 
things

Science of 
civilization

Ecology Industrial technology, Civil engineering, 
Games, Law o f property, Ritual

Concepts Metaphysics Epistemology Logic

Words Poetry, Literary 
criticism

Rhetoric, Semantic, 
Linguistic analysis

Grammar, Theory o f communication

Table 6B:
O bjectives, benefits and value generators for d ifferent stakeholders  

Source: J an isch  (1 9 9 2 )  in G om ez (1999:68-69)

Stakeholders M ain objective/benefits Partial benefits V alue generators

Shareholders and 
investors

Increase o f company value Dividends 
Stock price gain 
Power

Sales growth 
Profit margin 
Investments 
Cost o f  capital 
Tax rate

Board o f directors Well-functioning corporate 
leadership

Taking over 
responsibility 
Prestige 
Bonuses

Control
Delegation
Information

2 H artm an  (1958 :300 ) illustrates the d iffe rence betw een  the three de fin itions w ith  the fo llow ing  exam ple: ‘A bu tton  valued  
sy s tem ic a lly  is va lued  in a button  factory, ex tr in s ica lly  in its function  on m y coa t, and in trin sica lly  i f l  am  a button  
fe tish is t’.
3 S ee  S ection  3.2 for d iscuss ion  o fM a s lo w  (1 9 4 3 )’s h ie rarchy  o f  needs.
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Top management Professional fulfillment Security
Success
Power/social status 
Rewards/pay 
Personal growth 
Dividends/stock price 
gain

Control
Income
Sales growth/profit
Security
Job design

Employees Quality o f life Securing a living 
Salary
Personal growth

Income 
Job security 
Working conditions 
Participation

Customers Satisfaction of needs Market performance
Price
Security
Peripheral services

Product quality 
Price value 
Product security 
Quality o f  supply 
Image

Suppliers Maintaining and developing 
a livelihood

Own value increase
Independence
Security

Strength of demand 
Stable relationship 
Pricing
T urnover/investments

Lenders Increasing the appeal of 
investments

Return on investment
Security
Power

Cost o f loan capital 
Amortisation 
Turnover/investments 
Control

Government Welfare Economic growth 
Procedural justice 
Economic stability 
Independence 
Balance o f power 
Environmental quality

Taxes/fees 
Tax exemption 
Compliance with rules /  
regulations
Prosperity o f private sector

Public/society ‘Fair future’ Control over economic
activities
Justice
Advancement o f public 
welfare

Donations/foundations 
Information systems 
Environmental protection

customers versus employees perceive to be valuable -  but also within groups 

(reflecting the context o f its usage). Janisch (1992) identifies three categories of 

value: “main benefits /  objectives” , “partial benefits” and “value generators”; 

unlike Hartman (1958) they are not ranked in terms o f importance. Janisch (1992) 

does observe, however, that they exhibit differing degrees o f tangibility.

Bahm (1993) differentiates “intrinsic values” (ends) from “instrumental values” 

(means).

E n d s , th a t  is, e n d s - in - th e m se lv e s , a re  c a lle d  in s tr in s ic  v a lu e s  b e c a u s e  th e ir  v a lu e  is 
c o n ta in e d  w ith in  th e m se lv e s . M e a n s , th a t  is , m e a n s  to  e n d s - in - th e m se lv e s , a re  c a lle d  
in s tru m e n ta l v a lu e s  b e c a u s e  th e ir  v a lu e s  d e r iv e  f ro m  th e ir  u se fu ln e s s  in b r in g in g  ab o u t o r 
m a in ta in in g  in tr in s ic  v a lu e s . B a h m  (1 9 9 3 :4 0 )
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He identifies four different approaches to value: hedonism  (pleasure = good, pain 

= bad); voluntarism  (satisfaction o f desires = good, frustration o f desires = bad); 

romanticism  (desirousness = good, apathy = bad); and anandism  (desirelessness = 

good, desirousness = bad). He observes that voluntarism, which he considers the 

most commonly encountered approach in business, often muddies the concept o f 

value by confusing ends with means.

Voluntarism  involves a paradox. Although intrinsic good is held to exist as a feelin g  o f  
satisfaction, it often appears as i f  located in the object or objective desired. You do not 
norm ally consciously  desire a feelin g  o f  satisfaction. You thirst, and drinking satisfies  
your desire by slaking your thirst. You desire to possess, and feel satisfied by attaining. 
You desire to go, and feel satisfied as you begin to m ove. Satisfaction com es from  
having desires for particular things, objects, activities, and achievem ents. So  attention is 
focused on such things. T hey becom e inherent parts o f  (or the w h ole  o f) the goal sought. 
Then the intrinsic good sought after often appears as i f  located in them . Bahm (1993:44)

The distinction -  and sometimes confusion -  between ends and means is also 

noted in the marketing literature. For example, W oodruff and Gardial (1996) 

espouse a means-end theory to explain how customers view products and services 

(Figure 6A). They assert that individuals within the firm express value in three 

different ways: as attributes o f its products and services, as consequences o f the 

use o f its products and services, and as the customer’s desired end-states4. These 

levels increase in abstraction as one moves up the hierarchy (Figure 6B). They 

claim that one can identify the particular value level or perspective assumed by a 

supplier by considering the types o f questions the firm asks its customers.

A t the attribute level, one could sim ply ask the custom er to describe the product or 
service. At the consequence level, however, one w ould ask questions that focus on the 
custom er, such as “H ow do you use this product?”, “What happens when you use this 
product?” or “What does this product do for you?” W oodruff and Gardial (1996:67)

W hilst understanding and measuring value at the desired end-states level is much 

more difficult than at the attributes level5, W oodruff and Gardial assert that the 

stability or constancy o f value increases as one ascends the hierarchy and that 

value become “increasingly relevant to the customer” page 64.

4 N o te  th e  s im ilarity  be tw een  W o o d ru ff and  G ard ial ( I9 9 6 ) ’s descrip tion  o f  “the  cu s to m er’s desired  en d -s ta tes” and 
L a n n in g  (1 9 9 8 )’s co n cep t o f  “ the  resu lting  experience” . See Section  5.2. See a lso  Z e itham l (1 9 8 8 )’s iden tifica tion  o f  o the r 
“m ean s-en d  chain  m o d e ls” in m arketing  (see T ab le 6C).
5 R eca ll from  S ection  5 .2  th a t L ann ing  and  M ichaels (1988) also  recogn ized  the  d ifficu lty . ‘U n ders tand ing  w ith  any  
ac cu racy  the  real v a lue  o f  an experience  for a  cu stom er is not easy. T he question  to an sw er is this: w ha t w ould  the 
cu s to m er p erce ive  as th e  va lue  o f  the  en d -resu h  consequence  o f  th is  event, com pared  to a lternatives , i f  th e y  could 
exp erien ce  it? T h is  is qu ite  d iffe ren t from  ask ing  how  m uch the custom er is cu rren tly  read y  to  p ay ’ L an n in g  and M ichaels 
(1 9 8 8 :4 6 ). H e a lso  observes: ‘M any  descrip to rs com m only  p resen ted  as cu stom er needs and  bene fits  a re  rea lly  on ly  a 
desc rip tio n  o f  the  o rg an iza tio n s’ p roduct or w hat the o rganization  d o e s ’ L ann ing  (1998:49).
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Figure 6A: 
Hierarchy of Values

Source: Woodruff and Gardial (1996:64-65)
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Figure 6B: Sample business-to-business value hierarchy
Source: Woodruff and Gardial (1996:68)
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Figure 6C: Framework for Value-Focused Thinking 
Source: Keeney (1992:45,84)

Figure removed
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Figure 6D: Overview Value-Focused Thinking 
Source: Keeney (1992:24)

Figure removed
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Keeney (1992) also supports the means-end theory. Moreover, he asserts that a 

hierarchy o f objectives exists in all decisions.

T h e  d e c is io n  c o n te x t  an d  th e  fu n d a m e n ta l  o b je c tiv e s  to g e th e r  p ro v id e  th e  d e c is io n  fra m e . 
T h e  d e c is io n  c o n te x t  d e f in e s  th e  se t  o f  a lte rn a tiv e s  a p p ro p r ia te  to  c o n s id e r  fo r  a  s p e c if ic  
d e c is io n  s i tu a tio n . T h e  fu n d a m e n ta l o b je c tiv e s  b o th  m a k e  e x p l ic i t  th e  v a lu e s  th a t  o n e  
c a re s  a b o u t  in  th a t  c o n te x t  a n d  d e f in e  th e  c la s s  o f  c o n s e q u e n c e s  o f  c o n c e rn . In o th e r  
w o rd s , the fun dam en ta l o b jec tives are  the ends objectives, as o p p o sed  to  the m eans  
objectives, o f  a g iven  decision context. It is  c r itic a l th a t  th e  d e c is io n  c o n te x t  a n d  th e  
fu n d a m e n ta l  o b je c tiv e s  b e  c o m p a tib le ,  as th e y  a re  in te rd e p e n d e n t c o n c e p ts , [ e m p h a s is  
a d d e d ]  K e e n e y  (1 9 9 2 :3 0 )

Keeney (1992) places strategic objectives above fundamental (ends) objectives 

and means objectives See Figure 6C. Since the ‘values o f decisionmakers [sic] 

are made explicit with [these] objectives’, Keeney (1992:33) advocates a values- 

based approach to decision-making (which he labels values-based thinking) 

consisting o f the iterative identification, understanding and articulation o f relevant 

values. See Figure 6D.

Table 6C: Means-Ends Chain Models in Marketing 
Source: Zeithaml (1988) in Enis, Cox et al. (1990:475)

Source Attribute level Quality level Value level Personal value 
level

Young and Feigin 
(1975)

Functional benefits Practical benefit Emotional payoff

Rokeach (1973); 
Howard (1977)

Product attributes Choice criteria Instrumental values Terminal values

Myers and 
Shocker (1981)

Physical
characteristics

Pseudo-physical
characteristics

Task or outcome 
referent

User referent

Geistfeld, Sproles, 
and Badenhop 
(1977)

Concrete,
unidimensional, and 
measurable 
attributes (c)

Somewhat abstract, 
multidimensional 
but measurable (b)

Abstract, multidimensional, and difficult 
to measure attributes (a)

Cohen (1979) Defining attributes Instrumental
attributes

Highly valued 
states

Gutman and 
Reynolds (1979)

Attributes Consequences Values

Olson and 
Reynolds (1983)

Concrete attributes Abstract attributes Function 
consequences; 
psychosocial 
consequences; 
instrumental values

Terminal values

S o u rc e s :

•  Cohen, Joel B. ( 1979). "The Structure o f  product attributes: defining attribute dimensions for planning and evaluation” in Schocker, A.
(ed.) Analytic A pproaches to P roduct and M arketing  Planning. Cambridge, Massachusetts: Marketing Science Institute.

•  Geistfeld, Loren V ., G. B. Sproles, and S. B. Badenhop (1977). “The Concept and measurement o f  a hierarchy o f  product 
characteristics” in Perreault, W . D. (ed.) Advances in C onsum er Research , Vol. 4. Ann Arbor, Michigan: Association for Consumer 
Research, 302-307.

•  Gutman, Jonathan and Thomas J. Reynolds (1979). “An Investigation o f the levels o f  cognitive abstraction utilized by consumers in 
product differentiation” in Eighmey, J. {ed.) A ttitude Research Under the Sun. Chicago: American Marketing Association.

•  Howard, J. A . (1977). Consum er Behavior: Application o f  Theory’. New York: M cG raw -H ill Book Company.
•  Myers, James H . and Allan D. Shocker (1981). "The Nature o f  product related attributes” , Research in M arketing , V o l. 5. Greenwich, 

Connecticut: JA I Press, 211-236.
•  Olson, Jerry C. and Thomas J. Reynolds (1983). “Understanding consumers’ cognitive structures: implications for advertising 

strategy” in Percy and Woodside (eds.) Advertising and C onsum er Psychology. Lexington, Massachusetts: Lexington Books.
•  Rokeach, M . J. (1973). The N ature o f  Hum an Values. New York: Free Press.
•  Young, Shirley and Barbara Feigin (1975). “Using the benefit chain for improved strategy formulation”, Journa l o f  M arketing, 39  

(July), 72-74.
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T able 6D:
C haracteristics o f  Social N orm s 

Source: Extracted from  H ofstede (1980) pages 122 and 184
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T able 6E:
C onsequences o f  Social N orm s 

Source: Extracted from  H ofstede (1980) pages 135 and 186
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Keeney (1992) uses the metaphor o f language to describe his recommended 

decision-making process:

The language o f  value-focused thinking is the com m on language about the achievem ent 
o f  objectives in any particular decision context. It is not the technical language o f  m any  
specialties. This basis in com m on language should facilitate com m unication and 
understanding. K eeney (1992:25)

Recall that this author envisages individuals (firms) as conceptualising value as an 

adjective whenever they equate value with the consequences o f  an event (i.e. the 

benefits o f the resulting experience)6. Individuals (firms) conceptualise value as a 

noun whenever they equate value with the features / attributes o f their products 

and services. This author notes that customer preferences (value as an adjective) 

must therefore be translated within the firm into specific products (value as a 

noun). He asserts that value stream activities are the “translation” mechanism 

between value as an adjective (i.e., customer preferences) and value as a noun 

(i.e., value offering).

Value management is similar to a language with its own rules o f  syntax. Based on 

the value (objectives) hierarchies above, value as an adjective precedes value as a
n

noun. In other words, the value hierarchy posits that the firm ’s value proposition
Q

is o f a higher order to the firm’s customers than the firm’s value offering ceteris 

paribus9. This claim is supported by the literature. Day, Shocker et al. (1979:10) 

assert that ‘People seek the benefits that products provide rather than the product 

p er s e \  Zeithaml (1988:4) references multiple means-end chain models (Table 

6C) where ‘the simplest level is a product attribute [and] the most complex level is 

the value or p a y o ff  of the product to the consumer’ [emphasis added]. She also 

adopts the model for her research10. Anderson and Narus (1999:5) implicitly 

adopt the means-end approach in their analysis o f business (industrial) market 

management; they note that ‘value in business markets is the worth in monetary 

terms o f the economic, technical, service, and social benefits a firm receives in 

exchange for the price it pays for a market offering’ [emphasis added], Keeney 

(1992) unsurprisingly also places consequences (ends) over alternatives (means).

6 S ee  S ection  5.2.
7 D efined  by  L a n n in g  (1998) in  Section 5.2.
8 D efined  by  N o rm an n  and R am irez  (1994) in Section  4.6.
9 N o tw ith s tan d in g  W om ack  and Jones (1996 :16) apparen t assertion  to  the contrary : V alu e  ‘is only  m ean ingfu l w hen 
ex p re ssed  in term s o f  a specific  p ro d u c t (a g o o d  o r s e rv ic e , and  o ften  both at once) w hich  m eets  the cu s to m er’s needs a t a 
sp ec ific  p rice  at a specific  t im e ’ [em phasis added]. W om ack  and Jo n es  (1996 :16)
1(1 Z e ith am l (1 9 8 8 )’s m eans-end  m odel o f  consum er p ercep tions  o f  p rice, quality  and value w ill be rev iew ed  in Section  6.4.
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Y our reason for interest in any decision problem is the desire to avoid undesirable 
consequences and to achieve desirable ones. The relative desirability o f  consequences is 
a concept based on values. H ence, the fundamental notion in decisionm aking p /c ]  should 
be values, not alternatives. A lternatives are the m eans to ach ieve the m ore fundamental 
values. K eeney (1992:3)

However, W oodruff and Gardial (1996:60) observe that the buyer’s value 

judgments ‘concern the relationship between the product, the situation, and the 

user’. They envisage the process as three interlinked circles with value judgment 

at the centre. Most o f the preceding discussion focused on the first o f  these three, 

i.e. on either the attributes o f the value offering (value as a noun) or the benefits o f 

the value proposition (value as an adjective). The second o f W oodruff and 

Gardial (1996)’s three value judgm ent components -  usage situation -  will be 

discussed in Section 6.3. This author now turns to the third value judgment 

component -  the user -  and will review at a high level the societal, organisational 

and individual influences on the user’s value assessment process.

6.2 Societal, organisational and individual determinants of value assessment

The academic literature discussing the societal, organisational and individual

determinants o f value assessment -  the subjective interpretation o f external

“objective” criterion, the associated intellectual and emotional response(s), and

the resulting action(s) -  is extensive and wide-ranging. To remain focussed on

the chapter’s objectives, this author will broadly review its chief contributors1 *.

He will demonstrate that various societies, organisations and individuals interpret
12seemingly objective and factual evidence very differently .

Hofstede (1980) provides one o f the earliest studies o f society’s influences on 

value assessment. He uses two constructs -  values and culture -  to describe the 

mental programs used by an individual when operating as a singleton, as a 

member o f a firm, or as a citizen o f a country. He conceptualises value 

generically using a preference-based definition (value as an adjective)13:

1 define value as “a broad tendency to prefer certain states o f  affairs over others” . This is 
a sim plified version o f  the more precise anthropological definition by Kluckhohn

11 T h e  read e r is d irected  to  these sem inal con tribu tions  for fu rthe r investigation  o f  a p articu lar top ic  or d iscip line .
12 T h e ir  value assessm ent, how ever, is “app rop ria te” for tha t p articu lar d ec is ion -m ak ing  en tity  as it re flec ts  h is /he r/the ir 
resp ec tiv e  eva lua tive  criteria .
13 S ee  S ection  5.1 w here th is au thor com pares p reference-based , exchange-based  and p roduction -based  defin itions  o f  value 
in th e  econom ics  literature.
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(1 9 5 1 :395)14: “a value is a conception, explicit or im plicit, distinctive o f  an individual or 
characteristic o f  a group, o f  the desirable which influences the selection  from available  
m odes, m eans and ends o f  actions”. H ofstede (1980:19)

Hofstede (1980) posits that values as such are non-rational and subjective. He

notes that values in fact form each individual’s subjective definition o f reality.

Hofstede (1980) supports the means-end model o f human behaviour which is

based on a hierarchy o f values15, yet notes that the hierarchy is not always in a

state o f harmony.

Hofstede (1980:25) labels this hierarchy a “system o f values” . This value 

hierarchy is in turn subsumed by culture, the second of his two constructs. He 

defines culture as ‘the collective programming o f the m ind16 which distinguishes 

one human group from another’ Hofstede (1980:25). He notes that culture is to 

human groups (i.e., organisations, nations, etc.) what personality is to the 

individual; as such, cultural traits can be measured just as personality traits are 

measured. His research compares the attitudinal differences in the cultural traits 

o f  forty countries as reflected by two indices: power distance17 and uncertainty 

avoidance18. Hofstede (1997:14) later posits five cultural dimensions: power 

distance (from small to large), collectivism versus individualism, femininity 

versus masculinity, uncertainty avoidance (from weak to strong), and temporal 

orientation (short-term versus long-term). Hofstede (1980) asserts that cultural 

differences (Table 6D) have consequences (Table 6E) which effect individual and 

collective value assessments. In other words, value as an adjective (i.e. 

preference) is specific to a particular culture (or set o f similar cultures)19.

14 K luckhohn , C. (1951 ) “V alues and  value-o rien ta tions  in the theory  o f  action: A n exp lo ra tion  in d efin ition  and 
c lassif ica tio n " . In T. Parsons and E. A. Shils (eds.) T ow ard  a G enera l T heory o f  A ction . C am bridge , M assachusetts: 
H a rv a rd  U niversity  P ress, 1951.
15 S ee  Section  6.1 fo r d iscussion  o f  th e  m ea n s-en d  m o d e l and  the va lue  hierarchy .
16 H o fsted e  (1997) la te r  labels cu ltu re  ‘the  so ftw are  o f  the m in d ’.
17 H ofstede  (1980 :92 ) observes: ‘The basic  issue  involved [in p o w er d istance], to  w hich d iffe re n t socie ties h ave  found 
d iffe re n t so lu tions, is hum an  inequality . Inequality  can  occu r in areas such  as prestige, w ealth  and p ow er; d iffe ren t 
so c ie tie s  put d iffe ren t w eigh ts  on status consis tency  am ong  these  areas. This inequality  is u su a lly  fo rm alized  in 
h ie ra rch ic a l b o ss-subo rd ina te  re la tionsh ips. A cco rd ing  to  M u ld e r’s P ow er D istance R educ tion  T heory , su bo rd ina tes  w ill 
try  to  red u ce  the  p o w er d istance betw een  them selves  and  the ir bosses and bosses w ill try  to  m ain ta in  o r  en large  it. 
[H o fs te d e ’s] s tudy, h ow ever, suggests  tha t the  level o f  po w er d is tance  at w hich both tendencie s  w ill find  th e ir  equ ilib rium  
is so c ie ta lly  d e te rm in ed ’.
'* H o fsted e  (1980 :161 ) observes: ‘C op ing  w ith  the inev itab le  uncerta in ties in life is partly  a non -ra tional p rocess w hich 
d iffe re n t ind iv iduals, o rgan iza tions, and  socie tie s reso lve  in d iffe ren t w ays. T he m ain underly ing  d im ension  is the 
to le ran ce  for un ce rta in ty  (am biguity) w hich  can  b e  found in ind iv iduals and  w hich  leads som e ind iv iduals in th e  sam e 
s itu a tio n  to p erce ive  a  g rea ter need for ac tion  for overcom ing  the  uncerta in ty  than  o thers. T h is to lerance  o f  unce rta in ty  is 
p a r tly  a  m a tte r o f  p e rso n a lity , partly  a m a tte r o f  cu ltu re. S ocie ties  d iffe r in the ir socie tal no rm s for uncerta in ty  avo idance , 
and  m em bers o f  th e se  socie ties a re  socia lized  in  the  so c ie ty ’s institu tions tow ard  this n o rm ’.
19 S ee  Section  6.3 w h ere  th is au thor no tes  tha t academ ics  d isag ree  w hether “ob jec tive” q u a lity  standards ex ist in the  face o f  
“p e rc e iv e d ” quality . See Section 5.2 w here th is  au th o r review s alternative  defin itions o f  quality .
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Hofstede (1980)’s list of cultural differences (Table 6D) and their consequences 

(Table 6E) strongly suggests that low power distance and low uncertainty 

avoidance cultures encourage and reward behaviours that ‘question the way one 

traditionally does things’. Hofstede (1980) suggests that high power distance and 

high uncertainty avoidance cultures discourage and punish these behaviours.

These practices are shaded in Tables 6D and 6E. These behaviours are associated
7 0with value’s usage as verb . In other words value is conceptualised as a verb 

relatively more frequently in one culture (or set o f similar cultures) than another.

Fukuyama (1995) supports this statement. Fukuyama (1995:10) references 

Coleman (1988)’s concept o f social capital -  ‘the ability o f people to work 

together for common purposes in groups and organizations’ -  to describe people’s 

ability to associate with each other21. From sociability springs trust; Fukuyama 

(1995:7) asserts that ‘a nation’s well-being, as well as its ability to compete, is 

conditioned by [this] single, pervasive cultural characteristic: the level o f trust 

inherent in the society’. Fukuyama (1995) suggests a correlation between high- 

trust societies and the successful implementation o f lean manufacturing
7 7  • • 7^practices . Assuming the correlation extends to lean’s value principles ,

20 S ee  d iscuss ion  o f  doub le -loop  learn ing  in Section  4 .2  and con tinuous im provem en t in S ection  5.2.
21 Jam es S. C o lem an , “ Social capital in the crea tion  o fh u m a n  cap ita l" , A m erican  Journal o f  Socio logy  94  (1988): S95- 
S 120 . F u k u y am a (1995 :364 ) notes, how ever, tha t a cco rd ing  to R obert D. P utnam , the  first use o f  the  term  so c ia l cap ita l 
w as b y  Jan e  Jacobs  in The D ea th  a n d  L ife  o f  G reat A m erican  C ities  (N ew  Y ork: R andom  H ouse , 1 9 6 1 ) ,p. 138.
22 F u k u y am a (1995 :258) no tes: ‘[Lean m anufactu ring ] has been studied  ex tensively , particu la rly  by  th e  M IT  In ternational 
M o to r V eh ic le  P rogram , on w hose w ork  I w ill re ly  h eav ily  here [W om ack, Jones et al. (1990)]. T he fact th a t it has been 
im p lem en ted  in so  m an y  d iffe ren t coun tries suggests  to  the  authors [W om ack, Jones and  R oos] o f  the  M IT  s tudy  tha t it is 
n o t a cu ltu ra lly  d eterm ined  prac tice  b u t ra th er a m anagem en t techn ique o f  un iversa l app licab ility . T h is is co rrec t to  som e 
ex ten t: h ig h -tru st re la tions can  be exported  ac ross cu ltu ral boundaries. B ut it is no acciden t th a t lean m an u fac tu rin g  was 
in ven ted  in Japan , a  coun try  w ith  an  ex trem ely  h igh  level o f  genera lized  socia l trust. M oreover, it is n o t c lea r from  the  M IT  
s tu d y ’s ow n  d a ta  tha t th is techn ique  can be  im plem ented  n ea rly  as  w ell in  low -trust coun tries as in h ig h -tru st o n es ’. Cox 
(1998 ) re jec ts  the un iversa l app licab ility  o f  lean m anufactu ring . ‘O ne can  argue  tha t even  i f  W om ack , Jo n es  and  R oos have 
p ro p erly  desc rib ed  the  causes o f  business success in the  Japanese  au to -assem b lers case , th e re  m ay  be so m e do u b t as to 
w h e th e r o r  n o t they  have p roperly  u nders tood  the  b asis  o f  th e ir  success. H ow ever, even  i f  th e y  have it does n o t fo llow  at 
all th a t th is  app roach  is appropria te  fo r all o th e r ca r p roducers. . . .  T he fact tha t the Jap an ese  h av e  ad o p ted  a  m ore 
h ie ra rch ica l, s truc tu red  and  q u asi-ve rtica lly  in teg ra ted  sup p ly  chain , w hen com pared  to  the  m ore  v e rtica lly  in tegrated , 
a rm s-len g th  and oppo rtun istic  approach  trad itionally  adop ted  in the W est, does not m ean tha t copy ing  the  Japanese  
ap p roach  w ill necessarily  be the w ay to  ob ta in  com petitive  advan tage  in the fu tu re ’ Cox (1998 :103). L am m ing  (1993) 
su g g ests  th a t lean p rinc ip les are universa lly  app licab le  — as long as they are app lied  system ically . L am m ing  no tes tha t the 
‘A pp lica tion  o f  [T oyota P roduction  System ] concep ts in the  W est has been essen tially  ta c tica l in na tu re , h ow ever, desp ite  
the  com m on  use o f  the  w ord “p h ilo sophy” in connection  w ith them . T he essence  o f  lean p roduction  is the  irreversib le  
in s ta lla tion  o f  such  p rinc ip les  as the fundam enta ls  o f  a m anufactu ring  strategy. . . .  T his is fundam en ta lly  d iffe ren t from  
g ra ftin g  a  n ew  techn ique, e.g . ju s t-in -tim e  delivery , on to  an o therw ise trad itional m ass p roduction  sy s te m ’ L am m ing
(1993 :18 ). N ish iguch i (1994) concludes tha t Japanese  supp ly  prac tices (w hat L am m ing (1993) labels “ lean sup p ly ” ) are 
n o t c u ltu ra lly  determ inan t. ‘T he re  is little  d irec t ev idence  tha t the Japanese cu ltu re  in itse lf  can  exp lain  the se  [Japanese] 
s u b co n tra c tin g  p ractices. Indeed , the d iffu s ion  o f  som e o f  th e  new  Japanese  subcon trac ting  prac tices ac ro ss  national 
b o u n d a rie s  has d em onstra ted  th e ir  c ro ss-cu ltu ra l app licab ility ’ N ish iguch i (1994 :159). It is b eyond  the scope o f  th is  thesis 
as w ell as the  ob jectives o f  th is chap ter to  reso lve th is deba te; th is au thor d raw s no co nc lu sions  as to  w hethe r lean 
p rin c ip le s  are  cu ltu ra lly  determ inan t or un iversa lly  app licab le. This au thor aim s so le ly  to  d em onstra te  tha t o th e r 
research ers  suppo rt H ofstede (1 9 8 0 )’s conc lu sions in C u ltu re 's  C onsequences: In tern a tio n a l D ifferen ces  in W ork-R ela ted  
Values, and  tha t these conc lu sions have im portan t im plications fo r supp ly  m anagem ent.
23 S ee  S ection  4 .6  for a  d iscussion  o f  the value  p rinc ip les characte rizing  the lean approach.
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Fukuyama (1995) supports Hofstede (1980)’s conclusion that work-related values 

are culturally contingent / relative.

Hofstede (1997) extended his original cultural research to encompass 

organisational form. Using the power distance and uncertainty avoidance indices 

as co-ordinates, he notes a relationship between the position o f a country in the 

two-by-two diagram and the method used to solve organisational problems in that 

society. ‘There is empirical evidence for the relationship between a country’s 

position within the PDI [power distance index] -  UAI [uncertainty avoidance 

index] matrix, and models o f organisations implicit in the minds o f  people from 

those countries which affect the way problems are tackled’ [emphasis added] 

Hofstede (1997:140). These four models include “the pyramid o f people” [in 

France], “the well-oiled machine” [in Germany], “the village m arket” [in the 

United Kingdom] and “the family” [in Hong Kong], He associates these four with 

Mintzberg (1982)’s organisational types, their key parts and their preferred 

coordination mechanisms24. See Figure 6E.

Recall from Section 5.4 that Mintzberg (1979) conceptualises the organisation as a 

system of flows; Mintzberg (1979:35) identifies flows ‘o f authority, o f work 

material, o f information, and o f decision processes (themselves informational)’. 

Since the flows differ by organisational type25 (Table 6F), the literature26 suggests 

that value stream alignment may also differ by organisational type. The 

implication is that value may be organizationally contingent / relative.

24 S ee  Section  5 .4  and  F igures 5W  and  5X  for rev iew  o f  M in tzberg ’s o rgan isa tional typology.
25M in tzb erg  (1979) in itia lly  p roposes five o rgan isa tional types; M in tzberg  and Q uinn (1991) la ter p osits  seven. See F igure 
5 W  and  5X  for su m m ary  o f  o rgan isa tional types.
20 S ee  d eta iled  d iscuss ion  o f  value flow s (S ection  5.2) and  value alignm ent (S ection  5.3).
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T able  6F: C h arac te ris tic  flows by o rgan isational type 
Source: M in tzberg  (1979:497)

Flow Sim ple
S tru c tu re

M achine
B u reaucracy

Professional
B u reau cracy

Divisionalised
form

A dhocracy

A utho rity S ign ifican t from  
the  top

S ign ifican t
th roughou t

In sign ifican t 
(excep t in 
suppo rt staff)

S ign ifican t
th rou g h o u t

In sign ifican t

R egulated  system Insign ifican t S ign ifican t
th roughou t

Insign ifican t 
(excep t in 
support staff)

S ign ifican t
th roughou t

In sign ifican t

In fo rm al
com m unications

S ign ifican t D iscouraged S ign ifican t in 
adm in istra tion

S om e betw een 
headquarters  and 
d iv isions

S ign ifican t
th rou g h o u t

W o rk
constellations

N one Insign ifican t 
especia lly  at 
low er levels

S om e in 
adm in is tra tion

Insign ifican t S ign ifican t
th rou g h o u t

Decision m aking T o p  dow n T op  dow n B ottom  up D ifferen tia ted
betw een
h eadquarters  and 
d iv isions

M ixed , all levels

M organ (1997) supports this conclusion. He posits eight organisational 

metaphors27 closely mirroring Mintzberg and Quinn (1991 ) ’s seven organisational 

types. Echoing Hofstede (1997:140)’s assertion above that ‘the models o f 

organisations implicit in the minds o f people ... affect the way problems are 

tackled’, Morgan (1997) notes:

This book, [Im ages o f  O rganisations], is based on a very sim ple premise: that all theories 
o f  organisation and m anagem ent are based on im plicit im ages or metaphors that lead us to 
see, understand, and m anage organisations in distinctive yet partial w ays. The use o f  
m etaph or im plies a w a y  o f  thinking an d  a w a y  o f  see in g  that p e rv a d e  how  w e understand  
o u r w o rld  genera lly . For exam ple, research in a w ide variety o f  fields has demonstrated 
that metaphor exerts a form ative influence on science, on our language, and on how w e  
think, as w ell as how w e  express ourselves on a day-to-day basis. M organ (1997:4)

• • • 28Handy (1993:181) similarly notes the role o f organisational ideology on ‘the

way work should be organized, the way authority should be exercised, people 

rewarded, and people controlled’. Price (1996) draws the same conclusions at the 

network level (Figure 6F), asserting that different types o f intra-firm and inter

firm organisation (supply) network management engender different levels o f 

learning. Again, the implication is that value may be organizationally contingent / 

relative.

■7 M organ  (1997 ) describes  organ isa tions as m ach ines, organ ism s, brains, cu ltu res, po litica l system s, psych ic  p risons, flux 
and  tran sfo rm atio n , and  instrum ents o f  dom ination .
28 H andy  (1 9 9 3 :20) c lassifies these w ays o f  th ink ing  /  w ays o f  see ing  as seven  schoo ls o f  o rgan isa tional though t: scientific 
m an ag em e n t (e.g . F. W . T ay lo r); hum an  re la tions (e.g . C. B arnard); bureaucra tic  (e.g . M . W eber); pow er, con flic t and 
d ec is io n s  (e.g . P. S elznick; J. M arch and  H. S im on); techno logy  (e.g . J. W oodw ard); sy stem s (e.g . P. S enge, J. Forrester); 
and  institu tional.
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Based on the preceding authors, this author asserts that the value assessment 

process within a supply chain influences a firm ’s value assessment process (and 

vice versa). By extension, this author also asserts that an individual’s value 

assessment is influenced by/reflective o f his or her organisation’s value 

assessment process (and vice versa). Hogan and Blake (1996) support this latter 

assertion, noting that similar personalities tend to “cluster” into organisational
29environments with common values .

H olland (1973 , 1985) and Schneider (1987) suggest that, in order to understand 
organizational behavior, w e  need to understand the values, interests and personalities o f  
an organization’s members. Holland has long m aintained that “the character o f  an 
environm ent reflects the typical characteristics o f  its m embers. I f  w e  know w hat kind o f  
people m ake up a group, w e  can infer the clim ate the group creates” (1985 , p. 35). 
Schneider (1987) also argues that particular organizations attract, select, and retain 
particular kinds o f  people and that the behavior o f  an organization is a function o f  the 
kind o f  people it retains. P feffer’s “organizational dem ography m odel” (1 9 8 3 ) is similar, 
but it focuses on the shared biographical characteristics o f  incum bents. In each o f  these  
schem es, in terpersonal com patib ility  is a sso c ia ted  with p e rc e ive d  sim ilarity , an d  this in 
turn crea tes a tendency to w a rd  rela tive hom ogeneity  o f  values, interests and personality  
within organizations, [em phasis added] Hogan and Blake (1996: 111)

The literature contains many personality taxonomies30 each based on the premise 

that, whilst individuals differ in how they view the world, process information, 

and make decisions, they can be classified into a finite set o f personality types. 

These frameworks are based on Hippocrates’ four temperaments (sanguine,

29 H ogan  and B lake (1996 ), how ever, do n o t define  either the s ingu la r form  (va lue) or p lura l form  (va lues) o f  the  concep t. 
H o lb ro o k  (1999 :8 ) c la im s that the literature “gene ra lly  uses[s] the  fo rm er (value, s ingu la r) to  des ig n a te  th e  o u tcom e o f  an 
e v a lu a tive  ju d g m e n t  (tha t is, th e  su m m a ry  va lua tion), w hereas the  la tte r (values, plura l) typ ica lly  refers to  the  s ta n d a rd s  
(T a y lo r 1961; K ah le and  T im m er 1983), ru les  (A rrow  1967), criteria  (B aylis 1958; P epper 1958; R okeach  1973), norm s  
(P ep p e r 1958), g o a ls  (V e ro ff  1983), or ideals  (A bbo tt !9 5 5 ;P e p p e r  1958; C ow an  1964; H artm an  1967) on the  basis o f  
w h ich  eva lua tive  ju d g m en ts  get m ade (tha t is, the underly ing  eva lua tive  cr iter ia ) '. T h is au tho r adheres to  H o lb ro o k ’s 
d is tin c tio n  b etw een  s in g u la r and  p lura l form s o f  the  value concep t. This au tho r notes tha t p rev ious d iscussions  o f  
eco n o m ic , financial, an d  accoun ting  defin itions o f  va lue  (S ection  6 .1) reference  the  sin g u la r form ; tha t th e  q uality  lite ra tu re  
(S ec tio n  6 .2) re fe rences  the  s ingu la r form  (i.e ., m uda) and the  p lu ra l form  (i.e., con tinuous im provem en t); tha t the hard  
sy stem s lite ra tu re  (S ec tio n  5 .2) references  the  s ingu la r form  (reca ll tha t hard  system s th in k in g  takes  g o a ls  as a lready  
e s ta b lish ed ) w h ils t the  so ft system s litera tu re (S ection  5.2) references  the p lu ra l form  (reca ll tha t doub le -lo o p  learn ing  / 
s eco n d  o rder change, i.e. so ft system s th ink ing , usually  concerns  p rob lem s w ith  unclear, u ncerta in  o r  ch an g in g  eva lua tive  
criteria)', tha t the ‘cu ltu ra l / o rgan isa tional /  p erso n a lity ’ litera tu re (S ection  7 .2) references bo th  form s y et stresses the  p lu ra l 
fo rm  (i.e ., norm s); and  tha t the  m arketing  litera tu re references bo th  form s yet trad itionally  s tresses the s in g u la r form  (i.e., 
u tility ) ov er the  p lu ra l form  (i.e ., criteria , s tandards). M ore recen t m arketing  research  exp lo res  the  psychosocia l issues 
co n c e rn in g  th e  es tab lish m en t o f  decision -m ak ing  crite ria  / standards. W hilst th is thesis observes the  d is tinc tion  betw een  
th e  s in g u la r and  p lu ra l form s o f  th e  value concep t, th is chap ter and  th is thesis  do  not aim  to  s tudy  the  es tab lishm en t o f  
d ec is io n -m ak in g  c rite ria . T he a im  o f  th is foo tno te is to  draw  atten tion  to  the fact that th is a u th o r’s  concep tualisa tions  o f  
v a lu e  as a  noun an d  as an  ad jec tive  reference the  s ingu la r form  o f  the  concep t w hilst th is a u th o r 's  concep tualisa tion  o f  
v a lu e  as  a verb  re fe rences  the  p lura l form .
30 D escrip tion  o f  th e se  taxonom ies  is beyond the  scope o f  this section . For m ore inform ation , the read e r is d irec ted  to  
H ogan  and  B lake (1996 :103 -104 ) w ho identify  at least eight taxonom ies.
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Figure 6E: Five forms of organisation Source: Hofstede (1997:152) based on Mintzberg (1979)

Figure removed
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Figure 6F: Organisation, Culture and Learning Source: Price (1996:99)

Figure removed
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choleric, phlegmatic, and melancholic)31 and/or Carl Jung’s related psychological 

‘functional types’:

[In 1920] Jung identified introverts, w ho are focused inward, and extraverts, w ho are 
focused outward. The former are more self-reflective; the latter prefer more human 
interaction. Jung also identified sensors, w ho value facts and concrete reality, and 
intuitors, w ho value im agination and inspiration. The former are practical; the latter, 
visionary. Thinkers, according to Jung, are logical, objective, and analytical. Feelers are 
subjective and concerned with feelin gs and values. Bacon (1996:10-11)

In the 1950s Isabel Myers and Katheryn Briggs used these psychological 

‘functional types’ to devise the Myers-Briggs Type Indicator (MBTI), one o f the 

most commonly used classification systems o f personality types32. They posit 

sixteen different ‘patterns o f action’, i.e. permutations o f Jung’s psychological 

types.

T w o o f  the dim ensions (S [sensing] /  N  [intuitive] and T  [thinking] /  F [feelin g]) are 
called functions. T hey relate to the w ay w e perceive -  by looking at facts (S ) or 
possib ilities (N ) —  and judge what w e perceive -  by m aking logical connections (T) or 
w eighing the relative values and merits o f  the situation according to human concerns. 
T hese dim ensions are opposed but not m utually exclusive. W e em body som e aspects o f  
each dim ension, but w e typically  prefer one function over its opposite. Bacon (1996:12)

Individuals o f different MBTI types process information differently. Behavioural 

theory describes the distortion in interpretation or judgment that results. For 

example, Howard and Sheth (1967) note:

A perceptual phenom enon im plies either ignoring a physical event which could be a 
stim ulus, seeing it attentively or som etim es im agining what is not present in reality. All 
perceptual phenom ena essentially  create som e change in quantity or quality o f  objective  
information. . ..  The buyer not on ly  se lective ly  attends to information, but he m ay actually  
distort it once it enters his mental state. In other words, quality o f  information can be 
altered by the buyer. . . .  The buyer m ay distort the cognitive elem ents contained in 
information [i.e., the objective criteria] to m ake them congruent with his ow n frame o f  
reference [i.e. MBTI type] ....H ow ard and Sheth (1967) in Enis, Cox et al. (1990:145-  
146)

31 T o  increase understand ing  o f  these four K eirsey  and B ates (1984 ) recom m end  alternative  labels. “T h e  H ippocra tic  
nam es for the four tem peram ents are  m islead ing . T hey  derive  from  the four body  fluids— blood, ph legm , yellow  b ile  and 
b la ck  b ile— and so  have arcane (and lim ited) reference. O n the  o ther hand, four G reek  gods, all o f  w hom  Z eus 
c o m m iss io n ed  to  m ake m an m ore like the gods, rep resen t the  tem peram ents quite accurate ly , a lbeit m e tapho rica lly . T h ese  
are  A po llo , D ionysus, P rom etheus, and  h is  b ro the r E p im etheus. M yth  has it th a t A pollo  w as com m issioned  to  g ive  m an  a 
sen se  o f  th e  sp irit, D ionysus to  teach  m an  jo y , P rom etheus  to  g ive m an  science, and  E p im etheus to  con v ey  a sense o f  duty. 
It w ill c la rify  to  nam e the four tem peram ents after gods because  each  god— and each tem peram en t— has its fo llow ers” 
K e irsey  and  B ates (1984:29).
32 B aco n  (1996 :12 ) no tes: “T he M yers-B riggs  T ype Ind ica to r [M B T I] ... is one o f  the m ost researched  and  validated  tools 
o f  its k in d ” .
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As a result, responses and actions can be “predicted” by MBTI (Table 6G).

Keirsey and Bates (1984) assert that the MBTI explains why clusters o f related 

personality

Table 6G: Recognising the MBTI Types 
Extracted from Bacon (1996:13-15) and K eirsey and B ates (1984:25-26)

Table removed

types exhibit different methods o f learning, teaching, managing and leading. The 

implication is that the value assessment process used by an individual -  i.e. his or 

her (a) interpretations o f “objective” value criterion, (b) associated intellectual and 

emotional responses, and (c) resulting actions -  is contingent upon / relative to his 

or her MBTI (e.g., personality type).
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Based on the discussion in this section, value is therefore culturally, 

organizationally and individually determinant. Yet previous sections 

demonstrated that one’s definition o f value is also contingent upon one’s adopted 

school o f strategy and school o f economics. This suggests that there is likely no 

accepted or standard definition o f value in companies. Morgan (1997)’s caveats 

about the limitations o f any management theory are particularly relevant:

W e have to accept that any theory or perspective that w e  bring to the study o f  
organisation and m anagem ent, w h ile  capable o f  creating valueable insights, is also  
incom plete, biased and potentially m isleading. . ..  M etaphor is inherently paradoxical. It 
can create powerful insights that also becom e distortions, as the w ay  o f  see in g  created 
through a metaphor becom es a w ay o f  not seeing. Y et when w e recognize this w e  can 
begin to m obilize the true pow er o f  metaphor and its role in m anagem ent. In recognizing  
theory as a metaphor, w e  quickly appreciate that no single theory w ill ever g ive  us a 
perfect or all-purpose point o f  view . M organ (1997:5)

W hat is needed is a framework that helps identify the different value “lenses” or 

“ filters” used by individuals /  groups operating according to the precepts o f  the 

schools o f strategy, theories o f the firm, economics, organisational approaches, 

and systems levels reviewed in Chapters Two through Six. This author’s 

conceptualization o f value as a noun, as a verb and as an adjective provides such a 

neutral framework33. Using this framework enables one to identify the underlying 

value assumptions held by two parties, and the ensuing value gaps34 arising from 

conflicting definitions o f value. Before having this discussion, however, this 

author will briefly explore two remaining sets o f value definitions -  customer 

satisfaction and customer (value) perceptions (Section 6.3) and customer service 

expectations (Section 6.4) -  found in the marketing / service operations literature.

33 T h is au tho r observes K eeney  (1 9 9 2 )’s in terp re ta tion  o f  va lue  neutrality . ‘V a lue-focused  th ink ing  is value neutral. A ny 
app lica tio n  o f  th e  approach , natu rally  enough , is n o t value neu tral but value laden. S ay ing  tha t va lu e-fo cu sed  th ink ing  is 
v a lu e  neu tra l m eans tha t the  app roach  can  be u tilized  in a  m anner consisten t w ith  any  set o f  eth ical p rin c ip le s ’ K eeney  
(19 9 2 :5 2 ). H e considers “e th ical p rinc ip les”  to  o pera te  acco rd ing  to  u tilitarian  {la issez-fa ire) v ersus non -u tilita rian  
(g o v em m en t-in te rv e n tio n ) “econom ic  p rinc ip le s” . T h is au thor substitu tes the w ords “ strateg ic , econom ic , o rgan isa tional, 
lea rn in g , sy stem s-th ink ing , and  m arketing  p rinc ip le s” (co rrespond ing  to the litera tu re rev iew ed  in C hap ters T w o  th rough  
S ix ) fo r “eth ical p rin c ip le s” w hen labeling  this au th o r’s fram ew ork  value neutral. This a u th o r’s in teg ra ted  value 
fram ew ork , th e  foundation  for his p rim ary  research , w ill rev iew ed  in detail in S ection  7.3.
34 S ee  S ection  6 .4  fo r a d iscussion  o f  va lue  gaps.
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Figure 6G: Six representations of satisfaction and value 
Source: Oliver (1999) in Holbrook (1999:54)

Figure removed

Figure 6H: Nomological net of value concepts in consumption 
Source: Oliver (1999) in Holbrook (1999:59)

Figure removed
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Figure 61:
Customer Satisfaction is Analogous to Maslow’s Hierarchy of Needs

Source: Brown (1995:104)

Figure removed

Figure 6J: Stages of the attribute life cycle 
Source: Gale (1994:134)

Figure removed
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Figure 6K: 
Aligning a simplified Kano model 
with the attribute life-cycle stages

Source: Gale (1994:135)

Figure removed
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Figure 6L: A Means-End Model Relating Price, Quality and Value
Source: Zeithaml (1988:4)

Figure removed
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6.3 Customer satisfaction and customer (value) perceptions

Recall from Section 5.2 that Lanning (1998) defines value (as an adjective) in 

terms o f the ‘end-result consequences ’ o f  a resulting experience. In Section 6.1 

this author discusses a hierarchy o f values, distinguishing the consequences / 

benefits {ends) from product / service {means) attributes. In Section 6.2 this 

author discusses how the outcomes o f the same value assessment process  are 

culturally, organizationally and individually determinant. The marketing literature 

explicitly describes customer satisfaction -  and by extension customer value35 -  as 

contingent upon (a) the context o f consumption36, (b) the stage o f a 

product’s/service’s lifecycle and (c) the supplier’s abilities and performance.

Day, Shocker et al. (1979:10) discuss the importance o f the usage context “which 

define[s] the benefits being sought” . W oodruff and Gardial (1996) observe that 

the components o f the value hierarchy37 change depending upon the use situation. 

They link ‘customer value’ and ‘customer satisfaction’ to the usage situation:

Custom er value is the custom ers’ perception o f  what they want to have happen in a 
sp ec ific  use situation , with the help o f  a product and service offering, in order to 
accom plish a desired purpose or goal. . . .  Customer satisfaction is a custom er’s positive  
or negative feeling about the value that w as received as a result o f  using a particular 
organization’s offering in sp ec ific  use situations. This feelin g  can be a reaction to an 
im m ediate use situation  or an “overall” reaction to a series o f  use situa tion  experiences, 
[em phasis added] W oodruff and Gardial (1996:20)

Oliver (1999) posits that the use situation influences the determination o f high or 

low levels o f ‘quality’38, ‘satisfaction’, and ‘value’39 (Figure 6H).

Gale (1994) in turn links customer satisfaction to the stages o f a product’s / 

service’s life-cycle (Figure 6J) and to the supplier’s competitive performance 

(Figure 6K). His model is based on seemingly objective criteria: the availability

35 O liv e r (1999) no tes tha t the m arketing  lite ra tu re  dep ic ts  the re la tionsh ip  betw een  custom er sa tisfac tio n  and  value in six 
d if fe re n t w ays (F igure  6G ). W hilst undoub ted ly  o f  in terest to  the  reader, a de ta iled  exp lo ra tion  o f  th e  d iffe rence  betw een  
“c u s to m er sa tisfac tion” and  “value” is beyond  the  sco p e  o f  th is  thesis. T he ob jective o f  th is chap ter is to  d iscuss  the fifth 
v a lu e  firs t p rinc ip le  -  use u ltim a te  cu s to m e r ’s  p e rcep tio n s  to u n ders tand  value. A ccord ing ly  th is  au th o r focuses on the 
d e te rm in in g  factors w ith in  the value a sse ssm en t p ro cess .
36 R ecall from  Section  6.1 tha t H artm an (1958) a lso  recogn ized  tha t value defin itions are  con tingen t upon the  con tex t o f  
u sage.
37 S ee  S ection  6.1 w here  th is  au thor d iscusses the value  h ierarchy.
38 See Section  5.2 fo r a d iscussion  o f  a lternative  de fin itions o f  quality.
39 O liv e r (1999) uses H olbrook  (1999) ’s ax io log ica l fram ew ork  w hich  c lassifies the various types o f  v a lue  in the 
co n su m p tiv e  experience  using  three d im ensions: (1 ) ex trinsic  versus intrinsic value; (2 ) se lf-o rien ted  versus o ther-o rien ted  
value; and  (3) ac tive versus reactive value. T he resu lting  T ypo logy  o f  C onsum er V alue identifies eigh t log ically  d istinc t 
types  o f  value: effic iency , excellence, status, esteem , p lay , aesthetics, e th ics and sp irituality . T h e  ax io log ica l litera ture, a 
b ranch  o f  p h ilo soph ical inqu iry  concern ing  the  th eo ry  o f  value, ex tends across academ ic d isc ip lines -  m ost o f  w hich  are not 
in the  scope o f  this C hap ter or thesis. The read e r is d irected  to  H olbrook (1999) who prov ides a succinct o verv iew  o f  the 
ax io lo g ica l litera ture. This au thor w ill lim it ax io log ical d iscussion  to  H olbrook (1 9 9 9 )’s defin ition  o f  co n su m er value 
(d iscu ssed  la ter in th is sec tion) and H artm an (19 5 8 )’s I H artm an (1958) ’s h ie rarchy  o f  value (d iscussed  in Section  6.1).
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o f a product or service, the number o f suppliers, their competitive performance, 

etc. However, these objective matters are subjectively interpreted. W hilst the 

value offering40 is objectively delivered by the supplier, it is subjectively 

evaluated /perceived  by the buyer. Customer value is therefore both objectively 

and subjectively determined41.

This conclusion is supported by Zeithaml (1988) who posits a means-end model 

for value which includes both (objective) extrinsic product attributes and 

(subjective) consumer perceptions. See Figure 6L. Holbrook (1999:5) supports 

this conclusion as well; he defines consumer value as “an interactive42 

relativistic43 preference44 experience45”. His definition o f value also mirrors this 

author’s conceptualization o f value as a noun and adjective46. Holbrook 

(1999:5)’s description o f value as interactive -  ‘a collaboration o f both the subject 

and the object in the constitution o f value’ -  supports this author’s 

conceptualization o f value as a noun and as an adjective.

Consum er value entails an interaction between som e subject (a consum er or custom er) 
and som e object (a product). This collaboration o f  both a subject and an object in the 
constitution o f  value, leaves plenty o f  room for debate am ong those w ho w ould  
em phasize either the subjectivist or objectivist s id e .... For exam ple, extrem e subjectivism  
holds that value depends entirely on the nature o f  subjective experience (Perry 1954; see  
Frondizi 1971:51). . . .  In marketing, the forem ost disciple o f  this v iew point has been 
Levitt (1960), w hose custom er orientation assum es that a product has value on ly  i f  it 
pleases som e customer— in other words, that custom ers and no one e lse  are the final 
arbiters o f  consum er value (G ale 1994: 46, 71). B y contrast, extrem e objectivism  holds 
that value resides in the object itse lf  as one o f  its properties (Osborne 1933:93; Lewis 
1946:434; Lee 1957: 185; H all 1961:179; Brightman 1962:31; Loring 1966:17; Hartman 
1967:42). Such philosophers argue that value is present in the relevant object whether  
anyone happens to recognize it or not (Osborne 1933:78; Brightman 1962:33; Frondizi 
197 1 :20). . ..  In marketing, the objectivist orientation typifies those w h o pursue the oft- 
criticized product orientation (Levitt 1960) in assum ing that -  by virtue o f  certain 
resources, sk ills, or m anufacturing effic iencies— they have m anaged to put value into 
their offerings. . . . A  m ore reasonable, interm ediate p osition  su ggests that value invo lves

411 See S ection  4 .6  for a defin ition  o f  va lue  o ffering .
41 N o te  the  co rrespondence  betw een value as an ob jec tive  phenom enon  and  (th is au th o r’s co ncep tua lisa tion  of) value as a
nou n , and  value as a  su b jec tive  phenom enon  and  (th is au th o r’s concep tualiza tion  of) value as an  ad jec tive .
43 A cco rd in g  to  H o lbrook  (1999), the ‘su b je c t’ o f  va lue  is the  consum er; the ‘o b je c t’ o f  value is any  p roduct. By 
in terac tive , he m eans tha t consum er value en tails  an in teraction  betw een  som e sub jec t and  som e object.
43 ‘B y re la tiv istic , I m ean tha t consum er value  is (a) com para tive  ( invo lv ing  p references am o n g  o b jec ts); ( b ) p e rso n a l  
(v a ry in g  ac ro ss  peop le); and  (c) s itu a tio n a l (specific  to  the  co n tex t)’ H olbrook (1999 :6 ). N o te  tha t (c) is the  sam e as u sage  
s itu a tio n  w h ich  is d iscussed  ea rlie r in th is section .
44 ‘T h e  genera l concep t o f  preference  em braces a  w ide  varie ty  o f  va lue-re la ted  term s p rom inen t in various d isc ip line s  and  
inc lud ing  (bu t n o t lim ited  to ) such  nom encla tu re  as a ffec t (p leasing  vs. d isp leasing), a ttitude  (like  vs. d islike), eva lua tion  
(g o o d  vs. bad), p red isp o s itio n  (favorab le vs. un favo rab le), opinion  (p ro  vs. con), response  ten d en cy  (app roach  vs. avo id ), or 
va len ce  (positive  vs. n eg a tiv e )’ H olb rook  (1999 :8). N ote  the linkage betw een p reference and  u tility  (i.e ., value as an 
ad jec tive). S ee  S ection  5.2.
45 ‘B y  experience , I m ean  tha t consum er value  resides n o t in the  p roduct purchased , n o t in the b rand  chosen , n o t in the 
ob jec t po sse ssed , b u t ra th er  in the consum p tion  experience(s)  derived  th e re fro m ’ H olbrook (1999 :8 ). N o te  tha t th is is the 
sam e co n cep t as W o o d ru ff  and  G ard ial (1 9 9 6 )’s descrip tion  o f ' t h e  cu s to m er’s desired  en d -s ta te s ’ (S ection  6 .1) and 
L a n n in g  (1998) ’s co n cep t o f ‘the  re su lting  e x p e rien ce ’ (S ection  5.2).
46 R eca ll th a t H o lb rook  (1 9 9 9 )’s d iffe ren tia tion  b etw een  the  p lura l and  s ingu la r form s o f  va lue  suppo rts  th is a u th o r’s 
d iffe ren tia tio n  be tw een  v alue  concep tualised  as  a verb  and as a noun /  ad jective. See F oo tno te  29  in Section  6.2.
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an in teraction  betw een som e su b jec t and som e o b jec t (Parker 1957:34; M orris 1964:18; 
Frondizi 1971:26; W oodruff and Gardial 1996:54). E ssentially, this interactionist 
perspective maintains that value depends on the characteristics o f  som e physical or 
mental object but cannot occur without the involvem ent o f  som e subject w h o  appreciates 
these characteristics (Pepper 1958:402; Frondizi 1971: 146). In this light, recall the old  
conundrum about the tree that falls in the forest without anyone there to hear it. W e 
m ight argue that the tree m akes a noise (objectively em itted) but no sound (subjectively
experienced) A long sim ilar lines, the econom ist Alfred Marshall com pared the
subjective and objective aspects o f  value to the tw o blades in a pair o f  sc issors (Fallon  
1971:47): You need both, w orking together, to  g e t  results. A  single blade, w orking alone, 
is like the sound o f  one hand clapping, [em phasis added] Holbrook (1 9 9 9 :5 -6 )

The service marketing / service quality / service operations literature (hereafter 

referred to as the service literature) explicitly connects the concepts o f objective 

value, subjective perceptions o f value and standard expectations for value47. 

Moreover, the service literature advances useful frameworks for identifying the 

gaps occurring whenever buyers and sellers hold differing (and unaligned) 

conceptualizations o f value. This author now turns to a discussion o f  this 

literature.

47 Z e itham l (1988) (rep rin ted  in Enis, C ox et al. (1990 :474 -475 ) observes the fo llow ing  con tras tin g  v iew po in ts  o f  ob jec tive  
versus sub jec tive  quality . H e notes tha t th e re  are  differences, in type w hich  th is au tho r posits  a re  re flec tiv e  o f  v a lu e ’s 
a lte rn a tiv e  usages. Z e itham l (1988) does no t iden tify  a linkage betw een  the  tw o concep ts  in th e  q u a lity  lite ra tu re :

‘S everal researchers (D odds and  M onroe  1984; G arv in  1983; H o lb rook  and C orfm an 1985; Jacoby  a n d  O lson  1985; 
P arasu ram an , Z eitham l, and  B erry  1986) have em p hasized  the  d iffe rence  b etw een  o b jec tive  and p e rce iv ed  quality .
H o lb ro o k  an d  C orfm an (1985), for ex am p le , d is tingu ish  betw een  m echan istic  an d  hum anistic  quality : .. m echan is tic
[quality ] involves an  o b jec tive  aspect o r  fea tu re  o f  a th ing  o r event; hum an is tic  [quality] invo lves the  su b jec tiv e  response  o f  
p e o p le  to  o b jec ts  and  is th e refo re  a  h ig h ly  re la tiv is tic  phenom enon  tha t d iffers  be tw een  ju d g e s” (p. 33). “O b jec tiv e  q ua lity” 
is th e  te rm  u sed  in the  litera tu re (e .g ., H jo rth -A nderson  1984; M onroe an d  K rishnan 1985) to  describe  th e  ac tu a l techn ica l 
su p e rio rity  o r excellence  o f  the  products.

A s it h a s  been  used  in th e  literature, th e  te rm  “o b jec tive  q uality” refers to  m easurab le  and  verifiab le  su p erio rity  on som e 
p red e te rm in ed  ideal s tan d a rd  o r standards. . . .  In recen t years, researchers have debated  the use o f  th e se  m easu res  o f  q ua lity  
on  m e thodo log ica l g rounds (C urry  and  F au ld s 1986; H jorth -A m derson  1984, 1986; M aynes 1976; S p ro les  1986). C oncern  
ce n te rs  on  the  se lec tion  o f  a ttribu tes and  w eigh ts  to  m easure ob jective quality ; researchers and  experts  d o  n o t ag ree  on w hat 
th e  ideal s tanda rd  o r s tandards  shou ld  be. O thers (such  as M aynes 1976) claim  that ob jective q u a lity  does n o t ex ist, th a t all 
q u a lity  eva lua tions  are  subjec tive .

T h e  te rm  “ ob jective q ua lity” is re la ted  c lo se ly  to— b u t n o t the  sam e as— other concepts  used  to  d e sc rib e  techn ica l 
su p erio rity  o f  a product. F o r exam ple, G arv in  (1983) d iscusses p roduct-based  quality  and  m an u fac tu rin g -b ased  quality . 
P ro d u c t-b a sed  q uality  refers to  am ounts o f  specific  attribu tes o r ingredients o f  a  product. M anufac tu ring -based  q ua lity  
invo lves con fo rm an ce  to  m anu factu ring  spec ifica tio n  or serv ice  s tandards. ...

T h ese  concep ts  a re  not identical to  o b jec tiv e  q ua lity  because  they, too, are based  on percep tions. T ho u g h  m easures o f  
sp ec ifica tio n s  m ay  be ac tual (rather than p ercep tual), the specifica tions them selves are  set on the basis  o f  w ha t m anagers 
perce iv e  to  be im portant. M an ag ers ’ v iew s m ay d iffe r considerab ly  from  co n su m ers’ or u se rs ’ view s. . . .  In a research  a 
s tu d y  fo r G enera l E lectric, M organ (1985 ) p o in ts  out strik ing  d ifferences betw een consum er, dea ler, and  m anager 
percep tio n s  o f  app liance  q u a lity ’. Z e itham l (1988) (reprin ted  in Enis, C ox et al. (1990 :474-475)) See S ection  5.2 for a 
de ta iled  rev iew  o f  the q ua lity  m ovem ent. See S ection  6.3 for a d iscussion  o f  the role o f  p ercep tions  in b uy ing /se lling  
tran sactions .
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6.4 Customer service expectations versus perceptions and the identification 

of service (value) gaps

Brown, Blackmon et al. (2001:18) define service operations as ‘Transformation 

processes in which there is a high degree o f interaction between the customer and 

the organization, and in which the output may be primarily or partly intangible’. 

Their definition o f service operations is similar to Holbrook (1999)’s definition o f 

consumer value -  an “interactive relativistic preference experience” -  discussed in 

the previous section. This similarity is unsurprising given the theoretical overlap 

between the concepts o f value, quality and satisfaction. Perhaps service is another 

guise o f value.

There is some debate in the literature regarding the similarity / dissimilarity 

between services and products (the latter which is traditionally the object o f 

analysis). Holbrook (1999) detects no fundamental distinction between the two,
48since all value stems from experiences .

All p ro d u c ts  provide serv ices  in their capacity to create need- or w ant-satisfying  
experiences  (M orris 1941: 136). In this sense, all marketing is “services m arketing.”
This p laces the role o f  experience at a central position o f  consum er value. A s articulated 
long ago by Abbott (1955:40):

The thesis . ..  m ay be stated quite sim ply. What people really desire are not 
products but satisfying experiences. Experiences are attained through activities. 
In order that activities m ay be carried out, physical objects or the services o f
human beings are usually n eed ed  People want products because they want
the experience-bringing services w hich they hope the products w ill render.

Holbrook (1999:9)

Recognising that operations is becoming increasingly similar for goods and 

services, Brown, Blackmon et al. (2001:17) cite Chase (1983) who ‘suggested that 

operations could be ranged along a continuum from pure manufacturing to pure 

services, with quasi-manufacturing in the middle’. Berry and Parasuraman 

(1991:9) also posit a similar good-service spectrum. Zeithaml, Parasuraman et al. 

(1990:1-2) claim that the distinction between services and goods is disappearing:

Virtually all organizations com pete to som e degree on the basis o f  service. It is difficult 
to name even one industry for w hich service matters are unimportant. . . .  A s 
manufacturing executives find it increasingly difficult to establish sustainable, 
technology-based com petitive advantages, they w ill direct added attention and resources 
to value-added service as a truer source o f  superiority. And as manufacturers com pete  
more on service, there w ill be less distinction between manufacturing and service  
businesses. Zeitham l, Parasuraman et al. (1990:1-2)

48 S ee  S ections 4 .6  and  6.3 w here th is au tho r rev iew s cu stom er experiences.
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As a result, Berry and Parasuraman (1991:9) assert that most firms, even 

manufacturers, should be properly viewed as service firms:

An easy dichotom y between manufacturing and service firms does not exist. In reality, 
service output is a major, i f  not the major, success factor for m anufacturing com panies.
...  Manufacturers are service firms too, just less so than com panies com m on ly  considered  
to be service firms. . ..  V irtually all products have both tangible and intangible elem ents 
that contribute to the core b e n e f it . ..  M ost com panies operate w ithin the dotted lines [i.e ., 
the m iddle o f  the goods-service spectrum]. And those firms now  outside these lines m ay  
w ell m ove towards them in an effort to add value to and differentiate their products. ... 
Berry and Parasuraman (1991:8)

Nevertheless differences do exist between the provision o f goods and services. 

Zeithaml, Parasuraman et al. (1990:1-2) observe that the production, consumption 

and evaluation o f services differ from goods in three fundamental ways: 

intangibility, heterogeneity, and simultaneity o f production and consumption. 

Brown, Blackmon et al. (2001:16) note that the intangibility and interactive 

customer contact o f services lead to five differences between manufacturing and 

service operations: storability, transportability, transferability, simultaneity o f 

production and consumption, and quality. Berry and Parasuraman (1991:93) note 

that ‘a good is in essence an object, a thing [whereas] a service is in essence a 

performance’.

Yet all services, all products, and all firm activities should be concerned with the 

creation and provision o f value — a fundamental concept. Recall from previous 

discussions that the following concepts are based in value'. Lanning (1998)’s 

concept o f the “value proposition” (Section 4.6), i.e. the resulting experience 

(Section 4.6) or customer’s experience (Section 6.3) which leads to customer 

value (Section 6.3); Normann and Ramirez (1994)’s concept o f the “value 

offering” (Section 4.6), i.e. the firm ’s combination o f products and services 

(Section 6.4); Womack and Jones (1996)’s “value stream” (Section 5.2), i.e. the 

firm ’s activities translating value as an adjective — customer preferences -  into 

value as a noun — value offerings (Section 5.2); and this author’s concept o f 

“value alignment” (Section 5.3), i.e. the realisation o f customer value in the value 

stream as evidenced by value flow (Section 5.3). These concepts operate 

according to fir s t principles (outlined in Chapters Two through Six). This author
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Figure 6M: Determinants of Perceived Service Quality
Source: Parasuraman, Zeithaml, and Berry (1985:48)
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Figure 6N: Conceptual Model of Service Quality 
Source: Parasuraman, Zeithaml, and Berry (1985:48)
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T ab le  6H : V alue  g ap s d iag n o stic  questio n s 
E x tra c te d  fro m  Z e ith a m l, P a ra s u ra m a n  e t al. (1990) (pages 52-53, 7 2 -7 3 ,9 1 -9 3 , 116-117)

G A P K e y  C o n t r i b u t i n g  F a c to r s S p e c if ic  is s u e s

G A P  1 1. Lack o f  m arket research  
o rien ta tion

a. Insufficien t m arketing  
research

b. Inadequa te  use o f  research  
findings

c. L ack  o f  in teraction  betw een  
m anagem en t and custom ers

•  Is research  conduc ted  reg u la rly  to  g en e ra te  in fo rm ation  
abou t w hat custom ers w an t?

•  D oes the  m arketing  research  a co m p an y  conduc ts  
focus on quality  o f  se rv ice  d e liv e red  by  it?

•  D o m anagers unders tand  and  u tilize  the  research  
find ings?

•  D o m anagers m ing le  w ith  custom ers  to  le am  w hat is 
on the ir m inds?

G A P  1 2. Inadequa te upw ard  
com m un ication

•  D o m anagers encou rage  sug g estio n s  from  custom er 
con tac t personnel concern ing  q u a lity  o f  se rv ice?

• A re th e re  form al o r in fo rm al o p p o rtun itie s  for 
cu stom er con tact personnel to  co m m u n ic a te  w ith 
m anagem ent?

•  H ow  frequen tly  do  m anagers  h ave  face -to -face  con tac t 
w ith  custom er con tac t pe rsonne l?

G A P  1 3. T oo  m any  levels o f  
m anagem en t

• D o too  m any  m anageria l levels  sep ara te  to p  m anagers 
from  those  responsib le  for dea lin g  w ith  and  serv ing  
custom ers?

G A P  2 1. Inadequa te  m anagem en t 
com m itm en t to  serv ice 
quality

• A re resources com m itted  to  depa rtm en ts  to  im prove 
serv ice quality?

• D o in ternal program s ex ist for im prov ing  the  quality  o f  
serv ice to  custom ers?

• A re m anagers w ho  im prove the q ua lity  o f  se rv ic e  to 
cu stom ers m ore likely  to  be rew arded  than  o ther 
m anagers?

• D oes the  com pany  em phasize  its sales goals  as  m uch 
as o r m ore than it em phasizes  se rv in g  cu stom ers?

• A re upper and m idd le  m anagers co m m itted  to  
p rov id ing  quality  se rv ice  to  th e ir  cu stom ers?

G A P  2 2. P ercep tion  o f  in feasib ility • D oes the  com pany  h ave the  necessary  ca pab ilitie s  to 
m ee t cu stom er requ irem en ts  fo r se rv ice?

•  C an custom er expecta tions  b e  m e t w ithou t h indering  
financia l perfo rm ance?

• Do ex istin g  operations sy stem s enab le  cu stom er 
expecta tions  to  be m et?

• A re resources and  p ersonne l av a ilab le  to  d e liver the 
level o f  serv ice  tha t cu stom ers  dem and?

• D oes m anagem ent change ex isting  po licies and  
procedures to m eet the needs o f  cu stom ers?

G A P  2 3. Inadequa te  task 
standard ization

• Is au tom ation  used  to  ach ieve  consis tency  in  serv ing  
custom ers?

• A re p rogram s in p lace to  im prove o p era tin g  p rocedures 
so tha t consisten t serv ice  is p rov ided?

G A P  2 4. A bsence o f  goal se tting • Is the re  a form al p rocess  for se tting  q ua lity  o f  serv ice  
goals for em ployees?

• D oes the com pany  have clear goals abou t w hat it w ants 
to  accom plish?

• D oes the com pany  m easu re  its p e rfo rm ance in m eeting  
its serv ice  quality  goals?

• A re serv ice  quality  goals  based  on custom er-o rien ted  
standards ra ther than  co m pany -o rien ted  s tandards?

G A P  3 1. R o le am bigu ity • D oes m anagem en t p ro v id e  accu ra te  in fo rm ation  to  
em p loyees concern ing  jo b  instruc tion , co m pany  po licy  
and p rocedures, and  perfo rm an ce  assessm en t?

• D o em ployees unders tand  the  p roducts  and  serv ices 
o ffered  by  the com pany?

• A re em ployees ab le  to keep  up  w ith  changes tha t affec t 
the ir jo b s?

• A re em ployees tra ined  to  in teract e ffec tiv e ly  w ith 
custom ers?

• H ow  o ften  does m anagem en t co m m un icate  com pany  
goals and  expectations to  em p loyees?

•  D o em ployees unders tand  w hat m anagers exp ec t from  
them  and how  to  sa tisfy  those expecta tions?
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G A P  3 2. R ole conflict •  D o custom ers an d  m an ag ers  h ave  th e  sam e 
expecta tions o f  em p loyees?

•  H ow  often  do  cu s to m er-co n tac t em p lo y ees  h av e  to  
dep en d  on o ther su p p o rt se rv ices  em p lo y ees  to  p ro v id e  
q ua lity  serv ice to cu stom ers?

•  D o em ployees h ave  m ore  w ork  to  do  than they  h ave  
tim e  to  do  it?

•  D oes the num ber o f  dem ands in e m p lo y e e s ’ jo b s  m ake 
it d ifficu lt to effec tiv e ly  serve  cu stom ers?

•  D o too  m an y  custom ers w an t se rv ice  at the  sam e  tim e?
•  D o  em ployee  c ro ss -se ll serv ices  to  cu stom ers  in 

s itua tions w here it is in app rop ria te?
G A P  3 3. P oo r em ployee-job  fit •  D o em ployees b elieve  tha t they  a re  able  to  p erfo rm  

th e ir  jo b s  w ell?
•  D oes the co m p an y  h ire  peo p le  w ho  are qua lified  to  do 

the ir jo b s?
•  D oes m anagem ent d ev o te  su ffic ien t tim e  and  resou rces  

to  the  h iring  and se le c tio n  o f  em p lo y ees?
G A P  3 4. P oo r techno logy -job  fit •  A re  em ployees g iven  the too ls and  eq u ip m en t needs to 

p e rfo rm  the ir jo b s  w ell?
•  H ow  often  does equ ipm en t fail to  o p era te?

G A P  3 5. Inappropria te  superv iso ry  
con tro l system s

•  D o em ployees kn o w  w hat aspec ts  o f  th e ir  jo b s  w ill be 
s tressed  m ost in  pe rfo rm an ce  eva luations?

•  A re  em ployees eva luated  on  how  w ell th e y  in te rac t 
w ith  custom ers?

•  A re  em ployees w ho do  the  b es t jo b  se rv in g  custom ers  
m ore  likely  to  b e  rew ard ed  than  o ther em p loyees?

•  D o em ployees w ho  m ake a special e ffo rt to  serve  
custom ers rece ive  inc reased  financia l rew ards , ca re e r 
advancem ent, an d /o r recogn ition?

•  D o  em ployees feel ap p rec ia ted  fo r th e ir  con trib u tio n ?
G A P  3 6. L ack  o f  p e rce iv ed  con tro l •  D o em ployees sp en d  tim e  in th e ir  jo b s  try in g  to  reso lve  

prob lem s over w h ich  th e y  h av e  little  con tro l?
•  A re  em ployees g iven  the  freedom  to  m a k e  ind iv idual 

dec is ions  to sa tisfy  cu s to m er n eed s?
•  A re  em ployees encou raged  to learn new  w ays to  b etter 

serve  the ir custom ers?
• A re  em ployees requ ired  to  get approval from  ano ther 

depa rtm en t before d elivering  se rv ic e  to  cu sto m ers?
G A P  3 7. L ack  o f  te am w ork •  D o em ployees and  m anagers con tribu te  to a  team  effo rt 

in se rv ic ing  cu stom ers?
•  D o suppo rt serv ices em p loyees  p rov ide  g o o d s  se rv ice  

to  cu stom er-con tac t personnel?
•  A re  em ployees personally  invo lved  and co m m itted  to  

the  com pany?
•  D o cu stom er-con tac t em p loyees  coope ra te  m ore  than  

th e y  co m pete  w ith  o th e r em p loyees  in the com pany?
•  A re  em ployees encouraged  to  w ork  tog e th er to  p rov ide  

qua lity  serv ice to  cu stom ers?
G A P  4 1. Inadequa te ho rizon ta l 

com m unication
a. Inadequa te  com m unication  

betw een  adv e rtis in g  and  
operations

b. Inadequa te com m unication  
betw een  sa lespeop le  and  
operations

c. Inadequa te  com m un ication  
b etw een  hum an  resources, 
m arketing , and  operations

d. D ifferences in po lic ies  and 
p rocedures across b ranches 
o r departm en ts

•  D o custom er con tact p e rsonne l h ave  inpu t in 
adv e rtis in g  p lann ing  and execu tion?

•  A re  cu stom er co n tac t personnel aw are  o f  ex ternal 
com m un ications  to  cu stom ers before th e y  o ccu r?

•  D oes the  sales force in terac t w ith  cu sto m er con tac t 
personnel to  d iscuss th e  level o f  serv ice  tha t can  b e  
deliv e red  to  cu stom ers?

•  A re  the  po licies and  p rocedu res  fo r se rv in g  custom ers  
consis ten t across departm en ts and b ran ch es?

G A P  4 2. P ropensity  to  over prom ise •  Is the re  increasing  p ressu re  inside the com pany  to 
g en e ra te  new  business?

•  D o com petitors over p rom ise  to  gain  n ew  cu s to m ers?  |
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asserts that they are therefore universal terms relevant across the goods-service 

spectrum.

Zeithaml, Parasuraman et al. (1990) advance a “gaps model” (hereafter referred 

to as the ZPB model) to measure the discrepancy between a custom er’s 

expectations or desires and his or her perceptions, albeit in a service-oriented 

context. I f  one frames expectations and perceptions using value, this author 

asserts that the ZPB model may be used as a universal (above) and value-neutral 

(Section 6.2) framework to study value management (Section 4.6). The ZPB 

model grew out o f earlier research into service quality developed by the same 

group o f  researchers. See Figure 6M. Zeithaml, Parasuraman et al. (1985) 

sought to research how customer’s perceptions o f service quality are a function o f  

their personal needs and the perceived service delivered. Zeithaml, Parasuraman 

et al. (1985) posited ten determinants of service quality: access, communications, 

competence, courtesy, credibility, reliability, responsiveness, security, tangibles 

and understanding/knowing the customer. These ten were later collapsed into five 

dimensions -  tangibles, reliability, responsiveness, assurance, and empathy -  

using the findings from an empirical survey (SERVQUAL) upon which they built 

the ZPB model (Figure 6N). The ZPB model identifies the short-falls between 

customer expectations and perceptions o f overall service quality levels.

The key to delivering high-quality service is to balance custom ers’ expectations and 
perceptions and c lose  the gaps betw een the two. The SE R V Q U A L  m ethodology can help  
determ ine w here and how  serious the gaps are. In attempting to c lose  SE R V Q U A L  gaps, 
a com pany w ould  benefit from an understanding o f  internal (i.e., w ithin-com pany) 
shortfalls or gaps that m ight be responsible for the external (i.e ., custom er-perceived) 
shortfalls. A major com ponent o f  our multiphase study focused on identifying such  
internal gaps and relating them to custom ers’ perceptions o f  service quality. Zeitham l, 
Parasuraman et al. (1990:33)

Since Zeithaml, Parasuraman et al. (1990:11) conceptualise value as the 

custom er’s ‘overall assessment o f the utility o f a product [i.e., value offering] 

based on perceptions o f what is received and what is given’, these gaps are in 

essence value gaps.

Recall from the previous section that Gale (1994) links customer satisfaction to 

the stages of a product’s / service’s life-cycle (Figure 6J) and to the supplier’s 

competitive performance (Figure 6K). Conceptually, value may be similarly 

portrayed. A firm could use Zeithaml, Parasuraman et al. (1990:1 l ) ’s set o f
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diagnostic questions (Table 6H) to help identify the root cause(s) o f internal and 

external value gaps, i.e. differences between expectations and perceptions o f  value 

across parties. Such a diagnostic tool is particularly relevant to PSM in 

determining whether it is perceived as and/or expected to be a strategic function 

within a particular value stream. The author now turns to this discussion.

6.5 Value gaps and perceptions/expectations of the supply management 

process

The question o f how PSM is/should be perceived within organisations based upon 

its expected/actual contribution in helping to secure competitive advantage for the 

firm has long been noted in the literature. There is no consensus perspective 

concerning this question. Fearon (1968) suggests that the subject has been long 

debated yet never resolved. He notes that in the early twentieth century Hysell 

(1922) was already noting the importance o f  purchasing to the firm although she 

does not use the word ‘strategic’:

The purchasing agent should be in the “crow ’s nest” or “lookout” o f  the business craft 
equally, i f  not more often, than the sales director. The sales department m ay figure out its 
plans for a year ahead, but, w ithout the purchasing agent’s cooperation in obtaining the 
raw m aterials to manufacture, or the finished materials for them to resell, on term s at a 
price that will m eet com petition at the tim e o f  the sale, the sales department, as w ell as the 
financial department, w ill be greatly handicapped and the aim o f  all departments—  
profit— w ill be that much lessened i f  not entirely consum ed. H elen H ysell, The Science  
o f  P urchasin g  (N Y : D. Appleton and Com pany, 1922), p. 102.

Approximately a quarter century later Lewis (1946) asserts that purchasing is 

indeed strategically valuable. Echoing Hysell (1922) based on purchasing’s 

extensive internal and external relationships, he concludes that purchasing 

occupies an “extremely strategic position” (page 14) due to its ability to make 

recommendations to other departments in the firm. Farmer (1972) and Adamson 

(1980) argue normatively purchasing’s strategic role based upon its impact on 

corporate strategy. At the end o f the twentieth century Carter and Narasimhan 

(1996:24) conclude empirically ‘Purchasing has a strategic impact on the firm !’

Fearon (1968) indicates that some o f Hysell’s contemporaries were already 

asserting a contrary and for purchasing, woefully negative, view. He references 

Bull (1922) who stated that:
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Buying, on the w hole, is rarely as important as selling. Salesm anship w hich is involved  
the opening o f  new  markets, the extension o f  trade, the actual creation o f  com m ercial 
concern, dem ands greater ingenuity, a bolder course o f  action, a finer im agination and a 
wider power o f  resource than buying can ever do.

A salesm an must be hopeful and creative. He should possess robust health and have 
plenty o f  vital forces to burn up. A buyer can be m orose and ill and cross-grained and 
despairing, without doing h im self or his cause much harm. [Albert B ull, B u yin g  G oods: 
The C om m ercia l B uyer a n d  H is W ork (London: Sir Isaac Pitman & Sons, Ltd., 1922),

P -l]

While lacking Bull’s colour, Ramsay (2001:257) uses resource-based theory to 

reach the same conclusion: ‘Purchasing typically has no significant strategic role 

to play, and the function’s activities are operational in nature’.

Between these poles lie most authors who argue that PSM is, could be, and/or 

should be considered strategic, but that its strategic value is contingent upon 

adopting a strategic orientation (Spekman and Hill (1980), Farmer (1981), 

Spekman (1981), Browning, Zabriskie et al. (1983)) or is reliant upon other 

factors. Farmer (1978) suggests environmental factors claiming that purchasing 

should assume a strategic role at least in the majority manufacturing companies 

(even though he notes that most managers do not view purchasing in such a role). 

Kraljic (1983) asserts that purchasing activities should be determined by the type 

o f spend category, implying that purchasing’s activities are strategic only for 

particular spend categories (thereby confining Spekman’s recommendations to 

purchasing departments responsible for those categories). Van W eele (1984:17) 

further highlights the importance o f the underlying spend categories noting that 

‘firms that consider purchasing a strategic business area frequently do so because 

o f external factors ... in the supply m arket’. Cammish and Keough (1991:24) 

assert that attitudes toward the purchasing function ‘reflect the underlying stage o f 

development o f a firm ’s purchasing and sourcing activity’; they argue based on 

professional experience that the stage o f evolution is associated with the industry 

in which a firm operates. However, Stuart (1996:8) refutes this, noting that ‘The 

strategic role o f purchasing has remained virtually unchanged and not statistically 

different than those firms practising traditional transaction approaches’. Fearon 

and Leenders (1995) and Monczka and Trent (1995) echo Stuart by observing 

purchasing’s failure to be included in strategic activities.
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The difference o f opinion may be attributed to the authors’ use o f different units o f 

analysis. For example, the PSM process appears to have bifurcated effectively 

into a non-strategic component (purchasing) and a strategic component (supply 

management). When Farmer (1978) observes the perceived myopia in com panies. 

vis-a-vis their respective purchasing functions, the reader is unsure which 

activities are included. The same holds true for Burt (1995) who advocates 

“giving up on” the current generation o f executives and educating the next 

(through a revised management curriculum stressing the importance o f 

procurement).

Procurement is equal in importance and pow er to marketing, finance, and conversion. In 
point o f  fact: . ..  procurement m ay be even more important that m arketing or conversion  
in m any circum stances! I know it, you know it: w hy don’t more CEO s/C O O s know it? 
Burt (1995:49)

Authors in the literature also use different definitions of business success and 

competitive advantage. For example, in determining purchasing strategic 

contribution and/or relevance, Cox (1998) and Ramsay (2001) adopt a conceptual 

view o f success derived from resource-based theory that renders most -  if  not all -  

PSM  activities non-strategic by definition. In contrast, Ellram, Zsidisin et al.

(2002) identify specific PSM “best practices” and then examine their correlation 

with Total Return to Shareholders (TRS), i.e. a financially based definition o f 

success. So one’s answers to the questions‘Is PSM strategic?’ and ‘Is it 

valuable?’ ultimately depend upon one’s unit o f  analysis and one’s definitions o f 

terms.

Unfortunately PSM is currently in danger o f being perceived, if  not already 

perceived, by managing directors/chief executives as not valuable and may be 

subcontracted as a result. Fearon (1968:54) notes that companies had already 

subcontracted purchasing in the early twentieth century [Rindsfoos (1915)]:

P u rch asin g  w as written by C .S. R indsfoos, President o f  the United States Purchasing 
Corporation, a buying com pany w hich performed the purchasing functions for other 
com panies for a fee. The author, understandably, attempted to prom ote the idea o f  buying  
com panies:

This author believes there are many reasons w hy the ideal purchasing 
department o f  the not far distant future will be in the form o f  a separate 
com pany. In fact, one or two such com panies are already organized and in 
successful operation— successful in the saving they effect for their clients no less 
than the profits they earn. [C.S. R indsfoos, P urchasing  (NY: M cG raw-Hill 
B ook Com pany, Inc., 1915), p. 104.]
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Rajagopal and Bernard (1994:149) reference Kanter (1989) to predict ‘only 

purchasing departments that provide a value-added service will be maintained in 

the firm ’. Due to an insufficient value-add, other authors anticipate portions o f or 

entire purchasing departments to be subcontracted in the future (Benmeridja and 

Benmeridja (1996); Evans (1996); Rich (1996); Stannack and Jones (1996); 

Ramsay (2001)). Yet this begs the questions ‘W hat is one’s definition o f value?’

“Value” appears to be the key element in assessing purchasing’s strategic role in 

organisations. This author noted in Chapter One that the subject o f value-add  in 

much o f the PSM literature can be characterised as, at best, suffering from a 

jum ble o f definitions; or, at worst, as liberally using an undefined “buzz phrase” . 

This author advances a conceptual framework to examine the congruence between 

the definitions o f value held by any functional group and other parties in the 

firm’s value chain. This author intends this model to be a tool that academics and 

professionals may use to research the degree o f value alignment achieved between 

the PSM department and other parties (notably chief executives / managing 

directors and front-line staff) in the management o f value-based strategies within 

the organisation’s value stream. This author now turns to the discussion o f that 

framework in the context o f this thesis’s overall research.

6.6 Conclusion

This chapter has completed this author’s detailed discussion o f the five value first 

principles guiding this thesis’s research. Specifically the author discussed the last 

o f the five first principles: use ultimate custom er’s perceptions to understand 

value. Accordingly he examined several key concepts from the marketing, service 

operations and axiology literatures. This author identified different types o f  value 

and the concept o f a value hierarchy, discussed societal, organisational and 

individual determinants o f  value assessment', explored the concepts o f customer 

satisfaction and customer (value) perceptions', discussed the difference between 

customer service expectations versus perceptions as a basis for identifying service 

{value) gaps', and described the relevance o f value gaps to firm  perceptions / 

expectations o f  the supply management process.
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Chapter Six: Use ultimate custom er’s perceptions to define value

Now that this author has reviewed in detail the principles guiding this thesis’s 

research, he can discuss his empirical research plan. The proceeding chapter will 

review the research methodology, conceptual framework and research approach 

used in this study. To accomplish this objective, this author will define the terms 

philosophy o f  science, fir s t principles and research philosophy, discuss the 

thesis’s research objectives and research questions', describe the conceptual value 

gaps model this author will use to investigate these questions; review research 

philosophical issues endemic to management research', examine the research 

approach selected  by this author and discuss the rationale fo r  its selection', and 

outline potential research pitfalls o f  the chosen approach whilst discussing the 

steps taken by this author to address those pitfalls.
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Chapter Seven: Research methodology, conceptual framework and approach

7.0 Purpose

In the preceding chapter this author completed his detailed discussion o f  the five 

value first principles guiding this thesis’s research. He discussed the last o f  the 

five first principles: use ultimate customers’ perceptions to understand value. 

Accordingly he examined key value concepts and definitions from the marketing, 

service operations and axiology literatures.

The purpose o f this chapter is to discuss the research methodology, conceptual 

framework and research approach used in this study. To accomplish this 

objective, this author will:

1. Define the terms philosophy o f  science, fir s t principles, and research 

philosophy,

2. Discuss this thesis’s research objectives and research questions',

3. Describe the conceptual value gaps model this author will use to 

investigate these questions;

4. Review research philosophical issues endemic to management research;

5. Examine the research approach selected by this author, and discuss the 

rationale for its choice.

6. Outline potential research pitfalls o f  the chosen approach, and examine 

the steps taken by this author to address those pitfalls.

7.1 Philosophy o f science, first principles, and research philosophy

Since the purpose o f research1 is the scientific or systematic2 identification and 

creation o f knowledge3, the reader may look to the philosophy o f science for 

research guidance. The philosophy o f science concerns itself with asking and 

answering a fundamental question: ‘What is science?’ Potter (2000) asserts that 

this is an important question for the researcher, since society ascribe to scientific 

knowledge considerable “rhetorical authority” to compel belief.

C laim s to the scientificity  o f  any particular discipline, method or body o f  assertions about 
the world increase their credibility. It is thus important to be able to decide whether a 
particular know ledge claim  being made, m ethod being used or discip line’s alleged  
scien tificity  is deserved. Potter (2000:1)

1 R esea rch  is ‘an endeavou r to  d iscove r n ew  or co lla te  old facts etc. by  the  sc ien tific  s tudy  o f  a sub jec t o r by  a cou rse  o f  
c ritic a l ex a m in a tio n ’ [em phasis  added] O xford  E ng lish  D ic tionary  (O ED ).
: T h e  O E D  defines  scien tific  as ‘(o f  an investigation , etc.) accord ing  to  the ru les laid dow n in exact sc ience  for perfo rm ing  
o b serva tions  and  testing  the  soundness o f  co n c lu s io n s’ and  as be ing  ‘sys tem a tic  and ac cu ra te ’ [em phasis  added].
3 K n o w led g e  is ‘true , ju s tif ied  belief; ce rta in  u n d erstand ing , as opposed to  o p in io n ’ [em phasis added] (O ED ).
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Potter (2000:2) notes that the philosophy o f science consists o f four interrelated 

subject areas: logic4, ontology5, epistemology6 and methodology7.

Logic is the name for the area o f philosophy which examines the process (es) a 

researcher uses to justify his or her beliefs (i.e., that Y implies Z) . There are 

several concepts and constructs in logic which are highly relevant to this study. 

The first, the Regress o f  Reason, describes one’s need to support reasons by 

preceding reasons (e.g., X implies Y and Z). Responding to the observation that 

the Regress o f  Reason could progress ad infinitum  (e.g., ... V implies W implies 

X, and Y and Z are logical consequences o f X), Aristotle asserts the existence o f 

propositions that do not need to be proven. He labels these propositions firs t  

principles o f  demonstration. Aristotle asserts that first principles are self-evident, 

i.e. that they can be intuitively understood by “the mind” (e.g., nous).

There are two logical problems with Aristotle’s assertion. The first problem is 

referred to as the Problem o f  First Principles', it investigates how  a researcher may 

prove  the veracity o f first principles. Hume and Kant disagree with Aristotle’s 

belief in the self-evidence o f first principles. Hume asserts that one can never 

know  the truth o f first principles; one needs to assume that they are valid. Kant 

asserts that one can know  their truth even though one might not be able to prove  

them. The second problem is referred to as the Problem o f  Induction9; it 

investigates how much proof (i.e., instances, occurrences, events, individuals, etc.) 

a researcher needs to justify his or her beliefs (i.e., that Z is true). Regarding the 

second issue Hume asserts that one can never know how many instances o f proof 

are needed to justify belief in a generalization based on observation (i.e., the 

process o f induction).

4 L og ic is ‘the  study  o f  th e  ru les and  form s o f  reason ing  w ith an em phasis  upon determ in ing  w hat is co rrec t reason ing  [i.e., 
g oo d  judgem en t]. It is a part o f  the  sub jec t m a tte r o f  th e  ph ilo sophy  o f  sc ience  in considering  how  to  relate  observations to 
h ypo theses  and co n c lu s io n s .. . .  ’ P otter (2000:239)
5 O n to lo g y  concerns  the  inqu iry  into the natu re o f  be ing  or ex istence. ‘O ntological c la im s are c la im s abou t the natu re  o f  
rea lity , not the spec ific ity  o f  its com position , but rather the nature o f  the form o f  its co m p o sitio n ’ P otter (2000:12).

E p istem o logy  is ‘theo ries  o f  w hat know ledge is, w ha t it is possib le  to  have know ledge of, how  it is p ossib le  to  have 
know led g e  a t all, etc. E p istem o logy  asks and  a ttem pts to  answ er questions such  as: how  can  we rea lly  know  th a t w hat w e 
th in k  w e know  ac tually  is know ledge?  W ha t is the sou rce  o f  know ledge?  W hat does it m ean to say  tha t w e know  
som eth in g ?  W ha t c rite ria  sho u ld  b e  used  to  ju d g e  som eth ing  as be ing  know ledge?’ P o tte r  (2000 :234 )
7 M ethodo logy  is the  s tudy  o f  m ethods. ‘T h is invo lves bo th  a reflec tion  upon the  natu re  and  form  etc. o f  w hat p articu lar 
m e thods are and  a  co nside ra tion  o f  the app licab ility  (o r inapp licab ility ) and  v irtues (o r d raw backs) o f  th e  u tilization  o f  
p a rticu la r sorts o f  m e thods fo r p articu lar p ro b le m s’ P o tte r (2000 :240)
8 T h is  au th o r bases h is  d iscuss ion  o f  logic on The P roceed ings  o f  the  F riesian  Schoo l, F ourth  Serie s  “T he F oundations o f  
V a lue , P art I” w hich  appears  on the  w ebsite  o f  F riesian  K an tian  philosophers (w ww . fris ian .com ). He also  relies on his 
no tes from  R am say  (1 9 9 8 )’s unpub lished  d in n e r rem arks  at the 1998 IP SE R A  conference in L o n d o n ..
9 T h e  O E D  defines induc tion  as ‘the  infe rence  o f  a  g enera l law  from  p articu lar in s tances’.
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Hum e’s assertion posed a serious problem for scientific knowledge, since science 

was based on the process o f induction up to the twentieth century. Popper 

resolves the Problem o f  Induction by essentially dismissing it. Since induction 

and verification lead to an infinite Regress o f  Reason, Popper asserts that the 

researcher should use deduction10 and falsification instead. According to 

falsification, a premise m ust be false if  the conclusion or prediction is false. 

Theories need not be verified, because they can be falsified. Popper asserts that 

falsification is a form o f Kantian philosophy. Popper also asserts that verification 

is conformable to the Friesian form of Kantianism since Fries and Nelson 

maintain that first principles exist but cannot be logically proven/verified1'.

The five value first principles reviewed in Chapters Two through Six serve as 

axioms upon which this author constructs his conceptual model. They are used to 

increase the soundness o f this study’s logic. A base o f guiding principles is 

needed since, as Easterby-Smith, Thorpe et al. (1991:2) note, ‘the decision to 

study a topic in a particular way always involves some kind o f philosophical 

choice about what is important’. Bilton, Jones et al. (1981:628) assert that the 

concept o f  research soundness arises because ‘different models o f  reality lead to 

[a] different propositions o f what reality is, [b] different ways o f establishing what 

can be accepted as real, [c] different ways o f justifying the data relevant to reality, 

and [d] different strategies for collecting such data’. In other words, the research 

method [d] should be determined by the research methodology [c] which reflects 

the researcher’s epistemology [b] which in turn is driven by his or her adopted 

ontology [a]. Table 7A outlines these inter-relationships.

There are three principle ontological positions within social science research: 

objectivism, constructionism, and subjectivism. Within these three, Morgan and 

Smircich (1980) identify six different assumptions about the nature o f reality.

These six form a continuum o f epistemologies mirroring those identified in Table 

7A. According to Morgan and Smircich (1980), these approaches conceptualise

10 T h e  O E D  describes deduc tion  as ‘the  in fe rring  o f  p articu lar instances from  a genera l la w ’.
11 S uch a p r io r i  know ledge m ust be “non -in fe ren tia lly ” ju s tified . A detailed  d iscussion  o f  a p r io r i  know ledge is ou ts ide  the 
pu rp o se  o f  th is  chapter. T h e  reader is d irec ted  to  A lbert C asullo  (ed .), A P rio ri K now ledge, T he  In ternational R esearch  
L ib rary  o f  P h ilo sophy  (A ldersho t: D artm outh  P ub lish ing  C om pany , 1999). T he purpose o f  this d iscussion  is to 
d em o n stra te  tha t A risto tle , H um e, K ant, Fries and N elson  support the ex istence and use o f f i r s t  p r incip les .
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T a b le  7A :
A p p ro p r ia te  in te r re la tio n s h ip s  b e tw e e n  r e s e a rc h  o n to lo g y , ep is tem o lo g y , m e th o d o lo g y  a n d  m e th o d s

S o u rc e : S a y e r  (2000)
O n to lo g y O bjec tiv ism C onstruction ism S u b jec tiv ism

E p is te m o lo g y P ositiv ism P o st-positiv ism In terp re tiv ism C ritica l th eo ry P o stm o d ern ism

M e th o d o lo g y E xperim ental
research
S im ulation

E x perim en ta l
research
S u rv e y  re s e a rc h
C ase  s tudy

E thnog raphy  
Phenom enolog ical 
research  
C a s e  s tu d y  
G rounded  theory 
H euristic  inquiry

A ction  research  
F em in is t 
s tandpo in t 
research  
C ritica l s tud ies

E th n o g rap h y  
C ase  s tu d y  
A ction  research

M e th o d s S am pling  
M easurem ent and 
sca ling
Q u e s tio n n a ire
S tatistical analysis

S am pling
M easu rem en t and
sca ling
S u rv e y
Q uestionna ire
O bservation
In te rv iew

O bservation  
In te rv ie w  
F o cu s  g ro u p
D ocum ent ana lysis  
Life h isto ry
V isual ethnog raph ic  m ethods 
In te rp re tive  m ethods

T ab le  7B:
K ey fea tu res o f positivist and  phenom enologist research  parad igm s 

Source: E aste rby -S m ith , T horpe  et al. (1991:27)
Positivist pa rad igm Phenom enological pa rad igm

Basic beliefs (i.e. 
epistem ology):

• T h e  w orld  is ex ternal and  objective
• O bse rver is independen t
•  S cience is va lue-free

• T he w orld  is socia lly  constru c ted  and  sub jec tive
•  O bse rver is p a rt o f  w hat is o b served  (i.e ., is 

involved)
•  S cience is d riv en  b y  hum an  in terests

R ese arch e r shou ld  (i.e. 
m ethodology):

•  F ocus on facts
•  L ook  for cau sa lity  and  fundam ental 

laws
•  R educe  phen o m en a  to s im p les t 

elem ents
•  F orm ula te  hypo theses and  then  test 

them

•  F ocus on m ean ings
•  T ry  to  u n ders tand  w hat is h appen ing
•  L ook  a t the  to ta lity  o f  each  situa tion
•  D evelop  ideas th ro u g h  induc tion  from  data

P re fe rre d  m ethods include: •  O p era tionalising  concep ts  so  tha t they 
can  be m easured

•  T ak ing  large sam ples

• U sing m ultip le  m e thods to es tab lish  d iffe ren t 
view s o f  phen o m en a

• Sm all sam ples investiga ted  in dep th  o ver tim e

reality as -  from most objective to most subjective -  (1) a concrete structure, (2) a 

concrete process, (3) a contextual field o f information, (4) a symbolic discourse, 

(5) a social construction, and (6) a projection o f the human imagination. This

continuum is more commonly and erroneously portrayed as an exclusive choice
12between a positivist versus phenomenological research ‘paradigm’ . Easterby- 

Smith, Thorpe et al. (1991:2) describe the key features o f these opposing 

‘paradigm s’. See Table 7B.

12 E aste rby -S m ith , T h o rp e  e t al. (1991 ) c red it T hom as K uhn w ith  popu la riz ing  the  term  parad igm  am ong  socia l scien tis ts . 
‘K u h n  (1970 ) u sed  it to  describe  the p rogress o f  sc ien tific  d iscoveries in p ractice , ra ther than how  they  are  subsequen tly  
reco n stru c ted  w ith in  tex tbooks and  academ ic jo u rna ls . M ost o f  the  tim e, sc ience  p rogresses in tiny  s tep s, w hich  refine and 
ex ten d  w hat is a lread y  “kn o w n ” . B ut occasionally  expe rim en ts  s ta rt to  p roduce  results tha t do  not fit in to  ex isting  theories 
and  pattern s . . . .  T he  resu lt o f  th is is a “ scien tific  rev o lu tio n ” w h ich  not only  prov ides new  theories, b u t w hich  m ay also  
a lte r  rad ica lly  th e  w ay  peop le see the w orld, and  the kind o f  questions  tha t sc ientists consider im portan t to  investigate . T his 
co m b ina tion  o f  new  theories and questions is referred  to  as a  n ew  p a ra d ig m ’ E asterby-S m ith , T h o rp e  et al. (1991 :23-24). 
P o tte r  (2 0 0 0 :242 -243 ) cau tions tha t ‘K uhn (1970) never com p lete ly  m ade it c lea r how  b road ly  or n arrow ly  to  define  the 
te rm  an d  w as ra th er inconsisten t in his ow n use o f  it. This lack  o f  defin itional clarity  ex ists  to  the  p resen t day. R eaders 
m u s t the re fo re  p ay  c lo se  atten tion  to  the  con tex t o f  its usage as it is frequen tly  n o t p rec ise ly  defined  b u t nonetheless used  as 
th o u g h  it h ad  a  s in g le  unam biguous m ean in g ’. F or exam p le , M acK enzie  and  H ouse (1978 :7 ) define a  p arad igm  as ‘a  set o f  
th e o rie s , s tanda rds, m e th o d s and beliefs  w hich  are  accep ted  by  m o st sc ien tis ts  in a  f i e ld ’ [em phasis added] even though 
W h itle y  (1984 ) dem onstra tes  a  lack o f  p arad igm  consensus (i.e . accep tance) in  m anagem ent research . F o r  p u rp o se s  o f  th is  
thesis, th is  a u th o r  d e fin e s  a pa ra d ig m  as the com bina tion  o f  research  onto logy, ep istem o logy a n d  m ethodo logy  a d o p ted  by  
a  researcher.
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T able 7C:
K ey advantages and disadvantages o f  positivist and phenom enoiogist research paradigm s  

Source: E asterby-Sm ith , T horpe et al. (1991:27)
Positivist paradigm  and quantitative  
m ethods

P henom enological p arad igm  and  
qualitative m ethods

R esearch  advantages: • P rovide w ide-coverage o f  the 
range o f  situations

• Fast and econom ical
• C onsiderable relevance to policy 

decisions (particularly  w hen 
statistics are aggregated from  large 
sam ples)

•  E ffective in looking at change 
processes over tim e and 
understanding p eo p le ’s 
m eanings

•  A ble to ad just to new  issues and 
ideas as they em erge and to 
con tribu te  to  the evo lu tion  o f  
new  theories

R esearch  d isadvantages: • Tend to b e  rather inflexible and 
artificial

• N ot very effective in 
understanding processes o r the 
significance that peop le attach to 
actions

• N ot very helpful in generating 
theories

• M ake it hard for the policy-m aker 
to infer w hat changes o r actions 
should take p lace  in the future 
(since they focus on w hat is or 
w hat has been recently)

•  D ata collection  can  take  up a 
g rea t deal o f  tim e and resources

• T he analysis and in terpretation  
o f  data m ay be very d ifficult

•  O ften feel untidy b ecause  it is 
harder to control their pace, 
progress and end-points.

•  M any people, especially  po licy
m akers, m ay give low 
credib ility  to  phenom enological 
studies

T ab le  7D:
C e n tra l  re se a rc h  q u estio n s fo r  th is  thesis

Q uestio n D escrip tio n S u m m a ry
One H ow  is the term  ‘v alu e’ defined and 

interpreted w ithin the firm ?
T he concept o f  value cannot be  defined as a  single 
term  b u t rather as an array o f  characteristics and 
strategies.

Tw o D oes the definition or interpretation o f  
value w ithin the firm  change depending 
on o n e ’s assum ed value chain  
perspective?

A s value is translated by  a firm ’s functions, its 
m eaning m ay change resulting  in  ‘value 
m isalignm ent’ potentially  occurring  betw een  
parties across the value chain.

Three D oes the definition or interpretation o f  
value change at different operational / 
m anagem ent levels w ithin the value 
chain?

A s value is translated by individuals holding 
d ifferent m anagerial /  operational levels, its 
m eaning m ay change resulting in ‘value 
incongruence’ potentially  occurring  betw een 
parties across the value chain.

Four H ow  m ight a firm  im prove its 
‘m anagem ent’ o f  value?

An em pirical fram ew ork is advanced for 
identifying and m easuring  the five m ajor ‘value 
gaps’ w here ‘value m isalignm ent’ and ‘value 
incongruence’ occur w ith in  a  firm ’s value chain. 
This fram ew ork includes valu e’s conceptual usage 
as an adjective, verb and noun at three d ifferent 
operational /  m anagerial levels.

Different research paradigms seek to achieve wholly different goals. For 

example, positivism  seeks to explain, interpretivism  seeks to understand, whilst 

critical theory seeks to change. It is therefore not valid to claim that one research 

methodology is universally better than another. Eilon (1974), for example, 

identifies several different types of researcher: the chronicler, the dialectician, the 

puzzle solver, the empiricist, the classifier, the iconoclast, and the change agent.
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Depending upon the research project, he argues that each type o f researcher may 

have a contribution to make, even though each will also display particular 

weaknesses. In a similar vein, Easterby-Smith, Thorpe et al. (1991:2) assert that 

each type o f research methodology may have a contribution to make depending 

upon a study’s research objectives. See Table 7C. To assist the reader in making 

that determination vis-a-vis this research project, this author will now discuss the 

objectives o f the research and this thesis’s key research questions.

7.2 Research objective and research questions

This study is predominantly concerned with researching how firms manage value- 

based strategies, and more specifically, with examining purchasing and supply 

m anagement’s role (the “unit o f analysis”) in the management o f value-based 

strategies. The objective o f  this study is the development o f  a theoretical process 

synthesizing existing academic knowledge; it is this author’s intent to provide  

managers with a practical approach fo r  managing value-based strategies. 

Accordingly this author generated research questions from a detailed review o f the 

academic literature. These research questions are outlined in Table 7D.

7.2.1 Question One: How is the term ‘value’ defined and interpreted within 

the firm?

The term value is commonly used in every day business parlance however it is 

often misunderstood (Section 1.3). Companies describe themselves as following 

value-based strategies (Section 2.2), creating value-added (Section 5.2) 

relationships (Section 5.4) to unlock and maximize value (Sections 3.1 and 4.4) in 

their value chains (Section 4.5 and 5.5). Firms conduct value analysis and value 

engineering (Section 5.2) to optimise their value propositions (Section 5.2 and 

6.1) for increased customer value (Section 6.3). Although practitioners and 

academics frequently use terms/expressions based on value, their underlying 

conceptualisation o f value is generally amorphous if  not entirely undefined.

This author posits (Section 1.3) that the failure to define this term adequately can 

lead to a misalignment o f goals and objectives within an organisation (Sections 

2.4, 2.5, and 3.3). The resulting intra-firm “value incongruence” describes 

situations where one part o f the organisation focuses on a particular value
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proposition whilst other parts are driven by one or more alternative propositions -  

often unbeknownst to each other. For example, the supply management group 

may believe that it is adding value by cutting costs whilst the marketing group 

simultaneously tries to differentiate the firm’s products based on their 

technological superiority (Section 3.5). W hilst supply management is following a 

value-based strategy, it may not be augmenting -  indeed it may be hindering 

(Section 5.4) -  the firm’s value proposition in the eyes o f the firm ’s customers 

(Sections 6.3, 6.4 and 6.5).

Although frequently referencing the concept o f value, the PSM literature fails to 

develop an integrated framework for the concept itself (Section 1.3). Numerous 

writers from other academic disciplines have fortunately explored and developed 

the concept o f value (Sections 4.5 and 4.6). Due to the theoretical breadth o f these 

disciplines, however, it becomes very challenging to suggest one definition over 

another.

A value-based strategy can be defined as a focussed strategy that pulls from a 

wide range o f characteristics. Treacy and Wiersema (1993) introduce the concept 

o f value disciplines when discussing value-based strategies (Section 2.2). W hilst 

these value disciplines help with the definition o f value-based strategies, they lack 

substance. Hines, Lamming et al. (2000) developed a concept known as value 

stream mapping (Section 5.2). In their work they discovered seven types o f  value: 

customer responsiveness, timely supply, high quality goods and services, efficient

F ig u re  7A : V a lu e - b a s e d  s t r a t e g y  d e f in it io n  m atrix

' '^ ^ V a lu e  Discipline 

Characteristics''-^^

Customer 
Relationship- 
Driven Provider

Product and Service 
Innovator

Low Cost 
Provider

Customer
Responsiveness : i

Timely Supply !

; ................... i.................?

High Quality ;

i ! ;

Efficient Operating i ;
Procedures

i !
Lower Prices I

i
!

i
!

I !

Impact on Profit
- .. - .......... <-------- ----------- - - ................... |......................

High Levels of 
Innovation

....................
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operating processes, lower prices, impact on profit and high levels o f innovation. 

Not surprisingly these variables relate closely to the three value disciplines 

proposed by Treacy and Wiersema (1993)’s work. To help understand and 

interpret value-based strategies, both concepts are combined by this author.

Figure 7 A illustrates the resulting “value-based strategy definition matrix” . The 

combination o f these two approaches in Figure 7A promises a useful framework 

for defining and analyzing value-based strategies at different levels within an 

organisation.

7.2.2 Question Two: Do definitions or interpretations of value within the 

firm change depending upon one’s assumed value chain perspective?

Business acts in two different ways: as a customer (of its suppliers) and as a 

supplier (to its custom ers)13. “The buy-side” is generally associated with the 

firm ’s purchasing and supply management organisation; “the sell-side” , with the 

firm ’s sales and marketing organisation (Section 4.6). Some may argue that 

certain parts o f the firm have no direct contact with either suppliers or customers. 

This author (based on the value stream literature in Section 4.6 and process re

engineering literature in Section 5.3) argues that for value to flow uninterrupted to 

the end customer (i.e. inter-firm value flows), it must also flow uninterrupted 

across the functions o f the firm (i.e. intra-firm value flows). In other words, value 

must flow smoothly between the buy- and the sell-sides o f the firm (Sections 5.3 

and 5.4).

The customer o f the firm ’s buy-side is any internal business function or external 

organisation that uses products and services procured by the firm ’s supply 

function (Section 4.5). Using a value-based strategy (Sections 2.2 and 2.3) 

implies that (a) the firm’s strategy is agreed upon by both the buy- and sell-sides 

o f the firm (Sections 2.4 and 2.5) and that (b) each side understands the 

characteristics the other side associates with that strategy (Sections 3.3 and 3.5). 

W henever conditions (a) or (b) are violated, “value gaps” may result which 

impede the flow of value across the firm ’s value chain (Sections 4.6 and 5.3)

13 F inanc ia l b ro ker-dea lers  in the cap ital m ark e ts  u sefu lly  label these tw o  ro les respectively  “ the  bu y -s id e” and  “ the sell- 
s id e ” . T h is au th o r em ploys th is usefu l te rm in o lo g y  in his d iscussion .
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The situation is further complicated within a multi-firm, business-to-business 

value chain (Sections 4.5). Assume three companies: the buying organisation 

(“the customer”), the focal organisation (“the firm”), and the selling organisation 

(“the supplier”). The customer’s buy-side is the interface with the firm ’s sell-side. 

The firm’s buy-side in turn is the interface with the supplier’s sell-side. In 

addition to conditions (a) and (b) above, using a value-based strategy implies that 

(c) the customer’s buy-side and the firm ’s sell-side understand the characteristics 

that each side associates with the strategy and that (d) the firm ’s buy-side and the 

supplier’s sell-side do likewise. W henever conditions (c) or (d) are violated, 

“value gaps” may result which impede the flow o f value across the firm ’s value 

chain.

7.2.3 Question Three: Do definitions or interpretations of value change at 

different operational / management levels within the value chain?

Different groups within an organisation specialise in different firm activities 

(Section 2.4). Particular individuals within those groups are deemed accountable 

for varying degrees o f performance o f those activities (for PSM see Section 5.4). 

Responsibility and authority are ideally allocated based upon an individual’s 

ability to realize successfully some level o f the firm’s hierarchy o f objectives 

(Sections 2.4, 2.5 and 3.2). For example, the managing director / chief executive is 

ultimately responsible for the success o f the firm’s overall value proposition 

(which accounts for the firm’s turnover / revenues); this includes its proper 

conceptualization. The heads o f functional departments are each responsible for 

their respective group’s contribution towards realising the firm’s value 

proposition; this includes the configuration / management o f functional goals and 

objectives. The “front-line” employee is responsible for his or her individual 

contribution towards delivering the firm ’s value proposition; this includes 

efficient and effective operations.

Using a value-based strategy (Section 2.2 and 2.3) implies that (e) the firm ’s 

strategy is agreed upon by the different organisational levels o f the firm (Sections

2.4 and 2.5) and that (f) each organisational level understands the characteristics 

that other levels -  or at least the next level with which one immediately interacts -  

associates with the firm’s value-based strategy (Sections 3.3 and 3.5). Whenever
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conditions (e) or (f) are violated, “value gaps” may result which impede the flow 

o f  value across the firm’s value chain.

Like question two the situation is further complicated within a multi-firm, 

business-to-business value chain (Sections 4.4 and 4.5). In addition to conditions 

(e) and (f) above, using a value-based strategy implies that (g) the individual on 

the customer’s buy-side interacting with the individual on the firm ’s sell-side both 

understand the characteristics that each side and level associates with the strategy 

and that (h) the individual on the firm ’s buy-side interacting with the individual on 

the supplier’s sell-side do likewise. Whenever conditions (g) or (h) are violated, 

“value gaps” may result which impede the flow o f value across the firm ’s value 

chain.

7.2.4 Question Four: How might a firm improve its “management” of value?

This author hypothesizes that it would be rare for a firm to have few or no “value 

gaps” (i.e. for there to be no violations o f conditions (a) through (g) above)14 since 

there are a plethora o f theories and definitions o f value in the academic literature 

(Section 5.1). Even within “applied” business disciplines -  finance and 

accounting for example -  there are multiple and often conflicting methods for 

recording the value o f an item (Section 5.1). As a result, most firms’s employees 

use a confusing jumble o f concepts, terminologies and theories o f value.

This author asserts that any attempt to consciously “manage value” within the firm 

requires at a minimum the systematic identification and measurement o f how its 

members understand the principal forms o f value. These forms include value 

conceptualised as an adjective, verb and noun (Section 1.5). Any conceptual 

model or approach would o f  necessity be (a) cross-functional (b) hierarchy- 

spanning and (c) firm boundary-spanning. This author advances such a 

conceptual model to which he now turns.

14 B ased  upon Z e itham l, P arasuram an  et al. (1990 ) w ho  p rov ide an ex tensive  list o f  poten tia l value gaps in the  firm . See 
S ection  6.4.

P age 268

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Chapter Seven: Research methodology, conceptual framework and approach

7.3 Conceptual value gaps model

Based on an extensive literature review (Table 7E) following the value first 

principles reviewed in Chapters Two through Six, this author constructed a 

conceptual model describing how value moves through and between 

organisations. The model was built on a principle suggested by Parasuraman, 

Zeithaml et al. (1985) from research work they had conducted in service 

operations theory15. This theory offers a useful construct -  its primary concern is 

the trade-off between customer perceptions and expectations. In other words a 

custom er’s perceptions o f  the value delivered are compared against their initial 

(and constantly changing) expectation o f that value16. Parasuraman, Zeithaml et 

al. (1985) suggest that failure to meet perceptions and expectations may lead to 

value gaps within the service provider, i.e. a misunderstanding within the 

organisation o f what the customer wants. They argue that closing these gaps will 

create customer satisfaction.

Figure 7B represents this author’s view o f how value is defined and translated 

through the firm. The model depicts three inter-related value sub-processes.

Value conceptualisation concerns the (re) definition of the firm’s value 

proposition to customers; this sub-process is “owned” 17 by the managing director / 

chief executive o f the firm. Value configuration concerns the translation o f the 

value proposition into a series o f  goals and objectives across the firm; this sub

process is “owned” by the functional heads o f the firm. Figure 7C illustrates that 

the functional heads are each responsible for translating the firm’s value 

proposition into a set o f aligned goals and objectives within each o f their 

respective functions. Value implementation concerns the tangible manifestation 

of the firm ’s value proposition, i.e. the creation and delivery o f the firm ’s products 

and services. W hilst this sub-process is “owned” by everyone in the firm, it is 

realised by front-line employees.

15 See S ection  6 .4  for a d iscussion  o f  serv ice  operations.
16 G ale (1994 ) links value expectations to  th e  stages o f  a  p ro d u c t’s /  s e rv ic e ’s lifecycle and  to  the  su p p lie r’s com petitive  
perfo rm an ce . See Section  6.3.
17 D av en p o rt (1993) advances the no tion  o f  “p ro cess  ow nersh ip” . ‘O ne o f th e  m ost im portan t ro les in  ind iv idual [process 
reeng ineering ] p ro jec ts  is tha t o f  the  p rocess  “ow n er” . ... The ow ner has u ltim ate responsib ility  for a p rocess. T he c ro ss 
fu nctional n a tu re  o f  m any  key  business p rocesses d ic ta te  tha t the  p rocess ow ner be at a high enough  level to  ensure 
au tho rity  ov er the  p rocess and all its in terfaces. T he re  m ay be no logical candidate fo r this role; he or sh e  m ay  sim ply  have 
to be ap p o in ted  by  the  sp o n so r o f  the  change in itia tiv e ’ D avenpo rt (1993:182).
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Table 7E: R elationship  betw een the conceptual m odel and the literature review
Section Value F irst Principles in 

Supply M anagem ent
R elated topic areas /  literature K ey learning(s) R elevance to m odel

2.1 A lign purchasing strategy and 
corporate strategy

C om petitive advantage C om petitive advantage is the unique 
configuration o f  interlinked activ ities, actor 
bonds and critical resources the  firm  uses to 
deliver a superior value proposition  to  enough 
custom ers at a low  enough cost generate  w ealth.

The m odel is based on three m utually  reinforcing 
subprocesses (value conceptualization, configuration 
and im plem entation) to deliver a superior value 
proposition.

2.2 Align purchasing strategy and 
corporate strategy

C om petitive strategy; generic 
strategies; value disciplines

C om petitive strategy is the se t o f  actions taken 
by  m anagem ent to gain com petitive advantage 
by  increasing  the degree o f  congruence betw een 
a firm  and its adopted value-based approach to 
com petition.

V alue configuration  entails establishing gcjals and 
objectives — m aking choices — that are respnant w ith 
the firm ’s value proposition  and that are supported by  
the firm ’s resources and activities.

2.3 A lign purchasing strategy and 
corporate strategy

Strategic m anagem ent process Strategic m anagem ent is the p rocess o f  ordering 
a firm ’s internal and external activities, resources 
and actors in accordance w ith  the firm ’s 
com petitive strategy. There are m ultip le  schools 
o f  com petitive strategy.

V alue as an in tegrated  process addresses ajl three o f  
the above sub-processes. The m odel accom m odates 
alternative schools o f  com petitive strategy

2.4 A lign purchasing strategy and 
corporate strategy

Cascading objectives; strategic 
alignm ent

Strategic alignm ent is the degree o f  congruence 
betw een a firm ’s strategic m anagem ent process 
and its adopted value-based approach to 
com petition.

V alue as an in teractive process seeks congruence 
betw een the three sub-processes. C ongruence is 
reflected b y  the absence o f  value gaps.

2.5 Align purchasing strategy and 
corporate strategy

Policy deploym ent (hoshin kanri) Policy deploym ent cascades strategies up and 
dow n all levels o f  the organisation.

V alue as a process entails the cascading  o f  value 
definitions up and dow n all levels o f  the organisation.

3.1 Balance m ultiple objectives Single vs. m ultiple firm  objective 
function(s); contracts; behavioural 
econom ics; behaviouralism ; 
production function; transaction  
costs; Total Cost o f  O w nership 
(TC O )

The firm  is a collection o f  stakeholder groups 
w ith  m ultiple and (likely) conflic ting  objectives; 
these stakeholder groups negotiate an agreed 
upon set o f  objectives w hich  co llectively  all 
individuals satisfice rather than  m axim ize.

The firm  is a co llection  o f  stakeholder groyps w ith 
m ultiple and (likely) conflicting  definition^ o f  value; 
these stakeholder groups m ay  or m ay no t cpnsciously  
and exp licitly  agree upon shared definitions o f  value.

3.2 Balance m ultiple objectives Satisficing  vs. m axim ising; 
stakeholders; bounded rationality; 
h ierarchy o f  needs

C om petitive strategy is com prised  o f  a  hierarchy 
o f  m ultiple sub-strategies o f  the various firm  
functions. O rganisational units sa tisfice rather 
than m axim ise/optim ize the p rim e  com petitive 
strategy.

A firm ’s defin ition  o f  value is com prised cjf a 
h ierarchy o f  m ultiple definitions o f  value f,eld by  its 
o rganisational groups. PSM  practices m ay not in fact 
support the firm ’s p rim e strategy even though the 
PSM  group m ay perceive  itse lf  as adding value.
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3.3 B alance m ultiple objectives B alanced Scorecard T he B alanced Scorecard is a tool to prioritise 
co llectively  a  com plete and integrated se t o f  
perform ance objectives w hich all m em bers o f  an 
organisation  seek  to accom plish. The B alanced 
Scorecard m irrors previous quality  fram ew orks.

T he m odel is  a tool to  translate com prehensively  the 
se t o f  value defin itions used b y  the m em bers o f  an 
o rganisation . T he m odel is based on previous 
fram ew orks draw n from  the literature.

3.4 B alance m ultiple objectives S takeholder approach to 
m anagem ent

A uthors increasingly  assert that the value chain 
should be  in terpreted  in stakeholder term s yet the 
stakeholder approach to firm  m anagem ent is 
generally  no t supported  by  A nglo-A m erican 
econom ics and law s.

S takeholder groups need to understand w hich 
defin itions o f  value are m utually  agreed upon and 
elevated  (and w hich  are not). This is especially  
im portan t in the U K  and US w here firm s o ften  strive 
to ‘M axim ise shareholder va lue’ above all else. 
E xplicitly  translating  other definitions o f  value into 
shareho lder value is critical.

3.5 B alance m ultiple objectives Balanced Scorecard and supply  
m anagem ent

PSM  can use the B alanced Scorecard to align its 
activities w ith the firm ’s overall value chain 
strategy.

P SM  can  use th is thesis’s m odel to test a lignm ent o f  
its defin ition  o f  value w ith  those o f  others in the firm  / 
value chain.

4.1 A dopt a system s perspective System s thinking; hard vs. soft 
system s thinking; appreciative 
system s

The w hole is greater than the sum  o f  its parts. A 
firm  m ay be  view ed as a learning system.

V alue as a process is greater than any one o f  its parts. 
T he value m anagem ent system  incorporates va lu e’s 
de fin ition  as a noun, verb, and adjective.

4.2 A dopt a system s perspective System s thinking and the 
balanced scorecard; single- vs. 
double-loop learning; first vs. 
second order change

Strategic m anagem ent differs from  tactics 
m anagem ent. F irs t order change /  single loop 
learning d iffers from  second order change / 
double loop learning.

V alue as a process is m ore than ju s t a m easurem ent 
system . It encom passes processes w hich  are d ifferen t 
in their underly ing  usage o f  the term  value. V alue as 
a verb is the sub-process used by tw o or m ore 
indiv iduals (a) to understand the underly ing  variable 
(e .g ., vision and m ission) governing their actions; (b) 
to iden tify  m atches-m ism atches betw een the 
in d iv iduals’ expectations o f  those variables that 
enab le/p reven t jo in t action; and (c) to adjust 
expectations so  tha t a m atch  is found (thereby  
enab ling  action).

4.3 A dopt a system s perspective System s thinking in strategic 
m anagem ent

Select authors have advanced integrated 
approaches to strategic m anagem ent.

T he m odel represents an integrated approach to value.

4.4 A dopt a system s perspective System s thinking and the theory 
o f  the firm

T here are m ultiples theories o f  the firm N o t all theories o f  the firm  extend to the system s 
level. M ultiple theories o f  the firm  are required  yet 
there is no system atic w ay to blend m ultip le schoo ls’ 
im plicit defin itions o f  value (w hich are d ifferent). A 
m odel to test alternative definitions o f  value is  needed 
a t the system s level.
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4.5 A dopt a systems perspective System s thinking and supply  
chain  m anagem ent; business 
system ; com m ercial /  value / 
supp ly  chain; buy-side vs. sell- 
side

PSM  should operate according to a system s 
perspective.

A m odel is need by PSM  to test how  closely  its 
definitions o f  value m irro r those o f  others a t the 
system s level (firm  and supply  chain).

4 .6 A dopt a systems perspective System s thinking and value 
m anagem ent

M ultiple rubrics exist to categorize processes 
w ithin a value m anagem ent system .

The m odel outlines com prehensively  the elem ents 
that should b e  included in any value m anagem ent 
system .

5.1 Ensure that value flows 
across the system

Econom ic theories o f  value There are m ultiple econom ic schools o f  value 
w ith conflicting view s o f  w hat value is.

Econom ics includes three views o f  value: preference-, 
exchange- and p roduction-based definitions. A firm 
operates using all three view points. Y et there is no 
system atic w ay  to blend m ultiple schoo ls’ definitions 
o f  value (w hich  are d ifferent). A m odel to test 
alternative definitions o f  value is needed b y  the  firm.

5.2 Ensure that value flows 
across the system

Total quality  m anagem ent; 
continuous im provem ent; lean 
production; value-add; value 
proposition; value offering

There is no consensus defin ition  o f  quality  in the 
literature. Q uality is m ost com m only  used as a 
noun due to its orig ins in m anufacturing  and its 
associated p roduction-based defin itions o f  value.

Strategic transform ation  is the process o f  
reconfiguring (value as a verb) the value-adding 
activities w ithin a firm ’s value stream  in o rder to 
im prove the translation  o f  custom er value (value as an 
adjective) into value offerings (value as a  noun).
V alue m anagem ent is the process used by  a firm  to 
co-ordinate value-adding activities w ithin its value 
stream (s) in  o rder to increase value alignm ent. V alue 
alignm ent is the realization o f  custom er value.

5.3 Ensure that value flows 
across the system

B usiness process re-engineering; 
P rocess redesign; cross-functional 
m anagem ent; value flow; value 
stream ; value alignm ent; value 
gaps

V alue should flow  uninterrupted  across the value 
stream . Interruptions o f  value flow s can  be 
considered gaps and m isalignm ent.

The m odel tests for the presence o f  value gaps across 
the firm ’s functions.

5.4 Ensure that value flows 
across the system

PSM  and value flow s; relational 
com petence analysis; external 
resource m anagem ent; lean 
supply

Lean supply is built upon the p rincip les o f 
quality  and lean thinking.

This thesis’s m odel is bu ilt upon the princip les o f  
quality  and lean  thinking.

5.5 E nsure that value flows 
across the system

R eassigning value stream  
activities; value innovation

R eassignm ent o f  value chain  activities by 
custom er and supplier challenges traditional 
view s o f  custom er and supplier value

This thes is’s m odel is bu ilt upon three underlying 
processes reflec ting  v a lu e ’s usage as a  noun, verb and 
adjective that can be  used to assess traditional as w ell 
as em erging view s o f  value.
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6.1 U se ultim ate custom er’s 
perceptions to understand 
value

V alue typology; value hierarchy; 
m eans-ends m odels

There exists a h ierarchy o f  values V alue  as an adjective precedes value as a noun based 
upon the h ierarchy o f  values.

6.2 U se ultim ate custom er’s 
perceptions to understand 
value

V alue assessm ent (societal / 
organisational /  individual 
determ inants)

D ifferent cultures, organisations and individuals 
in terpret d ifferently  the sam e objective 
phenom ena. T he outcom es o f  the sam e value 
assessm ent p rocess are culturally, 
o rganisationally  and individually  determ inant.

V alue translation  is required w henever individuals, 
g roups, and firm s interact.

6.3 U se ultim ate custom er’s 
perceptions to understand 
value

C ustom er satisfaction; custom er 
(value) perceptions

C ustom er satisfaction and custom er (value) 
perceptions are context specific (extrinsic) and 
are based  on percep tions (intrinsic).

T he m odel references Zeitham l (1988)’s m eans-end 
m odel for value w hich  includes both  (objective) 
ex trinsic  product attributes and (subjective) consum er 
perceptions.

6.4 U se ultim ate custom er’s 
perceptions to understand 
value

G oods vs. services; service 
operations; custom er service 
expectations; custom er service 
perceptions; serv ice gaps

Service operations literature differentiates 
betw een perceived versus actual service quality.

T he m odel is bu ilt upon Z eitham l, Parasuram an et al. 
(1 9 8 5 )’s conceptual m odel o f  service quality  which 
m easures gaps betw een expectations o f  desired 
se rv ice  quality  and perceptions o f  received service 
quality .

6.5 U se ultim ate custom er’s 
perceptions to understand 
value

V alue gaps; strategic supply 
m anagem ent

There is no consensus view  w hether PSM  helps 
secure com petitive advantage for the firm

V alue  appears to be the key elem ent in assessing  
P S M ’s strategic ro le in organisations
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Figure 7B: Translation of value across a firm
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Figure 7C: Translation of value across a firm’s functions
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Figure 7D: Measuring conflicting definitions of value within a firm
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Figure 7E: Translation of value across multiple firms
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Figure 7F: Measuring conflicting definitions of value across the value chain
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Interestingly these three inter-related sub-processes also reflect value’s usage as

an adjective, verb and noun. Value conceptualization involves the (re)definition
18o f a firm’s value proposition; this is the realm of value as an adjective . Value 

configuration involves the (re)negotiation o f a firm’s goals and objectives; this is 

the realm o f value as a verb19. Value implementation involves the delivery /
20receipt o f a firm’s products and/or services; this is the realm o f value as a noun . 

All three forms o f value are referenced in the translation process described by this 

author’s model.

Figure 7D illustrates the five value gaps that may result whenever conditions (a) 

through (g) described in Section 7.2 are violated. Gaps 2 and 3 represent intra

firm misalignment o f value definitions whilst Gaps 1 and 4 represent inter-firm 

misalignment. Gap 5 represents misalignment o f definitions across a triad o f 

firms. As Figure 7E illustrates, each company in the triad manages its own value 

definition process whilst simultaneously attempting to co-ordinate value 

definitions across the entire value chain. Figure 7F demonstrates that inter-firm 

value Gaps 1, 4 and 5 are actually the linkages between different sub-processes 

across different firms in the triad. These linkages trace the gaps between 

perceptions and expectations o f value as value definitions are translated by the 

counter parties in a procurement transaction. The mixture o f levels, definitions, 

expectations and perceptions in the conceptual model raise several research 

methodological issues to which this author now turns.

7.4 Research philosophical issues endemic to management research

According to the principles o f ontology, epistemology and methodology, a 

researcher’s philosophy may be deemed “sound” by examining the 

appropriateness o f the analytical methods he or she chooses. Recall from Section

7.2 that the objective o f this study is the development of a process and framework 

synthesizing existing academic knowledge that will provide managers with a 

practical approach for m anaging value-based strategies. Easterby-Smith,

18 R ecall tha t L an n in g  (1998 ) describes the value o ffering  as the m aterialization  o f  the  cu s to m er’s p re fe ren ces  and  
ex p e rien ce s  (S ection  4 .6 ) and  tha t the  su b jec tiv ist/re la tiv is t schoo l o f  econom ics defined  value  as u tility  (i.e . p references) 
w h ich  is a sub jec tive  m easure (S ection  5.1).
19 R ecall tha t th is au th o r con tras ted  “so ft system s th in k in g ” /  “doub le -loop  learn ing” /  “ second  o rder stra teg ic  ch a n g e” w ith 
“h ard  system s th in k in g ” /  “ sing le -loop  learn ing” /  “ first order change"  in Sections 4.2 and  4.3. V alue  co ncep tualised  as a 
v e rb  is based  upon the  form er.
29 R eca ll tha t p roduc tion -based  defin itions o f  value in  econom ics concep tualise  value as a no u n  (see Section  5.1).
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Thorpe et al. (1991) cite Morgan and Smircich (1980:491) who note that the 

appropriateness o f a research approach ‘derives from the nature o f the social 

phenomena to be explored’. According to this line o f reasoning, this thesis’s 

subject (emboldened above) should determine this author’s research philosophy.

Unfortunately, this determination is complicated by the fact that there are multiple
21 22views m the literature o f what constitutes “strategy” , “value” , and 

“management”23.

There is som e confusion betw een what m anagem ent is, and what it ought to b e . ... Each 
theory has im plications about the questions that are worth researching, and the m ethods 
that should be used to do this. Easterby-Sm ith, Thorpe et al. (1 9 9 1 :4)

Management research is, as a result, open to a great deal o f interpretation. W hitley 

(1984) supports this statement, observing the “fragmented state o f management 

studies” . The discipline is ‘characterised by fragmentation, proliferation o f 

diffuse and unconnected intellectual standards, goals and techniques and multiple 

interpretation o f research results’ (Whitley (1984:342)).

Perhaps credibility may serve as a better measure o f the soundness o f the research 

philosophy adopted by this author. Easterby-Smith, Thorpe et al. (1991) consider 

research credibility to be a product o f the research’s validity24, reliability25, and 

generalisability26. Unfortunately they note that the meanings o f these three terms 

vary with the researcher’s adopted philosophical viewpoint (Table 7F). This 

follows from Easterby-Smith, Thorpe et al. (1991)’s claim that ‘the decision to 

study a topic in a particular way always involves some kind o f philosophical 

choice about what is important’. H uff and Roger (1987:211-236) reach the same 

conclusion.

21 T h is  au th o r d iscusses  a lternative defin itions o f  com petitive  stra tegy  (an d  p resen ts th e  defin ition  used in th is thesis) in 
S ec tio n  2.2.
22 A lte rn a tiv e  de fin itions o f  value are exam ined  th roughout the  litera ture rev iew .
23 S ee  S ection  2.3. w here th is  au tho r d iscusses alternative  defin itions  o f  s tra teg ic  m anagem en t (and p resen ts th e  defin ition  
u sed  in  th is  thesis).
24 H u ssey  an d  H u ssey  (1997 :57) define  v a lid ity  as ‘the  ex ten t to  w hich  the  research  find ings accu ra te ly  rep resen t w hat is 
rea lly  h ap p e n in g  in th e  s itu a tio n ’.
25 H u ssey  an d  H u ssey  (1997) define re liab ility  as  repea tab ility . ‘I f  a research  finding  can  be repea ted , it is re liab le . In o ther 
w ords, i f  you  o r an y o n e  else w ere to  repea t the research , you o r they  shou ld  be able to  ob ta in  the  sam e re su lts ’. H ussey  and 
H u ssey  (1997 :57 )
26 H u ssey  and  H ussey  (1997) cite  V ogt (1993 :99 ) w ho defines g ene ra lisab ility  as  ‘the  ex ten t to  w hich  you can com e to 
co n c lu s io n s  ab o u t one  th ing  (often  a popu la tion) based  on info rm ation  abou t ano ther (often  a sam p le )’.
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T able 7F:
Issues o f research credibility  based upon the adopted philosophical v iew poin t 

Source: E asterby-Sm ith , T horpe et al. (1991:27)
Positivist view point P henom enological view point

V alidity: Does an instrum ent m easure w hat it is 
supposed to m easure?

H as the researcher gained full access 
to  the know ledge and m eanings o f  
inform ants?

R eliability: W ill the m easure yield the sam e results 
on different occasions (assum ing no 
real change in w hat is to be  m easured)?

W ill sim ilar observations be  m ade by 
d ifferent researchers on different 
occasions?

G eneralisability: W hat is the probab ility  that patterns 
observed in a sam ple will also be 
present in the w ider population  from 
w hich the sam ple is drawn?

H ow  likely is it that ideas and 
theories generated in one setting  will 
a lso apply in o ther settings?

A thesis’s subject matter, research approach, and credibility thus appear to be 

inter-related. Maxwell (1996) claims this to be the result o f investigating 

qualitative matters. He asserts that quantitative research design is sequential in 

nature whereas qualitative research design is interactive. Maxwell (1996) 

proposes rejecting the traditional, sequential research design model and adopting 

instead a “garbage can model”27. ‘Research design does not begin from a fixed 

starting point or proceed through a determinate sequence o f steps; [M axwell’s 

model] recognises the importance o f interconnection and interaction among 

different design components’ Maxwell (1996:3). See Figure 7G. This author 

follows the “interactive” research design model advanced by Maxwell.

There appears to be no absolute standard for determining the best research 

philosophy to adopt when investigating a topic such as value that crosses opposing 

philosophical viewpoints. For example, value’s definitions range from the very 

objective and quantitative (value as a noun) to the very subjective and qualitative 

(value as an adjective). This poses a methodological conundrum for, as Smith 

(1983:10) notes, ‘In quantitative [positivist] research, research facts act to 

constrain our beliefs; while in interpretive [phenomenological] research beliefs 

determine what should count as facts’. The choice o f measure for “value” 

changes depending upon the context o f its usage, i.e., vis-a-vis the three value 

sub-processes (conceptualisation, configuration and implementation) identified by 

this thesis’s conceptual model in Section 7.3. It is clear that no single research 

philosophy is appropriate to investigating and developing models for managing all

27 M ax w ell (1996 :2 ) no tes  tha t M artin  (1982) deve loped  w hat he ca lled  the “garbage can  m odel” o f  research  design . It was 
b ased  on C ohen , M arch  and  O lsen (1 9 7 2 )’s in fluen tia l garbage can  m ode l o f  dec is ion  m aking. In th is m odel, research  
e lem en ts  sw irl a round  the  garbage can  o r  decision  space  o f  the  p articu lar research  pro ject.
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Figure 7G: An Interactive Model of Research Design 
Source: Maxwell (1996:7)

Figure removed
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three o f these value sub-processes. A heterodox research philosophy is therefore 

warranted and an eclectic methodological approach called for by this study. This 

approach, labeled “realism” by Hunt (1992), is well supported by the literature. 

Denzin (1970) claims that the use o f multiple methodological approaches 

increases the validity and reliability o f management research. H uff and Roger 

(1987:211-236) support Denzin (1970): ‘We believe that the field [of strategy 

process research] will be best served by cycling back and forth between the 

qualitative and quantitative methods, between comprehensive and focused studies, 

and between rational and political assumptions’. Crompton and Jones (1988) in 

Bryman (1988:72) note:

In organisational research it is not a m utually exclu sive  decision betw een quantitative and 
qualitative measurement. In reality it is very d ifficult to study organisations without 
using both sorts o f  m ethods. Crompton and Jones (1988:72)

Easterby-Smith, Thorpe et al. (1991:31) also support a mixed methodology (i.e., 

“realism”). ‘Increasingly, authors and researchers who work in organisations and 

with managers argue that one should attempt to mix methods to some extent, 

because it provides more perspectives on the phenomena being investigated’. 

Ramsay (1995:402) explicitly recommends that researchers in the field o f 

purchasing ‘adopt a form of triangulation involving the combination o f small- 

sample causal [i.e. an interpretivist research epistemology] and large-sample 

statistical analyses [i.e., a positivist research epistemology] o f the same 

phenomena, with the strength o f one approach being used to compensate for the 

weakness o f the other’. Ramsay (1998) further advocates using a mixed 

methodological approach i.e., “realism”, to improve the validity and reliability o f
29 30conclusions drawn from open systems research.

28 H u ssey  an d  H ussey  (1997 :74) cite  D enzin  (1970 :297 ) w ho defines “trian g u la tio n ” as ‘the  com bination  o f  m ethodo log ies  
in  th e  s tu d y  o f  th e  sam e phen o m en o n ’. E asterby -S m ith , T h o rp e  e t al. (1991 ) assert four types o f  triangu la tion : data, 
re sea rc h e r (investiga to r), m ethodo log ical, and  th eo re tica l. R am say  (1998 :169 ) supports  th is assertion  describ ing  
“tr ian g u la tio n ” as ‘the  p rac tice  o f  using  m o re  than  one  source o f  d a ta , each  frequen tly  being  o b ta ined  u sing  d iffe ren t 
c o llec tio n  m ethods, o r alternatively , ana lyzing  the  sam e data  u s ing  m ore than  one th eory  o r m odel w ith  a v iew  to  lend ing  
cred ib ility  to  any  conc lusions, in terpre ta tions  or g en e ra liza tio n s’ [em phasis  added].
29 R am say  (1998 ) notes: ‘T he [critical rea list] conc lu sion  [is] tha t in open  sy stem s, w here regu larities  appear at all, th e re  is 
log ica lly  no  w ay  o f  know ing  i f  there are ind ica tions o f  causal effects, and  fu rtherm ore, that an absence  o f  regu larities is not 
a re liab le  ind ica to r o f  the absence  o f  causal relations. W ithou t the ab ility  to  experim en ta lly  iso la te  the variab les being 
s tud ied , an d  thus  crea te  closed , or at least qu asi-c lo sed  system s after the  fash ion  o f  experim en ts in the natu ral sc iences , the 
socia l sc ien ces  can  nev e r be  su re o f  hav ing  co rrec tly  iden tified  cause and  e f fe c t’. R am say  (1998 :168)
3,1 R am say  (1998 ) notes: ‘P ositiv ist m etho d o lo g y  suggests  tha t w e can /shou ld  exam ine the w orld  w ith a view  to  iden tify ing  
even t reg u la ritie s , and  from  these , causal re la tions. H ow ever, even i f  w e assu m e tha t w e have circum ven ted  the 
m u ltifa rio u s  d ifficu lties  o f  ob ta in ing  valid , re liab le  da ta  concern ing  hum an  construc ts  and  behav iour, th is on ly  rem ains a 
sen s ib le  s tra teg y  i f  the  researcher can  be su re  th a t the even t-regu la rities  uncovered  in tha t da ta  ac tually  ind ica te  the 
ex isten ce  o f  causal relations. In the natu ra l sc ien ces  this ce rta in ty  is sou g h t a fte r  by experim en ta lly  try ing  to  crea te 
“c lo se d ” sy stem s; tha t is system s in w hich  a ll in fluences  o ther than  chance  and  the causal re la tion  tha t is be ing  exam ined , 
sou g h t o r  te sted  have been  elim inated . A cco rd in g  to  the  critical rea lis t ap p roach  [e.g. S ayer (1984)] th is is possib le  on ly  i f  
th e  fo llo w in g  tw o  cond itions are in p lace: (1 ) T he re  m ust be no  change o r  v aria tion  (e.g . im purities) in  the ob jec t posse ss ing
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7.5 Selected research approach and rationale31

Platts (1993) indicates three shortcomings to strategy research in general; these 

shortcomings are discussed by others in the literature:

1. A poor conceptual base (Camerer 1985; Hill 1987);

2. A low level o f empirical work and theory testing (Camerer 1985; War, 

Keong and Snyder 1990);

3. A lack o f relevance to the real world (Susman and Evered 1978; McGuire 

1986).

These three problems further compound the methodological issues discussed in 

Section 7.4. This author’s chosen research approach (Figure 7H) aims to 

eliminate or at least to minimise the impact o f these research problems and issues. 

The rationale for his approach is as follows:

The research process must link to existing frameworks:

(Camerer 1985) observes that strategy research fails when it is not built on 

established theories. (Hill 1987) also notes that research is often not based on 

sound methodologies. This study’s research questions (Section 7.2) and 

conceptual model (Section 7.3) were generated based upon an extensive review of 

the literature guided by first principles. They are therefore rigorously grounded in 

existing theory.

There must be adequate empirical testing and certification of any proposed 

process:

This study combines (a) rationalist testing o f existing theory via a critical 

literature review with (b) empirical testing o f a conceptual model using a process 

o f triangulation. Triangulation was achieved by combining knowledge gained 

from (1) a focus group with supply chain executives in the U.S.; (2) individual 

exploratory interviews o f eight McKinsey & Company consultants in the U.S.;

th e  causal pow ers i f  m echan ism s are  to  opera te  consisten tly . T h is  is te rm ed  by  B haskar the  “ in trinsic  cond ition  for 
c lo su re” . (2) T h e  re la tio n sh ip  b etw een  the causal m echan ism  an d  those o f  its ex ternal cond itions w hich  m ake  som e 
d iffe ren ce  to  its opera tio n  and  effec ts  m u s t be con stan t i f  th e  o u tc o m e is to  be regu lar (the  ex trin sic  cond ition  fo r c losure ) 
S ayer (1984 :122)). T he p rob lem  for the socia l sc iences  is th a t the  system s they  s tudy  are  never clo sed  as de fined , b u t are  
in s tead , a lw ays and  everyw here  “o p en ” in n a tu re ’. R am say  (1998 :168 )
31 This au th o r’s rev iew  o f  his se lec ted  research  app roach  (S ection  7 .5) and  poten tia l research  p itfalls (S ection  7 .6) ow es 
m u ch  to  m e thodo log ica l d iscuss ions  w ith  his PhD  research  superv iso r, Paul C ousins, and  to C hap ter 5 o f  C ousins (1 9 9 4 )’ s 
d oc to ra l thesis.
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Figure 7H: Research Approach
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(3) quantitative analysis o f a large sample questionnaire survey posted to U.K and 

the U.S. companies; and (4) qualitative analysis o f interviews with three U.K. and 

three U.S. organisations.

The results of the research must be relevant to the world o f the PSM  

professional:

Practitioners and academics have both expressed great interest in the results o f this 

study. A U.S. industry organisation (NISCI) highlighted the importance o f this 

author’s research. The Chicago office o f consultancy McKinsey & Company, 

former employer o f this author, was sufficiently interested in the study to have 

funded this author’s primary research. Academe have noted the current gaps in 

the empirical and theoretical knowledge about managing value-based strategies32; 

academics have expressed to this author great interest in the study. This author’s 

research is therefore timely and highly relevant.

This author’s chosen research design (i.e., “realism”) combines quantitative and 

qualitative empirical methods. These methods are emboldened in Table 7A and 

noted above. This author describes in greater detail below the four research 

methods employed.

Practitioner focus group:

On Tuesday 19 October 1999 this researcher discussed the model with supply 

management executives attending the second symposium o f the National Initiative 

for Supply Chain Integration (NISCI)33. Attendees included senior executives to 

mid-level managers responsible for the supply management functions within their 

organisations. These organisations represented a diverse range o f industries. See 

Table 7G.

32 T h is au tho r p resen ted  the concep tual m odel and  p re lim inary  research  resu lts  to  academ ics  a ttend ing  the  2002 IP SE R A  
C o n feren ce  at th e  U n ivers ity  o f  T w en te  (E indhoven , N etherlands) on 26 M arch  2002. In en su in g  conversa tions , a ttendees  
ex p ressed  in teres t in th is au th o r’s ‘final defin ition  o f  v a lu e ’, h is  lite ra tu re  rev iew , and  the  fina l research  resu lts. T h is  au thor 
no tes tha t the A c a d em y  o f  M a nagem en t R ev iew  w ill pub lish  a specia l issue in M ay 2003 ded ica ted  to  such  questions  as: 
W ha t is va luab le?  W ho  values w hat? W here does value  com e from ? H ow  is value crea ted ?  W here does va lue  res ide?  H ow  
are  (o r shou ld ) n ew  value crea tion  ac tiv ities be m anaged  and co-ord inated . See call fo r papers in Ju ly  2002 A ca d em y o f  
M a n a g em en t R e v iew  (27) 3: 474-475.
33 See w w w .n isc i.o rg .
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T a b le  7G :
N ISC I S y m posium  II A tten d ees /O rg a n isa tio n s  

19-20 O c to b e r 1999 
H o st: In te l C o rp o ra tio n  

L o ca tio n : C h a n d le r , A rizona
A tten d ee P osition O rg a n isa tio n
A ntosz, Steve U nknow n D aim ler-C hrysler C orporation
C z2+ (see  A ppendix B) D irector, Supply M anagem ent 

Planning
C om pany Z

D oyle, M ike Consultant NISCI
Edw ards, Donna M aterials S trategic Program s 

M anager
Intel Corp.

Jap , Sandy A ssistant Professor M IT Sloan School o f  M anagem ent
Josephson, Paul G roup P rocurem ent C oach The T rane C om pany
K w iatkow ski, Ed President Supply A m erica C orp (a United 

States D epartm ent o f  C om m erce 
organisation)

N ovak, Paul President N ational A ssociation  o f  Purchasing 
M anagem ent (N A PM )

Parker, Bob Executive D irector N ISCI
R ogers, Steve D irector, T echnology Purchasing Procter &  G am ble Co.
Sw an, A ndrew Ph.D . S tudent U niversity  o f  B a th  School o f  

M anagem ent
T rim m er, Je ff D irector o f  O perations and Strategy, 

P rocurem ent and Supply
D aim ler-C hrysler C orporation

W alsh , Jam es V ice President, M anufacturing A K  Steel
Z im dars, L eroy Unknow n H arley-D avidson M otor Co.

The one hour discussion was audio taped and transcribed. The attendees 

supported this author’s model with minor corrections (which were subsequently 

incorporated). They also expressed a strong need for “a robust model” to help 

them, and their supply management organisations, understand the many meanings 

o f “value”. For example, Bob Parker (the Executive Director o f NISCI), asserted:

I w ould bet that w e can’t go around this table and define that term [value]. W e use the 
term by saying ‘W ell value ought to be flow in g’. Y es indeed. [And] it ’s m y value, it’s 
flow ing, I’m happy. But I’m the on ly  one w ho w ill know I ’m happy. So there’s a 
problem . I think [value] needs a definition ...  so  that people can focus m ore, m ore 
precisely  on what w e  actually need. Are there ten dim ensions or seven dim ensions or 
tw enty dim ensions to value and what are they? And i f  w e knew, i f  you broke those apart 
like you did in this wonderful m odel [inaudible] then maybe w e  could run the m odel 
through the eight dim ensions or whatever, ten dim ensions o f  value, and say ‘this is how  
you m ight go  about thinking more robustly about that value’. . ..  And I think w e  need this 
desparately.

Jeff Trimmer (Director o f Operations and Strategy for Procurement and Supply at 

DaimlerChrysler Corporation) recounted:

Y ou know, even in our own experience, each one o f  us can think about it, where w e  
thought w e  had a deal and w e  shook hands and had dinner and a beer. And son o f  a gun 
[inaudible] . ..  w e ’re having the m eeting that w e all know w e ’ve had a thousand tim es.
And it’s the m eeting [that proceeds] where:

[Speaking to the left]: ‘I said one, two, three’.
[Speaking to the right]: ‘I heard you say one, two, three. I wrote that dow n’. 
[Speaking to the left]: ‘W ell just a minute! What does one, two, three m ean  to 
you”?
[Speaking to the right]: ‘W e both agreed and shook [hands] on one, two, three’.
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W ell m y  o n e , tw o , th re e  a n d  th a t  p e r s o n ’s o n e , tw o , th re e  a re  to ta l ly  d if fe re n t .  Y o u  d o n ’t 
ev en  g e t  to  th e  c u ltu ra l p ro b le m s  b e fo re  th is  b e c o m e s  a  g e o m e tr ic  p ro b le m . A n d  th e n  
w h e n  y o u  th ro w  c u ltu ra l d if fe re n c e s  in  th e r e  . . . .  [h e  s ig h s ].

These comments suggest that supply management executives are encountering 

difficulties in accurately identifying, measuring and recording value.

Consultant (subject matter experts) interviews:

Table 7H:
Exploratory in terview s o f  M cK insey & C om pany consultants

In terview ee Title N ationality D ate
Keck, Tom Senior Consultant US August 1999
Keedy, Jennifer Junior Consultant US August 1999
Lai, Shyam Senior Partner India September 1999
Mathews, Ben Consultant US August 1999
Naor, Daniel Partner France October 1999
Nelles, James Consultant US November 1999
Semaca, Nick Senior Partner US August 1999
Spencer, Richard Associate Partner UK October 1999

This author conducted exploratory interviews o f eight McKinsey & Company 

consultants who were members o f M cKinsey’s Purchasing and Supply 

M anagement / Supply Chain Practice. These consultants represented a range o f 

positions/skill levels and nationalities. See Table 7H. Each interviewee was 

asked to participate in a discussion o f ‘managing value-based supply chain 

strategies’ that would last twenty to thirty minutes. At the start o f each 

exploratory interview, the interviewee received a copy o f this author’s conceptual 

model; this author then asked the interviewee to direct the conversation for the 

remainder o f the session34 wherever they saw fit. This author stated that they 

could, for example, ask him questions about the research, comment on the model, 

edit/redraw it, etc. The discussions were intentionally not recorded to increase the 

degree o f informality. Drawings and notes were collected at the end o f each 

interview.

As indicated by this author’s research schematic, these interviews (like the 

practitioner focus group) ultimately resulted in revisions to the model and to this 

study’s research questions. For example, one partner challenged this author to 

describe similarities and differences between this study’s conceptual model and

34 C o n su lta n ts  seem ed  to relish the o ppo rtun ity  to d iscuss the top ic  w ith th is researcher and w ere never at a loss for w ords.
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Kaplan and Norton (1992)’s Balanced Scorecard35. An associate partner 

questioned the difference between this author’s conceptual model and hoshin 

kanri36. Two other participants, a junior consultant and a senior partner, 

expressed doubts that their clients’ supply executives would be able to describe 

their respective company’s value-based strategies -  an interesting observation 

unto itself.

Questionnaire survey:

A survey was the third o f this study’s four research methods. To measure ‘the 

degree to which some feature [i.e. a value gap] is present’ (Kirk and Miller 

(1986:9)) in a large sample o f organisations, survey research:

Entails the collection o f  data . . .  on a number o f  units and usually  at a sing le  juncture in 
tim e, w ith a view  to collecting system atically  a body o f  quantifiable data in respect o f  a 
number o f  variables which are then exam ined to discern patterns o f  association. (Bryman  
1989:104)

To test this author’s conceptual model, the questionnaire survey measured the
■yn

definition o f particular value-based strategies at different levels / functions in the 

firm. The survey was pilot tested by five consultants, three academics and two 

practitioners. They commented on specific questions and the overall survey 

design. The pilot study was very helpful, providing good suggestions on re

phrasing specific questions as well as improving response measurement. For 

example, initially Likert-scales (e.g., ranging from 1 “not very important” to 5 

“very important”) were used to measure the importance o f particular value-based 

strategies. The final survey asks respondents to allocate points to (i.e. place 

weights on) value-based strategies from a finite pool o f votes; this allocation was 

meant to mirror his or her organisation’s allocation o f finite resources between 

alternative strategies.

Three colour-coded surveys were sent to each participating firm. These three 

surveys contained the same questions (Appendix A) but were addressed to 

different audiences. The green survey was completed by the firm’s Managing

35 S ee  Section  3.3 for a  de ta iled  d iscussion  o f  the  B alanced  Scorecard .
36 T h is  au th o r rev iew s hosh in  ka n r i in  Section  2.5.
37 R eca ll tha t this au th o r concep tualised  value-based  stra teg ies as a com bination  o fT re a c y  and  W iersem a (1 9 9 3 )’s value 
d isc ip lin e s  and  H ines, L am m ing  et al. (2 0 0 0 )’s value s tream  characte ristic s. See d iscussion  o f  research  question  one in 
S ec tio n  7 .2 .1 .
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Director/CEO/COO; the blue, by the firm’s Head o f PSM; and the tan, by a front

line purchaser/buyer. The green survey measured the conceptualisation o f value 

within the firm; the blue, the configuration o f value; and the tan, the 

implementation o f value38. Since the purpose o f the questionnaire was to establish 

a broad understanding o f value gaps, a positivist approach to information 

gathering and data analysis was used. By quantitatively analysing survey results, 

this author aimed to detect the presence and magnitude o f  value gaps predicted by 

the conceptual model39.

The sample frame was carefully selected to represent large/medium-sized firms 

across a range o f industrial sectors. The Center for Advanced Purchasing Study 

(CAPS) kindly provided access to its database o f US firms; the UK database was 

constructed from existing contacts and publicly available information at the 

University o f Bath. The research survey was conducted simultaneously in the UK 

and USA. 450 US and 130 UK firms received surveys via post. 118 surveys were 

returned: 102 from the USA and 18 from the UK. See Table 71. 77 organisations 

participated40 constituting 42 singleton, 29 double and six triple survey returns. 

Considering the complexity o f the questionnaire this response rate was deemed 

very acceptable.

Case studies:

The phenomenological approach is concerned with using research to understand 

complex situations that do not conform to pre-conceived hypotheses41.

According to Bryman (1989) qualitative research:

T ends to be one individual’s interpretation o f  their environm ent and theirs and others’ 
behaviour. The presentation o f  data tends to be sensitive to the nuances o f  what people  
say and to the contexts in w hich their actions take place. The em phasis tends to be on 
understanding what is go ing  on in organisations in participants’ own terms rather than 
those o f  the researcher. (Brym an 1989:29)

38 See d iscuss ion  o f  p rocess  ow nersh ip  in  S ection  7.3
39 V alu e  gaps  in particu la r in partic ipa ting  firm s w ere  m easu red  and stud ied  u sing  a  varie ty  o f  s ta tis tica l techn iques 
inc lu d in g  c lu ste r ana lysis . T hese  resu lts  are  d iscussed  in C h ap te r Eight.
411 S u rvey  responden ts  are pro filed  in C h ap te r Eight.
41 See the  co m p ariso n  o f  the  positiv ist and  p h enom eno log ica l research  approaches in S ection  7.4.
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Table 71:
Survey respondent organisations and titles

Respondent Organisation Respondent Title Survey Country
A .W . Chesterton Strategic Sourcing M anager B lue U SA
Am erican Electric No title  p ro v id ed B eig e U SA
Am erican Fam ily Insurance Procurement Director Green U SA
Am erican Light Product Line Manager B eige U SA
Am erican Light Director o f  Operations B lue U SA
Am erican Light Director o f  Purchasing Green U SA
A nadigics Purchasing Specialist B lue USA
A nadigics Director o f  Purchasing Green U SA
A ttw ood Corp Director o f  Sourcing Blue U SA

Baptist Health System s o f  South Florida
Assistant V ice  President, Corporate 
Director o f  M aterials M anagement. B e ig e U SA

Barrick Goldstrike M ines Inc Senior Buyer B eige U SA
Barrick G oldstrike M ines Inc No title  p ro v id ed B lue U SA
Barrick G oldstrike M ines Inc Superintendent o f  Materials Green U SA
B ell & H ow ell DM PC Director, L ogistics Green U SA
B ell Atlantic (now  Verizon) Sourcing Process Leader B eig e U SA
B ell Atlantic (now  Verizon) Director Strategic Sourcing B lue U SA
B ell Atlantic (now  Verizon) Senior V ice  President Green U SA
B iffa Group Purchasing Manager B eig e UK

B iffa Director Green UK
B ig  Planet Procurement Director B eig e U SA
B ig  Planet VP Operations B lue U SA
B isse ll Inc Buyer Planner B eige U SA

B isse ll Inc
Director o f  M aterials and L ogistics 
M anagement B lue U SA

Bridon Am erican Corp Director o f  Purchasing and L ogistics B lue U SA
Bridon Am erican Corp President Green U SA
Cannon Equipment Purchasing Manager B eige U SA
Cannon Equipment VP/General M anager Green U SA
Carolinas H ealthcare System VP Corporate Services B lue U SA

Carolinas H ealthcare System
Director o f  operations and Materials 
management Green U SA

CCL Custom M fg VP Purchasing B eige U SA
CCL Custom M fg Director International Services B lue U SA
C hick Fil A Inc Buyer B eige U SA
C hick Fil A  Inc Director, Purchasing B lue U SA

C hick Fil A Inc
V ice  President, Purchasing and 
Distribution. Green U SA

Christian Salvesen Fleet Services Director B lue UK
Clarke Am erican Checks Inc Category Manager B eige U SA

Clarke Am erican Checks Inc President and CEO Green U SA
C lays Purchasing General Manager B lue UK
C oats American VP Manufacturing Blue USA
C oats American CEO Green U SA
Com pany X Director Corporate Purchasing Blue U SA

Com pany X
Second V ice President, Adm inistrative 
Services Green U SA

C onnectiv Strategic Relationship M anager B eige USA
C onnectiv VP- Supply Chain 31ue USA
C onnectiv President and C h ie f Operating Officer Green USA
Consortium  o f  Purchasing and Distribution Supply Chain Manager Blue UK
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D elco  R em y International Director, Global Supplier M anagement Blue USA

D em ag DeLaval Turbomachinery Purchasing Manager B eige USA
D em ag DeLaval Turbomachinery Director o f  Supply M anagem ent Blue U SA

D ix ie  Industrial Supply Director Purchasing Blue U SA
D ix ie  Industrial Supply V ice  President Marketing Green U SA
D ysons Senior Buyer B eige UK
E agle Uniform  & Linen Supply Controller B lue U SA
E agle Uniform  & Linen Supply No title  p ro v id ed Green U SA
EM C Corp Director Corporate Purchasing Green U SA
Federal Express Program M anagem ent A dvisor B eige U SA
Federal Express A cting VP Strategic Service and Supply Green U SA
FHL Senior Buyer B eige UK
FHL Supply Chain Manager B lue UK
Florida D istillers Director o f  Purchasing B lue U SA
G D E  System s Inc M anager, M aterials B lue U SA
Green Bull Inc C .0 .0 Blue U SA
Hiram W alker & Sons Limited Supply M anager - Packaging B eige U SA
Hiram W alker & Sons Limited Director, Supply M anagement Blue USA
HMI Industries Inc Director o f  Purchasing Blue U SA
In Focus Director World W ide Procurement Blue U SA

In Focus
VP B usiness and T echnology  
D evelopm ent Green U SA

K ozy Shac Inc Director o f  Purchasing Green U SA
Laboratory Corp o f  Am erica V ice  President Green U SA
Lear jet Inc Senior Buyer- O utside Production B eige U SA
Learjet Inc Senior Project Coordinator Procurement. Blue U SA

L enox C ollections Sr. VP B lue U SA
L exis-N ex is Corporate Purchasing Specialist B eige U SA
L exis-N ex is No title  p ro v id e d Green U SA
Lucent T echnologies Supply M anagem ent VP Blue U SA

Lucent T echnologies
Director Strategy and Business 
D evelopm ent Green U SA

L yondell Equistar M anager, Purchasing. B lue U SA
M erck Finance Manager Green U SA
Merrill Lynch V ice  President, C om m odity M anager Green U SA
M icron Senior M anager Corporate Procurement B eige U SA

M icron
Senior C om m odity Manager, Corporate 
Procurement Green U SA

M id W est Metal Prod CEO Green U SA
M inistry o f  D efence A ssistant Director Commercial Beige UK

M inistry o f  D efence
D efence Commercial P olicy Group 
Leader B lue UK

M inistry o f  D efence Director General Com m ercial, M OD Green UK
M K  Ferguson Co Director o f  Procurement Beige U SA
M urdock H ealthcare Health Prods Inc Lead Buyer Beige U SA

Nabors Industries Manager Purchasing Green USA
N avistar International Transportation Group Senior Corporate Buyer 3eige USA
N avistar International Transportation Group No title  p ro v id ed Blue USA
N et Results Supply Chain M gmt Inc President Green USA
N evada Power Director Supply Chain 3eige USA
N evada Power No title  p ro v id ed Blue USA
N ew m ont G old  Co Director M aterials M anagement Green USA
N orcold  Inc Director o f  Materials Green USA
N ovell Com m odity Manager 3eige USA
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Perdue Farms M anager o f  Material Planning B eige U SA

Pilkington
Head O f Supply M anagem ent - OE  
Europe B lue UK

Pilkington Supply M anagem ent Director B lue UK
Provident Bank Sourcing A gent 2 B eige U SA
Provident Bank Sourcing M anager Blue U SA
Raychem  M fg Corp Purchasing M anager B lue U SA

R eynolds & R eynolds VP- Supply M anagem ent B lue U SA

R eynolds & R eynolds
Director, Strategy and B usiness 
D evelopm ent Green U SA

R ockw ell International
Supply M anager - Control System s  
Strategic Sourcing B eige U SA

R ockw ell International Director, Strategic Sourcing Green U SA
Rubbermaid Director o f  Purchasing B lue U SA

S& N Richards Distribution Director B eig e U SA
Secure Com puting Corp SR Buyer B eige U SA
Sodexho Marriott VP Corporate Purchasing B lue U SA
Sodexho Marriott Director o f  Purchasing Green U SA

Square D  Co Schneider Electric Director B lue U SA

Supply Am erica President Green U SA

Thales A vion ics Ltd. Procurement Manager B lue UK
The Purchasing Consortium Buyer B eige UK
Unipart Supply D evelopm ent M anager - UG C Green U K
W etherill A ssoc Inc Com m odity Manager Green U SA
W right Solutions Inc VP and COO B eige U SA

Table 7J:
Selection criteria for selected case companies

Selection criteria U V w X Y z

(a) Public recognition by professional bodies (e.g., CIPS or the NAPM) *

(b) Use o f a structured strategic sourcing process (oftentimes implemented with 
the assistance o f a large consultancy)

* * ★ *

(c) Publication o f ‘best practices’ *

(d) Benchmarks demonstrating their leadership position in PSM * *

(e) Membership in select supply-related associations (e.g., NISCI) * *

T able 7K:
C ase study com pany industries

Label C ustom ers Focal organisation Suppliers
U •  UK M inistry  o f  D efence •  D efence contractor •  A dvanced technology 

subcontractor
V •  UK A rm ed Forces • UK M inistry o f  

D efence
•  A vionics

W •  Internal B usiness Units •  G lobal financial 
services (retail and 
institutional)

•  M anagem ent consultancy

X • Internal Business Units •  D om estic financial 
services (retail)

•  Inform ation technology
• Food services
•  Personal com puter 

installation, support and 
service

•  Real estate facilities 
m anagem ent
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T ab le  7K:
C a se  stu d y  com p an y  in d u str ie s

Y • C onstruction contractors •  B uilding m aterials •  M anufacturing  and
• Independent distributors p roduction  m onitoring
•  Subsidiary distributor system s
•  M ajor DIY retailer •  Packaging

Z •  A gricultural •  H eavy equipm ent •  M R O
• E nvironm ental services m anufacturer •  Print

Company interviews are appropriate for answering “how” and “why” research 

questions. ‘The aim is not to infer findings from a sample to a population, but to 

engender patterns and linkages o f theoretical importance’ (Bryman 1989:173).

Case study companies were selected based on their use o f leading-edge PSM 

techniques and practices as indicated by the following proxies: (a) public 

recognition by professional bodies (e.g., CIPS or the NAPM); (b) use o f a 

structured strategic sourcing process (oftentimes implemented with the assistance 

o f a large consultancy); (c) publication o f ‘best practices’; (d) benchmarks 

demonstrating their leadership position in PSM; and (e) membership in select 

supply-related associations (e.g., NISCI). Five o f the six cases met at least one o f 

these criteria (Table 7 J)42. One company, u, was selected strictly as a 

convenience sample. In total, a mix of industries was represented (Table 7K).

Companies agreed to provide access to multiple employees responsible for value 

conceptualisation (Managing Director or other chief executive), value 

configuration (head o f purchasing and supply management), and value 

implementation (front-line purchasing staff)43. In addition, companies agreed to 

provide access to representatives from customer and supplier firms. This author 

requested a one hour session with each interviewee. Sixty individuals (Table 7L) 

were interviewed resulting in over one hundred hours of interviews.

To receive their permission to audio-tape and transcribe sessions, several firms 

requested that this author sign confidentiality agreements. Case companies, 

participant names and detailed transcripts are as a result not disclosed in this 

thesis44. This author developed a nomenclature (Appendix B) to identify and to

43 T w o co m pan ies  p a rtic ipa ted  in the su rv ey  w hilst ano ther p artic ipa ted  in the  p rac titioner (N ISC I) focus group.
43 R ecall from  S ec tio n  7 .2  tha t the “un it o f  an a ly s is” is the PSM  function.
44 C om pan ies  g ran ted  full d isc lo su re  to P h .D . exam iners at tim e o f  exam ination .
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summarise key characteristics o f these sixty individuals whilst maintaining their 

anonymity. As a result, all sixty interviewees can be mapped to this author’s 

conceptual model (Figure 71) based upon their respective titles (Table 7M) and 

responsibilities detailed during the interviews.

Table 7L:
C ase study individuals interview ed

Label Focal O rganisation Suppliers C ustom ers T otal
PSM (+) Non-PSM

U 3 0 2 1 6

V 2 1 1 1 5

w 2 1 1 0 4

X 7 3 5 2 17

Y 4 3 2 4 13

Z 8 1 5 3 17

T otal 26 9 16 11 62*

* Two individuals were double counted as they were seconded to another role in the focal organisation or were in a wholly 
owned subsidiary of the focal organisation. In total, sixty different individuals were interviewed resulting in over one 
hundred hours o f interviews.

Case study research was critical to this study for several reasons. Firstly, the 

researcher was able to hear/read in the interviewee’s own words what value meant 

to him or her. Secondly, the interviewee sometimes predicted (correctly and 

incorrectly) another interviewees’ answers. Probing the interviewee’s reasoning 

was revealing. Thirdly, the interviewee sometimes provided organisational charts, 

policies and procedures, etc. that described their firm ’s purchasing and supply 

practices. Fourthly, the researcher was able to hear/read in the custom er’s or 

supplier’s own words what value actually meant to each o f them, enabling this 

author to examine value perceptions versus expectations across the triad.

In summary, this author assumed a mixed research ontology (i.e., ‘realism ’) 

incorporating the two most common methodologies (positivism and 

interpretivism). The research methods used in this thesis are summarized in Table 

7N. The methods are complementary to overcome the shortcomings o f each, 

thereby creating a robust research design. As with any research design, 

methodological pitfalls need to be addressed and avoided. This author now turns 

to this discussion.
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Figure 71: Case study interviewee map
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T a b le  7M :
C a se  C o m p a n y  in te rv iew s

N am e* P ersp ec tiv e C ase T itle L evel D ate T im e
A„i+ Firm  (PLC) U D irector, Purchasing -  A B C  G roup Blue 7 Jan  02 1 6 :2 0 -  17:15
B„i+ Firm  (PLC) U Purchasing  C ontracts N egotiator B lue 20 N ov 01 1 1 :0 0 -1 1 :4 5
c uJ+ Firm  (PLC) u Purchasing  O fficer B eige 20 N ov 01 1 0 :0 0 -  10:40
D us5 Supplier (PLC) u Procurem ent D irector B lue (Supplier) 14 Jan  02 1 0 :0 0 -  10:40
E 3J-'US Supplier (PLC) u Support D esk M anager B eige (Supplier) 7 Jan 02 2 :4 0 - 3 :1 5
F„cJ Custom er (M inistry o f  D efence) u Project Team  Leader B eige (Custom er) 9 Jan 02 9 :3 5 - 1 0 :3 0
A v' M inistry  o f  Defence V Integrated Perform ance Team  L eader (X Y Z Project) G reen 8 Jan 02 10:0 0 - 1 1 :0 0
BVJ+ M inistry o f  Defence V R equirem ents M anager (X Y Z Project) B lue 7 Feb 02 3 :0 0 - 4 :0 0
C v’+ M inistry  o f  Defence V C om m ercial (X Y Z Project) B eige 8 Jan 02 1 1 :3 0 -  12:30
Dvs* Supplier (PLC) V Pro ject M anager G reen  (Supplier) 6 Feb 02 3 :3 0 - 4 :3 0
B j C ustom er (A rm ed Forces) V R equirem ents M anager (X Y Z Project) B eige (Custom er) 7 Feb 02 3 :0 0 - 4 :0 0
a J Firm  (PLC) w H ead o f  N etw ork C entre G reen 8 A pr 02 1 0 :1 0 -1 1 :3 0
B „2+ Firm  (PLC) w H ead o f  Sourcing Blue 8 A pr 02 1 2 :0 0 -  13.00
C j+ \_w Firm  (PLC) w Supplier D evelopm ent B eige 8 A pr 02 1 4 :0 0 -1 5 :1 0
cws' Supplier (Consultant) w Self-em ployed G reen (Supplier) 8 A pr 02 1 4 :0 0 -  15:10
a x2+ Firm  (PLC) X D irector, C orporate Purchasing Blue 25 O ct 01 7:30-9:00
B,‘ Firm  (PLC) X C h ie f  F inancial O fficer G reen 04 Jan  02 1 2 :3 0 -2 :0 0
c 7v-xs Supplier (PLC) X G eneral M anager B eige (Supplier) 26 O ct 01 8 :3 9 - 9 :3 0
Dxi+ Firm  (PLC) X A ssistant D irector, C orporate Purchasing -  Inform ation 

T echnology
Blue 25 O ct 01 9 :0 0 - 1 0 :0 0

EXJ+ Firm  (PLC) X Senior C orporate N egotiator B eige 25 O ct 01 1 0 :3 0 -1 1 :3 0
Fxs4' Supplier (PLC) X V ice President and G eneral Sales M anager B lue/B eige (Supplier) 25 O ct 01 1: 0 0 - 2 :0 0

2+Gx Firm  (PLC) X A ssistant D irector, Supplier R elations Blue 25 O ct 01 2 :3 0 - 3 :3 0
Hx/ Supplier (PLC) X C lien t M anager B eige  (Supplier) 26 O ct 01 7:30 -  8:30
w Supplier (PLC) X C lient M anager B eige (Supplier) 26 O ct 01 7 :3 0 - 8 :3 0
J x ^ Firm  (PLC) X Senior C orporate N egotiator B eige 26 O ct 01 9 :3 0 - 1 0 :3 0
K,1J Firm  (PLC) X V ice President, Shared Services Business U nit G reen/B lue 26 O ct 01 1 0 :3 0 -1 1 :3 0
W Supplier (PLC) X B eige (Supplier) 26 O ct 01 1:00 -  2:00
M x3+ Firm  (PLC) X R elationship M anager B eige 26 O ct 01 2 :0 0 - 3 :0 0
n 4 - C ustom er (Internal) X B lue (C ustom er) 23 Jan 02 9 :0 0 - 1 0 :0 0
Ox. 12 C ustom er (Internal) X C h ie f  Inform ation O fficer, X Y Z  Business U nit G reen/B lue (C ustom er) 14 Jan 02 4 :0 0 - 5 :0 0

P 4
Firm  (PLC) X A ssistant D irector, C orporate Purchasing -  Indirects B lue 4 Jan  02 9 :0 0 - 1 0 :0 0

Qx Firm  (PLC) X C h ief Inform ation O fficer, Shared Services Business U nit G reen/B lue 4 Jan 02 1 0 :3 0 -1 1 :3 0
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Table 7M:
Case Company interviews

Aye Customer (Corporation 
Distributor)

Y Manager, Center Operations Beige (Customer) 17 Jan 02 9:30 -1 0 :3 0

B VJ+ Firm (PLC) Y Manager, Strategic Sourcing Beige
cv2+ Firm (PLC) Y Director, Strategic Sourcing Blue 29 Nov 01 2 hours
D „ ! Customer (Individual: Contractor) Y Construction Manager Beige (Customer) 14 Dec 01
E 3vs Supplier (PLC) Y National Account Sales Manager Beige (Supplier)
Fv2+ Firm (PLC) Y Vice President, Supply Chain Management Blue 29 Nov 01 2 hours

Firm (PLC) Y Senior Vice President and President (ATZ Systems Division) Green 14 Dec 01 1.75 hours

Hr2 Firm (PLC) Y Director, Logistics Planning and Development Blue
Firm (PLC) Y Manager, Strategic Sourcing -  Direct Materials Beige 29 Nov 01 2 hours
Supplier (PLC) Y Strategic Account Manager Beige (Supplier) 14 Dec 01 1.5 hours
Customer (Corporation: Retailer) Y Sales Assistant Manager Beige (Customer) 14 Dec 01

LyCU Customer (Private Company: 
Distributor)

Y Owner Green/Blue (Customer)

AZJ+ Firm Z Supply Base Manager, Enterprise Supply Management Beige 22 Oct 01 9 :0 0-10:00
Bz22 Firm Z Manager, Business Planning Blue/Beige 22 Oct 01 1:00-2 :30
cz2+ Firm Z Director of Supply Management, Strategic Sourcing Blue 22 Oct 01 4 :0 0 -5 :0 0
d22+ Firm Z Vice President, Worldwide Supply Management Blue 23 Oct 01 9 :0 0-11:00
Ezi+ Firm Z Manager, General Company Supply Management -  Indirect 

Materials and Services, B2B
Beige 24 Oct 01 2 :3 0 -4 :3 0

Fz2+ Firm Z Supply Management Specialist, General Supply Management Beige 24 Oct 01 8 :0 0 -9 :0 0
Gzi+ Firm Z Project Manager, Indirect Materials and Services Beige 23 Oct 01 2 :0 0 -4 :0 0
H /* Firm Z Supply Base Manager (MRO) Beige 24 Oct 01 10:30-12:00
Iz, 2+ Customer (Industry) Z Vice President and Chief Procurement Officer Blue (Customer) 05 DecOl
Jzs2 Supplier Z Vice President, Sales Blue (Supplier) 23 Oct 01 12:00-2:00
K j Supplier Z President Green (Supplier) 24 Oct 01 9 :0 0-10:30
L* 2 Supplier Z Vice President, Finance Blue (Supplier) 24 Oct 01 9 :0 0-10:30
M j Supplier Z Director o f Sales Blue (Supplier) 24 Oct 01 9 :0 0 -  10:30
N l2+'̂ ZC Customer (Partnership) Z Partner Green/Blue (Customer) 10 Jan 02 9:0 0 -1 0 :0 0
0  ,53+ \JZC Customer (Individual) Z Self-employed Green/Blue/Beige

(Customer)
10 Jan 02 11:00- 12:00

p 1r zs Supplier Z President and CEO Green (Supplier) NA NA
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7.6 Potential pitfalls of the chosen research design

Recall from Section 7.4 that Easterby-Smith, Thorpe et al. (1991) posit research 

credibility to be a function o f the research’s validity, reliability, and 

generalisability. Riley, Wood et al. (2000:18) label validity, reliability and 

generalisability “the three axioms o f sound methodology”. They note that whilst 

these concepts are a reflection o f the imperatives o f the positivist tradition, ‘only 

the most extreme anti-positivist would claim that these criteria do not have any 

meaning and significance beyond research conducted in the positivist tradition’ 

Riley, Wood et al. (2000:19). This author therefore reviews the potential pitfalls 

o f the research methodologies employed (Table 7N) in the context o f these three

axioms.

Table 7N:
Comparison of Research Methodologies used in this Study

Description Interviews Survey Method Case method
Unit o f  measure People Firm Firm
Number o f units Several (individuals) Many (respondent firms) Few (firms) / several 

(individuals)
Sampling Convenience Convenience Selective/modified 

snowball sampling
Time Horizon Cross-sectional Cross-sectional Cross-sectional
Participation of  
researcher in field 
study

Very close Not close Close

Data collection 
instrument(s)

Group o f individuals and 
individuals

Research designed Individuals and 
documents

Emphasis on 
understanding

Participant’s view Researcher’s view Participant’s and 
researcher’s view

Generalisability Highly unlikely 
(exploratory)

Highly likely (descriptive) Unlikely

Nature o f  
measurement

Qualitative Quantitative Qualitative

Methods used Practitioner focus group and 
unstructured consultant 
interviews

Questionnaire Semi-structured 
interviews o f case firm 
employees, customers 
and suppliers

Interviews

This author conducted one practitioner focus group and several consultant 

interviews. Both formats were intended to be “open”, i.e. unstructured, since they 

were exploratory in nature and the conceptual model had not yet been formalised. 

This author’s original aim was to adopt a “neutral” stance during these interviews. 

However, the author read Easterby-Smith, Thorpe et al. (1991:74) who cite Jones 

(1985) to assert that presupposition-less research does not and cannot exist. ‘In 

preparing for interviews researchers will have, and should have, some broad 

questions in mind, and the more interviews they do and the more patterns they see
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in the data, the more likely they are to use this grounded understanding to want to 

explore in certain directions rather than others’ Jones (1985:47).

As a result, this author used the conceptual model -  rather than a list o f questions 

-  to frame conversations with subject matter experts. Since these interviews were 

intentionally exploratory in nature (and not meant to validate the model) and since 

the conceptual model was developed from the academic literature, this author was 

primarily interested in the unassisted reaction(s) o f  interviewees to a theoretically 

derived framework. The valuable commentary and suggestions received -outlined 

in Sections 7.4 and 7.5 -  might not have been generated using a more structured 

interviewing technique. This author used this approach on another study45 where 

the specific research questions had already been determined.

Survey method

This author followed Easterby-Smith, Thorpe et al. (1991)’s five 

recommendations when designing survey questions: ensure that questions are 

clear, avoid specialist language/jargon, avoid personal questions, do not ask 

multiple questions in the same sentence, and avoid “leading” questions. The pilot 

study o f the survey instrument described in Section 7.5 was helpful in identifying 

deviations from these recommendations. Reviewers provided direct feedback to 

this author including line-by-line edits o f the survey instrument.

Patchen (1965) asserts that research validity can be measured in one o f three 

ways: face validity (i.e., testing whether the instrument and its questions are 

plausible), convergent validity (i.e., comparing the instrument with other 

independent instruments) and group validation (i.e., comparing groups otherwise 

known to differ on the factor in question). This study’s survey instrument was 

compared to other instruments developed and/or used by this author in previous 

studies. These included a conjoint survey o f  banking custom ers m easuring the

45 T h is  au th o r w as part o f  a jo in t A .T . K earney  -  C en te r for A dvanced  P urchasing  S tudies research  team  w hich  pub lished  
The F u tu re  o f  P u rch a s in g  a n d  Supp ly : A F ive  a n d  Ten Year F o reca st in 1998. ‘The s tu d y  team  conduc ted  eleven  reg ional 
focus g roups w ith  o v e r 160 pu rchasing /supp ly  execu tives in 1997. P rior to  each  focus g roup, the execu tives  com pleted  a 
su rv ey  co n ta in in g  37 fo recasts. T he su rvey  m easu red  the  ex ecu tiv es’ ag reem ent and d isag reem en t w ith  each statem ent.
T h e  researchers d iscu ssed  the responses with the focus g roup  partic ipan ts . H igh ligh ts from  these d iscussions , as w ell as 
p e rtin en t an onym ous quo ta tions, are con ta ined  in the research  re p o rt’ C arter, C arter e t al. (1998 :26)
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utility o f particular financial service options46, a Likert-scale survey measuring 

PSM executive acceptance o f forecasted developments in the profession47, and a
48multiple choice questionnaire o f purchasing practices by PSM executives . These 

rigorously validated survey instruments were useful examples. Since this study 

appeared to be the first large-scale study investigating purchasing and supply 

m anagement’s role in value-based strategies conducted in the UK or the US, 

however, convergent validity could not be demonstrated. Instead, the survey 

instrument was validated through face validation supported by pilot testing.

Case method

Yin (1984:21-22) identifies three major criticisms o f the case method: (1) a lack 

o f rigour which allows equivocal or biased views to influence the direction o f 

findings and conclusions, (2) little basis for scientific generalization, and (3) 

excessive time requirements resulting in massive, unreadable documents. This 

author addresses the first criticism by developing and using a semi-structured 

interview protocol to explore four key areas: (a) the organisation’s value 

proposition, (b) differences between buy-side versus sell-side value strategies, (c) 

alignment o f value definitions across levels within the firm, and (d) geographical 

differences either at the plant, regional or national levels. Moser and Kalton 

(1971:298-301) note that semi-structured interviews (used as part o f the case 

study) should be examined on four dimensions: interviewer skill, bias, depth and 

analysis. This author has a decade o f professional experience conducting research
49interviews .

46 T h is  au th o r w as p a r t o f  a research  team  at A ndersen  C onsu lting  w hich  adm in is te red  ‘A  com pu ter-based , in terac tive  
su rv ey  o f  20 0 0  co n su m ers  to  p ro b e  values in six area s: de livery  channel, p rice  (rates and  fees), in terac tion  q ua lity , response 
speed , p ro d u c t b read th  and custom iza tion  an d  re la tionsh ip  m anagem en t (h igh-touch versus lo w -touch )’ in six  m a jo r US 
m ark e ts  in  1995. S ee  E llio tt, S w an  e t al. (1995).
47 S ee  C arter, C a rte r  e t al. (1998).
48 T h is au th o r w as part o f  a  jo in t A rizona S ta te  U n ivers ity  - M cK insey  &  C om pany  research  p ro jec t inv estig a tin g  the 
im pact o f  p u rch asin g  and  supp ly  m an ag em en t ac tiv ities  on co rpo ra te  success. T he p rop rie tary  s tudy, m an ag ed  by  Dr. L isa 
E llram , w as com ple ted  in 1999. This au tho r had  access  to  the p ro je c t’s questionnaire  (and  frequen tly  re fe re n ced  it du ring  
dev e lo p m en t o f  th is  s tu d y ’s su rvey  instrum ent). E llram , Z sid isin  et al. (2002) describes the  p ro je c t’s research  m e thod  as 
fo llow s: ‘T h e  p rim ary  m ethod  used  to  g a th er data for th is research  was a m ail survey. C onstruct dev e lo p m en t for 
p u rch asin g  p rac tice s  c lo se ly  fo llow ed the  p rocedu re  for one-tim e, cross-sec tiona l da ta  recom m ended  by  C hurch ill (1979).
A  su rvey  questio n n a ire  w as deve loped  a fte r  an ex tensive  rev iew  o f  the P urchasing  and  S upp ly  M anag em en t (PSM ) 
litera tu re. E x istin g  sca les w ere  used  o r m od ified  for the construc ts  o f  total cost o f  o w nersh ip  (E llram  and S iferd , 1998; 
M altz  and E llram , 1997; E llram  and M altz , 1995), su p p lie r  deve lopm ent (K rause, 1999; K rause and  E llram , 1997), supp lier 
a lliances  (B lancero  an d  E llram , 1997; C ooper, E llram , G ardner and H anks, 1997), and  supp ly  risk  (N o o rd ew eie r, John  and 
N ev in , 1990; W alk er and  W e b e r , 1984; R obertson  an d  G atignon , 1998). P ractitioners and  academ ics p o ssess in g  genera l 
b usiness , p u rch asin g  and research  expe rtise  ex tensively  rev iew ed  the initial instrum ent. T h e  su rvey  w as m o d ified  and  p re 
te sted  on  severa l p u rch asin g  execu tives befo re  bein g  f in a liz ed ’.
49 T h is  au th o r se rv ed  as R esea rch  M anager w ith M cK insey  &  C o m p an y ’s P urchasing  and  Supp ly  P rac tice  (1998 -2001 ), 
w ith  A .T . K e a rn ey ’s O pera tions P ractice  (1996-1998), and  w ith  A ndersen  C onsu lting  S trateg ic S erv ices P rac tice  (1994- 
1996). H e w as a lso  a  R esearch  A naly st w ith  the  finance d epa rtm en t at H arvard  B usiness Schoo l (1992 -1994 ).
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This author addressed Y in’s second criticism by using a modified snowball 

sampling approach whereby the main contact within each case study organisation 

arranged interviews with other knowledgeable firm personnel, suppliers and 

customers across a variety o f industries. This author gained wide access to high- 

ranking personnel particularly in the US. The number, length and depth o f 

interviews are comparable to other research studies this author has previously co

managed and to a recent case-based industry research study50.

This author addressed Y in’s third criticism by maintaining a disciplined focus on 

this study’s research questions, and by using a rigorous structured approach to 

identify patterns and relationships between concepts explored in the interviews. 

Firstly, this author reviewed all transcripts and notes o f the interviews to extract 

only sections pertinent to this study51. Key comments were thereby isolated. 

Secondly, this author used open coding to classify responses based upon a set o f 

pertinent key words and phrases related to the conceptual model and to the 

research questions. See Appendix C. The resulting table was iteratively sorted 

and (re) analysed to uncover patterns and relationships. This author will now turn 

to a discussion o f these findings.

7.7 Conclusion

This chapter has reviewed the nature and structure o f this thesis’s research. To 

accomplish this objective, this author defined the terms philosophy o f  science, first 

principles, and research philosophy, discussed this thesis’s research objectives 

and research questions; described the conceptual value gaps model this author 

will use to investigate these questions; reviewed important research philosophical 

issues endemic to management research; examined the research approach 

selected by this author, and discussed the rationale for its choice; and outlined 

potential research pitfalls o f the chosen approach.

The proceeding chapter will discuss the results o f the research. Specifically this 

author will review the empirical findings o f this thesis’s primary research in the 

context o f  this author’s conceptual model. Accordingly the author will review the

5,1 S ee  E llram  (2002).
51 In ac co rd an ce  w ith  con fiden tia lity  ag reem en ts  s igned  by  th is au th o r full in terv iew  transc rip ts  a re  not included in the 
p u b lish e d  thesis. S elect in terv iew ee quo ta tions are  found in T ab les 8P  th rough 8T.
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results o f a broad survey documenting a shift in the definition o f value on the buy- 

and sell-sides o f organisations; examine the results o f the survey which also 

demonstrate a shift in the definition o f value across the different levels o f 

organisations; and discuss case-study findings indicating misalignment o f value 

definitions across the supply chain as manifested in several triads o f  companies.
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Chapter Eight: D iscussion o f research findings

8.0 Purpose

The preceding chapter reviewed the nature and structure o f this thesis’s research. To 

accomplish this objective, this author defined the terms philosophy o f  science, firs t  

principles, and research philosophy, discussed this thesis’s research objectives and 

research questions', described the conceptual value gaps model this author will use to 

investigate these questions; reviewed important research philosophical issues endemic 

to management research; examined the research approach selected by this author, and 

discussed the rationale for its choice; and outlined potential research pitfalls of the 

chosen approach.

The purpose o f this chapter is to discuss the empirical findings o f this thesis’s primary 

research in the context o f  this author’s conceptual model. To accomplish this objective, 

the author will:

1. Review the results o f a broad survey documenting a shift in the definition o f 

value on the buy- and sell-sides o f organisations;

2. Examine the results o f  the survey which also demonstrate a shift in the 

definition o f value across the different levels o f organisations;

3. Discuss case-study findings indicating misalignment o f value definitions across 

the supply chain as manifested in several triads o f companies.

8.1 Value-based strategies and “value misalignment” within the firm

118 survey responses were returned consisting o f the following: 39 from upper 

management level (green surveys), 45 from middle management level (blue surveys), 

and 34 from the front-line level (beige surveys)1. Table 8A profiles general 

characteristics o f the respondent organisations. It is clear from Table 8A and from the 

list o f  company names in Table 71 that a very diverse set o f organisations were 

sampled.

' T h is au th o r no tes tha t 14 su rveys m igh t be rec lassified  (from  one o rgan isa tional level to  ano ther) b ased  upon the  re sp o n d en ts ’ 
re sp ec tiv e  jo b  titles. C ase  study  in terv iew s o f  60 ind iv iduals (S ection  8.3) reveal that indiv iduals som etim es assum e m ultip le  jo b  
ro les  and  responsib ilities . W ithout add itiona l in fo rm ation  abou t the su rv ey  responden ts and /o r the ab ility  to  question  them  further, 
th is au th o r is unab le  to  de te rm in e  w h e th e r rec lassifica tion  is w arranted . T h is  au thor has the refo re  chosen  n o t to rec lassify  any 
su rvey . R esponden ts  are  assum ed  to  h av e  accu ra te ly  fo llow ed the  su rvey  instructions (see  A ppend ix  A).
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T able 8A:
Profile o f survey respondent organisations

Statistics M ean 25
percentile

M edian 75 percentile M axim um

T otal custom ers 3 4 3 ,  2 0 3 2 1 38 4 ,1 2 5 1 1 ,8 0 0 ,0 0 0
T o ta l supp liers 3 ,0 7 8 4 9 3 5 0 2 ,6 2 5 3 7 ,0 0 0
A nnual tu rnove r / 
sa les  ($ m illions)

4 0 5 4 5 0 0 1 ,4 7 5 3 ,7 4 5

A nnual purchases ($ 
m illions)

17 2 8 135 5 0 0 2 ,0 0 0

T o ta l em ployees 1 9 ,0 2 8 3 7 5 2 ,5 0 0 7 ,7 5 0 2 8 0 ,0 0 0

Recall from Section 7.2 that this author defined a value-based strategy as a focussed 

strategy which pulls from a wide range o f  value characteristics (Figure 7A). The 

purpose o f the questionnaire survey was to distinguish which “value characteristics” are 

associated with which value-based strategies relative to a firm ’s role in its value chain. 

Any (focal) firm within a triad of companies relates to its value chain (the triad) in two 

fundamental ways: as a customer o f its supplier (the buy-side) and as a supplier to its 

customer (the sell-side). The survey was designed to assess the different perceptions o f 

value across the participating organisations relative to each o f these roles. To that end, 

respondents were asked to allocate one hundred points between three value disciplines 

(defined by Treacy and Wiersema (1993)) to describe the blend o f value-based 

strategies pursued by their respective organisations. They were also asked (twice) to 

allocate one hundred points between the seven value stream characteristics (defined by 

Hines, Lamming et al. (2000)) to describe the implementation o f that mix o f  strategies 

from both the buy- and sell-sides o f their respective organisations.

Pearson correlation statistics were calculated for value characteristics’ weights for both 

the buy- and sell-side perspectives. Correlation statistics were further analysed using 

two tailed significance tests to identify any statistical relationship(s) between the three 

value disciplines and the seven value characteristics. Table 8B documents the general 

absence o f correlations between the two variables, likely due to the fact that the 

variance within the sample was too great and the sample size too small for such a 

divergent set o f organisations.
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T able 8B:
C orrelation A nalysis -  V alue D isciplines and V alue C haracteristics (T otal Sam ple)

Focal firm  as a custom er (buy-side) Focal firm  as a supp lier (sell-side)
Value

Characteristics
Low Cost 
Strategy

Innovation
Strategy

Relationship
Focus

Low Cost 
Strategy

Innovation
Strategy

Relationship
Focus

a. Customer 
Responsiveness

0.238** -0.323** 0.36 0.140 0.016 -0.052

b. Timely Supply 0.035 -0.276** 0.308** 0.127 -0.072 0.052
c. High Quality G&S -0.014 0.089 -0.017 -0.105 -0.023 0.034
d. Efficient operating 
process

0.183* -0.187* 0.041 -0.007 -0.021 0.141

e. Lower Prices 0.052 -0.22 -0.057 0.048 -0.029 -0.051
f. Impact on profit -0.12 0.133 0.125 0.009 -0.009 0.103
g. Highly innovative -0.425** 0.263** -0.120 -0.321 0.175 -0.138

* =  Significant at 1% level two-tail test 
**=Significant at 0.05%  level two-tail test

Cluster analysis (SPSS Version 10.0 Quick Cluster algorithm) did reveal characteristics 

associated with distinct strategies pursued by respondent organisations. Table 8C 

shows the complete cluster analysis along with descriptors o f the three resulting 

clusters. Although the clusters (indicated by Greek letters) were formed in different 

orders, each cluster appears irrespective o f whether the firm assumes a supplier role 

(sell-side) or a customer role (buy-side). Each cluster was labeled based upon the value 

characteristics loading onto it. Thus, the “Price Cluster” (P) contains only one value 

characteristic: lower prices (e). The “Process Cluster” (a) contains three value 

characteristics: efficient operating processes (d), impact on profit (f), and highly 

innovative products and services (g). The “Customer Satisfaction Cluster” (y) contains 

three value characteristics: customer responsiveness (a), timely supply o f goods and 

services (b), and high quality goods and services (c).

Table 8C:
Cluster analysis (total sample)

F o c a l f i rm  a s  c u s to m e r  (b u y -s id e ) F o c a l f irm  as  s u p p lie r  (se ll-sid e )
V a lu e

C h a ra c te r i s t ic s :
a P Y a Y P

a. C u sto m er 
R esponsiveness

X X

b . T im e ly  S u p p ly X X
c. H igh  Q uality  
G & S

X X

d. E ffic ien t 
o p era tin g  p rocess

X X

e. L o w er P rices X X
f. Im pac t on p ro fit X X
g. H ig h ly  in nova tive X X

N am e s: P ro cess P ric e C u s to m e r
S a tis fa c tio n

P ro cess C u s to m e r
S a tis fa c tio n

P ric e
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A K-means analysis was run to establish the validity o f these groupings. Although all 

three clusters (indicated by Greek letters) mapped to Treacy and W iersema (1993)’s 

three value disciplines (indicated by Roman numerals) in Table 8D, this m apping was 

not straightforward.

Table 8D:
K-m eans com parisons (total sample)

F o ca l f i rm  a s  c u s to m e r  (b u y -s id e ) F o c a l f i rm  as s u p p lie r  (se ll-s id e )
V a lu e  D iscip lines C luste r V alue

C haracteristics
L abel for 
cluster on 
F igure 8A

C lu ste r V alue
C harac te ristic s

L abel for 
c lu s te r  on 
F ig u re  8A

I: L ow  C ost P (Price) e lc y  (C u sto m er 
Sat.)

a, b, c 1*

II: Innovation a (P ro c e s s ) d, f, g 2e 3 (P rice ) e 2,
III: R e la tionsh ips y  (C ustom er 

Sat.)
a, b, c 3C y  (C u sto m er 

Sat.)
a, b, c 3S

L E G E N D  a: cu s to m er responsiveness; b: tim e ly  supp ly ; c: h ig h  q ua lity  goods and serv ices;
d: e ffic ien t operating  p rocesses; e: low er p rices; f: im pact on p ro fit; g: h ig h ly  innova tive  p roducts

Table 8D reveals that value characteristics (lower case letters) associated with a given 

value discipline change depending on the perspective assumed by the respondent (buy- 

side versus sell-side). The sole exception is the “relationship-based” value discipline 

(III); it remains associated with the “customer satisfaction” cluster (y) for both the 

customer and supplier roles. This author introduces the concept o f “value 

misalignment” to describe this shift in the relationship between value characteristics 

and value disciplines vis-a-vis the firm’s role.

“Value alignment” occurs whenever value disciplines/ value characteristics remain 

constant when assuming either a customer or supplier role. To visualize the degree o f 

“value alignment” or “value misalignment” , weights of characteristics and disciplines 

were graphed (Figure 8A) using a technique introduced by Cousins (2001). The axes’ 

end- and mid-points represent minimum, maximum, and average weights o f  value 

disciplines (y axis) or value characteristics (x axis). Table 8E contains the data 

corresponding to the points on Figure 8A. Arabic numerals in Figure 8A correspond to 

strategies defined empirically using the K-means analysis. Subscripts s and c indicate 

the assumed customer role (i.e. focal firm as supplier/sell-side versus customer/buy- 

side).

Page 307

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Chapter Eight: Discussion o f research findings

Table 8 E :  

Point construction table total sample)
F o c a l f irm  as c u s to m e r (b u y -s id e ) F ir m  as  s u p p lie r  (se ll-sid e )

L ab e l for 
C lu s te r on 
F igu re  8A

X 1 Y 2 L abel for 
C lu ste r on 
F ig u re  8A

X 1 Y 2

a -  17.63 I -  40 .40

lc e -  17.27 I -  40 .40 1. b -  18.45 I -  40 .4 0
c -  15.53 I -  40 .40

d  -  8 .76 1 1 -2 3 .5 4

2C f -  10.82 1 1 -2 3 .5 4 2, e -  13.25 1 1 -2 3 .5 4
8 - 9 . 7 5 1 1 -2 3 .5 4

a  -  14.84 111-35 .21 1 a -  17.63 I I I -3 5 .2 1

3 C b - 20.46 I I I -3 5 .2 1 3S b -  18.45 I I I -3 5 .2 1
c -  17.63 I I I - 3 5 .2 1 c -  15.53 I I I - 3 5 .2 1

L E G E N D  (T A B L E  8 E  A N D  F IG U R E  8A )
N O T E S
(1) M ean  w eigh ts o f  va lue  characte ristic s h ave  n o t been  res ta ted  to  accoun t for rou n d in g  erro rs in o rd er to  p rese rv e  data  in tegrity .
(2 ) M ean  w eigh ts o f  va lue  d iscip lines h ave  n o t been res ta ted  to  accoun t for ro und ing  errors in o rd er to  p re se rv e  data  in tegrity .

C H A R A C T E R IS T IC S  a: cu stom er responsiveness; b: tim e ly  supply ; c: h ig h  q ua lity  goods and serv ices;
(X  A X IS ) d: effic ien t o pera ting  p rocesses; e: low er p rices; f: im pact on profit; g: h ig h ly  inn o v a tiv e  products

From  perspective  o f  focal firm  as cu stom er/buy -s ide  (in  c irc les) and  as su p p lie r/se ll-s id e  (in  d iam onds)

D IS C IP L IN E S  (Y ) I: Low  cost p rovider; II: P ro d u c t innovato r; III: C u sto m er re la tionsh ip -based

C L U S T E R S  1: P rice ; 2: Innovation ; 3: R e la tionsh ip
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Figure 8A:
Value-based strategies (total sample)
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According to value first principles derived from the literature, value should flow 

uninterrupted across the functions within an organisation -  i.e. from PSM, product 

development, engineering, marketing, and customer service -  for the ultimate 

customers to receive what they consider value. The immediate customer o f PSM is 

any internal business function or external organization that uses products or services 

procured by PSM. It is unlikely that PSM can use a generic definition o f value to 

satisfy both the customer and supplier orientations o f the firm, since Figure 8A and 

Table 8E indicate that value characteristics clustered to each value-based strategy 

change between customer and supplier roles. Five other impediments prevent PSM ’s 

design, development and execution o f value-based supply chain strategies. This author 

will now discuss those five impediments using the conceptual model (Figure 7D) to 

explore the survey data.

8.2 Value-based strategies and “value incongruence” within the firm

The sample was divided into three organisational levels corresponding to the three 

stages o f value management described by the conceptual model (Figure 8B).

F igure 8B:
A n a ly s is  o f  su r v e y  r e sp o n d e n ts

Stage of Value 
Management

Survey
colour

Firm level Type of respondent Analysis (tables and 
figures)

Conceptualisation Green Upper Chief executive or 
equivalent

Tables 8F, 8G, 8H 
Figure 8C

Configuration Blue Middle Functional head/co
heads of PSM

Tables 81, 8J, 8K 
Figure 8D

Implementation Beige Lower Front line staff Tables 8L, 8M, 8N 
Figure 8E

Value
(in) congruence

Value GAP2

Value GAP3

The set o f statistical analyses discussed in Section 8.1 — cluster analysis, K-means 

comparisons, point construction, graph — were rerun for each sub-grouping o f  the 

survey sample. The results o f those analyses are contained in Tables 8F-8N and 

illustrated by Figures 8C-8E.
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T a b le  8 F :
C lu s t e r  a n a ly s is  ( u p p e r  f i r m  lev e l)

Focal firm  as custom er (buy-side) Focal firm  as su p p lie r (sell-side)
C luster: a p y a p Y
a. C ustom er 
R esponsiveness

X X

b. T im ely  S upp ly X X
c. H igh  Q uality  
G & S

X X

d. E fficien t 
o pera ting  process

X X

e. L ow er Prices X X
f. Im pact on p ro fit X X
g. H igh ly  innova tive X X
N am es * * * * * * *

N o tes:
(*) T h e  clusters w e re  not nam ed because  the cha racte ris tic s  in each cluster changed  s ign ifican tly  a t  each  o rg an isa tio n a l level.

T a b le  8 G :
K -m e a n s  c o m p a r is o n s  ( u p p e r  f i r m  lev e l)

de)1 F ocal firm  as cu sto m er (buy-side) Focal firm  as su p p lie r (sell-s
V alu e  D isc ip lines C lu ste r V alue

C haracteristics
L abel for c lu ste r  
on F igure 8C

C luste r V alue
C harac te ristic s

L abel for 
c lu s te r  on 
F igu re  8C

I: L o w  C ost 3 a, d, f U 3 a, b , d , f 1,
II: Innovation Y b, e 2 C a c, e 2S
III: R e la tionsh ips 3 a, d, f 3t 3 a , b , d , f 3S

L E G E N D  a: cu s to m er responsiveness; b: tim ely  supp ly ; c: h ig h  quality  g oods and  serv ices;
d : e ffic ien t operating  p rocesses; e: low er p rices; f: im pact on  p ro fit; g: h ig h ly  innova tive  p ro d u c ts
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Chapter Eight: Discussion o f  research findings

T a b le  8 H :
P o in t  c o n s t r u c t io n  ( u p p e r  f i r m  lev e l)

F ocal firm  as custom er (buy-side) F irm  as su p p lie r (sell-side)
L abel fo r C luster 
on F igu re  8C

X Y L abel fo r C lu ster 
on F igu re  8C

X Y

a  -  14.92 1 -4 1 .7 4 a -  18.01 1 -4 1 .7 4

lc d -  9.1 1 -4 1 .7 4 1, b -  16.15 1 -4 1 .7 4
f -  11.73 1 -4 1 .7 4 d -  9.03 1 -4 1 .7 4

f -  10.72 1 -4 1 .7 4

2C b - 20.89 11-21 .85 2S c -  15.68 11-21 .85
e -  15.17 11-21 .85 e -  15.9 11 -21 .85

a -  18.01 I I I - 3 3 .8 4
3C a  -  14.92 I I I - 3 3 .8 4 3, b -  16.15 I I I - 3 3 .8 4

d - 9.1 I I I - 3 3 .8 4 d - 9 .0 3 I I I - 3 3 .8 4
f -  11.73 I I I - 3 3 .8 4 f -  10.72 I I I - 3 3 .8 4

LE G E N D  (T A B L E 8H AND F IG U R E  8C)
N O TE S
(1 ) M ean w eights o f  v a lue  characteristics have not been  resta ted  to  accoun t for round ing  erro rs in o rder to  p reserve  data in tegrity .
(2 ) M ean  w eights o f  value d iscip lines have n o t been  resta ted  to  acco u n t for round ing  erro rs in o rd er to  p rese rv e  data  in tegrity .

C H A R A C T E R IS T IC S  
(X AXIS)

D IS C IP L IN E S  (V) 

C L U ST E R S

a: cu stom er responsiveness; b: tim ely  supply ; c: h igh  quality  g oods and  serv ices;
d: e ffic ien t o pera ting  p rocesses; e: low er p rices; f: im pact on p ro fit; g: h ig h ly  in nova tive  p roducts

From  p ersp ec tiv e  o f  focal firm  as cu stom er/buy -s ide  (in  circ les) an d  as sup p lie r/se ll-sid e  (in d iam onds)

I: Low  co s t p rov ider; II: P roduct innova to r; III: C ustom er re la tionsh ip -based

1: P rice ; 2: Innovation ; 3: R ela tionsh ip

Figure 8C:
Value-based strategies (upper firm level)

M a x im u m
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Chapter Eight: D iscussion o f research findings

T able 81:
C luster A nalysis (m iddle firm  level)

I F o c a l f irm  as c u s to m e r  (b u y -s id e ) F o c a l f irm  a s  s u p p lie r  (se ll-sid e )
C luster: || a p Y a p Y
a. C ustom er | 
R esponsiveness  [

X X

•
b. T im ely  S upp ly  1 X X
c. H igh Q uality  G & S  I  X X
d. E fficien t 
opera ting  p rocess

X X

e. L ow er Prices X X
f. Im pact on p ro fit X X
g. H igh ly  innova tive X X
N am es * * * * * * *

N otes:
(* ) T h e  clusters  w ere  not nam ed  b ecau se  the  characte ristic s in each  c lu ster changed  s ign ifican tly  a t each  o rgan isa tiona l level.

Table 8J:
K-means com parisons (m iddle firm level)

f F o c a l f i rm  a s  c u s to m e r  (b u y -s id e ) F o c a l f irm  as  s u p p lie r  (se ll-sid e )

V alu e  D isc ip lines  |  C lu ste r V alue
C haracteristics

L abel for 
c lu ste r on 
F igu re  8D

C luster V alue
C harac te ristic s

L abel for 
c lu s te r  on 
F igu re  8D

I: L ow  C ost I y e lc P e 1<
11: Innovation  a b , c, f 2C Y C, d, f, g 2S
III: R e la tionsh ips | a b , c, f 3c a a, b 3 S

L E G E N D  a: cu sto m er responsiveness; b: tim ely  supply ; c: h igh  q ua lity  goods and serv ices;
d: e ffic ien t operating  p rocesses ; e: low er prices; f: im pact on profit; g: h igh ly  innova tive  p roducts

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

Page 312



Chapter Eight: Discussion o f  research findings

Table 8K:
Point construction (m iddle firm level)

F o c a l f irm  as c u s to m e r  (b u y -s id e ) F i rm  as  s u p p l ie r  (se ll-side)

L abel fo r C lusters  
on F igure 8D

X Y L abel fo r C lusters  
on F igure 8D

X Y

lc e -  19.57 1 - 4 0 .8 2 U e -  12.98 1 - 4 0 .8 2

b - 20.67 1 1 - 2 3 .0 4 c -  15.01 1 1 -2 3 .0 4
2C c -  17.91 1 1 -2 3 .0 4 2 S d -  7 .22 II -  23 .04

f -  10.3 II -  23 .04 f -  9 .03 II -  23 .0 4
g - 9 . 1 8 1 1 -2 3 .0 4

b - 20.67 I I I - 3 6 .1 3
3C c -  17.91 111 -3 6 .1 3 3S a -  17.04 III -  36.13

f -  10.3 III - 3 6 .1 3 b -  19.37 I I I - 3 6 .1 3

L E G E N D  (T A B L E  8 K  A N D  F IG U R E  8D )
N O T E S
(1) M ean  w eights o f  v a lue  characte ristic s have n o t been  resta ted  to accoun t for ro und ing  erro rs in o rd er to  p reserve  data  in teg rity .
(2) M ean  w eights o f  va lue  d iscip lines h ave  n o t been  res ta ted  to  accoun t for round ing  errors in o rd er to  p rese rv e  d a ta  in tegrity .

C H A R A C T E R IS T IC S  a: cu stom er responsiveness; b: tim ely  supply ; c: h igh  q u a lity  goods and  serv ices;
(X  A X IS ) d: e ffic ien t o pera ting  p rocesses ; e: low er prices; f: im pact on pro fit; g: h ig h ly  innova tive  p roducts

From  perspec tive  o f  focal firm  as custom er/buy -s ide  (in c ircles) and  as su p p lie r/se ll-sid e  (in  d iam onds)

D IS C IP L IN E S  (Y ) I: Low  cost p rov ider; II: P roduct innovato r; III: C u sto m er re la tionsh ip -based

C L U S T E R S  1: P rice ; 2: Innovation ; 3: R ela tionsh ip

Figure 8D:
Value-based strategies (middle firm  level)

M axim um
4 0 .8 2

3 6 .1 3

( 1 3 .9 5 ,3 1 .9 3 ) 17.31 2 0 .6 710 .5 97 .2 2

D ISPERSIO N  O F W EIG H TS OF 
VALUE CHARCATER1STICS
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~ " From sell-side
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Chapter Eight: D iscussion o f  research findings

T a b l e  8 L :

C l u s t e r  A n a ly s i s  ( l o w e r  f i r m  le v e l)

F o c a l f irm  as  c u s to m e r  (b u y -s id e ) F o c a l f i rm  a s  s u p p lie r  (se ll-s id e )
C luster: a P 7 a p 7
a. C ustom er 
R esponsiveness

X X

b. T im ely  Supp ly X X
c. H igh Q uality  G & S X X
d. E ffic ien t 
opera tin g  process

X X

e. L o w er P rices X X
f. Im pact on p ro fit X X
g. H igh ly  innova tive X X

N am es  * * * * * * *

N o tes:
(* ) T h e  clusters  w ere  not nam ed  b ecause  the  cha racte ris tic s  in  each  c lu ste r changed s ign ifican tly  a t each  o rg an isa tio n a l level.

Table 8M:
K-m eans com parisons (lower firm level)

F o c a l f i rm  a s  c u s to m e r  (b u y -s id e )  I F o ca l f i rm  as s u p p lie r  (se ll-s id e )
V alue  D iscip lines C luster V alue

C haracteristics
Label for I C luster 
C lu ste r on 1 
F ig u re  8E 1

V alue C haracteristics L abel for 
c lu s te r  on 
F igu re  8E

I: L ow  C ost P b, e i .  I p c, d 1.
II: Innovation a f ,g 2c r f ,g 2 S
III: R e la tionsh ips p b , e 3c 1 a a, b, e 3S

L E G E N D  a: cu s to m er responsiveness ; b: tim ely  supply ; c: h ig h  q uality  goods and serv ices;
d: e ffic ien t o pera ting  p rocesses; e: low er prices; f: im pact on profit; g: h ig h ly  in nova tive  p roducts
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Table 8N:
Point construction (lower firm level)

Focal firm  as custom er (buy-side) F irm  as su p p lie r (sell-side)
L ab e l fo r C lusters  
on F ig u re  8E

X Y L abel fo r C lusters  
on F ig u re  8E

X Y

lc b -  19.71 1 - 3 8 .3 0 Is c -  16.03 1 - 3 8 .3 0
e -  16.63 1 - 3 8 .3 0 d -  10.13 1 - 3 8 .3 0

2C f -  10.46 1 1 -2 6 .1 3 2S f -  10.96 1 1 -2 6 .1 3
g -  10.56 1 1 -2 6 .1 3 g - 9 . 9 3 1 1 -2 6 .1 3

a -  17.97 I I I -3 5 .5 7

3 C b -  19.71 111-35.57 3S b -  19.85 I I I - 35 .57
e -  16.63 I I I - 35 .57 e -  10.57 111-35.57

L E G E N D  (T A B L E  8N  A N D  F IG U R E  8E )
N O T E S
(1) M ean  w eights o f  va lue  characteristics h ave  n o t been  resta ted  to  acco u n t for ro und ing  erro rs in o rd er to  p reserve  d a ta  in tegrity .
(2 ) M ean  w eights o f  va lue  d iscip lines h ave  n o t been  res ta ted  to  accoun t for round ing  erro rs in o rd er to  p re se rv e  data  in tegrity .

C H A R A C T E R IS T IC S  a: cu stom er responsiveness ; b: tim ely  supply ; c: h igh  q u a lity  goods and  serv ices;
(X  A X IS ) d: effic ien t o pera ting  p rocesses; e: low er p rices; f: im pact on  profit; g: h ig h ly  inno v a tiv e  p roducts

F rom  p ersp ec tiv e  o f  focal firm  as cu stom er/buy -s ide  (in c ircles) an d  as su p p lie r/se ll-sid e  (in d iam onds)

D IS C IP L IN E S  (Y ) I: L ow  co s t p rov ider; II: P ro d u c t innovato r; III: C u sto m er re la tionsh ip -based

C L U S T E R S  1: P rice ; 2: Innovation ; 3: R elationsh ip

Figure 8E:
Value-based strategies (lower firm level)
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Table 8 0  summarises these findings in the context o f value GAP 2 and GAP 3 from the 

conceptual model. These GAPS are a function o f value misalignment (differences in 

the value characteristics associated with a given value strategy depending upon the role 

a survey respondent assumes, i.e. buy-side versus sell-side) and o f  value incongruence 

(differences in the characteristics associated with a given value strategy by survey 

respondents at two different levels o f the firm).

Table 8 0 :  Value Gap Analysis
Firm
Level

Focal firm as cu s to m er  
tbuy-side)

Focal firm as suppl ier 
(sell-side)

1 F irm  1 
L evel

Value 
Discipline 

(Ques tion 2)

Value
Character is tics

(Ques tion
l o + i  n

Value 
Characterist ics  
(Q uestion  (1+7)

Value 
Discipl ines 

(Question 2)

U pper
m anagem en t

1: Low Cosi a. d, I' a. h, d. f 1: l o w  ( ’ost U pper
m an ag em en t

(C o ncep tualisa tion ) G A P  2 G A P  2 1 (C o n cep tualisa tion )
M iddle

m an ag em en t
1: Low Cos t c c 1: Low  Cost M idd le

m an ag em en t
(C onfigu ra tion ) G A P  3 G A P  3 (C onfigu ra tion )

F ron t line 
s ta ff

I: Low Cost b, e c . d 1: Low C o s t F ron t line 
s ta f f

(Im p lem en ta tion ) (Im p lem en ta tion )

U pper
m anagem en t

II:
Innovation

b. e c. e 11:
Innovat ion

U pper
m anagem en t

(C o n cep tualisa tion ) G A P  2 G A P  2 (C o ncep tualisa tion )
M iddle

m anagem en t
II:

Innovation
b, c, f c, d. f. g II:

Innovat ion
M idd le

m anagem en t
(C onfigu ra tion ) G A P  3 G A P  3 (C onfigu ra tion )

F ron t line 
s ta f f

1.1:
Innovation

f-g f . g 11:
Innovat ion

F ron t line 
s ta ff

(Im p lem en ta tion ) (Im p lem en ta tion )

U pper
m anagem en t

III:
Relationships

a, d. f a. b, d. f III:
Relationships

U pper
m anagem en t

(C oncep tua lisa tion ) G A P  2 G A P  2 (C oncep tualisa tion )
M idd le

m anagem en t
III:

Relationships
h, c, r a. h 111:

Relationships
M iddle

m anagem en t
(C onfigu ra tion ) G A P  3 G A P  3 (C onfigu ra tion )

F ron t line 
s ta f f

111:
Relationships

b. e a. b. e III:
Rela tionships

F ron t line 
s ta ff

(Im p lem en ta tion ) (Im p lem en ta tion ) |

For example, all three levels weighted the low cost provider value discipline (I) as most 

characteristic o f  their respective organisations’ mix o f  value-based strategies. The 

value characteristics comprising the low cost value discipline (I), however, change at 

each level. Upper management perceive “customer responsiveness” (a), “timely supply 

o f goods and services” (b), “efficient operating processes” (d), and “impact on profit” 

(f) to add value to the organization. This perception changes markedly at the middle 

management level where the only characteristic perceived to add value is “lower 

prices” (e). Moving to the front-line level an interesting change occurs. “Timely
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supply o f goods and services” (b), “lower prices” (e), “high quality goods and services” 

(c) and “efficient operating processes” (d) are perceived to be most value-added.

These findings suggest that respondent firms as a whole may be experiencing serious 

difficulties between the conceptualization o f a low-cost value proposition by upper 

management and the configuration o f that same strategy by middle m anagement (i.e., 

GAP 2). In addition, the survey findings also suggest considerable difficulty translating 

that value proposition between middle level management and front-line staff.

This author observes a more complex translation process when assessing the product 

innovator value discipline (II) and the customer relationship-based value discipline 

(III). The figures illustrate that senior executives, middle management and front-line 

staff across respondent firms perceive these two strategies to be o f widely differing 

relevance to their respective organisations. The value characteristics associated with 

each cluster again change markedly by level further complicating the value translation 

process.

These differing interpretations suggest fundamental blockages in the value flows within 

the firms in the sample. It also suggests that PSM may encounter considerable 

difficulties in managing value-based supply strategies, since the definition o f value 

changes by organizational level within the firm. But this view is strictly internal and 

only addresses GAP 2 and GAP 3 from the conceptual model. Customers and suppliers 

o f the focal organisation also define value and, according to the literature and the 

conceptual model, must also align their definitions o f value with the focal organisation. 

Analysis o f GAP 1 and GAP 4 requires a dyad o f firms (customer and supplier); GAP 5 

requires a triad o f firms. To ensure statistical validity, any quantitative analysis o f 

GAPS 1, 4, and 5 would require a large number o f dyads and triads o f firms. Large- 

sample surveys are not conducive to gathering such “matched” data . For this reason 

the author conducted six in-depth case studies; he now turns to a discussion o f the 

findings.

8.3 Value-based strategies across a triad of firms

Yin (1984) notes that the analysis o f  case study data is especially difficult due to a lack 

o f rigorous case-based research strategies and techniques. As a result, he recommends

: R eca ll this a u th o r’s su rv ey  em p loyed  th ree  co lou r-coded  q u estionnaires , w h ich  m apped to  the upper, m idd le  and  low er levels o f  
the  focal o rgan isa tion . T h is  au th o r rece ived  su rveys from  77 o rgan isa tions in to tal com prising  42 s ing le  responses (on ly  one  co lour 
re tu rned ), 29 d o u b le  responses  (tw o  co lou rs  retu rned ) an d  6 trip le  responses (all th ree  colours returned).
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that every case investigation start with a general analytic strategy so that the researcher 

can prioritise what to analyse.

The first and more preferred strategy is to fo llow  the theoretical propositions that led to the case 
study. The original objectives and design o f  the case study presum ably w ere based on such  
propositions, which in turn reflected a set o f  research questions, review s o f  the literature, and 
new  insights. Yin (1984:100)

Yin (1984) suggests pattern matching logic as a tool to compare empirically based 

patterns with predicted ones.

In Section 7.6 this author discussed his use o f a semi-structured interview protocol to 

explore four key areas during case interviews. These areas were selected based upon 

his conceptual model and research questions which were in turn derived from a detailed 

literature review. In Section 7.6 this author also described his use o f open coding to 

classify case interview comments based upon a set o f pertinent key words and phrases 

related to the conceptual model and to the research questions. This author scanned the 

resulting case interview subject index (Appendix C) to retrieve comments from the 

interview transcripts relating specifically to value gaps. These comments are stored in 

Tables 8P through 8T corresponding to GAPS 1 through 5. This author judged 

whether each comment represented evidence supporting or contesting the existence o f 

that particular value gap in the case companies. These references were then ‘plotted’ 

using Figure 71 as a template to map interviewees to particular stages o f  the value 

model based upon their title, role and responsibilities (Figure 8F). This analytical 

approach mirrored this author’s analysis o f the survey data (recall Figure 8B).

F ig u re  8F: A n a ly s is  o f  c a s e  s tu d y  in te r v ie w e e s*

Supply Chain Perspective

Value Chief
Conceptualisation Executives 

(Green)

£o
0.

Value
Configuration

Value
Implementation

Functional
Heads
(Blue)

Front 
Line Staff 
(Beige)

Customer
Organisation

Focal
Organisation

Supplier
Organisation

N = 2.333 N = 5 N = 3.5 N = 3.5
22% (column) 15% (column) 21% (column) 21% (column / total)
22% (row) 46% (row) 32% (row)
4% (total) 8% (total) 6% (total)

N = 4.333 N = 14 N = 4.5 N = 4.5
39% (column) 43% (column) 27% (column) 27% (column / total)
19% (row) 61% (row) 20% (row)
7% (total) 23% (total) 8% (total)

N = 4.333 N * 13.5 N = 8.5 N * 8.5
39% (column) 42% (column) 52% (column) 52% (column / total)
16% (row) 51% (row) 32% (row)
7% (total) 23% (total) 14% (total)

N = 11 N = 32.5 N = 16.5 N = 60
18% (row /total) 54% (row/ total) 28% (row/ total) 100%

* To avoid double  counting individuals w ere  proportionately 'a llocated ' b a s e d  upo n  the 
specific ro les they  assu m e d .
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Chapter Eight: Discussion o f  research findings

T able 8P: GAP 1 Case Study References
N am e R ole E x isten ce  

o f  G A P ?
C o m m e n t

A,.' F C ontesting IQ 4: A re  y ou  aw are  o f  th e  M in is try  o f  D efen ce  (M O D )’s value p roposition , o r  w h a t th e y  define  as value?
A 4: D o I u n ders tand  m y  en d  cu s to m er’s requ irem en ts?  W ell yes I do! T he end  req u irem en t o f  m y  cu sto m er w ill b e  ex p ressed  d iffe ren tly  b y  th e  M O D  but th e y  w an t the  end  p ro d u c t 
de liv e red  on tim e  w ith  th e  m o s t e ffec tiv e  capab ility . W e aim  to  d eliver that. T h e  v a lu e  is fo r the  end  cu stom er in the  supp ly  re la tionsh ip , in th is  ca se , the  m ilita ry  bene fits  from  the  
h e lp  o f  in d ustry  and  m y  ow n team . T h e re  is a  re la tionsh ip  there tha t p rescribes that!

B j ,
B„2*

CF C ontesting IQ 1: W h a t is y o u r d e fin ition  o f  va lue?
A 1: F rom  th e  cu sto m er (arm ed  fo rce s)’s p o in t o f  v iew , getting  operational capab ility  an d  a  ce rta in  am oun t o f  flex ib ility  w ith  w hat w e g et so  th a t w e are  able  to  deve lop  it at a co s t 
tha t falls w ith in  o u r budget.
IQ2: Is th is  d efin ition  o f  v a lue  co m m u n ica ted  to  the IPTs (In tegra ted  P ro jec t T eam s) d irec tly?
A 2: Y es it is. T h ey  a re  ve ry  m uch  aw are , w e h ave  very  close links b etw een  the  cu sto m er (arm ed  fo rces) and  the . So  th e y  kn o w  w hat w e w ant, th e y  kn o w  th a t o u r  resources are  
stre tched , they  try  to  ge t us the  b es t va lue  they  can  g iven  the  constra in ts , and the  m ost co s t e ffec tiv e  a lte rn a tiv e  in te rm s o f  o pera tiona l capability .

y S S upporting IQ 5: D o th e y  look to  you  as a  su p p lie r  to  h e lp  in th e  m axim ization  o f  th e ir  va lue?
A 5: “ 1 th in k  so. I  th in k  th e y ’re  lo o k in g  at a  w orld -c lass supp lie r tha t h as  a  m ark e t le ad er position  such  as m y  co m pany  and  look to  us to  see  w ays w e ’re  c rea tin g  v alue  p ro p o s itio n s  
to  ou r custom ers. T h e y ’re  try ing  to  d e te rm in e  w hethe r those  are though t p rocess th a t th e y  n ee d  to  ju m p  on. W e h ave th ese  th ings tha t w e ca ll value p ropositions  fo r al! o u r  cu sto m ers  
th a t’s d one  in  a  co llabo ra tive  effo rt w ith  m anagem en t. I t ’s qu ite  apparen t to  m e tha t th e y  h a v e n ’t had  those  k inds o f  d iscu ss io n s  in ternally , b ec au se  they  d o n ’t h av e  one  overa ll ‘T h is 
is w hat w e do . T h is  is o u r v a lue  p roposition . T h is is w hat all the p recep ts  a re  o f  tha t va lue  p roposition  tha t are the  underlin in g  e lem en ts  tha t m ake it in to  n o t a  ho llo w  s ta tem en t b u t a 
w ork  p rocess tow ards fu lfilling  the  v alue  p ro p o s itio n ’. T h e  m anagem ent leve l’s ‘go t i t ’ it’s th e  levels  be low  tha t d o n ’t. T h a t’s w hat I ’ve seen ” .

i 2+ C Supporting IQ 5: I f  you  lum p  all yo u r co m m ercia l in terac tions w ith C om pany  Z  in  three b ucke ts  — B ucke t O ne w here  y ou  and  C o m p an y  Z  a re  com p le te ly  a lig n ed  on the  sam e w aveleng th  in  
te rm s o f  va lue  d efin itions, B ucke t T h ree  w here  y o u ’re  on opposite  w aveleng ths, and  B u ck e t T w o  som ew here  in the  m idd le  -  w ha t w ould  you r a llocation  o f  in terac tions  be?
A 5: “60  %  are  on sam e page , 10%  on w rong  p age and  3 0 %  in the  m iddle. W h ere  w e ’re  on the  sam e w aveleng th  is in te rm s o f  p ro d u c t sp ecifica tion  fo r o u r  p a rticu la r industry  w h ich  
has special needs and  w e h av e  specia l co n side ra tions  for th e  env ironm en t in w hich  w e opera te . W here  w e ’re  n ow  on th e  w ro n g  page  is on w ha t th e se  th ings ou g h t to  co s t and  h o w  w e 
can  w ork  to g e th er to  get co sts  o u t o f  the  system  b y  w ork ing  m uch m ore  c lo se ly  to g e th er” .
IQ 6: A re  th e y  underes tim ating  the  im p o rtan ce  o f  p rice  to  you?
A 6: “ I th in k  th a t is a  p o ssib ility . M aybe i t ’s m o re  th e  standard  push-pu ll w h ere  w e’re a lw ays look ing  for a b e tte r  p rice  b u t in fact w hat w e’re  look ing  for is to  rem ove all u n n ec essa ry  
costs  and  tha t ex tends n o t just to  th e  p ric e  fo r cu rren t configura tions b u t to  recon figu re  th em .”

( V 23 C Inconclusive IQ 4: Is it [com pany  v is its  b y  custom ers] in teresting , valuab le, fun?
A 4: “Y eah , all o f  th o se . I t’s  in teresting . Y ou  kn o w  befo re  you  to u r the  factory, y ou  say  to  y o u r s e lf ‘Flow th e  hell can  a p ie c e  o f  eq u ip m en t co st $150 ,000 . T h a t’s  ju s t  rid icu lo u s!’ 
A fter you  to u r  th e  factory , you  th in k  ‘G osh , how  can  th e y  do  it tha t ch e ap ?’ It d o es  g ive  you  a  d iffe ren t k in d  o f  perspective . I th ink  i t ’s v a luab le  in tha t w ay. Y ou  get to  kn o w  the  
co m p an y  better. I t’s fun b ecause  ev e ry  cu s to m er ju s t  loves equ ipm ent. It’s g rea t to  see  w h a t’s new , w h a t’s  com ing  up, w hat o th e r custom ers use, e tc .”

A x2* F§ Supporting IQ6: Is T o tal V a lu e  in y o u r c u s to m ers’ m inds th e  sam e as  in yours?
A6: “T h a t d epends upon  h o w  c lo se  tha t n eg o tia to r has go tten  to  tha t p ro jec t te am  an d  th a t business. S om etim es th e re ’s a d isconnect, yes. S o m etim es th e y ’re  lock step . I c a n ’t te ll 
you tha t eve rybody  ac ro ss  th e  o rgan isa tion  loves us b ecause  they  d o n ’t necessarily . B u t th e re  are a  lo t o f  o rgan isa tions  ac ross the  co m p an y  tha t do  and  w ill no t do  b u sin ess  w ith o u t a 
neg o tia to r o r  so m eo n e  from  m y  s ta f f  th e re . A nd  th a t’s the  w ay  w e w an t to  do  business  a round  th e  o rgan isa tion” .
1Q8: C o u ld  you  p u t a  rough  es tim ate  o f  p ro jec t team s th a t are  a ligned  w ith nego tia to rs  ve rsu s  te am s tha t a re  n o t a lig n ed  w ith  n ego tia to rs?
A 8: “F o r IT  w here  w e ’ve  been  d o in g  th is fo r six  years, I ’d say  its 65%  to  70 %  to ta lly  a ligned , 10%  n o t a t all a ligned , and  th e  res t in the g ray  area  in betw een . N on  IT  w here  w e 
d o n ’t h ave  nearly  as  m uch  expe rience  w ith  the  o th e r areas o f  the  corpora tion : 35%  - 4 0 %  are  p re tty  m u ch  a ligned , 35 -4 0 %  are  no t, and  the  res t a re  in tha t g rey  a rea  in betw een .
T h a t’s ju s t m y  g u t feel. Y o u ’ll p ro b ab ly  g et a  d iffe ren t estim ate  from  the  nego tia to rs  you  ta lk  to ” .

Dx2* F§ S upporting IQ9: W ha t p ercen tage  o f  th e  team s you  in te rac t w ith  fall in to  the fo llow ing  ca tego rie s: (a )  the  con cep t o f  T o tal V alu e  as you  h o ld  it is a ligned  w ith  the  con cep t o f  value as u ltim a te ly  
defined  by  th e  p ro jec t te am ; (b ) the  con cep t o f  T o tal V alu e  tha t supp ly  m an ag em en t h a s  is  n o t a ligned  at al! w ith  the  final concep t o f  value b y  the  team ; (c) som e g rey  a re a  in 
be tw een?
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Table 8P: GAP 1 C ase Study References
N am e R ole E x is ten ce  

o f  G A P ?
C o m m e n t

A 9: “P ro b ab ly  (a) 60%  (b) 10% (c) 30%  if  w e ’re  in vo lved  in the  p ro jec t. In genera l in te rm s o f  o u r cu sto m er b ase  I ’d  say  (a) 50%  (b ) 2 0 %  (c) 30% . O f  th e  60-10 -30  popu la tion , the 
6 0 %  a re  rep ea t cu stom ers  usually , the  one  s in  the  g rey  a rea  p ro b ab ly  b ro u g h t us in  la te  and  ev en tu a lly  w ill m ig ra te  to  th e  60% , and  th e  30%  ‘d o n ’t  g e t i t ’ an d  ‘w ill never ge t i t ’” .

Ex3* F§ S upporting IQ 2: H o w  w o u ld  you  characte rise  you r invo lvem en t w ith  te am s u sing  th e  fo llow ing  th ree  ca tegories: the  p ercen tage  w h ere  there is (a )  co m p le te  a lig n m en t be tw een  the w ay 
p u rch as in g  th inks abou t value and  the w ay  the  team  u ltim a te ly  th inks ab o u t va lue  (b) com p lete  m isa lignm en t be tw een  the  tw o defin itio n s  (c) sh ad e  o f  g rey  in betw een  
A 2: “ In m y  ca se , 10% no  alignm ent, 30%  to ta l a lig n m en t an d  60%  so m ew h ere  in the  m idd le” .
IQ 3: H ow  w o u ld  you characte rise  the  poten tia l un ive rse  o f  th in g s  you  co u ld  be involved  w ith -  ind iv idually  b ased  as w ell as te am -b ased  -- in s te ad  o f  ju s t  te am s you  have w orked  
w ith ?
A 3: “ I w o u ld  say  th a t it w ou ld  be h ighe r on the  to tal a lig n m e n t b ecau se  w hen  it isn ’t a  team  process and  you can do  m o re  one-on -one o r  one-on -tw o , you  can  spend  m ore tim e 
ex p la in in g  th e  p rocess. So  I ’d say  50%  on  the to ta l a lignm en t, 4 0 %  in th e  m idd le , and  10%  none. T h e  on ly  tim e  I h ave  no  a lignm en t u sua lly  is w hen  th e  dea l is done befo re  it com es 
to  m e. N o w  th a t I h av e  m ore  repea t business, th a t pe rce n tag e  is fa llin g ” .

o«'2 c§ S upporting IQ 4: H o w  w o u ld  you  ch aracte rise  your in teractions u s ing  th e  fo llow ing  th ree  ca tegories: (a) your defin ition  and  th e ir  defin ition  o f  th e  d es ire d  o u tcom es a re  com p lete ly  aligned ; (b) 
y o u r de fin itio n  and th e ir  defin ition  are com p lete ly  m isa lig n ed ; (c) shades  o f  g rey  in  betw een . W hat p ercen tage  w ou ld  fall in to  tha t tim efram e o v e r the  last one yea r and fou r years? 
A 4: “ F o r one  year: (a) 80%  (b ) 0  and  (c) 20% . I f  w e w en t back  fou r years: (a) 40%  (b) 5 -10%  (c) 5 0 -5 5 % ”

L e g e n d : R ole indicates the  firm in  th e  tr iad  th e  in terv iew ee represents. F  Focal firm ; C  C u s to m e r firm ; S S upp lie r firm  
N ote: §C ustom er is an  internal cu s to m er w ith in  the  focal firm.

Table 8Q: G AP 2 C ase Study References
N am e R ole E x is ten ce  o f  

G A P ?
C o m m e n t

A u"’ F S upporting IQ 8: A re  th e se  issues com m un icated  th rough  the  levels o f  C o m p a n y  U ?
A 8: “T h is  is ve ry  m uch  lim ited  to  th is p ro jec t, h o w ev er w e h av e  d o n e  s im ila r types  o f  in teg rated  p ro jec t te am s on o ther pro jects , b u t th e y  all w o rk  separa te ly . B ecause w e are a 
co m p an y  o f  35 0 0  peop le, good ideas are n o t a lw ays fed upw ards. S im ilarly , good  ideas d o  not cascade  dow nw ards  either. So, th e re  isn ’t  a  p ro cess  in  p la ce  (o th e r than  m e feeding  
bac k  th ro u g h  m y  functional area) tha t details  w hat w e are  do in g  here. It w ou ld  be a  g rea t idea to  feedback  th e  p ro ’s and  c o n ’s. U n fo rtuna te ly , w e d o n ’t ac tu a lly  fo llow  th rough  on the 
le a rn in g  w e h av e  ob ta ined  and the  benefits  w e h ave  o b ta in ed ”

F ,3* F S upporting IQ 9: H as  th e  firm  lo s t track  o f  its value p roposition?  Y ou  w ere  a  le ad er b ecau se  y ou  deve loped  new  p roducts  so  you  w ere  an  innova to r. P e o p le ’s m etrics  w ere  tied  to innovation  o f  
d ev e lo p in g  n ew  th ings. A s it h as  becom e com m od itized , w h a t’s yo u r v alue  p roposition?
A 9: “ I th in k  th e re ’s so m eth in g  to  that. W e’ve spen t so m e tim e  on th is  over the  past coup le  o f  years. O ne o f  G y' ’s coun terparts  h ad  a  re sp o n s ib ility  fo r p ro d u c t m arketing  and sales. 
H e w as s tru g g lin g  w ith  tha t, w ith  defin ing  tha t value p roposition . T h a t’s an  in teresting  observation . W e h a v e n ’t tran sitioned  in to  th is  w ho le  th o u g h t p rocess. M aybe th a t’s part o f  
the  s trugg le . W e used  to  be special and  now  w e ’re  a  co m m o d ity ” .
IQ  10: Is C o m p an y  Y ’s value p roposition  outlined  on p ap e r?  H as it e v e r  been?
A 10: “N o. I d o n ’t th ink  so. W e ’ve tried  to verbalise it” .
IQ 1 1: H ow  ab o u t in yo u r annual reports?
A l l :  “N o t th a t fin ite focused . In te resting  isn ’t it?  W e ’re  still s tru g g lin g  w ith  it. W e ’re look ing  for w ho  an d  w hat w e w an t to  b e  go ing  fo rw ard  to  o u r  cu stom ers. W here do  w e w ant 
to  fall a lo n g  th e  spectrum ? D o w e w an t to  co n tinue  to  b e  innova to rs?  D o w e w ant to  b e  the  cu stom er se rv ice  leader? D o  w e w an t to  b e  the  low  co s t p ro d u cer?  W here  d o  we w an t to  
co m p e te?  I m ean  you c a n ’t be every th ing ; you h ave  to  p ick  a  spo t. H ow  do  w e w an t to  face the  m arket and  h o w  do  w e w an t to  bu ild  o u r  sy stem s in su p p o rt o f  tha t?  I th ink  w e’re 
h av in g  a  real ha rd  tim e  b ecause  w e ’re  still th in k in g  w e can  b e  all th o se  th ings. W e can  con tinue  to  be innova to rs, w e can  be th e  low  co s t p roducer, w e can  beco m e cu stom er serv ice  
leaders. I f  y o u  look a t th e  b ig  successfu l com pan ies now , they  find  an  icon  and  th a t’s w hat they  run behind . T h a t’s  w ha t eve ry th ing  is d riven  by. T h a t’s th e ir  iden tifica tion  in the
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Table 8Q: GAP 2 C ase Study References
N am e R ole E x is ten ce  o f  

G A P ?
C o m m e n t

m arketp lace . W e ’re  s tru g g lin g  w ith  that. W e see  it in  som eth ing  as sim p le  as o u r p ro d u c t o ffering . W e ’ve alw ays had  th is  idea tha t ev e ry  p ro d u c t is th e re  w hen  th e  cu s to m er nee d s  it 
th a t day , o r  th a t w e ’re  in  a  p o s itio n  to  ru n  it so  th a t they  can  h av e  it th e  n e x t day. I t ’s n o t ev e n  w h a t th e  cu sto m er expects. W e w en t o u t [and  d id  som e research ] to  suppo rt 
deve lo p in g  an inven to ry  su p p o rt and  p roduc tion  p la nn ing  system . T he cu stom er sa id  ‘I f  you  h ave  these  eleven  p roducts  all th e  tim e, w e ’ll b e  happy . G iv e  us an idea  w h a t you  ca n  do 
fo r the  o th e r p roducts  an d  do  it c o n s is te n tly ’. W e go t pushback! Y ou  w ou ld  th in k  peo p le  [at C om pany  Y ] w ould  say  ‘H allelu jah! L e t’s figure th is o u t.’ T h e  p u sh b ack  w as ‘N o , no. 
O ur custom ers d o n ’t  w an t th a t’. T h e y  to ld  us: ‘W e ca n ’t do  tha t b ecau se  o f  th is , th a t and  so m e o ther th ing . W e know  b es t how  to  schedu le  o u r p lan ts . O u r cu ltu re  w o n ’t su p p o rt i t .’ 
W ait a  m inu te. T h is  is n o t a  b a d  th ing . T h is  is a  good  th ing . I go  back  to m y  v ery  first s ta tem en t. C hange h e re  [at C om pany  Y ] is very  inc rem enta l. I t’s a  cu ltu re  th a t is very  change  
res is tan t” .j 3 J ys s S upporting IQ6: S hou ld  you as a  su p p lie r  h a v e  an im pact on all th e  levels o f  the  o rgan isa tion?
A 6: “ I do  im pact all th e  levels o f  th e  o rgan isa tion . I im pact the peop le  w ho  do  the  in s ta lla tion  o f  equ ip m en t in  all th e  facilities. I h ave  an  im pact on the  IT  sy stem s th a t ran  the  
m anu fac tu ring  p rocesses . I h av e  an  im pact on the  inform ation  tha t is g a thered  on each  m a nufactu ring  p rocess  reg ard in g  p roductiv ity , consistency , quality , and  so  forth . W hen I w ork  
w ith  all th e se  d iffe ren t leve ls , I see  th a t in  parts  it’s connected  and  in o ther parts  it’s  n o t connected  in the w ay  o f  w h a t’s  understood  to  be  v a lu ab le” .
IQ7: H ow  w ou ld  you  k n o w  w h e th e r so m eth in g  is connected  o r not?
A 7: “C o nnec ted  is w hen  y ou  h av e  a  m iss ion  s ta tem ent tha t is o u t th e re  in  th e  annua l rep o rt th a t is o rchestra ted  be tw een  m idd le  m anagem en t and  [execu tive] m an ag em e n t in a ce rta in  
w ay. I d o n ’t th in k  th a t k in d  o f  m e ssag e  a rticu la tion  s tructu re is in p lace  tod ay  as far as m ak in g  th ings h appens a t the top  level all th e  w ay dow n to  the  peo p le  th a t ac tu a lly  d o  the 
w ork” .

L e g e n d : R ole indicates the firm in th e  tr iad  the  in te rv iew ee  rep resen ts. F Focal firm ; C  C ustom er firm ; S S upp lie r firm
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V S S upporting IQ6: S ho u ld  you  as a  su p p lie r  h a v e  an im pact on  all th e  levels o f  the  o rgan isa tion?
A 6: “ I do  im pact all th e  levels  o f  th e  o rgan isa tion . I im pact the  peop le  w ho d o  th e  in s ta lla tion  o f  eq u ip m en t in all th e  facilities . I h ave  an  im pact on th e  IT  sy stem s th a t run  the  
m a nu factu ring  p rocesses. I h a v e  an  im pact on the  inform ation  tha t is ga thered  on each  m anufac tu ring  p rocess  reg ard in g  p roductiv ity , consistency , quality , an d  so  forth . W hen I w ork  
w ith  all th e se  d iffe ren t levels , I s ee  th a t in  parts  i t ’s connected  and  in o th e r parts  it’s n o t connec ted  in the  w ay  o f  w h a t’s understood  to  b e  va lu ab le” .
IQ 7: H ow  w ou ld  y ou  k n o w  w h e th e r  som eth ing  is connected  o r  not?
A l :  “C onnec ted  is w hen  you  h av e  a  m iss ion  s ta tem en t tha t is out th e re  in the  annual rep o rt th a t is o rchestra ted  betw een  m idd le  m anagem en t and  [execu tive] m an ag em e n t in  a ce rta in  
w ay. I d o n ’t  th in k  th a t k ind  o f  m essag e  a rticu la tion  s tructu re is in p lace  tod ay  as far as m ak ing  th ings h appens at the top  level all th e  w ay  dow n  to  the  peop le  tha t a c tu a lly  do  the  
w ork” .

Fxs'3 S S upporting S Q 1 : Is the re  a  d iffe ren ce  b e tw e en  w hat C om pany  X  says it w ants from  you  as a  supp lie r, an d  w hat it ac tu a lly  dem ands?
A l : “N o , I ju s t  th in k  you  h av e  m an y  d iffe ren t departm en ts w an ting  d iffe ren t th ings. O ne depa rtm en t is so le ly  focused  on cost, th e  n ex t d ep a rtm en t is focused  on  a  q ua lity  
de liverab le , th e  nex t d ep a rtm en t is focused  on  tim eliness o f  de livery , ano ther on cu sto m er se rv ice  response tim es. U nfo rtunate ly , C om pany  X  d o esn ’t co m m u n ic a te  to  th e ir  en d  users 
on w hat th e ir  goals  o f  th e  co n trac ts /b u sin ess  relationsh ips are, thus each  u ser has a  d iffe ren t pe rspec tive  o f  w h a t th e  goal shou ld  be. It w ou ld  ea se  som e stra in  on  us as a  su p p lie r  an d  
set expectations to  th e ir  en d  users i f  th e y  w ou ld  quan tify  the  goals o f  the  con trac t and  p rio ritiz e  them , then  n o tify  eve ryone  invo lved  as w ell as n o tify  eve ryone  i f  th o se  goals  change 
as tim e m oves on. W e in te rface  w ell w ith  P urchasing  and  In fo rm ation  T echno logy , i t ’s th e  various business  un its  th a t are ac tually  th e  end  u ser, and  those  a re  th e  g roups th a t do  n o t 
know  w hat expecta tions h av e  been  se t be tw een  C om pany  X and m y  com pany . C o m p an y  X  sets  expecta tion  o f  se rv ice  to  th e ir  supp lie rs, it ju s t  seem s the  ac tual end  u s e r  is n ’t aw are  
o f  w hat th is  is”
IQ3: D o you ev e r no tice  d iffe ren ces  in value as defined  by  p u rchasing  versus the  u ltim a te  cu stom er?
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A3: “ D efin ite ly . T h a t’s the  one  com m en t I have . I f  th e re ’s an y  n eg a tiv e  I ’ve no ticed  w ith C om pany  X -  i t ’s n o t rea lly  a  n ega tive  -  they  co m m u n ica te  to th e  m anagers and  then  it’s 
up to  th e  m an ag ers  to  com m un ica te  to  th e  end  u sers w h ich  d o e sn ’t happen . So th e  end  users d o n ’t kn o w  th e re ’s a  ten -day  w indow  from  the  tim e  the  o rd e r  is p la ced  w ith  us to  the  
tim e w e h a v e  to  deliver. T hey  h ave  no  idea o f  it. T h ey  h ave  no  idea  o f  tha t. So to  them , th e y  can p la ce  an o rd er and  g et it approved . It s till h as  to  go  th ro u g h  a  coup le  o f  in ternal 
p rocesses  w ith in  C om pany  X before it gets to  us. T h a t cou ld  ta k e  anyw here  from  a coup le  o f  days to  a  coup le  o f  w eeks. A t tim es w e ’ll get a ca ll ‘W h ere  is th is o rd er? ’ and  w e d o n ’t 
even h av e  th e  pu rch ase  order. A nd  th e y ’re  upset b ecau se  th e y  d o n ’t  kn o w  tha t w ith in  C om pany  X y ou  need  a  w eek  to  tw o  w eeks to  p rocess , from  th e  tim e  th e  o rd er is s ig n ed -o ff  on 
to th e  tim e  th e  pu rch ase  o rder gets crea ted  and  sen t to  us. A  lo t o f  tim es w e ’ll get an  o rder and d e liv e r it in th ree  days so w e ’re  rea lly  p erfo rm ing . A nd  the  u se r says ‘This has been  
three w eeks! W h a t’s  w rong  w ith you p e o p le ’. T hey  d o n ’t  u n d ers tan d  w hat the  s tandards are for th e  p ro cess” .
IQ5: Is th is  a  s ign ifican tly  sign ifican t issue  to  im pede yo u r ab ility  to  d e liv e r v a lue  to  the u ltim ate  cu stom er?
A5: “Y es d efin ite ly ” .
IQ6: H ow  w o u ld  you ch aracte rise  your in teractions w ith  C om pany  X  u s in g  th ree  ca tegories: (a) w here your u n d ers tand ing  o f  v a lue  and  the end  u sers expec ta tions  o f  value are 
co m p lete ly  a lig n ed ; (b ) w here  th e re  are  serious d iffe ren ces; an d  (c ) in  be tw een  w here th e re  are  shades o f  grey . S o  in terac tions  (a) w h ere  th e  d efin itio n s  o f  v a lu e  are  a ligned  (b) w here 
th e y ’re  se r io u s ly  m isa ligned  and  (c) shades  o f  g rey  in  betw een .
A6: “ I w o u ld  p ro b ab ly  say  w e ’re a ligned  35% , g rey  a rea  60% , an d  5 %  w ould  be w here  the  end  u se r is se rio u sly  not a ligned  w ith  the  ex p ec ta tio n  se t th rough  the  ag reem en t” .

F / ‘ F S upporting IQ 3: W h a t is th e  d iffe rence  betw een  values and  goals?
A3: “ G oals  a re  w h atever peop le  say  th e y  are. V alu e  can  be a  lo t o f  d iffe ren t th ings, b u t at the  end  o f  the  day , va lue  is w hethe r th e  co m pany  is u ltim a te ly  p u ttin g  m oney  in the  bank. 
The v alue  o f  th e  en terp rise  is how  m uch m oney  you p u t inside  th e  bank . I f  y o u ’re  n o t p u tting  any  m oney  in  the  bank , y ou  d o n ’t h av e  an y  value . W e seem  to  h ave  a  real d ifficu lt tim e 
so rting  th ro u g h  th a t p rocess  in the  com pany . T he re  w as a  sales m e e tin g  y este rday  and  I unders tand  the cha irm an  w as th e re  and  h e  w as b ea tin g  th e m  up  on  th a t p ro d u c t cost goal 
b ecau se  th e  S en io r V P  o f  M anufactu ring  w as out th e re  p resen tin g . I f  dem and  is so ft and  w e ’re n o t go ing  to  run out o f  capacity , w e m a y  n o t w an t to  d o  better. T h a t m ay  n o t be how  
we m a k e  th e  m o s t m oney. H ow  do you  g e t the  ch a irm an  o n board  w ith  th a t w hen h e ’s a lready  m ade  up h is  m ind? I f  you  ta k e  w hat w e sa id  ea rlie r  -  th a t va lue  is the  p rem ium  w e 
charge  in the  m a rketp lace  -  I shou ld  not be  look ing  at ju s t  p lan t p roduc tion  cost. I shou ld  b e  look ing  a t T o tal C o s t to  ge t to  tha t m arket. T h a t’s w h e re  w e  fall dow n. I sh o u ld n ’t say  
w e fall d o w n  a lo n g  the  w ay. B ut the re  is th is u n dercu rren t o f  w h ip p in g  th e se  guys to  do som eth ing  tha t cou ld  very  w ell b e  in con tras t to  th a t goal. I t’s tw o  d iffe ren t goals -  i t ’s not 
the sam e goal. T hey  c a n ’t m ake the ir goal tha t y o u ’ve ass ig n ed  to  them  d o in g  w hat th e y  need  to  do  to  m ake the  m ost m oney  necessarily . I f  d em an d  ex ceed s  supp ly , great, it sorts 
itse lf  ou t. I f  y o u ’re  runn ing  at 99%  o r  102%  o f  capacity , i t ’s n o t a  p ro b lem  to  m ake tha t goal. N ex t yea r w e ’re  p ro b ab ly  go ing  to  run a t 88%  o f  capacity . W h e re  does tha t 12% com e 
out o f?  F o r  th e m  it shou ld  not be  com ing  out o f  the  low est co s t p la n t b ecau se  then they  c a n ’t m ake th e ir  co st goal.”
IQ8: A re  th e re  too  m an y  m etrics?
A8: “T h e y  d o n ’t line up. Y o u ’ve go t con flic ting  goals. W e ’ve  g o t a  se t o f  goals for one  business  un it tha t a re  in con flic t w ith  the  goals o f  ano ther. In s ide  a  business  unit, you h ave  
sales goals  th a t d o n ’t necessarily  line up  w ith  the  m a nu factu ring  goals. T h is seem s rea lly  s illy  to  m e. It seem s rea lly  s im p le . A nd  yet w e s trugg le  w ith  it o v e r and over. T h e re ’s so 
m uch fric tion  be tw een  d iffe ren t parts  o f  th e  com pany .”

L e g en d : R ole ind icates the  firm  in th e  tr iad  th e  in terv iew ee represents. F Focal firm ; C  C u s to m e r firm ; S S upp lie r firm
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A„:' F S upporting IQ 9: D o  you  h av e  a  w ay  o f  m easu ring  supp lie rs?
A 9: “ W ell, yes, w e m easure su p p lie r  pe rfo rm an ce  in te rm s o f  th e ir  de livery . W hat w e d o n ’t do  is m easure th e ir  va lue  perfo rm ance. E xcep t fo r o u r  su b jec tiv e  op in ions o f  our 
supp lie rs . W e h av e  so m e o f  o u r  stra teg ic  supp lie rs  w ho  w e su b jec tiv e ly  m easure  as a  m a jo r ‘P ain  in the  a rse !’ u su a lly  because  th e y  cause  a  lo t o f  p ro b lem s and  a  lo t o f  v isits  to  the 
U SA . B u t in  te rm s o f  a defin itive, o b jec tive  m easu res, N o, w e d o  n o t h ave  tha t” .
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IQ 23: So to  tu rn  it around : W h a t so rt o f  th ings w ould  you co n sid e r to  b e  G A P s in va lue  o r  m isa lignm en ts  be tw een  supp lie rs , C o m p an y  U  and th e  custom er?
A 23: “ In te rm s o f  o u r  s tra teg ic  supp lie rs  w e do  n o t alw ays get s ig h t o f  th e ir  p roduction  lines and  the  p rob lem s th a t th e y  a re  hav ing . T h ey  are  very  p ro te c tiv e  o f  sh a rin g  fa ilu re  o r 
w ha t w ou ld  b e  p erce iv ed  as failure. W e h ave a p rocess tha t ev e ty  m onth  w e g e t a  m on th ly  p rogress rep o rt from  them  in a  form at tha t can  be anyw here  from  5 pages to  45 pages 
th ick . In ac tu a lity  all it does  is tu m  th in g s  a round  to  say  i t ’s ou r fault. A nd  th e  on ly  tim e  w e get v is ib ility  o f  issues  th a t th e y ’re hav in g  is w hen they  rea lly  a re  h av in g  issues w here 
they  ca n ’t  g e t m a jo r p a rts  from  th e ir  su p p lie r  and  the  p rob lem  ju s t m o v ed  d ead lines  b y  tw o  m on ths, 6 m onths 12 m o n th s, and  tha t has happened . T h a t’s  b ec au se  th e y  do  n o t w an t 
to  be p e rce iv ed  as  fa ilu res an d  ra th e r than  try ing  to  seek  th e ir  cu stom ers  he lp  im m ed ia te ly  th e y  w ould  ra th e r ju s t  so ld ie r on  and  te ll you ev e ry th in g  is O K , until a c tu a lly  it is n ’t. 
T hey  c a n ’t  rea lly  d o  an y th in g  abou t it, and  then  they  say  th is is a  m a jo r p rob lem . W e ’ll send  a  team  ov er th e re  to  s it dow n w ith  them , d iscuss  issues, and  o ffe r th em  adv ice. T ry  
and h e lp  th em  th ro u g h  it. W h ich  usually  m eans chang ing  th e ir  d e liv e ry  schedu le  w ith  us, w hich  is w hat th e y  w an ted  in the first p la ce”

B„2+ F S upporting IQ 8: Is th e re  o n e  vo ice  as th e se  ac tion  g roups com m unicate  w ith supp lie rs?
A 8: “N o. B ecau se  o f  th e  sp ec ific ity  o f  the  p roducts w e requ ire, all m em b ers  o f  the  g roup  lia ise  w ith supp lie rs. T h is can  b e  p rob lem atic  p articu larly  i f  d iffe re n t functions , fo r 
exam p le  en g in eerin g , h ave  sp ec ific  requ irem ents for o rders. T h ey  p re sen t p e rfec tly  d raw n  o u t descrip tions  o f  p roducts  th a t m ay  exceed  o r  not m ee t the  con trac tu a l ob liga tions  
n ego tia ted  w ith  supp lie rs. T h is  can  cau se  serious delays” .
IQ9: H ow  d o  you  th in k  supp lie rs  pe rce iv e  you? W hat do you th ink , they  th in k  y ou  w an t?
A 9: “T h ey  p ro b ab ly  d o n ’t  kn o w  w h a t w e w ant. T hey  p robab ly  th in k  w e w an t the  ch eapest p roduct p ossib le , m aybe d e liv e ry  d o e s n ’t m a tte r tha t m uch. I th in k  th e y  th in k  th a t w e 
are d rag g in g  th em  dow n  on cost, and  still a sk ing  for m ore an d  m o re” .
IQ  10: D oes th a t m arry  w ith  th e  w ay  in  w h ich  you m easure them ?
A 10: “ I ’m  n o t su re  th a t it d o e s . . . .  A gain  it is sligh tly  aslan t. I th ink  the w ay  w e m easu re  them , co m m un icate  ou r va lues  to  them  is som ew hat unclear. W e d o n ’t s it do w n  a t the  
b eg inn ing  o f  th e  p rog ram  and say: ‘W ell ac tually  w ha t is im portan t to  us i s ...... ’ w e s it dow n  w ith a co n trac t th a t con ta in s  a  lot o f  legal n ice ties .” .

D u;f S Supporting IQ4: A re you  aw are  o f  the  v alue  p ro p o sitio n  tha t C om pany  U has?
A4: “A ctua lly , no” .
IQ5: W ou ld  th a t help  you  guys ach ieve  w ha t you w an t to  ach ieve?
A 5: “ I’m  n o t aw are  o f  w ha t C o m p an y  U  values. Y es it w ould  help , I th in k  it  w ould . W e h av e  m n  supp ly  co n fe ren ces- n o t w ith  C om pany  U - on a p a rticu la r p ro d u c t w h ere  w e  had  
the  end  custom er. M O D  w ere  p resen t and  ju s t  hav ing  them  there w as usefu l for th e  supp lie rs  to  unders tand  th ings from  th e  cu sto m er perspective . It w as a lso  good  th a t sen io r 
buyers h ere  co u ld  listen  to  the  cu s to m er ta lk  and  understand  w here they  w ere  com ing  from . It rea lly  d id  p u t a d iffe ren t sp in  on p ercep tions  o f  buyers  he re  an d  w h a t th e y  d id . S o  to  
unders tand  o u r  cu s to m ers ’ va lues  and  tran sla te  them  into w hat tha t m eans fo r us ind iv idually  as an  o rgan isa tion ; yes  w e  sho u ld  do  th a t”

F  3I UC C S upporting IQ 7: I f  you  w ere  to  ra te  how  C om pany  U  perfo rm  o r de live r w ha t they  say  th e y  are  g o in g  to  deliver, how  w ould  y o u  ra te  them ?
A7: “ I f  I w ere  to  lis ten  to  m y  co lleagues, particu larly  those  w ho h ave been  a ro u n d  fo r a  long  tim e and  h av e  expe rtise  in  parts , th ey  w ould  say  very  po o r” .

A v' F C ontesting IQ 11: D o y ou  find  th a t th e y  [supp lie r p a rtne ring  codes o f  p rac tise] are fo llow ed?
A l l :  W hat w e a re  say in g  is ‘W ha t d o  you th in k  o f  th e  re la tio n sh ip ?’ T h a t’s how  I in terp re t th a t question . O n the  w ho le  the  re la tionsh ip  is excellen t. D esp ite  ve ry  few  d ifficu lties , 
w hich  I c a n ’t go in to  d eta il, a ssoc ia ted  w ith  p ro fit and  loss o f  m a jo r p rog ram s. B u t the se  are  ju s t  part o f  th o se  cha llenges. I th in k  w e have done rem arkab ly  w ell u n d e r the  
c ircum stances  to  b e  ab le  to  k ee p  th a t re la tionsh ip  in tact in d ifficu lt tim es. T h e re  are  peaks and  troughs at d iffe ren t tim es. W e are fo rtunate tha t w e can  tu m  to  good  leadersh ip  on 
e ith e r s id e  to  so lv e  issues.
IQ 2 1: W hat is a  p ro b lem  area  o r  m isa lignm en t betw een w hat you value as the  M O D  and  you r supp lie r va lues?
A 2 1: I th ink  th e ir  va lues  are  on ly  su b jec t to th e  prob lem s tha t w e ju s t described . I f  w e are partners, then  th e y  unders tand  th a t the re  are  com m unication  issues. W e d eb a te  ab o u t 
sho rt falls in p erfo rm ance. I th in k  tha t th e  p rob lem s w e have lie in th e  c la rity  o f  o u r  com m unication , reg ard in g  th e  spec ifica tio n s  for ou r end  p roduct. H ow ever, I d o n ’t th in k  
the re  a re  rea lly  an y  m a jo r m isa lignm en ts . T h e  cha llenge o f  th is  p rog ram  is to  p roduce  th e  capability . I f  th e  su p p lie r  has p rob lem s in b e in g  ab le to  de live r, then  th a t in tu m  w ill 
effec t us. W e m ay  h av e  to  a ss is t them .

B „ \
B .2*

CF S upporting IQ3: Is th is  d e fin ition  o f  v a lue  co m m u n ica ted  to  your supp ly  base?
A 3: Y es it is. I f  you  m ean  su p p lie rs  i.e ., industry , then  yes it is co m m u n ica ted  to  them . T h e  p rob lem  tha t w e face is th a t th e y  w ill s till try  and g et w hat th e y  can  fo r th e  m ax im um
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am o u n t o f  m oney . So w e try  and  p rev en t tha t b y  keep in g  them  appraised  o f  w ha t w e w ant. W e try  and  accom m oda te  b u t w e are  run on  a  v ery  tig h t ad m in is tra tion  so  the re  is  on ly  
so  m uch  w e  can  give. S o  it is com m un ica ted  -- w h e th e r o r  n o t it is taken  on board  is an o th er question .

F „ 23 S Supporting S Q 1: Is th e re  a  d iffe ren ce  betw een  w hat C o m p an y  X  says  it w ants from  you  as a  supp lie r, and  w ha t it ac tually  dem ands?
A 1: “N o , I ju s t  th ink  you have m an y  d iffe ren t departm en ts w an ting  d iffe ren t th ings. O ne depa rtm en t is so le ly  focused  on  cost, th e  n ex t d ep a rtm en t is focused  on a quality  
d e liv e rab le , the  nex t d ep a rtm en t is focused  on  tim eliness  o f  de livery , ano ther on cu sto m er se rv ice  response  tim es. U nfo rtunate ly , C o m p an y  X  d o e s n ’t co m m u n ica te  to  th e ir  e n d  
users on w ha t th e ir  goals  o f  the  co n trac ts /business  re la tionsh ip s  are , thus  each  user h as  a  d iffe ren t p e rsp ec tiv e  o f  w hat the  goal sho u ld  be. It w o u ld  ea se  som e strain  on us as a  
su p p lie r  and  se t expecta tions to  th e ir  en d  users  i f  th e y  w o u ld  quan tify  th e  goals o f  th e  co n trac t an d  p rio ritiz e  them , then  n o tify  ev e ry o n e  in vo lved  as  w ell as  n o tify  eve ryone  i f  th o se  
goals  change  as tim e  m oves on. W e in terface  w ell w ith  P u rchasing  and  In fo rm ation  T echno logy , i t ’s the  various business units th a t a re  ac tu a lly  th e  end  u ser, and  those a re  the 
groups tha t do  n o t kn o w  w hat ex p ec ta tio n s  h av e  been  se t b e tw een  C om pany  X  and  m y  com pany . C o m p an y  X sets  ex pecta tion  o f  se rv ic e  to  th e ir  supp lie rs, it ju s t  seem s the  ac tu a l 
end  u se r  isn ’t aw are  o f  w hat th is  is”
IQ 3: D o you ev e r no tice  d iffe rences in va lue  as  d efined  by  p u rchasing  versus the  u ltim a te  cu stom er?
A 3: “D efin ite ly . T h a t’s the  one  co m m en t I have . I f  th e re ’s an y  nega tive  I ’v e  n o ticed  w ith C o m p a n y  X -  i t ’s n o t rea lly  a  n ega tive  -  th e y  co m m u n ica te  to  the  m anagers and  then  
i t ’s u p  to  th e  m anagers to  com m un icate  to  the  end  users w hich  d o e sn ’t  h appen . So the  end u sers d o n ’t k n o w  th e re ’s  a  ten -day  w indow  from  th e  tim e  the  o rd e r  is p laced  w ith us to 
the  tim e  w e h av e  to  deliver. T h ey  have no idea o f  it. T h ey  h ave  no  idea o f  tha t. So to  them , th e y  can  p lace  an o rd er and  get it approved . It still h as  to  go th ro u g h  a cou p le  o f  
in ternal p rocesses  w ith in  C om pany  X  befo re  it gets to  us. T ha t cou ld  take anyw here  from  a cou p le  o f  d ay s  to  a  coup le o f  w eeks. A t tim es  w e ’ll g e t a  ca ll ‘W h ere  is th is  o rd e r? ’ 
and  w e  d o n ’t  even  have  the pu rchase  o rder. A n d  th e y ’re  u pset because  they  d o n ’t kn o w  tha t w ith in  C o m p an y  X  you  n ee d  a  w eek  to  tw o  w eeks to  p rocess , from  the  tim e the o rd e r  
is s ig n e d -o ff  on to  the tim e the pu rch ase  o rd e r  gets crea ted  and  sen t to  us. A  lo t o f  tim es  w e ’ll g e t an o rd er and  de live r it in th ree  days  so  w e ’re  rea lly  perfo rm ing . A nd  th e  user 
says  ‘T h is  has been  th ree  w eeks! W h a t’s w rong  w ith  y ou  p e o p le ’. T hey  d o n ’t understand  w h a t the  standards  are  for the  p ro cess” .
IQ 5: Is th is  a  s ign ifican tly  s ign ifican t issue to  im pede yo u r ab ility  to  de liver value to  the  u ltim ate  cu stom er?
A 5: “Y es defin ite ly ” .
IQ 6: H ow  w ould  you ch aracte rise  your in terac tions w ith  C om pany  X  using  th ree  ca tegories: (a) w here  yo u r unders tand ing  o f  value and  the  en d  u sers expec ta tions  o f  va lue  a re  
co m p le te ly  a ligned ; (b ) w here there are  serious d iffe rences; and  (c) in betw een w here th e re  a re  shades o f  grey. So in teractions (a) w h ere  th e  defin itio n s  o f  va lue  are  a ligned  (b ) 
w h ere  th e y ’re  seriously  m isa ligned  and  (c) shades  o f  g rey  in betw een .
A 6: “ I w o u ld  p robab ly  say  w e ’re a lig n ed  35% , g rey  a rea  60% , and  5%  w ould  b e  w here the end  u se r is se rio u sly  n o t a ligned  w ith  the  expec ta tio n  se t th rough  the  ag reem en t”.

G ,2‘ F Supporting IQ 9: So a re  d iffe ren t sets o f  m etrics used  to  n ego tia te  the  con trac t versus ju d g e  [supp lie r] p e rfo rm ance?
A 9: “Y ou  need  th e  sam e” .
IQ  10: O K . Y ou  need the  sam e. B u t w ha t pe rcen tage  o f  the  tim e w ould  you  say  th a t th e y ’re o u t o f  a lignm en t?  
A 10: “R ig h t n ow ? 70%  p ercen t” .

H „ 3 S Supporting S Q 1 : Is th e re  a  d iffe ren ce  betw een  w ha t C o m p an y  X  says it w ants from  you  as a supp lie r, and  w ha t it ac tu a lly  dem ands?
A 1 : “C o m p a n y  X  says it w ants to  p artn er w ith  ou r com pany , b u t the  R FP  process and  the  business  a ttitude  p rom ote w ithho ld ing  in fo rm ation . T h a t m akes p artnersh ip  cha lleng ing . 
T h e  m o re  open  th e y  are  w ith  issues and  o ppo rtun ities  th e  g rea te r o u r chance a t m eeting  th e ir  goals. A s m an y  custom ers are see in g  the  v alue  o f  se lec tin g  a few  supp lie rs  and 
w ork in g  tow ard  m ore  in tegration . C o m p an y  X  is d o in g  less o f  that. The focus is on  d riv in g  dow n cost o f  ind iv idual tran sactions  versus a  b ro ad e r look. So  th e y  cou ld  b e  m iss ing  
th e  sco rin g  o f  m illions focusing  on sm alle r  u n ique  tran sactions” .

h i s Inconclusive S Q 1 : Is th e re  a  d iffe re n ce  betw een  w hat C o m p an y  X  says  it w ants from  you  as a supp lie r, and  w ha t it ac tually  dem ands?  
A 1: “ W ants and  values innova tive  p roducts  an d  serv ices; dem ands low er p ric e”

Cy2 F C ontesting IQ  10: H ow  o ften  are  y o u r su p p lie r’s v iew s o f  w ha t C o m p an y  Y  w ants in a lig n m en t w ith  w ha t C o m p an y  Y  ac tually  w an ts?
A 10: “W e  s tr iv e  to  do  business w ith  firm s w hose  goals  and  ob jectives m atch  ours. W ho the refo re  u n ders tand  w hat w e ’re do ing  and  w hat w e ’re  try in g  to  do . O u r supp lie rs  k n o w  
p re tty  w ell w ha t w e w an t.”

I,’' F Inconclusive IQ 7: A n y  d ifficu lty  k ee p in g  the  co m p an y ’s d e fin ition  o f  va lue  a ligned  w ith  those  u sed  by  all yo u r supp lie rs?
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Chapter Eight: D iscussion o f  research findings

Table 8S: GAP 4 Case Study References
N am e R ole E x is ten ce  o f  

G A P ?
C o m m e n t

A 7: "A s I m en tio n ed  befo re , th e  vendors can  value it any  w ay  th e y  w an t. W e ’re  ju d g e  and  ju ry  on w hat th e  value is to  us. W e m ake ou r dec isions b ased  on  o u r  o w n  in ternal 
c rite ria  co u p led  w ith  w ha t w e  kn o w  is req u ired  by  the  cu stom er o u t th e re  in  th e  fie ld . T h a t’s  th e  on ly  d river. I t’s n o t u p  to  d iscuss ion  w ith  the  vendor. I f  th is  [th e  supp lied  
m a teria ls] is va lue , w e m ay  n o t share w ith  you w hat tha t v a lue  is. W e ’ll rew ard  you i f  i t ’s a  good p roduct. I f  i t ’s n o t so  good , y o u ’ll know  because  the  v o lum e is decreasing . 
W e ’re  g o in g  in an o th er d irec tion . I nev e r felt those  th ings w ere  sub jec t to  nego tia tion . T hey  can  b ring  it u p  to  m e and  w e  can a ttem p t to  verify  it. A re  w e see in g  an  effic ien cy  
g ain?  A re  w e see ing  th is  o r tha t?  I f  w e a re  I w an t to  fac to r th a t in to  m y  [sourc ing] decisions. O therw ise  I ’m  k id d in g  m yself. I f  bo th  products are $10  p e r  ton  b u t o n e  has  a  20%  
effic ien c y  gain , th is  is n o t o n ly  a real d isserv ice  to  the v endo r b u t to  o u r  ow n so u rc ing  decision  m ak ing  i f  w e d o n ’t fac to r tha t in. N ow  I ’m  n o t go ing  to b e  go ing  b ac k  to  tha t 
v en d o r an d  ac k n o w led g in g  a  2 0 %  effic iency  gain w ith  tha t p ro d u c t bu t it w ill be  reflected  w ith  ‘Y ou  can  h ave  a  la rger share  o f  m y  business, no q u es tio n ’. T h a t’s h o w  w e w ould  
p re fe r to  rew ard  -  th a t’s the m o s t e ffic ien t m ethod  for us. It k eeps as m uch o f  th e  value in our pocke t as w ell as  rew ard in g  th e m ” .

y S C ontesting IQ 2: D o  y ou  then  deal w ith  d iffe ren t peop le  in the  o rgan isa tion  each  o f  w h ich  has his ow n defin ition  o f  va lue?  
A 2: “Y es” .
IQ 3: D o th o se  d efin itions  o f  v a lue  conflict?
A 3: “N o t s ign ifican tly” .

V S S upporting IQ 8: H ow  w ou ld  you  cha rac te rise  all o f  yo u r in teractions w ith  C o m p an y  Y  u sing  the  fo llow ing th ree  ca tego ries: (a) y o u r  defin itions  o f  value are to ta lly  co n s is te n t w ith  th o se  o f  
C o m p an y  Y ; (b ) you r defin itions  are  co m p lete ly  m isa ligned ; and  (c) a  m ix tu re  o f  both . H ow  w ould  you  a llo ca te  th e  p e rcen tag e  o f  yo u r dealings w ith  C o m p an y  Y ?
A 8: “6 0 %  o f  m y  dea lin g s  w ith  C om pany  Y  w e ’re  at th e  sam e w aveleng th  [a]. 10%  am bivalen t [c] and 3 0 %  co m p le te ly  d iffe ren t [b]. I f  you look at ev e ry  o rg an isa tio n  and  a ll the  
d iffe ren t depa rtm en ts  tha t a re  inside  tha t o rgan isa tion , you  rea lly  a lm o st have to  look  a t it no t as the  agg rega te  o rg an isa tio n  b u t you h ave  to look a t each  o f  th o se  com p o n en t p a rts” .

Ez54 F Inconclusive IQ 4: H o w  w ill you inco rpo ra te  C om pany  Z ’s defin ition  o f  v a lue  in th e  se lec tion  o f  supp lie rs?
A 4: “W e spell it o u t in ou r co n trac t p rocess and  m ake it c lea r th ro u g h o u t the  v endo r selection  p rocess. W e a lso  (re )ch e ck  w ith  supp lie rs  to  ensure th a t they  u n d e rs ta n d  how  w e 
d e fin e  va lue” .

y S C on testing IQ 5: H ow  does  C o m p an y  Z  m easu re  y o u r value-add?
A 5: “O ne th in g  ab o u t C om pany  Z  -  w hich  I like -  is they  ta k e  ou t th e  g enera lities  in co st sav ings. Y ou  h av e  to  h av e  o n e  o f  th e ir  fifteen d iffe ren t fo rm ulas an d  i f  you  c a n ’t p lu g  
th e  va lue  in th e re  to  find  the  sav ings am ount, i t ’s not a  sav ings. It can  be hard  o r so ft [savings] but it has to  have  som e v alue  w hich  can  be m easured . I th in k  th a t’s been  a really  
success  here  fo r C o m p an y  Z, b ecause  w e can  show  them  the  sav in g s  w e have done” .

K,,\
u 2,
M ,/

S C on testing IQ 3: A t th e  end o f  th e  day, does  p rice  rece ive  grea ter w eig h tin g  on you r overa ll eva luation?  
A 3: “ I d o n ’t th in k  it is” [all th ree  partic ipan ts ag reed]

P 1r zS S S upporting S Q 1 : Is th e re  a d iffe ren ce  b etw een  w hat C om pany  Z  says it w an ts  from  you  as  a  supp lie r, and  w hat it ac tually  dem an d s?  
A 1 : “ L o w est p rince , n o t co st, is still T H E  m ost im portan t m easu rem en t”

L e g e n d : R ole indicates the firm  in the  tr iad  the  in terv iew ee represen ts. F  F ocal firm ; C  C u sto m er firm ; S S upp lie r firm

Table 8T: G AP 5 C ase Study References
N am e R ole E x is te n c e  o f  

G A P ?
C o m m e n t

A„:* F Inconclusive A 7: “ . . .A n d  tha t team  w ill be  w ork ing  tog e th er look ing  at a b e tte r  w ay  fo r o u r  cu stom er to  ac tually  o rd er fu tu re  sp ares  requ irem en ts  from  2003 onw ards. So it is lo ok ing  at th e  
p rocess  flow  bo th  from  ou r cu s to m er in to  us as the  p rim e co n trac to r, and  from  us in to  ou r supp ly  base , an d  dow n in to  th e ir  sub-tie rs  as w ell. L ook ing  a t a  w ay  to  sav e  h u nd reds  o f  
m illions  o f  pounds for the  cu s to m er b u t in so  do in g  c rea tin g  a g rea te r va lue  o f  sa le  for ourse lves because i f  you  g et th e  p rocess  r ig h t you can ac tually  sh o w  th e  cu s to m er tha t w e  are 
in te res ted  in  th e ir  p rob lem s and th e ir  needs. A nd  although  w e w ill lose in te rm s o f  th e  short-term  sales value o f  spares , long  term  w e w ill gain because  w e w ill gain  in s ig h t in to  the 
cu s to m er’s real needs. T h e ir  in frastructu re  help  reso lve  p rob lem s and  hence  re lease  m ore  m illions o f  p o unds in to  th e ir  an d  ou r supp ly  base"
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C hapter Eight: Discussion o f research findings

Table 8T: GAP 5 Case Study References
Nam e Role Existence of 

G A P ?
C om m ent

IQ 22: H ave you found  tha t w ith custom ers p resen t, supp lie rs  understand  b etter tha t you  a re  the  ‘n ex t s te p ’ in a p rocess th a t adds value to  a  p ro d u c t ra ther than  ju s t be ing  the ir 
cu s to m er?
A 22: “ D efin ite ly , defin ite ly ! F or o nce  the  su p p lie r  ac tu a lly  sees  tha t w e ’re  n o t try ing  to  sc rew  them , w e are ac tually  h e lp in g  the  cu sto m er to  u n ders tand  the  su p p lie r’s  p roduc t, 
s ch ed u le , his p rice, w hat ever, b u t a lso  w e ’re try ing  to  help  the  su p p lie r  u n ders tand  the  c u s to m ers ’ needs. B ecause th a t’s w hat w e ’re  th e re  for, w e are the p rim e con trac to r a n d  we 
a re  try in g  to  n o t on ty  g ive  so m e in te rp re ta tion  o f  d iffe ren t p eo p les  languages in  te rm s  o f  A m erican  vs. E ng lish  b u t also  to  g ive  the  co rrec t u n d ers tand ing  to  o u r  supp lie rs , as to  
ex a c tly  w h a t o u r  cu stom er w ants. A nd  a lot o f  o u r  U S  supp lie rs  d o n ’t ge t tha t 1 t i me,  2nd tim e, o r  3rd tim e T his p rocess does  add  value  b ecau se  w e are ta lk in g  to  the 
cu sto m ers  and  supp lie rs  regu larly , and  the  im proved  com m un ication  channel b en e fits  us.”

B „ : ‘ F Inconclusive IQ 13: I f  y ou  cou ld  b rin g  to g e th er a cu s to m er to g e th e r w ith  a  su p p lie r  at the  s ta rt, w ou ld  th a t he lp  crea te  m ore  e ffec tive  v alue  flow  th ro u g h o u t the  sy stem ?
A 13: “ I th in k  tha t b ring ing  all parties  invo lved  to g e th er a t the  s ta rt w ou ld  avo id  a  lot o f  non  va lue  add ing  ac tiv ities. It w ou ld  rem o v e  a  lo t o f  th e  co s t o f  co m m un ication  an d  a lot 
o f  th e  m isin terp re ta tion  o f  w ha t peop le  rea lly  n ee d  (A  lot o f  the  overhead  o f  a large p rogram ). In te rm s o f  tha t happen ing , th e re  are lots and  lo ts o f  barriers  th a t have to  be 
ov erco m e. It does p u t you in a po s itio n  o f  h ig h e r risk . B y  in troducing  you r supp lie rs  to  yo u r cu stom ers it m ay  m ean  tha t you  cou ld  b e  sh u t o u t o f  the  dea lings  e.g ., y o u r su p p lie r  
n o w  d ea ls  w ith  yo u r custom er. W hich  then effec ts  yo u r co n trac t and  you r bo ttom  line. T h e re  is a lo t o f  tru s t requ ired” .

D„s' S Supporting IQ 6: W h a t do  you  th ink  w ould  b e  th e  b ig g est p rob lem  area  in com m un ication  o r  de liv e ry  o r  re la tionsh ip s  tha t cou ld  cau se  p rob lem s in tran sla tio n  o f  v a lue  from  your o rgan isa tion  
to  C o m p a n y  U ?
A 6: “U n c le a r  requ irem ents d efin ition , w hich  is m y b ig g est issue, from  a p rocu rem en t p o in t o f  v iew , n o t necessarily  a  cu s to m er issue. T h e  w ay  w e defin e  and  then  cap tu re  th e  
req u irem en t. T h e  end  user has a requ irem en t, tha t requ irem en t has to  be d is tilled  dow n righ t th rough  the  supp ly  cha in  and  then  each  function , m arketing , p rocu rem en t, d e s ig n , and  
so on  th e n  d raw s o u t th e ir  ow n e lem en ts  ra th er than  it b e in g  in terp re ted  by  o th e r peop le. T h e  b ig g e st a rea  tha t w ill s top  v alue  from  g ro w in g  and  tran sla tin g  to  cu stom ers  and  end  
users w ill b e  u nclear requ irem en ts  defin itio n ” .
IQ 7: So  fo r you to add  op tim um  value to  the  en d  custom er, the  exact cu stom er spec ifica tions  need  to  b e  flow ed from  the  M O D  to  you  d irec tly , as opposed  to  tran sla ted  and b roken  
do w n  a t C o m p an y  U  and then  tran sla ted  o r  filtered  to  you?
A 7: “ Y eah  th e re  needs to be a  level o f  filtering , b u t th e re ’s p ro b ab ly  too  m uch filte ring  now . T he M O D  w ill p robab ly  w an t an IW S  [In teg ra ted  W eapons S y stem ] from  C o m p an y  
U  perfo rm s in a  ce rta in  w ay, I c a n ’t in fluence  tha t. B u t in te rm s o f  system  perfo rm ance, en g in eerin g , then abso lu tely  w e n ee d  to  unders tand  th e  info  tha t the  cu sto m er expec ts , to  
enab le  th e  sy stem s to  perform . T h e re  a re  o th e r sou rces  o f  supp lie rs. W e really  n ee d  to  u n ders tand  u ltim ate ly  the  insta lled  p e rfo rm an ce  o f  an  IW S, w ha t th e  end  u se r w ants. A t a 
co m m erc ia l level as  w ell; in te rm s and cond itions . T e rm s an d  cond itions a ren ’t  the re  ju s t  to  ac t as a  w hipp ing  s tick  w hen a ll goes w rong , th e y  a re  th e re  to  ad d  value . A  p rocess  in 
te rm s o f  ex p lo ita tion  o f  v irtual p ro p erty  th e re  a re  w ays a round  it, th e re  are w ays o f  a d d in g  value to  the  p rocess. I f  y o u  u n ders tand  w hat th e  custom er, in th is  ca se , C om pany  U , 
w an t to  do , then  you  can really  w ork  th e  issues at th e  g round  level to  m ake su re  w e d o n ’t so u rce  com ponen ts  tha t w e ca n ’t then  sell on to  so m e coun try  th a t C om pany  U  are 
ac tu a lly  ta rg e tin g  in  th e ir  10 yea r p lan . So the re  is a  lo t o f  in fo rm ation  tha t w e do  h ave  b u t a lo t m o re  tha t w e could ac tually  use as w ell”

F „ c S c Inconclusive IQ 6: D o  y ou  h ave an y  ro le  in com m u n ica tin g  to  C o m p an y  U ’s supp liers  w hat you  desire  as a  cu sto m er o r d o  you leave th a t to  C o m p a n y  U ?
A 6: “ I t’s C om pany  U ’s jo b  to  do  that. T h ey  h av e  to  m anage th e ir  subcon tracto rs. W e are  not a llow ed  to  m anage th e ir  subcon trac to rs. H av ing  sa id  tha t w e d o  a  lo t o f  w ork  w ith  
an o th e r m a jo r con trac to r and  som e o f  the  sm alle r  con trac to rs. W e w ould  rare ly  i f  ev e r h av e  m eetings  o r do  w ork w ith  th em  tha t d id n ’t invo lve  C om pany  U b ecau se  ou r con trac t 
isn ’t w ith  these subcon trac to rs  it’s w ith  C om pany  U . W e are c lea r tha t they  u n ders tand  w hat is requ ired  by  u s .”

B v c \

B v: *

C F S upporting IQ 4 : D o  y ou  see  IP T s [In teg ra ted  P ro jec t T eam s] as b e in g  a  ben e fic ia l m o v e  in ach iev in g  y o u r ob jec tives?
A 4: Y es. C om pared  w ith  w hat has hap p en ed  in the  past, I th ink  it is defin ite ly  a  step  forw ard . T he re  are lots o f  im provem ents tha t w e h av e  m ade. It g ives us the  ab ility  -  w e  in 
the  A rm ed  se rv ices, the M O D  -  a  ch an ce  to  com m un ica te  to  industry  w hat w e w ant. In th e  past tha t has  been  lacking . In  th e  past, w here m oney  w a sn ’t rea lly  a  p rob lem , w e  had  
o pen  co n trac ts  w here  the m ore m oney  w e  th rew  in th e  m ore  w e go t on ou r IW Ss [In tegra ted  W eapons S ystem s]. So it is a  hell o f  an  im p ro v em en t on  that. T h e  w ay  the  IPT is 
s tru c tu red  and  the  w ay  it w orks, righ t dow n to  the  w ork  p lace  w here  w e all s it ac ro ss  from  each  o ther, w e co m m un icate  very  w ell I th ink . C erta in ly  th e  feedback  from  o u r  
cu stom ers  i.e ., th e  M O D  and the  cu s to m er (arm ed  fo rces), has been  very  positive . In the  p a s t th e re  w as a  lo t o f  po o r co m m un ication  tha t in  tu m  w as bad ly  co m m u n ica ted  to 
industry , so  all in all I w ou ld  say  the IPTs w ork  w ell.
IQ 5: D id  you  get access to p rim e  co n trac to rs  an d  th e ir  supp lie rs?  H ow  far in to  th e  sup p ly  b ase  d id  you go?
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Table 8T: GAP 5 C ase Study References
N am e R ole E x is ten ce  o f  

G A P ?
C o m m e n t

A 5: Y es. A s the  cu s to m er (arm ed  fo rces) rep resen ta tive  on the  IP T  I w orked  v ery  c lo se ly  w ith  industry , p rim e co n trac to rs , th e ir  eng ineers righ t ac ross the  b o ard  b ecau se  
o b v io u s ly  th e re  are  m an y  com partm en ts , and  I had  access to  all o f  them . T o  m ake su re  tha t w hat they  w ere  do ing  is w ha t w e w ant. A nd  som etim es in  the  ea rly  s tag e s  p a rticu larly  
you  h av e  to  go  o u t to  su b -con trac to rs  to  an sw er w hat it is tha t you  as the  a rm ed  serv ices w ant and  w hat th e y  as the  su p p lie r  can  p rovide . I have w orked  qu ite  c lo se ly  w ith  industry  
supp lie rs  tha t are  su b -con trac to rs  to  o u r  p rim e con tracto rs and  w e have qu ite  a  h ea lthy  re la tionsh ip  w ith  them . B u t y ou  h ave  to  be carefu l because  i f  you  a re  w ork in g  w ith  them  it 
is ve ry  e a sy  to  bypass  th e  p rim e  co n trac to r and  tha t som etim es isn ’t too  sm art because  the  p rim e con trac to r has  the  p o w e r o f  ve to , b u t g enera lly  w e all w ork  toge ther. So  w e have 
n o  troub le  g e tting  access to  sub -con trac to rs .
IQ 6: D o you  th in k  tha t th a t is an effec tiv e  w ay  to  co m m un icate  w ha t you  value  as a  cu stom er?
A 6: Y es. I t’s p re tty  cen tra l. I t’s im portan t tha t no  m a tte r w hat is w ritten  in the co n trac t o r pe rfo rm an ce  specifica tions , so m eth in g  w ill g e t lost in  tran sla tion . W e h av e  ta lk ed  to 
su b -con trac to rs  and  th e y  h av e  a lerted  us to  p rob lem s tha t w e have  o v erlooked  o r  factors tha t m ay  cau se  p rob lem s. T h is  has occu rred  a n um ber o f  tim es.
1Q7: D o you  th in k  th a t th is  com m u n ica tio n  channel adds  the  m ost va lue  to  th e  p roduct?
A 7: I w o u ld  ce rta in ly  ra te  it as one  o f  the  h ighest. I ’m  su re  you are aw are  th a t the  arm ed  serv ices .. .w e are a  d inosau r, w e a re  not in industry, w e a re  not tra in ed  in business 
m an ag em en t, so w e a re  qu ite  c lu m sy  in  the  w ay  w e articu la te  w hat w e w ant. W e  are  getting  sm arte r b u t it is a  w hole p rocess . So I guess at the  en d  o f  the  d ay  w e  are  ab le  to  
co m m u n ica te  in an  open  w ay  and  get w h a t w e w ant delivered . T h is w ay  y o u  a re  m ore  likely  to get w hat you  w an t and  as  such  you are getting  m ore  value.

Iy3+ F Inconclusive IQ 6: D o  y o u r su p p lie rs  k n o w  w hat y o u r  cu s to m ers’ defin ition  o f  va lue  is?
A 6: “ In d irec tly  th e y  h e a r  it. H ow ever, I th in k  w e m igh t a lm ost con fuse  them  because  there are  so  m an y  d iffe re n t h o t po in ts  for d iffe ren t cu stom ers in  d iffe ren t geog raph ies  and 
w e h av e  d iffe ren t p ro d u c ts  th a t a ttem p t to  add ress  each  o f  those  m arkets. F or a  raw  m aterials  p ro v id e r -  say  a  la tex  su p p lie r  -- it m ay confuse  them  m ore  than  an y th in g  else”

A z3+ F C ontesting IQ  11: H ow  c lo se ly  a re  the  defin itions  o f  va lue  as defined  by  the  cu sto m er and  w ha t you expect from /com m un icate  to  y o u r supp lie rs?  
A l l :  “ I th in k  th e y ’re ve ry  c lo se”

F ,! F C ontesting IQ 5: D o  C o m p a n y  Z ’s supp lie rs  kn o w  w hat C om pany  Z ’s cu stom ers  w ant?
A 5: “ I w ou ld  say  yes o u r  defin ition  o f  v a lue  is w ell know n by  ou r supp lie rs. [O n  the  ind irect side] w e h av e  a n u m b e r o f  p rog ram m es in place for o u r  p referred  su p p lie rs  w here 
th is  is com m un icated . A nd w e ex p e c t va lue  from  o u r  supp lie rs” .

G z3’ F C on testing IQ 4: W ou ld  yo u r supp lie rs  o f  ind irec t m ateria ls  b e  ab le to define  w hat va lue  m eans to  C om pany  Z ’s cu stom ers?
A 4: “Y eah , I th in k  th e y  cou ld  try  an d  th e y ’d  p ro b ab ly  use the  five m easu res from  o u r  supp lie r d eve lopm en t p ro g ram m e”

L e g en d : R ole ind ica tes the firm  in th e  tr iad  th e  in terv iew ee represen ts. F  F ocal firm ; C  C ustom er firm ; S S up p lie r  firm
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The resultant Figures 8G through 8K suggest that case companies are having 

mixed success achieving uninterrupted value flows across their value chains as 

manifested within the triad3.

Figure 8G: Case study references (GAP 1)
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interviewee supporting '— '  (neither supports nor ^  interviewee contesting
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3 T his section sum m arises the research findings from over one hundred hours o f  interview s. The  
reader is directed to A ppendix D w hich contains a conference paper this author delivered on 15 
April 2003  at the 12th International Purchasing and Supply Education and Research A ssociation  
(IP SE R A ) conference in Budapest. The paper further details this section’s qualitative research 
findings.
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Figure 8H: Case study references (GAP 2)
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Figure 81: Case study references (GAP 3)
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Figure 8J: Case study references (GAP 4)
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Figure 8K: Case study references (GAP 5)
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8.4 Conclusion

This chapter has reviewed findings from this thesis’s research. To accomplish this 

objective, this author reviewed the results of a broad survey documenting a shift in 

the definition of value on the buy- and sell-sides of organisations; examined the 

results of the survey which also demonstrate a shift in the definition of value 

across the different levels of organisations; and discussed case-study findings 

indicating misalignment of value definitions across the supply chain as manifested 

in several triads of companies. In the next chapter, the author will discuss his 

research conclusions for this thesis’s four research questions. He will close the 

thesis with reflections on its academic contributions and a discussion of potential 

future research.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

Page 331



CHAPTER NINE: 

DISCUSSION OF RESEARCH CONCLUSIONS AND 
REFLECTIONS

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



C hapter N ine: D iscussion o f  re sea rch  conclusions and reflections

9.0 Purpose

The purpose o f this final chapter is to summarise the conclusions from the research 

study. This study was based on four key research questions (Table 9A).

T a b le  9 A :
R e s e a rc h  c o n c lu s io n s  f o r  th is  th e s is

Q u e s tio n D e s c r ip tio n C o n c lu s io n
O n e H o w  is the  term  v a lu e  d efin ed  and 

in te rp re ted  w ith in  the  firm ?
V alu e  m ay  be  d e fin ed  as a  fo cu ssed  s tra te g y  th a t 
pu lls from  a w id e  ran g e  o f  c h a ra c te ris tic s . A s such , 
it c an n o t be  d efin ed  as a g e n e r ic  te rm ; it is co n tex t 
specific . V alue  m ay  be  p ro p e rly  v iew ed  as th e  re su lt 
o f  a  su m m ary  v a lu a tio n  p ro cess  co n d u c te d  b y  th e  
f irm ’s m u ltip le  s ta k eh o ld e rs .

T w o D o es th e  d e fin itio n  o r  in te rp re ta tio n  o f  
v a lu e  w ith in  the  firm  ch an g e  d e p e n d in g  
up o n  o n e ’s assu m ed  v a lu e  cha in  
p e rsp ec tiv e?

A s valu e  is tran sla ted  b y  a  f irm ’s fu n c tio n s , its  
m ean in g  o ften  ch an g es  re su ltin g  in “v a lu e  
m isa lig n m en t”  o c c u rr in g  b e tw e e n  p a rtie s  a c ro ss  th e  
v alu e  chain . “V a lu e  m isa lig n m e n t” is e sp e c ia lly  
ev id en t a t the  in te rsec tio n  o f  th e  f irm ’s b u y - an d  se ll- 
sides.

T h ree D o es  th e  d e fin itio n  o r  in te rp re ta tio n  o f  
v a lu e  ch an g e  at d iffe ren t o p e ra tio n a l / 
m an a g e m e n t levels w ith in  th e  v a lu e  
ch ain?

A s valu e  is tran sla ted  b y  in d iv id u a ls  h o ld in g  
d iffe ren t m an ag e ria l/o p e ra tio n a l levels , its  m ean in g  
o ften  ch an g es  re su ltin g  in “v a lu e  in c o n g ru e n c e ” 
o ccu rrin g  b e tw een  p a rtie s  a c ro ss  th e  v a lu e  cha in . 
“V a lu e  in c o n g ru e n c e ” is e sp e c ia lly  ev id en t 
w h e n e v e r d iffe re n t m a n a g e r ia l/o p e ra tio n a l lev e ls  
hav e  co n flic tin g  goa ls  an d  o b jec tiv es .

F o u r H o w  m ig h t a  firm  im p ro v e  its 
“m a n a g e m e n t” o f  v a lue?

T h is a u th o r  ad v an ce s an o v e ra ll fra m e w o rk  fo r  th e  
In teg ra ted  V alu e  P rocess. T h e  fram ew o rk  is 
c o m p rised  o f  a co n cep tu a l m o d el th a t id en tifies  and  
m easu res the  five  m ajo r “v a lu e  g a p s” w h ere  “ v a lu e  
m isa lig n m e n t” and “v a lu e  in c o n g ru e n c e ” o ccu r 
w ith in  a  f irm ’s valu e  chain . T h is  m odel 
en co m p asses  v a lu e ’s c o n cep tu a l u sage  as an 
ad jec tiv e , verb  an d  nou n  at th re e  d iffe ren t 
o p era tio n a l/m an ag e ria l levels . T h e  m odel is 
in fo rm ed  b y  th e  five v a lu e  firs t p rin c ip le s  rev iew ed  
in C h a p te rs  T w o th ro u g h  S ix  and  is e m p iric a lly  
tested .

Each o f these questions will now be discussed in light of the research work 

undertaken. The author will close the thesis with reflections on its academic 

contributions and a discussion o f potential future research.
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C hapter N ine: D iscussion o f  re sea rch  conclu sions  and reflections

9.1 H ow  is the term  value defined and interpreted within the firm ?

Research conclusions:

In Section 7.2 this author defined value as a focussed “value strategy” which pulls 

from a wide range of “value characteristics” (Figure 7A). The survey questionnaire 

confirmed that individuals associated particular value characteristics with particular 

value-based strategies. This association, however, was not straight-forward.

Case studies documented that individuals consider value to be a multi-dimensional 

concept (i.e., m ulti-facetted1) — the product o f some summary valuation process (i.e., 

sum  o f  characteristics, p roduct o f  w eighted definitions)2. For example, this summary 

valuation process3 was evidenced by case company strategic sourcing processes 

where case study interviewees would specify a range of criteria for determining the 

selection o f supplier(s). Interviewees rated or graded vendors against those 

evaluative criteria. The valuation purportedly included both hard (objective) as well 

as soft (subjective) estimates o f value (i.e., value as tangible and  intangible).

Objective value measures were generally cost-based and expressed quantitatively. 

Although the measurement of “total cost” differed by firm or by strategic sourcing 

team (i.e., Total Acquisition  Cost, Total Cost o f  Ownership), the cost components 

were treated the same. They were (a) monetized, (b) summed and (c) compared by 

vendor. Subjective value  measures were viewed as part of an in terpretive process, as 

a percep tion -based  concept4, and expressed qualitatively. Subjective measures are 

relative and differed across individuals (va lue perceptions differ).

1 I ta lic iz e d  w o rd s  a re  k e y w o rd s  f ro m  th e  ca se  in te rv ie w  s u b je c t in d e x  (A p p e n d ix  C ) r e fe re n c in g  p a r t ic u la r  in te rv ie w e e  q u o te s .
2 T h e  c la s s ic a l s c h o o l o f  e c o n o m ic s ,  d e s c r ib e d  in S e c tio n  5 . 1, in c o rp o ra te s  th e  ad d in g -u p  fu n c tio n  (p r o c e s s )  in  its  th e o ry  o f  
v a lu e . T h is  a u th o r  n o te s  in th e  s a m e  se c tio n  th a t th e  “ a d d in g -u p ”  fu n c tio n  c o n c e p tu a l iz e s  v a lu e  as  a  n o u n .
3 T h is  a u th o r  b o rro w s  H o lb ro o k  ( 1 9 9 9 :8 ) ’s p h ra s e  “s u m m a ry  v a lu a tio n ”  in tro d u c e d  in S ec tio n  6 .2  in  o rd e r  to  av o id  d e f in in g  the  
v a lu e  p ro c e s s  a s  an  “a d d in g -u p ”  fu n c tio n . T h is  a u th o r  fa v o u rs  R a m ire z  (1 9 9 9 )  w h o  d e s c r ib e s  th e  v a lu e  p ro c e s s  a s  a  r e c o n c ilin g  
o r  c o m b in in g  o f  m u ltip le  v ie w s  o f  v a lu e . R a m ire z  (1 9 9 9 :4 9 )  n o te s : ‘T w e n ty  y e a rs  a g o  c a r  a s s e m b ly  lin e s  . . .w e r e  a rg u e d  to  be 
k e y s to n e  to  p re v a i lin g  2 0 111 c e n tu ry  c o n c e p ts  o f  h u m a n  m a n a g e m e n t. It is th u s  h a rd ly  s u rp r is in g  th a t in d u s tr ia l  v a lu e  p ro d u c tio n  
w as  c o n c e p tu a l iz e d  in  te rm s  o f  th e  v a lu e  ch a in . W ith  th e  c h a in  c o n c e p t, v a lu e  c rea tio n  is n o t o n ly  s e q u e n tia l ,  b u t  a ls o  im p lie s  
th a t v a lu e  is “ a d d e d ” . ’ T h is  a u th o r  n o te s  th a t, a s  a  re s u l t  o f  a s s u m in g  an  “a d d in g -u p ”  v ie w  o f  v a lu e , n e a r ly  a ll s u p p ly  c h a in  
th in k in g  c o n c e p tu a l iz e s  v a lu e  as  a  n o u n .
4 S ee  S e c t io n s  6 .3  an d  6 .4  w h e re  th is  a u th o r  d is c u s s e s  c u s to m e r  v a lu e  p e rc e p tio n s  and  th e  d if fe re n c e  b e tw e e n  c u s to m e r  se rv ic e  
e x p e c ta t io n s  v e rs u s  p e rc e p tio n s  as  a  b a s is  fo r id e n tify in g  s e rv ic e  (v a lu e )  g ap s .
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The strategic sourcing process in case study organisations was designed to combine 

soft, qualitative, utility-based measures of value with hard, quantitative, cost-based 

measures o f value. The intended result o f the process — the optimum or best 

available value offered by suppliers — was described by case interviewees as a to ta l 

package, to ta l solution  or to ta l value. Yet case study organisations had a hard time 

describing or identifying the summarization process used to combine these two views 

of value -  value as a noun and value as an adjective. This was true even at Company 

X where senior management claimed to use the Balanced Scorecard as a performance 

management system. It was common for one definition to “trump” another although 

case interviewees might not articulate how or why that occurred. Perhaps for this 

reason several case study organisations were keenly interested in this author’s 

empirical model which they anticipated might help them collectively understand the  

value translation process  occurring across their respective organisations.

R eflections:

In Figure 5E this author categorized the alternative economic theories o f value into 

three groupings: (1) preference-based, (2) exchange-based and (3) production-based 

theories. This author noted that the measurement of value in each o f these categories 

-  (1) utility, (2) price and (3) cost -  differed with price serving as the market-clearing 

mechanism between utility (value as an adjective) and cost (value as a noun). Recall 

from Section 4.4. that transaction cost econom ics (TCE) posits that the internal co

ordination o f economic transactions within the firm is an alternative to market 

exchange when price is an inefficient mechanism. A replacement mechanism for 

exchange prices is needed to bridge utility (i.e., consumer value) and cost (i.e., 

production value) whenever transactions are internally organised. This author posits 

that his empirical model explicitly forces examination o f that bridging mechanism, 

i.e. the translation o f value from conceptualization through to implementation. The 

model suggests that value gaps will always result whenever a firm operates according 

to only one definition o f value.
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9.2 D oes the definition or interpretation o f value w ithin the firm  change  

depending upon one’s assum ed value chain perspective?  

R esearch conclusions:

The survey questionnaire confirmed that conditions a, b, c and d5 outlined in Section

7.2 are frequently violated resulting in “value gaps” which may impede the flow o f 

value across the surveyed firms’ respective value chains. Case studies confirmed that 

different firm stakeholders -  customers, marketing, manufacturing, finance, 

purchasing, and suppliers -  had very different conceptualizations o f what constitutes 

value (value defin itions d iffer by function , by role). Stakeholder theory assumes an 

unspecified value process to arbitrate between the expectations of these diverse 

communities; for example, between the immediate customer and the ultimate 

customer (value definition by ultim ate custom er) or between the more immediate 

interests o f the City/Wall Street (value definition by shareholders) and those who may 

hold a longer-term view. This conflict was sometimes manifested in the supply 

management function itself (supplier contract negotiations and  relationship  

m anagem ent, sp lit between roles) demonstrating that even individuals within a single 

stakeholder group can hold different and sometimes conflicting goals and objectives

(principal-agent, assum ing w h a t’s best f o r  everyone).

As a result, case study companies are experiencing what appear to be breakdowns in 

their value processes stemming from incongruent value definitions (value disciplines, 

m igration  and m isalignm ent) across their buy- and sell-sides. If one’s position in the 

value chain strongly influences the goals and objectives one holds, differing 

definitions of value will undoubtedly result. Unless understood alternative definitions 

of value increase the likelihood o f ‘value misalignment’ occurring up and down the 

value chain. An uninterrupted flow of value becomes increasingly improbable.

5 U sin g  a  v a lu e -b a s e d  b u s in e s s  s tra te g y  im p lie s  th a t (a )  th e  f i rm ’s v a lu e -b a s e d  s tra te g y  is a g re e d  u p o n  b y  b o th  th e  b u y -  a n d  se ll-  
s id e s  o f  th e  f irm , (b ) th a t e a c h  s id e  u n d e rs ta n d s  th e  c h a ra c te r is tic s  th e  o th e r  s id e  a s so c ia te s  w ith  th a t s tra te g y , (c )  th a t th e  
c u s to m e r ’s b u y -s id e  a n d  th e  f i r m ’s s e ll - s id e  u n d e rs ta n d  th e  c h a ra c te r is tic s  th a t e a c h  s id e  a s s o c ia te s  w ith  th e  v a lu e -b a s e d  s tra te g y  
an d  (d )  th a t th e  f i rm ’s b u y - s id e  an d  s u p p lie r ’s s e ll - s id e  d o  lik e w ise .
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R eflections:

In her empirical study of strategic cost management across five firm triads Ellram 

(2002) concludes that goal and objective alignment has not yet been achieved i.e. 

there is misalignment at the intersection o f the buy- and sell-sides across the five firm 

triads she studied. Ellram (2002) notes:

Taking a seamless view of strategic cost management across the supply chain is not yet a 
reality. In most cases, the inbound view of the supplier is handled by a different 
team/organisation than the outbound supply chain view to the customer. It is critical that 
somewhere in the middle, the organisations dealing with the customers make sure that the 
customer value proposition is clearly communicated to the organization dealing with the 
supplier. It is essential that internal organisation goals and objectives be aligned in order to 
align the goals and objectives of the supply chain. Ellram (2002:19)

This raises important issues for PSM academics and practitioners regarding an 

organisation’s ability to manage value flows across the value stream. Value stream 

management (Section 6.2), lean thinking (Section 6.2), and lean supply (Section 6.4) 

argue the need for uninterrupted flow o f value across the value chain. Based on 

Ramirez (1999) uninterrupted value flows are highly unlikely if the organisation or 

dyad o f organisations (buyer-seller) represent complex systems. Ramirez (1999), 

referencing Alan (1979) [Entre le Cristal et la Fumee: Essaie sur VOrganisation du 

Vivant. Paris: Editions du Seuil], contends that goal misalignment is an intrinsic 

characteristic o f complex systems:

As opposed to ‘complicated’ systems where (a) variables, (b) their dimension and (c) their 
purpose in the system are known, ‘complex’ systems are those in which one or more of (a),
(b) and/or (c) is not known. Managing complex systems thus requires managing ignorance, 
which often extends to the system’s very objectives” [emphasis added] Ramirez (1999:58)

Value is inseparable from the firm’s goals and objectives; goals and objectives are the 

realm o f value conceptualised as a verb (i.e., ‘What should we [as an organisation] be 

doing?’). Ellram (2002) above observes that goals and objectives are different across 

the firm’s buy- and sell-sides. Ignorance o f buy-side versus sell-side goals and 

objectives would imply ignorance o f the other’s definition o f value and vice versa. 

Ignorance o f upstream (i.e., buy-side) value definition(s) versus downstream (i.e., 

sell-side) value definition(s) leads to incongruent value definitions across the value 

chain. Interruptions in value flows are likely to occur from the resulting value gaps.
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9.3 D oes the definition or interpretation o f  value change at different

occupational / m anagem ent levels within the value chain? 

R esearch conclusions:

The survey questionnaire documented that conditions e and f6 outlined in Section 7.2 

are frequently violated in respondent firms. “Value gaps” result which may impede 

the flow of value across the surveyed firms’ respective value chains. Interviews with 

employees of case study organisations, their customers and their suppliers document 

instances of “value incongruence” occurring across organisational levels. The degree 

of value (in)congruence differed across the six case study triads suggesting that some 

firms have achieved better linkages across the different organisational levels.

PSM’s value contribution was seen to be visible at varying organisational levels 

across case study organisations. For example, on the one hand PSM ’s value 

contribution is not explicitly recognized at Company X ’s highest organisational levels 

{Balanced Scorecard). On the other hand, the value of PSM is discussed by 

Company Z ’s chairman in the company’s annual reports and is explicitly measured 

above and beyond pure cost savings realised {vendor assessment, achieving  

excellence). This suggests that it is more difficult for Company X ’s head o f PSM to 

assume a broader definition o f value than it is for Company Z ’s equivalent7. Perhaps 

this explains the survey findings (Section 8.2) that PSM functional heads focussed 

exclusively on price when defining a “Low Price” strategy even though chief 

executives above them and front-line staff below them adopted a broader definition o f 

“Low Cost” strategy.

Value is seen to be inseparable from the firm’s goals and objectives. Case study 

individuals detect value (in)congruence by assessing the degree o f goal and objective 

alignment between the different levels within their respective organisations {goals 

and objectives, cascading  and linkages between). Unfortunately, the survey

6 U sin g  a  v a lu e -b a s e d  s tr a te g y  im p lie s  th a t (e )  th e  f i rm ’s v a lu e -b a s e d  s tr a te g y  is  a g re e d  u p o n  b y  th e  d if fe re n t o rg a n isa tio n a l 
lev e ls  o f  th e  f irm  an d  th a t ( f )  e a c h  o rg a n isa tio n a l leve l u n d e rs ta n d s  th e  c h a ra c te r is tic s  th a t o th e r  le v e ls  -  o r  a t le a s t th e  n e x t level 
w ith  w h ic h  o n e  im m e d ia te ly  in te ra c ts  -  a s s o c ia te  w ith  th e  f i r m ’s v a lu e -b a s e d  s tra teg y .
7 S ee  S e c tio n  8 .2 .
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questionnaire and case study interviews could not control for the organisational level 

of individuals interviewed at customers and suppliers. Conditions g and h8 outlined 

in Section 7.2 could not therefore be sufficiently tested. If one ignores the 

organisational level of the case study interviewee, multiple instances o f value 

incongruence (GAPS1 and 4) were documented (Figures 8E and 8H) at the dyad unit 

of analysis suggesting that value gaps are not uncommon between buyer and seller 

organisations. One case o f value congruence and one of value incongruence (GAP 5) 

were documented (Figure 81) at the triad unit of analysis; no research conclusions 

were drawn at the triad level.

R eflections:

Several interviewees reminded this author: ‘What gets measured gets done’ (goals 

and objectives, what gets measured gets done). PSM’s value contribution is often 

measured at case study organisations by the pure cost savings they have realized, a 

fact which may encourage hard (quantitative) versus soft (qualitative) measures o f 

PSM’s activities. Yet Ramirez (1999:61) posits two views of value production: an 

“industrial view” in which ‘all managed values can be measured in monetary terms’ 

and a “co-productive view”9 which recognises that ‘some managed values cannot be 

measured or monetized’ [emphasis added]. In other words, as Einstein is claimed to 

have remarked: ‘Not everything that can be counted counts; and not everything that 

counts can be counted’.

This has two potentially serious implications for value flows. Firstly, as Maisel

(2001) observes:

If it’s true that ‘what gets measured gets managed’, then today’s businesses are focused on 
financial results. This raises an interesting question: if most companies’ performance 
measurement systems are not being used to support key business processes and critical 
management practices, then what is being used as the strategic management system? Maisel 
(2001:4)

8 U sin g  a  v a lu e -b a s e d  s tr a te g y  im p lie s  th a t (g ) th e  in d iv id u a l on  th e  c u s to m e r ’s b u y -s id e  in te ra c t in g  w ith  the  in d iv id u a l on  the  
f i rm ’s se ll - s id e  b o th  u n d e rs ta n d  th e  c h a ra c te r is tic s  th a t e a ch  s id e  an d  leve l a s s o c ia te s  w ith  th e  v a lu e -b a s e d  s tra te g y  a n d  th a t (h ) 
the  in d iv id u a l on  th e  f i rm ’s b u y -s id e  in te ra c t in g  w ith  th e  in d iv id u a l on  th e  s u p p lie r ’s s e ll - s id e  d o  as  w ell.
9 S ee  S e c t io n s  4 .6  an d  5 .5  w h e re  th is  a u th o r  c o n tra s ts  N o rm a n n  a n d  R a m ire z  ( 1 9 9 3 )’s c o n c e p t o f  th e  v a lu e  c o n s te lla tio n  (“ co -  
p ro d u c tiv e  v ie w ”) w ith  th e  v a lu e  ch a in  (“ in d u s tr ia l v ie w ” ).
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The assumed summary valuation process (Section 9.1) by which strategic sourcing 

teams are meant to integrate quantitative and qualitative measures o f supplier value 

may not in fact exist or be used at all in some organisations. Yet if  value is 

perception-based and/or value cannot always be monetized, value gaps are certain to 

occur in organisations lacking such a process rendering a seamless flow of value 

unlikely across their value chains. Secondly, several case interviewees occupy 

multiple roles. Ramirez (1999) posits this to be a feature o f the newer “co-productive 

view” o f value creation.

A value co-production view emphasizes that economic actors hold different roles in relation, 
not only to different counterparts (one is one’s suppliers’ customer; one’s customers’ 
supplier), but also in relation to a single counterpart. For example, one economic actor ‘A ’ 
may simultaneously be (i) a supplier to another economic actor ‘B ’, (ii) as well as a customer 
of economic actor ‘B’, (iii) as well as a competitor of economic actor ‘B ’, (iv) as well as a 
partner with ‘B ’ to co-produce value with and for a third economic actor ‘C’.... Ramirez 
(1999:54)

Yet Ramirez (1999:54) also asserts that the ‘simultaneous holding of multiple roles 

.. .would require managing incompatible operational priorities, not only diverse one’ 

[emphasis added].

This author noted in Section 3.1 that the literature supports the position that it is either

very difficult or impossible for PSM to optimize a common objective within a single

firm, since the firm is a collection of stakeholder groups with multiple and (likely)

conflicting objectives. This author noted in Section 4.5 that multiple authors

questioned whether joint value objectives could even exist at the network level.

Although not concluding it to be impossible, Fawcett and Magam (2001)’s empirical

study of US companies’ supply management practices leads the reader to believe that

goal and objective alignment at the value chain level is not likely to occur:

There is little resemblance between the theory of supply chain management and actual 
practice. Nobody is currently managing the entire supply chain from suppliers’ supplier to 
customers’ customer. Very few companies have created the ‘end-to-end’ transparency needed 
to engage in full-fledged supply chain management. Among the very best supply chain 
companies, integrative practices span [only] a triad of companies—typically up and 
downstream one tier.... [emphasis added] Fawcett and Magam (2001:92)

Since incongruent goals and objectives interrupt the flow of value within the value 

chain (see previous section) value gaps within the supply chains o f some
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organisations are certainly present. An empirical framework is currently lacking in 

the literature to determine where and why those GAPS are occurring. This author 

now turns to a discussion of his empirical framework of the integrated value process.

9.4 H ow  m ight a firm  im prove its m anagem ent o f value?

R esearch conclusions:

During the case studies this author observed organisations confronting many 

obstacles as they attempted to translate value between their respective customers and 

suppliers. One Vice President of Supply Chain Management (Fy2+) highlighted what 

this author interpreted to be significant interruptions in the flow of value within his 

firm’s value stream. Fy2+ observed that his firm lacks a way “of pulling together” all 

the disparate definitions / views o f value held by his firm’s stakeholders. In a lengthy 

but highly relevant portion o f the transcript o f his interview o f Fy2+, the interviewee 

references the majority o f the key research elements contained in this study. These 

elements are indicated below in italics.

IQ7: What’s the major stumbling block [in terms of managing value at Company Y]?
A7: ‘There are a million places here where we drill down. “I’ve got to be the best I ’ve can be 
at doing this right now.” That’s OK to a point but you can’t do it to the detriment of what 
other people are trying to get accomplished for the company. [Second first principle: Balance 
multiple objectives] One of the things I always say and try to reinforce to my people is don’t 
get hung up on this concept of “I’m doing what’s best for the company”. There’s not a person 
in this building who’s NOT thinking “I’m doing what’s best for the company”. You’ve got an 
idea and it’s not accepted and you say “We’re not doing what’s best for the company!” Now 
wait a minute. You’re taking this from a functional viewpoint and drilling down and saying 
“This is the best thing for the company”. [Model: Value gaps] You’ve got to take 
everybody’s scenario into consideration and everything that’s going to go on as a result of this 
decision before deciding what’s best for the company. [Third first principle: Adopt a systems 
view] Nobody comes in here and says “I’m going to do what’s NOT best for the company”. 
Everybody’s got the same idea. But it’s the collaboration. It’s the pulling together, figuring 
out how the whole thing works, [Third first principle: Adopt a systems view] that’s what best 
for the company. God we have a hard time with this! It’s not who we’ve been’.
IQ8: Are there too many metrics?
A8: ‘They don’t line up. [First first principle: Align purchasing strategy with business 
strategy /Model: Value gaps] You’ve got conflicting goals. [Model: Value configuration] 
We’ve got a set of goals for one business unit that are in conflict with the goals of another. 
[Research Question Three: Value incongruence] Inside a business unit, you have sales goals 
that don’t necessarily line up with the manufacturing goals. [Research Question Two: Value 
misalignment] This seems really silly to me. It seems really simple. And yet we struggle 
with it over and over. There’s so much friction between different parts of the company.’ 
[Model: Value gaps]
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IQ9: Has the firm lost track of its value proposition? You were a leader because you 
developed new products so you were an innovator. People’s metrics were tied to innovation 
of developing new things. As it has become commoditized, what’s your value proposition? 
A9: ‘I think there’s something to that. We’ve spent some time on this over the past couple of 
years. One of Gy’’s counterparts had a responsibility for product marketing and sales. He 
was struggling with that, with defining that value proposition. [Model: Value 
conceptualisation] That’s an interesting observation. We haven’t transitioned into this whole 
thought process. Maybe that’s part of the struggle. We used to be special and now we’re a 
commodity’.
IQ 10: Is Company Y’s value proposition outlined on paper? Has it ever been?
A10: ‘No. I don’t think so. We’ve tried to verbalise it’.
IQ11: How about in your annual reports?
Al l :  ‘Not that finite focused. Interesting isn’t it? We’re still struggling with it. We’re 
looking for who and what we want to be going forward to our customers. [Model: Value 
conceptualisation] Where do we want to fall along the spectrum? Do we want to continue to 
be innovators? Do we want to be the customer service leader? Do we want to be the low cost 
producer? [Research Question One; Value disciplines] Where do we want to compete. I 
mean you can’t be everything; you have to pick a spot. How do we want to face the market 
[ Value as an adjective/Model: Value conceptualisation] and how do we want to build our 
systems in support of that? [Value as a verb/Model: Value configuration] I think we’re 
having a real hard time because we’re still thinking we can be all those things. We can 
continue to be innovators, we can be the low cost producer, we can become customer service 
leaders. [Research Question One: Value disciplines] If you look at the big successful 
companies now, they find an icon and that’s what they run behind. That’s what everything is 
driven by. [Fourth first principle: Ensure that value flows across the system] That’s their 
identification in the marketplace. We’re struggling with that. We see it in something as 
simple as our product offering. [Model: Value conceptualisation] We’ve always had this idea 
that every product is there when the customer needs it that day, or that we’re in a position to 
run it so that they can have it the next day. It’s not even what the customer expects. We went 
out [and did some research] to support developing an inventory support and production 
planning system. The customer said “if you have these eleven products all the time, we’ll be 
happy. Give us an idea what you can do for the other products and do it consistently” We got 
pushback! You would think people [at Company Y] would say “Hallelujah! Let’s figure this 
out.” The pushback was “No, no. Our customers don’t want that”. [Model: Value gaps] They 
told us: “We can’t do that because of this, that and some other thing. We know best how to 
schedule our plants. [Model: Value implementation] Our culture won’t support it.” Wait a 
minute. This is not a bad thing. This is a good thing. I go back to my very first statement. 
Change here [at Company Y] is very incremental. It’s a culture that is very change resistant’.
[ Value as a verb: double loop/second order change]
IQ 12: Can you comment on the consistency of the conceptualization of value at the different 
internal levels of the company -  the executive level, the middle management level, and the 
front-line level?
A12: ‘I think there’s a lot of confusion. [Value gaps] I think you get mixed messages and 
lately you get changed messages. In a lot of instances middle management doesn’t feel that 
executive management understands what’s going on. [Research Question Three: Value 
incongruence] I think they think they may be a little bit too far removed from the 
marketplace, from the plants, to really understand what’s going on. We’ve had of late certain 
individuals trying to make an effort to make more interaction between the executive level and 
the middle management level to get out to see customers and to see the plants. We tend to be 
very insular. I only realised that since I had this job [over the past 18 months]. The amount 
of time that is focused on meeting and bullshit make it impossible to get out and put your 
hands on what’s really happening. I ’m a big believer of that. If you have to rely on other 
people to tell you what’s going on, everything you hear is filtered and you don’t [really] 
know. You’ve got to see it, touch it, hear it, and be there otherwise it’s coming through a 
filter and its value is - 1 don’t want to say questionable -  it has less value than if you are 
doing it yourself. There’s an information problem. It’s not that we don’t talk to them. It’s
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always a question of ‘What’s your filter?’ [ Value interpretation] The field people in sales 
[Model. Value conceptualisation] are much more suspicious and adversarial about 
Headquarters [Model-. Value configuration] than the plant people [Model: Value 
implementation]. The sales people are much more aggressively distrustful of Headquarters 
than the plants are distrustful of Headquarters. I think they think Headquarters is totally 
disconnected from the realities of the market. ... If you look at us on an individual functional 
basis, we do good things. [Value as a noun] We are a terrific manufacturing company -  we 
truly are. We’ve been recognized in the business press as one of the world’s leading 
manufacturing companies. Now you have to tie them together as a company. And that’s 
where we fall down. [Third value principle: Adopt a systems view] Ultimately that’s what’s 
going to cause us to be less successful than we could be. We just don’t have the ability to tie 
it together in one nice package and show that to the customer [ Value as an adjective] and give 
the customer the opportunity to take advantage of all that. [Fourth first principle: Ensure that 
value flows across the system] There are linkages missing. [Model: Value gaps] ’

2+
This author notes a correspondence between Fy ’s observations and Ellram (2002)’s 

recent assertion that firms need to simultaneously manage costs (i.e., value as a noun) 

and the customer value proposition (i.e., value as an adjective). Interestingly Ellram

(2002) points out the need for a “translation mechanism” bridging the definitions o f 

value from the customer’s perspective/the firm’s sell-side (i.e. value as an adjective) 

and from the supplier’s perspective/the firm’s buy-side (i.e. value as a noun). She 

notes that such a seamless translation mechanism is lacking in the five company 

triads she studied.

Strategic cost management theory embodies understanding and managing the organization’s 
supply chain, the cost drivers and the customer value proposition. It is a matter of 
simultaneously understanding and managing these elements in relation to each other. ... It is 
not clear from the study how well these organizations understand the customers’ value 
propositions and translate that across internal functions and to their suppliers. ...The 
translation mechanism is indirect, through one or more functions that may have direct 
customer contact. This represents an opportunity for potential improvement.

Related to this, as mentioned in the section on supply chain perspective, most of the 
organisations studied do not generally have a seamless view of the supply chain from 
customer to supplier; the customer view and the supplier view are still managed separately in 
different organizations, with some interface in the middle. Such coordination would be a 
complex undertaking .... ” Ellram (2002:19-20)

This author asserts that the Conceptual Value Gaps Model10 explains the translation 

mechanism process that Ellram (2002) finds lacking. As such, it serves as the core of 

a useful and welcome framework for PSM professionals, and represents a major 

contribution to the supply management academic theory.

10 S ee  S ec tio n  7 .3 .
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R eflec tions:

This author agrees with Ellram (2002:20) that achieving “a seamless view o f the 

supply chain from customer to supplier ... [is] a complex undertaking”. Value is key 

to any such undertaking as value is the lynchpin of the supply chain, value chain, 

value stream, etc. Yet value remains an elusive and poorly understood concept. 

Perhaps this is not surprising. Over a century ago Jevons noted “Value is the most 

invincible and impalpable of ghosts, and comes and goes unthought o f while the 

visible and dense matter remains as it was”11. This author contends that Jevons’s 

comments unfortunately portray the state of value theory in the supply management 

literature today!

Recall that “value” is a key determinant of purchasing and supply management
12(PSM)’s strategic role in organisations . The term value is increasingly used by 

multiple authors in the literature as a qualifier of the supply management activity, 

function or process. This author noted that value management as a subject area in 

most o f the PSM literature can be characterised as, at best, suffering from a jumble of 

value definitions; or at worst, as liberally using an undefined ‘buzz phrase’.

The author previously asserted that much of the confusion about value arises due to
i ' i

incomplete definitions of value . Incomplete definitions result when one’s 

understanding of value does not accommodate value’s usage as an adjective, noun 

and verb. Much like trying to converse in English with a non-English speaker or 

speaking to an infant with a restricted understanding o f grammatical rules, incomplete 

definitions o f value often produce misunderstanding, confusion and undesirable 

outcomes. Fawcett and Magam (2001:66) interestingly used the metaphor of 

language to describe the results o f trying to operate without what Ellram (2002:19-20) 

calls an effective “translation mechanism”:
T he unfortunate o u tco m e is  that the overa ll sy s tem — the firm  or su p p ly  chain— is su b 
o p tim ized . A  figurative tug o f  w ar breaks o u t . . .  as ea ch  group p u lls the firm  in  the d irection  
that it p e r ce iv e s  is  b est. O vera ll c o sts  are in fla ted  and custom er se r v ic e  is  d im in ish ed  e v en  as

' 1 W . S ta n le y  J e v o n s  ( 1 8 3 5 - 1 8 8 2 ) .  In v e s t ig a tio n s  in  C u r re n c y  a n d  F in a n c e ,  p t. 2 , ch . 4  (1 8 8 4 ) . S ee  S e c tio n  5.1 w h e re  th is  
au th o r  r e v ie w s  in  c o n s id e ra b le  d e ta il e c o n o m ic  th e o r ie s  o f  v a lu e .
12 S ee  S e c t io n  1.3.
13 S ee  S e c tio n  1.5.
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each  operating unit strives d ilig en tly  to e x ce l. W hen  problem s arise, so m e o n e  e ls e  in  the  
organ iza tion  is  a lw ays to b lam e for m aking  un realistic  p rom ises or im p o sin g  undue  
constraints. T he  m indset is  o ften  so  pervasive  that m a n a g ers  f r o m  d iffe ren t a r e a s  o f  th e  
c o m p a n y  n o t o n ly  f a i l  to  r e c o g n ize  the va lu e  a d d e d  in o th e r  a re a s  b u t th e y  o ften  se e m  to  sp e a k  
e n tir e ly  d ifferen t la n g u a g es, [em p h asis added] F aw cett and M agam  ( 2 0 0 1 :66)

This thesis’s definition o f value serves as the foundation stone upon which this author 

builds an overarching framework consisting of five value first principles14 informing 

the conceptual value gaps model15. The conceptual value gaps model, empirically 

tested both quantitatively and qualitatively, measures the effectiveness o f a 

company’s “translation mechanism” Ellram (2002:19-20), i.e. the degree o f “value 

alignment” a company achieves across its value stream16. The integrated value 

framework (Figure 9A), grounded in the literature as reflected by the five value first 

principles and made operational with the conceptual value gaps model, provides a

Figure 9A 
Integrated Value Process Framework
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business 
strategy

GAP2
Configuration

Ensure that 
value flows 

across the 
system

GAP3

GAP1
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e
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perceptions to 
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14 ‘A lig n  p u rc h a s in g  s tra te g y  w ith  c o rp o ra te  s tr a te g y ’ (se e  C h a p te r  T w o ) , ‘B a la n c e  m u ltip le  o b je c t iv e s ’ (C h a p te r  T h re e ) , ‘A d o p t 
a s y s te m s  p e r s p e c t iv e ’ (C h a p te r  F o u r) , 'E n s u re  th a t v a lu e  flo w s  a c ro s s  th e  s y s te m ’ (C h a p te r  F iv e), an d  ‘U se  u lt im a te  c u s to m e r s ’ 
p e rc e p tio n s  to  u n d e rs ta n d  v a lu e ’ (C h a p te r  S ix ).
15 S ee  S e c tio n  7 .3 .
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powerful tool for PSM professionals to begin what Ellram (2002:19-20) calls the 

“complex undertaking” of managing a company using “a seamless view of the supply 

chain from customer to supplier”.

Whilst conducting case study interviews this author used the above framework to 

guide the questions he posed to case study participants in exploring potential root 

causes of value gaps they perceived in their respective customer-firm-supplier triads. 

In response to participant feedback17, this author shared the framework with US case 

study firms. Although it is too early to report on actual company experiences using 

the framework, this author is encouraged by case companies’ initial enthusiasm and 

receptivity to the framework.

9.5 C losing reflections and discussions o f potential future research

This author closes with comments drawn from a lecture delivered by Coase in 1981; 

the author admires Coase’s ability to explain complicated ideas clearly and 

succinctly. Coase (1981) (published in Coase (1994)) describes how economists 

decide what questions to pose and which theories to accept. Coase (1994:16) 

pointedly disagrees with Milton Friedman who, in “The Methodology o f Positive 

Economics,” asserts that the worth of a theory ‘is to be judged by the precision, 

scope, and conformity with experience o f the predictions it yields .... The ultimate 

goals of a positive science is the development o f a “theory” or “hypothesis” that 

yields valid and m eaningful... predictions about phenomena not yet observed.’ 

(Milton Friedman, “The Methodology of Positive Economics” in Essays in Positive 

Economics (Chicago: University o f Chicago Press, 1953), 3-4, 7). Coase (1994:16) 

counters:

The view that the worth of a theory is to be judged solely by the extent and accuracy of its 
predictions seems to me wrong. Of course, any theory has implications. It tells us that if 
something happens, something else will follow, and it is true that most of us would not value 
the theory if we did not think these implications corresponded to happenings in the real 
economic system. But a theory is not like an airline or bus timetable. We are not interested 
simply in the accuracy of its predictions. A theory also serves as a base for thinking. It helps 
us to understand what is going on by enabling us to organize our thoughts. Faced with a

16 V a lu e  a l ig n m e n t is d is c u s s e d  in  S ec tio n  5 .2 .
17 F o u r  U S  p a r t ic ip a n ts  c o m m e n te d  on  th is  a u th o r ’s a b i li ty  to  p in p o in t  q u ic k ly  v a lu e  g a p s  in th e ir  re s p e c t iv e  o rg a n isa tio n s .
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choice between a theory which predicts well but gives us little insight into how the system 
works and one which gives us insight but predicts badly, I would choose the latter, and I am 
inclined to think that most economists would do the same. Coase (1981) in Coase (1994:16- 
17)

This author spares the reader such a choice, since he builds a theory o f value from 

first principles taken from the literature (Chapters Two through Six) and then 

confirms the theory using a conceptual model that he tests both quantitatively and 

qualitatively (Seven and Eight). Similar to Coase’s comments above, the author 

asserts that this thesis’s “worth” lies in its ability ‘to serve as a base for thinking, 

[helping] us to understanding what is going on by enabling us to organize our 

thoughts’18. As such, the author contends it is a very important contribution to the 

broad academic literature and to PSM practice.

In the introductory chapter this author noted the increasing use o f the term value in 

the academic and professional literature. He also noted that the term value has grown 

increasingly meaningless. Business exhortations to “maximise value”, “increase 

value-added”, and to be “value-based”/”value-driven” are unfortunately as 

meaningful and actionable as personal wishes to “be happy”, “be healthy”, and “live 

long and prosper”. They are relative, situation-dependent, and blend objective / 

quantitative and subjective / qualitative considerations.

By developing a conceptual model derived from the literature, grounded in the five 

value first principles, and based on a formal definition o f value, this author advances 

a robust framework to identify theoretical areas of (dis)agreement between competing 

schools o f thought about value within and across academic disciplines. The 

framework is robust in that it is historically informed and rigorously structured so it 

provides a firm “basis for thinking” Coase (1981) about value. The framework is 

practical in that it has been empirically tested — and is currently being field tested by

S ee  S e c tio n  9 .4  w h e re  th is  a u th o r  d is c u s s e s  h o w  h is  In te g ra te d  V a lu e  P ro c e ss  F ra m e w o rk  d e s c r ib e s  th e  f lo w  o f  v a lu e  ac ro s s  a 
c o m p a n y ’s v a lu e  s tre a m .
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three case study companies — so it provides a firm “basis for managing”19 value as 

well.

The framework also provides the basis for important future research. Recall that

Hofstede (1980)/ Hofstede (1997) and Fukuyama (1995) posit cultural differences
20that effect individual and collective value assessments . According to these writers 

value (as a noun, verb and adjective) is a culturally relative concept. This has major 

implications for companies operating in an increasingly global economy where value 

chain triads (customer-firm-supplier) span nations and cultures.

The author intends to contribute to the body of management thinking in this area.

This author will examine cultural differences using the conceptual value gaps model, 

five value first principles and definition of value presented in this thesis. Starting 

with this thesis’s existing empirical base he will explore UK and US differences21 

between participants. He hopes to expand the empirical base to include Australian 

participants so that he can measure Anglo-American-Australian differences22. These 

findings will be highly relevant to exploring whether lean principles (which are based 

on the concept of value) are culturally determinant or universally applicable23.

In today’s global economy organisations need perhaps now more than ever to 

understand value in order to build and operate efficient and effective transnational 

value streams. Value’s proper definition, measurement and management have 

become central management concerns. This thesis’s integrated value process 

framework (Figure 9A) provides a practical yet theoretically derived framework -  

Coase’s “basis for managing” -  so that managers may address these concerns. The 

integrated value process framework also provides academics with an empirical

15 E x te n d in g  C o ase  ( 1 9 8 1 ) ’s p h ra se . T h e  re a d e r  is d ire c te d  to  A p p e n d ix  D  w h ic h  c o n ta in s  a  c o n fe re n c e  p a p e r  th is  a u th o r
d e l iv e re d  o n  15 A p ril 2 0 0 3  a t  th e  12°' In te rn a tio n a l P u rc h a s in g  an d  S u p p ly  E d u c a tio n  a n d  R e s e a rc h  A ss o c ia tio n  ( IP S E R A )
c o n fe re n c e  in  B u d a p e s t. T h e  p a p e r  m a y  b e  u sed  b y  th e  r e a d e r  to  g a in  c la r if ic a tio n  on p o in ts  r e g a rd in g  th e  im p le m e n ta t io n  o f  th e
f ra m e w o rk  ( th e re b y  c o m p le m e n tin g  th e  te x t o f  th is  s e c tio n ) .
20 S ee  S e c tio n  6.2.
21 In S e c t io n  1.5 th is  a u th o r  n o te d  in  F o o tn o te  17 th a t  th e  re a d e r  m ig h t  e x p e c t an  E n g lish m a n  a n d  an  A m e r ic a n  to  c o n c e p tu a l is e
v a lu e  v e ry  d iffe re n tly . T h is  w as  s u p p o r te d  b y  a  c a se  in te rv ie w e e  w h o  o b se rv e d  co n fu s io n  g e n e ra te d  b y  ‘in te rp re ta tio n s  o f  
d if fe re n t p e o p le s ’ la n g u a g e s  [su ch  as] A m e r ic a n  v e r s u s  E n g lis h ” . S e e  T a b le  8T .
22 T h is  a u th o r  h as  d is c u s s e d  w ith  h is  P h .D . r e s e a rc h  s u p e rv is o r , D r. P au l C o u s in s , fo rm e rly  o f  th e  U n iv e rs ity  o f  B a th  and  
p re s e n tly  o f  th e  U n iv e rs ity  o f  M e lb o u rn e , e x p a n d in g  th e  s c o p e  o f  th is  th e s i s ’s re se a rc h  to  in c lu d e  A u s tra lia n  firm s.
23 S ee  F o o tn o te  22  in  S e c t io n  6 .2 .
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construct -  Coase’s “basis for thinking” -  to test and determine the relevance o f lean 

thinking (or any academic literature) to these key management concerns. By 

providing such a basis Coase would undoubtedly consider this thesis’s empirical 

framework a substantive and worthwhile contribution to business knowledge.
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A ppendix  A

UNIVERSITY OF

f t BATH

Dear Sir/Madam,

We invite you to participate in a survey being conducted under the auspices of the School of 
Management at the University of Bath in the United Kingdom (www.bath.ac.uk). As a 
purchasing and supply management (PSM) executive, you have been identified as a highly 
relevant contact for this research effort.

The purpose of the research is to examine how British and North American companies 
conceptualize and manage the value of purchasing and supply management (PSM). While 
value management is recognized as an important concept by the business world, by the 
financial press, and by management educators, its linkage to supply management remains 
poorly defined and measured. To help clarity this area, we are examining how companies 
integrate PSM into their overall value management process. We are particularly interested in 
understanding how perceptions of PSM’s value differ between constituencies within 
companies. (

We therefore enclose three surveys. The beige survey is to be completed by a professional 
buyer within your organization; the blue survey, by your organization’s head of PSM; and the 
green survey, by the Director/President of your company/business unit or by your 
Director/Vice President of Business Strategy. We would appreciate your forwarding the 
surveys to those individuals. The three surveys should be completed individually and 
returned separately in the enclosed envelopes.

Responses will remain strictly confidential (never attributed to any individual or 
organization), will never be disclosed to anyone else within an organization (including 
your fellow respondents), and will only be reported in the aggregate.

In responding to the questionnaire, you will be part of a trans-Atlantic research project 
involving several hundred companies from the UK, US and Canada. Your participation will 
result in a summarized comparison of international ‘best practices’ that will be made . 
available to all participants. Please include your email address on the survey so that we can 
provide you with a URL link to the final report.

We welcome chatting with you should you have any questions or concerns about this effort. 
Our contact details are included in the survey. Thank you in advance for your participation.

Best regards,

Dr. Paul D. Cousins
Lecturer in Operations and Supply Management 
Research Supervisor

Page Al

Andrew J. Swan 
Ph.D. Candidate
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A ppendix  A

THE VALUE OF PURCHASING AND SUPPLY MANAGEMENT 

AN ANGLO-NORTH AMERICAN EXAMINATION

• This research will identify how British and North American companies conceptualize, articulate and manage the value 
o f  purchasing and supply management. Your responses will help grow the body o f academic knowledge about PSM, 
and will increase your understanding o f  international ‘best practices”.

• The term “P S M ” is used throughout this survey. It is an abbreviation o f  'Purchasing and Supply M anagem ent” and 
includes the following areas: supplier identification, certification and development; strategic sourcing; indirect and 
direct materials approval and acquisition.

• The term “o rgan iza tion” is also used throughout this survey. Please interpret this term as company, division, or 
business unit -  whatever describes the group o f  individuals whose perspective you may be asked to assume. For 
example, i f  you are a divisionalized or decentralized company, you may substitute “division’, “business unit”, or 
“geographical subsidiary” for “organization”. I f  you are a centralized company, you may wish to substitute “firm” or 
“company” for “organization”.

• The beige survey is to be completed by a professional buyer within your organization; the blue survey, by the head o f 
PSM o f your organization; and the green survey, by the Director/President o f  your company/business unit or by your 
Director/Vice President o f Business Strategy. W e would appreciate your forwarding the surveys to those individuals. 
The three surveys should be completed individually and returned separately in the enclosed envelopes.

•  Please complete the en tire  survey, answering all questions. I f  you are not completely sure o f  how to answer a 
question, please provide your best estim ate.

•  W e would be m ost appreciative if you would kindly complete the survey within the next 14 days (two weeks).

•  I f  you have any questions about this research effort, do not hesitate to contact Dr. Paul Cousins (UK) or Andrew 
Swan (US/Canada).

•  Thank you in advance for your participation on this international research effort.

Please return this survey in the enclosed envelopes addressed to:

F o r U K  partic ipating  com panies:

Dr. Paul D. Cousins, Research Supervisor 
University o f Bath, School o f  Management 
Centre for Research in Strategic Purchasing and Supply 
Bath, Avon BA2 7A Y  UK

Tel: [44] (01225) 826.909 
Email: P.D.Cousins@ bath.ac.uk

F o r N orth  A m erican p artic ipa ting  com panies:

Andrew J. Swan, Ph.D. Candidate 
3154 North Hudson Avenue 
Chicago, H  60657 USA

Tel: [1] (773) 868.9845 
Email: ajs 119@columbia.edu
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Purchasing and Supply
Management (PSM) Value Survey
University of Bath, School of Management

U N I V E R S I T Y  O F

BATH
SCHOOL OF MANAGEMENT

P L E A S E  C O M P L E T E  S E C T IO N  1 IN ITS E N T IR E T Y  B E FO R E  C O M P L E T IN G  ANY O T H E R  S E C T IO N S  

S ection  1: V alue ob jec tives

1 In your opinion, how does your organisation "add value " fo r  its customers?

In your opinion, what relative importance does your organisation place on the following management objectives? 

(Please allocate 10 0 points between the three statements to indicate their relative importance)

•  Achieving the highest levels o f  internal efficiency to reduce the costs o f  operations and the price o f  the 
products/services we supply ..... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

•  Prom oting innovation and creativity within the com pany to  develop breakthrough products/services.....
• Developing and m aintaining strong relationships w ith custom ers to understand their requirem ents and

too points

In your opinion, please rate your company‘s performance in the following areas:

(Check one box fo r  each statement) Poor Fair Good
Very
good Excellent

‘ •  Understanding what your customers value......................................................................................... □ □ □ □ □

b •  Communicating its objectives to all members o f  the company and to suppliers....................... □ □ □ □ □

‘ • Ensuring that everyone internally and externally works together to achieve those objectives. □ □ □ □ □

Please approximate your company's total number o f  customers:

(Please write the figure in the box below: check the “Don 'I know " box i f  unknown)

1 0  Don’t know

5  Estimate the percentage o f  your total sales that is generated by your key customers, i.e. the largest 20% o f  your customers.
(Check one box)

I K - i n s  l l % - 2 0 %  21 %  -3 0 %  3 1 % -4 0 %  4 1 % - 5 0 %  5 1 % - 6 0 %  6 ] % - 7 0 %  7 l % - 8 0 %  8 1 % -9 0 %  9 I % - 1 0 0 %

□ □ □ □ □ □ □ □ □ □
I 2 )  4 5 6  7 I  9  10

6  In your opinion, what do your key customers (the largest 20%) value from  you as a supplier?
(Please allocate 100points amongst the seven statements to indicate their relative importance to your key customers)

Points

* •  Providing them  w ith excellent custom er responsiveness to m eet o r exceed their needs/requirem ents...... j

1 •  Providing them  with consistent, tim ely supply o f  goods and services................................................... b

'  •  O ffering them  high quality goods and services.... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . c

4 •  Executing the m ost efficient operating processes w hen they conduct business w ith y o u ....................... d

■ •  Providing goods and services at a lower price than your com petitors................................................... e

( •  B eing able to im pact their overall p rofitab ility ..... .. . . . . . . . .. . . . . . . .. . . . . . . . .. . . . . . . .. . . . . . . .. . . . . . . . .. . . . . . . .. . . . . . . .. . . . . . . . . f

• •  O ffering them  highly innovative products and services..... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

100 points
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Purchasing and Supply
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^  U N I V E R S I T Y  O F

BATH
SCHOOL OF MANAGEMENT

In your opinion, what do your remaining customers (the smallest 80%) value from  you as a supplier?

1Please allocate 100 points amongst the seven statements to indicate their relative importance to vour remaining customers)

Points

* •  Providing them with excellent customer responsiveness to meet or exceed their needs/requirements........

1 •  Providing them with consistent, timely supply o f goods and services..............................................................

* •  Offering them high quality goods and services......................................................................................................

* • Executing the most efficient operating processes when they conduct business with y o u .............................

'  •  Providing goods and services at a lower price than your competitors...............................................................

f •  Being able to impact their overall profitability.....................................................................................................

« • Offering them highly innovative products and services.......................................................................................

a

b

c

d

c

r

Please approximate your company‘s  total number o f  suppliers:

(Please write the figure  in the box below; check the "Don ‘1 know" box i f  unknown)

100 p rin ts

1 □

9 What percentage o f  the total goods and services your company purchases is through your key suppliers (the largest 20%)?

(Check one box)

1 % - 1 0 %  1 1 % -2 0 %  2 l% - 3 0 %  3 1%  -4 0 %  4 1 % -5 0 %  5 1 % - 6 0 %  6 1 % -7 0 %  7 l % - 8 0 %  « l % - 9 0 %  91%  -1 0 0 %

□ □ □ □ □ □ □ □ □ □
I 2 3 4 5  6 7 8 9  10

In your opinion, what does your organization value from  your key suppliers (the largest 20%)?

(Please allocate 100 paints amongst the seven statements to indicate their relative iniDortance to v o w  organization)

Points

■ •  Providing you w ith excellent custom er responsiveness to meet or exceed your needs/requirem ents.......
* •  Providing you w ith  consistent, tim ely  supply o f  goods and services. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1 •  O ffering you high quality  goods and serv ices. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

a

b

c

d • Executing the m ost efficient operating processes w hen you conduct business with th e m .. . . . . . . . . . . . . . . . . . . . .
■ •  Providing you w ith  goods and services at a  low er price than their com petitors. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1 •  Being able to im pact your overall p ro fitab ility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
i • O ffering you highly  innovative products and services. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

d

e
f

100 points

11 In your opinion, what does your organization value from  your remaining suppliers (the smallest 20%)?

(Please allocate 100 points amongst the seven statements to indicate their relative importance to your organization)

Points

■ •  Providing you w ith excellent custom er responsiveness to m eet o r exceed your needs/requirem ents........ i

b •  Providing you with consistent, tim ely supply o f  goods and services... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . b

‘ •  Offering you high quality goods and services........... ........ ........ ......... ........ ........ ........ ........ ......... ....... c

‘ •  Executing the m ost efficient operating processes w hen you conduct business with th e m ....................... d

■ •  Providing you w ith goods and services a t a  low er price than their com petitors... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . c

'  •  Being able to im pact your overall p ro fitab ility .... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . f
» •  Offering you h ighly  innovative products and services... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . *

Does your company have an explicit Mission Statement?

Yes O  (C ontinue on next page) N o Q  (Skip next page and go to 14)
1 2

100 priatf
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13  Please attach your company's Mission Statement to this survey, or write it below:

U N I V E R S I T Y  O F

I  BATH
SCHOOL OF MANAGEMENT
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U N I V E R S I T Y  O F

BATH
SCHOOL OF MANAGEMENT

S ection  2: V alu e  linkages 

14
Please indicate your agreement with the following statements: 
(Check one box fo r  each statement)

There is a cause and effect relationship between my company’s . . . .
Strongly
disagree Disagree

Neither 
disagree nor 

agree
Agree Strongly

agree

. •  . . .b u s in e s s  s tra teg y  and  its D urchasine and  suddIv m an ag em ent s tra tee v □ □ □ □ □
h « . . .  b u sin ess s tra te e v  an d  its sales  and  m ark etine  s tra tee v □ □ □ □ □
, •  . . .  m irch a sin e  an d  suddIv m an ae e m e n t s tra tee v  an d  its b u s in ess  s tra teg y □ □ □ □ □
a • ... sa les  and  m ark e tin e  s tra teg y  an d  its b usin ess s t r a te g y ... . . . . . . . . . . . . . . . . . . . . . . . . □

1
□
2

□
3

□
4

□
5

15
Does your company use a Balanced Scorecard approach to manage and measure its overall performance? 
(A Balanced Scorecard is a weighted consideration o f  a range o f  objective & subjective measures)

(Check one box)

•  Y es..... . . . . . . . . . . . . . . . . . . . . . . . . .  D  Continue to  16

•  N o .... . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  D  G o to  17
•  D on’t know ..... . . . . . . . . . . . . . . . . . .  0  G o to  17

16 Does your company's Balanced Scorecard include purchasing and supply management (PSM) measures? 

(Check one box)

i •  Y es....................................  □

! •  N o ......................................  □

, • D on’t know ...... . . . . . . . . . . . . . . . . . . . . .  0
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S ection  3 : V alu e  p e rcep tio n s

17 In relation to other functions within your company, please rate the PSM function in terms o f  the follow ing issues:
, , . Significantly Significantly

(Check one box p er  issue) lo(vtr Lowcr Samc Higher higher

,  • Reporting level w ithin the com pany..... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  D  d  ' d  D  D

b • Relative contribution to shareholder value  ........................  □  □  □  □  □

t • Relative contribution to com petitive advantage...............................  D  d  D  D  D

a • Relative contribution to custom er value...............................    □  □  □  □  □

I 2 3 4 5

18 In your opinion, how often are the following statements true?

(Please check one box fo r  each Statement) Never Rarely Sometimes Often Always

•  PSM is view ed as an important jo b  rotation for those identified d  d  d  d  d
1 for future top m anagem ent in your com pany.... . . . . . . . . . . . . . . . . . . . . . . . . .

•  Top m anagem ent in your com pany view s PSM  as equally d  d  d  d  d
im portant to other functions..................................................

•  Other functional areas in your com pany view  PSM as equally d  d  d  d  d
'  im portant to their own function.............................................

1 2  3 1 5
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S ection  4 O rg an iza tio n a l p ro file

19 Please approximate the total annual sales (turnover/revenues) fo r  your organization:

(Please write the figure in the box below, indicating whether you are referencing UK £ or U S$)

20 Please approximate the total annual purchases o f  your company:

(Please write the figure in the box below, indicating whether you are referencing UK £  or US S)

Please approximate the percentage mix o f  your purchases (indicated in Q22) that are 
(ajStrategic (items critical to your company's competitive position), and 
(b)Non-Strategic (support items not core to your company's competitive position)

(Please write one figure in each box, with the sum being 100)

Strategic Nan-Strategic

( a ) % + (It) % = 1 0 0 %

22 Does your company have a Director o f  PSM  that sits on its Board o f  Directors?

Y es □  No 0

23 To whom does the head o f  PSM report in your company? 

(Check one box)

Classification system A (UK commonly)

•  M anaging D irector  D

•  F inance D irector  D
•  P roduction D irec to r.... □

•  M arketing D irec tor  □

•  Com m ercial D irec tor... 0

•  O t h e r _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  D

Classification system B (US commonly)

•  CEO /President □

t  COO □

•  CFO /V ice President o f  F inance D

•  V ice President o fS a le s  & M arketing □

•  V ice President o f  P roduction/M anufacturing D

•  O t h e r _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  D
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24 Please approximate the number o f  employees in your company according to the following break-downs:

(Please enter one figure in each box)

All em ployees in the com pany

Purchasing and supply 
m anagem ent (PSM ) 
em ployees

M anagers and supervisors

Professional buyers

PSM  support and adm inistration

Y our business unit 

Y our company 

Y our business unit 

Y our com pany 

Y our business unit 

Y our com pany

25 Please indicate the major products and services produced or provided by your company: 

(Check all that apply)

A gribusiness Q • Hospitality D»
Aerospace and defense □» • Industrial goods □»
Apparel and fashion D • Media D1’
Autom otive and assem bly a  • M edical equipm ent □»
Chem icals D * M etals D»
C onsum er goods, electronics □» • Petroleum □»
C onsum er goods, food and nutrition a  • Pharm aceuticals □»
C onsum er goods, durables □ .  • Professional services U»
C onsum er goods, non-durables 1 3  • Pulp and paper □»
Education Qo • Retail □»
Electric pow er and natural gas □» • Semiconductors □»
Electronics D'> • Steel □»
Entertainm ent and leisure □» • T elecom m unications □»
Financial services □ m • Transportation Q*
G overnm ent services □  »
Health care O ther (Please indicate below) □ »

26
I f  you would you  like see our research findings, please provide your email address so that we may send you the URL link to the 
summarized fin a l report.

Email:
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Would you like to receive a more thorough analysis tailored to your company? (Companies receive a report customized to their 
industty/size peer group. In return, companies agree to serve as anonymous case studies fo r  the researcher's PhD.)

No Q  Yes Q  Please attach your business card.

T h a n k  you fo r  tak in g  th e  tim e  to  com plete  th is su rv ey . A  su m m ary  of th e  findings w ill be m ailed  to  you.

U N IV E R S IT Y  O F

BATH
SC HOOL OF MANAGEMENT
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Appendix B

Guide to nomenclature

To identify individual interviewees, this author employs the following shorthand.

Interviewee, Level
■'Company

An interviewee is designated by the upper case letters A, B, C etc. A company is 

designated by lower case letters u through z (with u, v and w designating UK- 

based organisations; the remainder being US-based). Subscripts identify the 

interviewee’s organisation whilst superscripts map them to one or more value sub

processes (i.e., 1: value conceptualization; 2: value configuration; 3: value 

implementation) based on their title and responsibilities. A final ‘c ’ or ‘s ’ is 

appended to the subscript to designate a customer or supplier (versus employee) of 

the focal organisation. A plus sign after the superscript indicates that the 

interviewee is a member o f that organisation’s PSM group.

For example, Avs3 designates a supplier o f the UK-based, focal organisation v

whose value perspective within his or her own respective (supplier) organisation

is that o f value implementation. Gzc-2 designates a customer o f the US-based

organisation z whose value perspectives are both value conceptualization and

value configuration within his or her own respective customer organisation -  
2+

perhaps the CIO. Cu likely references to the functional head o f the purchasing 

and supply management (PSM) group -  but definitely not the functional head o f 

marketing, production, finance, etc. — at British company u. Table 8L contains a 

legend linking labels used in this thesis to position titles o f individuals interviewed 

at case study companies.
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Appendix C: Case study interview  subject key

N a m e C a se L evel K ey  w o rd s Q & A R ole
A w' W 1 B alanced Scorecard r ' F
K *'2 X 12 B alanced Scorecard ( 4 - s r F
o „ 12 X 12 B alanced  S corecard (8-9) C

Q ,15 X 12 B alanced  Scorecard 10, 11 F
A j w 1 B alanced  S corecard , supp ly  m anagem en t con tribu tion  as cost 

savings
9 Y" F

Bx' X 1 B alanced  S corecard , supp ly  m anagem en t con tribu tion  as cost 
savings

8 V' F

Kxl: X 12 B alanced  S corecard , supp ly  m anagem en t con tribu tion  as co st 
sav ings

8 ", (1 3 -1 4 )v* F

N « 3 X 2 B alanced  S corecard , supp ly  m anagem en t con tribu tion  as cost 
sav ings

(2 -3 )Y’, 5 Y’ C

o „ 12 X 12 B alanced  S corecard , supp ly  m anagem en t con tribu tion  as co st 
savings

(8 -9 )n ‘ C

Bx1 X 1 B alanced  S corecard , sup p ly  m anagem en t con tribu tion  con fined  
to  low  level

9 V‘ F

A U2H u 2+ D elivery  as m om en t o f  va lue 4 F
A u2* u 2+ D o n ’t m easu re  value p e r  se 2 F
P 2+r  X X 2 + E valuation  as an  induc tive  sk ill 4 V‘ F
A w3 Y 3 E valuation  as an  induc tive  sk ill 2 V4 C
D - z 2+ E valuation  as an  induc tive  sk ill 5 Y" F
A v‘ V 1 G A P  1 4N* F
B w3, B v2* V 23+ G A P  1 (1 -2 )n" C F

J » 3 Y 3 G A P  1 5 Y' S

I*3* z 2+ G A P  1 (5 -6 )Y‘ C
O |2JV- , ZC z 123 G A P  1 4 ' c
D x2’ X 2+ G A P  1 fin tem a ll 9 y" F

Ex3< X 3+ G A P  1 fin tem a ll ( 2 - 3 f F
O J 2 X 12 G A P  1 [in ternal] 4 V‘ C
A u2* u 2+ G A P  2 8 F

F ,* Y 2+ G A P  2 (9-1 i r F

V Y 3 G A P  2 6 Y',  7 y" S
A„2+ U 2+ G A P  3 8 F

Fxs23 X 23 G A P  3 3 Y* S

Fy2+ Y 2+ G A P  3 3 V‘, 8 V‘ F

V Y 3 G A P  3 6 Y\  7 y’ S
A u2+ U 2+ G A P  4 9 , 23 Y' F
B„24 u 2+ G A P  4 (8 -1 0 )Y' F
D us2 u 2 G A P  4 ( 4 - s r S
Fuc3 u 3 G A P  4 7 Y’ C
A ,1 V 1 G A P  4 11N", 2 1 N" F
B re3, B v2’ V 23+ G A P  4 3 V" C F

A x2t X 2+ G A P  4 6 Y\  8y" F
F  23CxS X 23 G A P  4 1V‘, 3 V‘, 5 V‘,

6y’
S

G*24 X 2+ G A P  4 (9 -10 )Y" F

H x s 3 X 3 G A P  4 r - S

i j X 3 G A P  4 r S
C v2’ Y 2+ G A P  4 10N" F

I,-1 Y 3+ G A P  4 r F

V Y 3 G A P  4 (2 -3 )N‘, 8 y' S
E23j Z 3+ G A P  4 4 F

J zs2 Z 2 G A P  4 5 N* S
K j ,  U 2, 
M,.,2

Z 12 G A P  4 3 n* S

P  1r  zs Z 1 G A P  4 r S

A„24 u 2+ G A P  5 7, 22 F

B„34 u 2+ G A P  5 13 F
D us2 u 2 G A P  5 (6 -7 )Y" S
F„c3 u 3 G A P  5 6~" c
B „ 3, B v24 V 23+ G A P  5 4 Y',  5 , 6 Y', 7 C F

Iv34 Y 3+ G A P  5 6~ F

a 234 Z 3+ G A P  5 n N‘ F

f 234 Z 3+ G A P  5 5 n* F
g 23+ Z 3+ G A P  5 4 W F
a „24 u 2+ G oals and  ob jec tives, a lignm en t 2 5 ,2 6 F

Dus2 u 2 G oals  and  ob jec tives, a lignm en t 8 S
A w' w 1 G oals and  ob jec tives, a lignm en t 2 V F
B w 2+ w 2+ G oals and ob jec tives, a lignm en t r F
d 234 z 2+ G oals  and  ob jec tives, a lignm en t F

g23* Z 3+ G oals and ob jectives, a lignm en t 2 F
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c Y U 3+ G oals and  ob jec tives, buyers  vs. supp liers 11 F
B Y U 2+ G oals and  ob jec tives, cascad ing 5 V F
aY Y 3 G oals and  o b jec tives , ca scad ing (4 -5 )Y’ C
C Y Z 2+ G oals and  o b jec tives , cascad ing 2 Y',  5V' F
dY Z 2+ G oals and o b jec tives , cascad ing (8 -9 )Y*, 7 n’ F
gY Z 3+ G oals and  o b jec tives , cascad ing 2 y l_ ................... F

cY u 3+ G oals and  o b jec tives , linkages b etw een 5 n" F
kY X 12 G oals and  o b jec tives , linkages betw een "(5 -6 )V‘ ......... F
c 2+ Y 2+ G oals and o b jec tives , linkages betw een 4SI‘- F
F v2+ Y 2+ G oals and o b jec tives , linkages betw een 5fJ*- F

cY Z 2+ G oals and  o b jec tives , linkages betw een 5 V‘ F
F  21 uc U 3 G oals and o b jec tives , m isa lignm en t 8 V‘ C
Aw' w 1 G oals and ob jec tives, m isa lignm en t F
Aw3 Y 3 G oals and  ob jec tives, m isa lignm ent (3 -4 )Y’ C

c,-4 Y 2+ G oals and ob jec tives, m isa lignm en t 4 V’ F

Fv2< Y 2+ G oals and o b jec tives , m isa lignm en t 3 V\  8V‘ F
D Y X 2+ G oals and o b jec tives , W hat g e ls  m easured  ge ts  done 6V‘ F
G x2’ X 2+ G oals and  o b jec tives , W hat g e ts  m ea su re d  g e ts  done (7 -8 )v ’ F
K *'2 X 12 G oals and  ob jec tives , W hat g e ts  m ea su red  g e ts  done 6 V‘ F
K b ',  U 3,
Mb2

Z 12 G oals and ob jec tives , W hat g e ts  m ea su red  g e ts  done 2 V" S

A 3Ayi- Y 3 M anag em en t as a rt form 4 V C

DY U 2 P ercep tions as function  o f  SC  ro le  and SC position 1 S

cY z 2+ P ercep tions as function  o f  SC ro le  and SC  position 9 Y F

aY u 2+ P erfo rm ance m etrics  (ind iv idual), tactical 3 F

aY u 2+ P erfo rm ance m etrics (sub jec tive), m istru st o f 11 F
Px2+ X 2+ P erfo rm ance m etrics  (sub jec tive), m istru st o f (4 -5 )V‘ F

b Y z 23 P erfo rm ance m etrics  (sub jec tive), m istru st o f OO ■< F
C z2+ z 2+ P erfo rm ance m e tric s  (sub jec tive), m istru st o f 12Y" F
B z23 z 23 P erfo rm ance m e tric s  (sub jec tive), repo rting  o f 8 V‘ F

PY X 2+ P erfo rm ance m e tric s  (sub jec tive), use o f (4 -5 )n‘ F
A v1 V 1 P erfo rm an ce  m e tric s  (supp lie r), sub jec tive 12 F

nY X 2 P erfo rm an ce  m etrics  (supp lie r), sub jec tive 5n- C
Dx2+ X 2+ P rincipal -  agen t, assu m in g  w h a t's  best fo r  everyone 6V* F
Ex34 X 3+ P rincipal -  agen t, assum ing  w h a t's  best fo r  everyone 4 Y* F

JY X 3+ P rincipal -  agen t, assum ing  w h a t's  best fo r  everyone (3Y ^ ' F

Q»Y X 12 P rincipal -  agen t, assum ing  w h a t’s  best fo r  everyone 6 C
A 3 Y 3 P rincipal -  agen t, assu m in g  w h a t's  best fo r  everyone ~ F ~ ......... . C

Fy24 Y 2+ P rincipal -  agen t, assu m in g  w h a t's  best fo r  everyone 7y" F
FxY X 23 P urchasing  as in term ediary 2 V S
JY z 2 P urchasing  as in term ediary 4 V' S

C\Y X 12 P urchasing  function  as strateg ic 3 V‘ c
Px24 X 2+ P urchasing  function  as strateg ic (8 -9 )v- F

C/4 Y 2+ P urchasing  function  as strateg ic (12-13) F

o,Y X 12 P urchasing  function  as  tactical 3 V‘ C

Cy24 Y 2+ P urchasing  function  as tactical l v ‘, 12v‘ F
B x ' X 1 P urchasing  function  as w alk ing  fin e  line l l v‘ F
B x ' X 1 P u rch asin g  function , expecta tions o f 11Y' F
A x 24 X 2+ P u rch asin g  function , p ercep tions  o f 3, 5 ,6 F
Bx' X 1 P u rch asin g  function , percep tio n s  o f 1, 11 F
cY X 3 P u rch asin g  function , percep tio n s  o f 3 ,4 S

O x c '2 X 12 P u rchasing  function , p ercep tions  o f 2 C

O x '2 X 12 P u rchasing  function , p ercep tions  o f 11 F

Cy"4 Y 2+ P u rch asin g  function , p ercep tions  o f 2, 12, 13 F

K x'2 X 12 P u rch asin g  function , p ercep tions  o f  as n ecessary  ev il 2 F

Px'" X 2+ R isk  reduction , im portance  o f  w ith  indirects G -2 )Y' F

Px2" X 2+ R isk  reduction , su b jec tive ly  m easu red (3 -5 )Y‘ F

A».' w 1 S takeho lder m anagem en t 1Y F
Bx' X 1 S upp lied  goods c lassifica tion  (K raljic) 2y , 4 y, 5 F

FxY ............... X 23 S u p p lie r as  in term ed iary 2 y S
Jzs2 z 2 S upp lie r as in term ed iary

4y,.""
S

BY u 2+ S upp lie r con trac t nego tia tions  and re la tionsh ip  m anagem ent, 
sp lit b e tw een  ro les

2 Y’ F

fY u 3 S up p lie r  con trac t nego tia tions and re la tionsh ip  m anagem ent, 
sp lit b e tw een  ro les

3 V‘ C

b w24 w 2+ S upp lie r con trac t nego tia tions and re la tionsh ip  m anagem ent, 
sp lit b e tw een  ro les

2 V< F

cY X 3 S up p lie r  co n trac t nego tia tions and  re la tionsh ip  m anagem ent, 
sp lit b e tw een  ro les

7 V‘ S

Gx24 X 2+ S up p lie r  con trac t nego tia tions and re la tionsh ip  m anagem ent, 
sp lit b e tw een  ro les

5, 6, 11 F

Nxc2 X 2 S u p p lie r co n trac t nego tia tions and  re la tionsh ip  m anagem ent, 4 V' C
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sp lit b e tw een  roles
A z3* z 3+ S upplie r relationsh ips, on the sa m e w aveleng th 8'" F

Bu2* u 2+ S upplie r re la tionsh ips, value o f 14'’ F
C u3* u 3+ S upp lie r re la tionsh ips, value o f ! v‘ F
F y " + Y 2+ S ystem  view j N* N̂*

6n . ’
F

A,** Z 3+ T otal A cqu is ition  C ost (T A C ) 2V F
B ” Z 23 T otal A cqu isition  C ost (T A C ) "-(5-6)’,r F

C z2* Z 2+ T otal A cqu is ition  C ost (T A C ) 5 F
Q x , : X 12 T otal C o st o f  O w nersh ip  (T C O ) ( l - 3 ) v F

K
Y 2+ T otal C o st o f  O w nersh ip  (T C O ) (4-5)N" F

O x L X 12 T rade-offs 10 F

A w3 Y 3 T rade-offs 2V C

G x 2* X 2+ V alue  as a verb 1Y‘, 2V‘ F
< V 2 X 12 V alu e  as a verb 6V C
A*3 Y 3 V alue  as a verb 5Y' C

• / ; .................... Y 3+ V alue  as an  in terp re ta tive  p rocess 1Y F

Az Z 3+ V alue as au then tic  va lue 2V F
C z2* Z 2+ V alu e  as au then tic  va lue 3,4 F
I*2* Z 2+ V alue  as au then tic  va lue 3n* C
j V ....... . "" Z 2 V alue  as a u th e n tic  va lue 6n‘ S
V  * I 2 ^zs > ^zs »
Mzs2

Z 12 V alue  as a u th e n tic  va lue 7n“ ....... " S

Nzc12 Z 12 V alue  as a u th e n tic  va lue 5s" C
0  123 Z 123 V alue  as a u then tic  value 2s-, 2V C
G x 2* X 2+ V alue as co re  values 3 y’ F

F v-M Y 2+ V alue as co re  values 13 F

G y ' Y 1 V alue  as co re  va lues 6V’ F

B x ' X 1 V alue as co st sav ings r F

P»2* X 2+ V alue  as co st sav ings 6y‘ F
V,+ Y 3+ V alue as co st sav ings 3 n‘ F
A z3* Z 3+ V alue  as co st sav ings 3 V' F

Bz23 Z 23 V alue  as co st sav ings (5-6)v‘ F
Oxc12 X 12 V alue  as d irec t and  indirect 1Y- C
A v1 V 1 V alue  as m u lti-facetted 1 F

C w3* ' C j w 13+ V alue  as m u lti-facetted r FS
Oxc12 X 12 V alu e  as m u lti-facetted i v‘ C
G z 3* z 3+ V alue  as m u lti-facetted i Y- F

Cxx3 X 3 V alue  as p ercep tion -based  concep t r ,  8 Y S
C z2* z 2+ V alue  as p ro d u c t o f  w e igh ted  defin itions 5y, 7y, 10y F

C w3* ' C j w 13+ V alue  as p ro fit 3 FS
A v‘ V 1 V alue  as P T C  (perfo rm ance, tim e, cost) 1,2 F
c w3* - c j w 13+ V alue  as re a l va lue 3 FS
A u2* u 2+ V alue  as re la tio n sh ip  m anagem en t 1 F

A*2* X 2+ V alu e  as  sub jec tive 4Y' F
A„2* u 2+ V alu e  as sum  o f  characte ristic s 2 F
Av1 V 1 V alue  as sum  o f  characte ristic s 1,2 F

D x2 * X 2+ V alue  as sum  o f  characte ristic s l v F

I  2*izc z 2+ V alue  as sum  o f  characte ristic s 1Y‘ C
D u,2 u 2 V alue  as tan g ib le  and  in tang ib le 1 S
G x 2 * X 2+ V alue  as tan g ib le  and  in tang ib le 1Y F

B z 23 z 23 V alue as tan g ib le  and  in tang ib le ( 5 - 8 f F

c ,2* z 2+ V alue as tan g ib le  and  in tang ib le 12v’ F

A u2* u 2+ V alue  as to ta l p a ck a g e 18 F

D x 2 * X 2+ V alue  as to ta l packa g e l v F

N z c 12 z 12 V alu e  as  to ta l packa g e 1Y C
D x 2 * X 2+ V alue  as to ta l so lu tion 1Y F

Ax2* X 2+ V alue  as to ta l va lue 2y* 2n’ F

Dx2* X 2+ V alu e  as to ta l va lue 4,6 F

C 2 X 12 V alu e  as to ta l va lue 2Y' F

Cv2* Y 2+ V alu e  as to ta l va lue 2V‘...... F

A u“* u 2+ V alu e  as va lue fo r  m oney 18 F

A w' w 1 V alue  d efin ition  by  shareho lder r F

B „ . 2 * w 2+ V alu e  d efin ition  b y  sh areh o ld er i Y* F

C *3* ' C j w 13+ V alue  defin itio n  b y  shareho lder i v FS

Cv2* Y 2+ V alue  defin itio n  b y  shareho lder 7 s " F

C z2* z 2+ V alu e  defin itio n  b y  sh areh o ld er 1Y‘" “ ........ F

Dus* u 2 V alu e  defin itio n  b y  u ltim ate  cu stom er 8 S
A v' V 1 V alue  defin itio n  by  u ltim ate  cu stom er 1Y‘ F
C v3* V 3+ V alu e  defin itio n  by  u ltim a te  cu stom er jY

F

C f* Y 2+ V alue  defin itio n  by  u ltim ate  cu stom er 1Y F
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Z 23 V alue  defin ition  b y  u ltim ate  cu stom er 1 * * ............. F
D z2* Z 2+ V alue  defin ition  b y  u ltim ate  cu stom er 3 V" F

Iv3+ Y 3+ V alue defin itions d iffe r 3 n* F
V Y 3 V alue  defin itions d iffe r ” i'V S
Bu2* U 2+ V alue  defin itions d iffe r b y  con tex t, by  situa tion 1 F
V * X 3+ V alue defin itions d iffe r b y  con tex t, by  situa tion I T  ' F
Qx'- X 12 V alue  defin itions d iffe r by  con tex t, by  situa tion 5 V F

Jys" Y 3 V alue  d efin itions  d iffe r by  con tex t, by  situa tion 1Y S
K 2S'. u 3,
M ,r

Z 12 V alue  d efin itions  d iffe r b y  con tex t, by  situa tion 1Y‘ s

A u2* U 2+ V alue  d efin itions  d iffe r b y  function 16 F
B„2* u 2+ V alue defin itions d iffe r b y  function 5v F
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Summary
PSM ’s ability to increase value alignment across the value stream appears to be an 
important factor in determining whether a company is considered a best-in-class supply 
chain company. This paper uses a conceptually sound framework to explore the 
process companies use to align the different definitions o f value to improve the flow of 
value to customers.

Overview of literature
The concept o f value is key for much of the strategic literature. Value is the foundation 
o f the value chain, i.e. the set o f interconnected value activities occurring within the 
firm. Value activities are the physically and technologically distinct activities the firm 
performs. These are the building blocks by which the firm creates a product/service 
valuable to its buyers (Porter 1985). The combination o f product and services benefits 
experienced by the customer is referred to as the firm ’s value proposition  (Lanning and 
Michaels 1988; Lanning 1998).

One o f the principal aims o f competitive strategy is to increase the degree o f  strategic 
‘fit’ (Porter 1996) between the firm ’s interlinked value activities and its chosen 
competitive advantage. Strategic fit is also known as ‘echoing’ (Lanning and Michaels 
1988), ‘alignment’ (Rich and Hines 1997), ‘fit[ness] for purpose’ or ‘appropriateness’ 
(Cox 1998), and ‘strategic resonance’ (Brown, Lamming et al. 2000). Numerous 
authors describe the process o f ordering the firm ’s internal and external activities, 
resources and actors to achieve such ‘fit’ (Drucker 1955; Granger 1964; Andrews 1971; 
M intzberg 1987; Mintzberg and Quinn 1991).

Purchasing and supply management (PSM) participates in this ordering process by 
aligning its own value activities with the firm ’s chosen competitive strategy (Porter 
1985) or value discipline (Treacy and Wiersema 1993). PSM conducts this process o f 
alignment on two levels. Firstly, on an internal level across the firm ’s value chain 
(Adamson 1980; Spekman 1981; Browning, Zabriskie et al. 1983; Freeman and 
Cavinato 1990; Pearson and Gritzmacher 1990; Cammish and Keough 1991; Watts, 
Kim et al. 1992; Fitzpatrick 1996; Lysons 1996; Baily, Farmer et al. 1998). Secondly, 
on an external level across supplier and customer value chains, i.e. the value system  
(Porter 1985; Lamming 1993; Harland 1996; Lamming 1996; Hines and Rich 1997; 
Hines 1997; Rich and Hines 1997). Recognizing PSM ’s important role in this ordering 
process, several authors are prefixing the terms ‘purchasing’ and ‘supply m anagement’
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with the word ‘value’, e.g., value-based purchasing  (Dumond 1994; Telgen and Sitar 
2001); value-focused supply management (Raedels 1994); value-driven purchasing  
(Leenders and Flynn 1995); and value-added purchasing  (Rajagopal and Bernard 1994; 
Scheuing 1998).

Hines, Lamming et al. (2000) roll up these three concepts -  the centrality o f  value, the 
process o f alignment, and PSM ’s strategic role -in to  a formal approach they label value 
stream management. Building on the value analysis/value engineering, business 
process re-engineering, lean manufacturing, lean supply and quality literatures, the 
authors assert that value should flo w  uninterrupted across the functions within a value 
stream  so that the ultimate customer receives what he or she considers valuable. To 
increase the flow o f value, a firm m ust concentrate on value-adding (VA) activities and 
eliminate non-value-adding (NVA) activities in its value stream. Doing so presumes
(1) a mutually agreed-upon competitive strategy / value discipline based upon an 
accepted view of what the ultimate customer values and (2) the alignment o f  each value 
chain m em ber’s value activities with the accepted value discipline. The academic 
literature both supports and contests these presumptions.

Campbell and Wilson (1996) assert that the network captain o f the value system should 
impose the overriding “value concept” to guide and coordinate the efforts o f  different 
autonomous firms in the supply network. Campbell and Wilson (1996:142) label this 
“jo int value objective(s)” the “a priori value vision” and use Treacy and W iersema 
(1993)’s three value disciplines to describe value. The authors argue that supply 
network companies should align their strategies with the “joint value objective(s)” .

Hines (1997) supports Campbell and W ilson’s concept o f ‘joint value objective(s)’; he 
asserts the need for “Full Zone Alignment” o f inter-company co-ordinating mechanisms 
to ensure value stream flows. Hines (1997) uses Mintzberg (1979)’s six-part 
organisational framework -  strategic apex, middle line, operating core, techno
structure, support staff, and ideology -  to measure the degree o f alignment between 
networking companies achieved by eight different networking models/theories. These 
models/theories include the interaction theory/network approach: (Hakansson 1982; 
M attson 1984); flexible specialization: (Piore and Sabel 1984); strategic networks: 
(Jarillo 1988); federal networks/republics: (Howard 1990); the virtual corporation: 
(Davidow and Malone 1992); lean supply: (Lamming 1993); partnership sourcing: 
(Macbeth and Ferguson 1992); and network sourcing: (Hines 1994). Hines (1997) 
concludes that most models align the strategic apexes o f companies so that strategic 
deployment from customer to supplier may be achieved. See Table 1.

The Balanced Scorecard, advanced by Kaplan and Norton (1992), is a performance 
management tool that aims to help an organisation explicitly prioritise its objectives and 
facilitates alignment against this hierarchy o f objectives. Brewer and Speh (2000,
2001) assert that the Balanced Scorecard may be used by firms to achieve strategic 
alignment across their respective value chains. PSM confronts several challenges, 
however, attempting to effect such alignment. These challenges stem principally from 
difficulty trying to reduce the myriad o f functional objectives within the company to a 
consistent corporate objective (Farmer 1972; Fearon 1973; King 1973; Watts, Kim et 
al. 1992). Despite the multiple and possibly conflicting objectives o f  ‘the various 
material functions’ within the firm, Fearon (1973:41) notes that the “successful solution 
will require [PSM] balancing o f the opposing objectives to achieve optimum or greatest
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total results for the organization” . King (1973:73) supports Fearon (1973) and notes 
that ‘There is no simple method for determining what purchasing decisions are optimal. 
The decision which best serves one set o f objectives usually will not be appropriate for 
some other set o f aims’. King (1973) suggests that multiple conflicting views o f the 
term ‘right’ may be the root o f  PSM ’s difficulties. Watts, Kim et al. (1992) support 
King (1973); they explicitly recognise the challenge PSM faces in defining the term 
‘right’.

Yet if  PSM faces a problem defining the term ‘right’, value-based purchasing / value- 
focused supply management / value-driven purchasing / value-added purchasing 
undoubtedly faces a similar problem defining the term ‘value’. There are after all 
many alternative definitions o f value advanced by the academic literature2. Conflicting 
definitions o f value are likely to result as value chain stakeholders select from these 
multiple definitions -  increasing the likelihood o f fundamental blockages / interruptions 
occurring in value stream flows.

Fawcett and Magam (2001:38) support this hypothesis noting that ‘different value 
structures make collaboration difficult as each firm may struggle with valuing strategic 
directions and goals that are different from their ow n’ [emphasis added]. Cousins, 
Swan et al. (2002) label such blockages 'value gaps Cousins, Swan et al. (2002) 
assert that PSM will encounter considerable difficulty managing value-based supply 
strategies, since it is unlikely that a firm’s supply management function can use a 
generic definition o f value to satisfy both the customer and supplier orientations o f the 
firm. In other words, one would expect to find value gaps in a firm ’s value stream vis- 
a-vis its PSM function. Ellram (2002) supports this assertion noting that goal and 
objective alignment has yet to be achieved across the buy and sell-sides o f  five firm 
triads she studies.

In summary, the literature posits that firms should concentrate on value-adding 
activities in their respective value streams and eliminate all non-value-adding activities 
where possible in order to increase the flow o f value. Doing so presumes (1) a 
mutually agreed-upon competitive strategy / value discipline based upon an accepted 
view o f  what the ultimate customer values and (2) the alignment o f each value chain 
m em ber’s value activities with the accepted value discipline. Yet the problem of 
defining the terms ‘right’ and ‘value’ as outlined in the literature suggests that 
presumption one will be violated. PSM ’s inability to balance conflicting definitions o f 
value as outlined in the literature suggests that presumption two will be violated.

These violations point to conceptual differences and/or conflicts in PSM theory. Since 
value is key to competitive strategy, these would be critical differences. The reader 
may understandably ask: What have been the experiences o f firms’ PSM organisations 
in using common definitions o f value across their respective value streams? In other 
words, what can we leam from practice?

Research model and research proposition
This paper uses Cousins, Swan et al. (2002)’s conceptual model which describes how 
value optimally flows through and between organisations. Their Value Gaps Model 
(Figure 1) depicts three inter-related value sub-processes. Value conceptualisation 
concerns the (re) definition o f the firm ’s value proposition to customers; this sub
process is “owned” by the managing director / chief executive o f the firm. Value
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configuration concerns the translation o f the value proposition into a series o f goals and 
objectives across the firm; this sub-process is “owned” by the functional heads o f the 
firm. Functional heads are each responsible for translating the firm ’s value proposition 
into a set o f aligned goals and objectives within each o f their respective functions. 
Value implementation concerns the tangible manifestation o f the firm ’s value 
proposition, i.e. the creation and delivery o f the firm ’s products and services. W hilst 
this sub-process is “owned” by everyone in the firm, it is realised by front-line 
employees.

In terms o f the Value Gaps Model, Fawcett and Magam (2001) suggest the presence o f 
GAP5 in most value streams and the absence o f GAP5 only ‘among the very best 
supply chain companies’. Since the triad-spanning GAP5 is the product o f external 
GAPS 1 and 4 and internal GAPS 2 and 3, Fawcett and Magam (2001) suggest the 
presence o f GAPS1 -  4 in most companies’ respective value streams. In contrast they 
suggest an absence o f GAPS1 -  4 in ‘the very best supply chain com panies’, because 
these companies have achieved a state o f strategic fit or alignment across their 
respective value streams.

Cousins, Swan et al. (2002) focussed on internal value gaps, i.e. GAPS 2 and 3, in the 
value streams they studied. This paper is concerned with the external value gaps that 
arise between customers and suppliers in a given firm triad (the customer firm, the focal 
firm and the supplier firm). These external value gaps appear twice in Cousins, Swan 
et al. (2002)’s model, i.e. at GAP 1 and GAP 4 in Figure 2. Accordingly this paper 
aims to address the following research proposition:

As value is interpreted across the value stream its meaning changes. This causes a 
misalignment between an individual’s value activities and the value cha in ’s / value 
system ’s strategic objectives resulting in interruptions /  blockages o f  the flo w  o f  value 
across the value stream. Among the very best supply chain companies, however, these 
interruptions and blockages do not occur due to the alignment o f  value definitions. In 
these firm s value GAPS do not exist at the dyad level between immediate buyers and  
sellers, i.e., GAP 1 and GAP 4 in Figure 2.

Research approach
Large-sample surveys, the research method employed by Cousins, Swan et al. (2002), 
are not conducive to gathering “matched” data across organisations, i.e. across firm 
triads. For this reason, this paper is based upon an examination o f external value gaps 
in six value streams: three firm triads in the UK and three in the US. Case study 
companies were selected based on their use o f leading-edge supply management 
techniques and practices as indicated by the following proxies: (1) public recognition 
by professional bodies (e.g., CIPS3 or the ISM4); (2) use o f  a structured strategic 
sourcing process (oftentimes implemented with the assistance o f a large consultancy); 
(3) publication o f ‘best practices’; (4) benchmarks demonstrating leadership positions 
in supply management; and (5) membership in select supply-related associations (e.g., 
NISCI5). Five o f the six cases met at least one o f these criteria (Table 2). One 
company was selected strictly as a convenience sample. Overall, a mix o f industries 
was represented (Table 3).

Companies agreed to provide access to multiple employees responsible for value 
conceptualisation (Managing Director or other chief executive), value configuration
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(Head o f PSM), and value implementation (front-line purchasing staff). In addition, 
companies agreed to provide access to representatives from customer and supplier 
firms. This author requested a one hour session with each interviewee. Sixty 
individuals were interviewed resulting in over one hundred hours o f  interviews. To 
receive their permission to audio-tape and transcribe sessions, several firms requested 
that this author sign confidentiality agreements. Case companies and participant names 
are therefore not disclosed in this paper.

This author used a semi-structured interview protocol to explore key aspects o f the 
conceptual model. The author used open coding to classify case interview comments 
based upon a set o f pertinent key words and phrases related to the conceptual model. 
This author scanned the resulting case interview subject index to retrieve pertinent 
comments corresponding to GAPS 1 and 4. This author judged whether each comment 
provided evidence confirming, suggesting or refuting the presence o f that particular 
value gap in the case companies. Table 4 summarises this evidence.

Discussion of research findings
This researcher followed Maxwell (1996)’s suggestions for conducting qualitative 
research. M axwell (1996) asserts that qualitative research is well suited to answering 
questions about meaning, context and process. Accordingly, this author was 
particularly interested in understanding:

(1) The meaning individuals ascribe to the term value (i.e., the individual’s personal 
interpretation or definition o f value) as it relates to their day-to-day value activities;

(2) The context in which individuals act (i.e. the individual’s understanding o f their 
value contribution vis-a-vis the overall value stream);

(3) The process by which value alignment (Figure 2) occurs (i.e., the alignment o f the 
different groups’ and companies’ definitions o f value across the value stream).

Value GAPS 1 and 4 were observed in most case study companies’ value streams 
(Table 4). An informal poll o f  interviewees revealed that 5 to 40% o f daily transactions 
between suppliers and customers were believed to suffer from ‘total m isalignment’ (in 
contrast to ‘total alignment and ‘a mixture o f alignment/misalignment’) o f the 
definitions o f value used by counter-parties. Although not intended to be statistically 
rigorous, this poll included estimates from key decision makers, e.g. a Director o f 
Corporate Purchasing (Company X), a Vice President and General Sales Manager 
(Company X supplier), a Strategic Account Manager (Company Y supplier), and a Vice 
President and Chief Procurement Officer (Company Z customer). To shed light on 
actual company experiences o f external value gaps occurring within their value streams, 
this author examined case study transcripts based upon each o f the above three types o f 
inquiry/questions.

M eaning: With one rare exception, the sixty interviewees (who included a President, a 
C hief Financial Officer, a Chief Procurement Officer, two C hief Information Officers, 
several Directors o f PSM/SCM, multiple PSM project managers, and many buyers) 
were able to describe what they did (i.e. their value activities) and their interpretation o f 
the value o f those activities. The rare exception was a Project M anager at Company V 
who, when asked how he would define value, replied ‘I haven’t got the faintest idea!’
He stated that performance, time and cost (PTC) -  the three objectives o f his firm ’s 
PSM  group -  were ‘standards for value’ and appeared tacitly to endorse PTC as his

P age  D5

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Appendix D: IPSERA 2003 Conference Paper

own performance metrics. However, he could not describe how PTC related to his 
position’s activities.

When describing the value o f their respective value activities, interviewees commonly 
referenced the performance measures against which they were annually evaluated and 
compensated. This confirmed the old adage repeated by several interviewees: ‘Tell me 
what gets measured and I ’ll tell you what gets done’. Although performance measures 
cited included share price, purchase price, cost savings, service level track records, and 
transactional metrics, functional specialisation led each individual to focus on a 
narrower set o f performance metrics to achieve specific tangible outcomes. This was 
especially evident at Company X whose PSM function was divided into two parts: one 
which negotiated supplier contracts and the other which managed supplier 
relationships. Both sides were motivated by quantitative measures; however, these 
measures encouraged antagonistic behaviour across PSM. Contract negotiators were 
evaluated on contract price reductions achieved; relationship managers, on service level 
targets met. Both professed having the best interests o f the firm at heart even though 
their combined activities were at times not mutually reinforcing. A Supplier 
Relationship Manager at Company X estimated that his performance metrics were out 
o f alignment with those o f the contract negotiator ‘70% o f the tim e’. ‘I ’d liken it to 
they [contract negotiators] go out and beat them [suppliers] up during negotiations and 
we come in behind them and hold their [the supplier’s] hand, take care o f them 
afterwards and make them w ell’.

Other interviewees noted the limitations o f their existing performance measures in 
terms o f accurately expressing the value o f their respective value activities. A supplier 
o f  Company V noted that ‘there is a hard side to value and a soft side. The hard side 
includes measured deliverables usually agreed in contract. ... There are softer aspects 
that certainly add value but are not so easily measured, for example, relationships. ... 
Value is quite a difficult thing to define; it incorporates a number o f hard and soft 
issues’. W hen asked how value is measured, a buyer of indirect goods at Company Z 
observed: ‘It depends on whether w e’re talking about direct or indirect goods. Direct 
has so many more objectives measures and metrics than what we have on the indirect 
side. On the indirect side there is a focus on capturing and measuring what we can.
But there is more subjectivity on service performance which makes measuring indirects 
harder’. The Head o f PSM at Company Z noted the difficulty o f monetizing the value 
o f these softer performance issues. ‘There must be some value there somehow but since 
I can’t look at previous price paid how do I look at it’? He noted that ‘our friends in 
finance ... who like their world to be very black and white’ resist such attempts. This 
was borne out when this researcher asked a Senior Executive o f  Business Strategy at 
Company Z who rose through the ranks o f finance to describe the issues that needed to 
be overcome to put a value on intangibles. The executive countered: ‘I ’m not 
convinced we need to put a value on them, because o f the difficulty o f getting an 
accurate assessment o f the worth o f an intangible’.

Financial definitions o f value are increasingly key to company attempts to pro-actively 
manage value. For example Company W had recently moved to a value-based  
management (VBM) approach. A Senior Executive described VBM  as ‘determining 
whether or not something enhances, destroys or protects shareholder value. ... 
Ultimately the view [of Company W] is to look after shareholder value’. Yet 
Company W ’s Director o f PSM noted the difficulty expressing the value o f PSM ’s
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activities in terms o f its contribution to shareholder value: ‘My understanding o f  how 
Company W defines value is actually optimum delivery to the shareholder. Which 
means high share prices. Which means that people all do their best. ... How does that 
translate for me and what I do? It’s actually quite difficult to m easure’. A former 
supplier development consultant, hired by Company W to help implement VBM in 
PSM and now working on the front-line, also noted the difficulties: ‘Company W is a 
huge organisation that has suddenly started using the value word. They probably just 
about equate it to shareholder value, but they run into sticky areas in terms o f their 
knowledge and understanding. ... I came in and saw the words “W hat we want to do is 
create value out o f supplier relationships” . There could be multiple definitions o f  what 
that m eant’. Interestingly the two alternative definitions o f value -  low cost and 
innovation -  offered by this interviewee as possible meanings represent two o f Treacy 
and Wiersema (1993)’s value disciplines which describe the overall value stream 
(Brewer and Speh 2000, 2001).

Context: The individual’s value activities must be examined in the context o f the 
overall value stream in order to appraise their value. Recall that increasing value- 
adding (VA) activities presumes a mutually agreed-upon value discipline based upon 
an accepted view o f what the ultimate customer values. Case studies indicated that 
this presumption is often violated in practice.

Buyers at most firms struggled to define what value meant at the group level (i.e., PSM) 
and struggled even more to define what value meant at the firm level (i.e. the firm ’s 
value proposition). For example, buyers at Company U (the convenience sample) had 
considerable difficulty defining value in terms o f PSM ’s combined activities. When 
this author asked the Head o f PSM at Company U ‘How do you communicate value 
within your group and do you have performance measures that you use to reinforce 
those things that add value?’, the interviewee responded: ‘ We don 't actually measure 
value as such. Lots o f subsidiary measures that if  you “put them all together and wrap 
them up” could form a part o f value. To back up the value we add, how we measure 
our self, how we perform is more o f a performance measure o f  ourselves’.
Unfortunately the interviewee could not describe which performance measures at the 
individual level were most important at the group level. The interviewee also could not 
explain how to synthesize these individual performance measures so that they would 
express PSM ’s overall value contribution to Company U ’s value proposition.

Lack o f synthesis o f value definitions appeared to be one o f the two principal reasons 
the front-line was unable to understand properly its contribution to the group and the 
firm. Front-line individuals sometimes had only a vague notion o f  their relative 
contribution at the broader level. For example, when this researcher asked a PSM 
Officer at Company U to describe her contribution, she noted generally that she had ‘a 
small part to play in all o f  it if  your break it down. I think it’s just making sure you do 
your things to your best. Make sure you do your job properly’. The other reason was 
basic ignorance o f the firm ’s value proposition. When asked whether his buyers 
understood his company’s value position, the Head o f PSM at Company U responded 
that it did not have a formal value proposition but that it would be beneficial. One o f 
his contract negotiators concurred; he noted that ‘The company has a mission statement 
which is some sort o f fluff to give the best delivery and service to the customer to make 
the company successful. Company U ’s definition o f  value is a bit blurred in terms o f
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the concept o f value. ... The value we give to the customer is different to the actual 
objective we aim for’.

Yet the Head o f PSM at Company U nevertheless asserted that one needed to 
understand what one’s contribution was to the overall value stream. The interviewee 
described value from the customer’s perspective: ‘It is essential to help define what the 
value stream will be, then get individual “buy in” from each o f the functions so they 
fully understand what their contribution will be to that value stream. They will then 
know what the value is to the various customers. At the other end o f the spectrum, at 
the procurement end, they know their contribution to that value, and they share that 
contribution with the supply base.... It is essential that your supply base is aligned with 
your value objectives otherwise you are never going to achieve the desired level o f 
value’. When asked whether her personal performance objectives ‘lined up w ith’ PSM 
group measures, a PSM Officer at Company U replied ‘No. Mine are more specific, 
theirs are very global’. Recall that increasing value-adding (VA) activities presumes 
alignment o f each value chain member’s value activities with the accepted value 
discipline. It is difficult to see how one might increase value activities if one’s 
performance metrics are not properly connected or aligned at the firm level much less at 
the group level. This author now discusses that process.

Process: By definition effective value streams require close alignment o f value 
activities and value definitions. The Director o f Purchasing at Company U described 
the value stream as ‘a common understanding o f what the deliverables are, what value 
is actually shared by every member in that value stream. That is from sub-suppliers to 
my suppliers, to me, to the customer. We all understand what our goals are in terms o f 
what we are trying to achieve, when we are trying to achieve it, and that we all actually 
co-operate with each other. We have an agreed mode o f operandum. ... We all 
understand what the outcome is and we all share a common goal” .

Value alignment across the value stream was perceived as important and its need 
recognized by multiple case interviewees. The Head o f PSM o f  Company W  stressed 
the need for alignment with his company’s customers. ‘We should be joined to the 
customers. SBUs and all o f those people we do projects for are our customers. The 
value that we should be measured upon should be the value that is defined by their 
strategies and we should be aligned with that. To understand how they measure that 
and what is value to them ’. The Head o f PSM at Company Y concurred; he noted ‘I 
think we’re all ultimately here to bring value to the customer -  Company Y ’s customer. 
In the concept o f supply chain management, you all need to share that same 
understanding o f what value w e’re trying to achieve. If  the value is to serve the 
customer -  to bring more value to the customer o f Company Y -  you have to ask 
yourself what you can do to support that’.

Case study experiences suggest that value alignment is elusive. The experiences o f 
case companies point to considerable difficulty in aligning value definitions. For 
example, when asked how Company U ’s suppliers perceive PSM and what Company U 
wanted from them, the Contract Negotiator replied ‘They probably don’t know what we 
want. ... I think the way we measure them, communicate our values to them is 
somewhat unclear. We don’t sit down at the beginning o f the program and say, “Well 
actually what is important to us is . . . .” [Instead] we sit down with a contract that 
contains a lot o f  legal niceties’. An important supplier of Company V was not aware of
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Company V ’s value proposition. When asked how well Company X, a company whose 
Senior Executives emphasized their use o f the Balanced Scorecard, used consistent 
definitions o f value, a Chief Information Officer graded the organisation a ‘D ’ on a four 
part scale (A [superior], B [ very good], C [good but average] or D [poor]). When 
asked whether his company used too many metrics, the Head o f Supply Chain 
Management at Company Y replied bluntly: ‘They don’t line up ’.

W hilst recognizing the need for value alignment, several case interviewees provided 
multiple potential explanations o f the cause(s) o f such misalignment. These included 
organisational barriers, lack o f metrics, and a secretive culture. The Contract 
Negotiator at Company U recognized that there were considerable organisational 
obstacles within his own company. ‘I think that bringing all parties involved together 
at the start would avoid a lot o f non value adding activities. It would remove a lot o f 
the cost o f communication and a lot o f the misinterpretation o f what people really need 
— a lot o f the overhead o f a large program. In terms o f that happening, there are lots 
and lots o f barriers that have to be overcom e’. Company X ’s CFO struggled to recall 
where supplier-related metrics first entered the cascade o f Balanced Scorecards used by 
his company. ‘Where would you pick up suppliers? [15-second pause] I don’t even 
know if  you’d pick up supplier [related measures] at the market centre level in truth 
[i.e. the 4th or 5th levels from the apex]’. Company Z -  a company lauded in the 
business press for its enlightened views o f supply chain management and the triad 
exhibiting the greatest degree o f  value alignment (see Table 4) -  once suffered from a 
culture discouraging information sharing. The Head o f Supply Chain M anagement at 
Company Z recounted how one senior executive hesitated to show him the firm ’s 
strategic plan. ‘When I first came here, in the first week I went to my boss across the 
hall and asked for the company’s strategic plan. And he obviously was very 
uncomfortable. I pressed further and said, “How can I lead my group effectively if  I 
don’t know what the company’s plan is?” And he said, “W e’re a very traditional 
company and until a few years ago we never had a strategic plan. But now we do. But 
I can’t give it to you because it’s a secret. I f  you sit in my office with the door closed 
and read it, I guess that would be OK so long as you don’t tell anybody I showed it to 
you!” I found that unacceptable behaviour, because if  you have a strategic plan and the 
people who accomplish that plan have no idea what the plan is, then it’s less likely to 
happen’.

Two case interviewees, however, questioned whether achieving value alignment could 
ever be achieved. A Supplier o f Company U noted that value means different things 
depending upon where on sits within the overall value stream. “Value means different 
things depending on who you are and your role within the enterprise supply chain. ... In 
my role I see what we do in adding value as ultimately enabling our customers like 
Company U to become more competitive and earn more business. However, at the front 
line level, if  we look at some o f the buyers my firm have and their ability to add value, 
they would probably only see themselves adding value to my firm. They w on’t actually 
see themselves as adding value to our customers, like Company U or anybody else. It 
all depends on who you are within the supply chain and the level within your 
organisation, as to where you see value being added.” The former consultant at 
Company W who was implementing VBM in PSM claimed that PSM ’s definition o f 
value should remain forever “open ended” . ‘In a more traditional procurement type 
environment, we create more value by driving down the cost, and therefore potentially 
reducing your cost base, and gaining larger margins. However, we could look beyond
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that as one aspect o f value and say that another aspect o f value is unlocking innovation 
so that potentially suppliers can look into an organisation to improve organisational 
efficiency/effectiveness by actually realising some value. That was something that 
confused the picture o f what value really meant. W hat I have done as part o f  the 
methodology that I have developed is to leave the question o f  value open with as broad 
definition as possible. So if  we were dealing with value through operational efficiency 
then that [the methodology] was fine. But we also dealt with value as the identification 
o f  world changing ideas and everything between the two [traditional approach and 
world-changing ideas]’. Unfortunately leaving the definition o f  value forever “open 
ended” makes PSM ’s job even more difficult than it already is.

Conclusions and managerial implications
In order to conclude that a value stream was without external value gaps, this author 
searched for evidence refuting the presence o f Value GAP1 and GAP4 in the value 
streams he studied. Based upon this criterion, this author did not conclude that any o f 
the six case companies achieved complete alignment o f value definitions across their 
respective value streams. The research findings did demonstrate that Company Z, a 
company recognized in the business press as a leader o f PSM best practices, has proven 
more successful avoiding external value gaps than Companies U, V, X and Y. The 
research findings therefore suggest that better alignment o f value definitions occurs 
across the value streams of the very best supply chain companies.

In determining whether a company is considered a best-in-class supply chain company, 
PSM ’s ability to increase value alignment across the value stream appears to be an 
important factor. This raises several questions: Who is the ultimate customer, and is it 
the same for all value stream players? How far down the value stream should one look 
to determine the ultimate customer’s definitions o f value? How should one measure the 
alignment o f  value definitions across a company’s value chain? Is anything less than 
total alignment desired? Answers to these questions are not immediately forthcoming in 
the PSM literature. Unfortunately, when it comes to the concept o f value, the PSM 
literature suffers from a jumble o f disconnected value definitions and theories.

Several PSM authors, supported by case study interviewees, observed that ‘PSM has 
quite a fine line to walk’. This author posits that failing to address robustly value 
questions will make PSM ’s already tough job even harder. This paper uses a 
conceptually sound framework to explore the above value questions and to assist PSM 
practitioners. It is this author’s hope that a better understanding o f value will result 
and broaden the path that PSM practitioners must walk in the future.

End Notes

1 The author would like to thank the anonymous reviewers for their constructive 
comments and suggestions.
2 The author conducted an extensive review o f  the literature as part o f his PhD thesis An 
Em pirical Framework fo r  Evaluating, Implementing and M anaging a Value-Based 
Supply Chain Strategy at the University o f Bath (March 2003).
3 The Chartered Institute o f  Purchasing and Supply. See www.cips.org.
4 Institute for Supply Management. See www.ism.ws.
5 National Initiative for Supply Chain Integration. See www.nisci.org.
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Tables

Table 1: Inter-company co-ordination by networking model/theory
Source: Hines (1997)

Model Practical alignment between companies
Strategic
apex

Middle
line

Operating
core

Techno
structure

Support
staff

Ideology

Interaction theory / 
network approach

Yes Yes No Yes No No

Flexible specialisation Yes No Yes No No Yes
Strategic networks Yes No Yes Yes Yes Yes
Republics/federal
networks

Possibly Yes No Yes No No

Virtual corporation Yes Yes No Yes No Possibly
Lean supply Yes Yes Yes Yes Yes No
Partnership sourcing Rarely Yes No No No No
Network sourcing Yes Yes Yes Yes Yes Yes

Table 2: Selection criteria for selected case companies

Selection criteria U V w X Y z
(a) Public recognition by professional bodies (e.g., CIPS or the 
NAPM/ISM)

*

(b) Use o f a structured strategic sourcing process (oftentimes 
implemented with the assistance o f a large consultancy)

* * * *

(c) Publication o f ‘best practices’ *

(d) Benchmarks demonstrating their leadership position in PSM * *

(e) Membership in select supply-related associations (e.g., NISCI) * *

Table 3: Case study company industries
Label Customers Focal organisation Suppliers

U • Gov’t Ministry • Defence 
contractor

• Advanced technology 
subcontractor

V • Armed Forces • G ov’t Ministry • Avionics
w • Internal business 

Units
• Global financial 

services (retail 
and institutional)

• Management consultancy

X • Internal business 
Units

• Domestic
financial services 
(retail)

• Information technology
• Food services
• Personal computer 

installation / support / 
service

• Real estate facilities 
management

Y • Construction 
contractors

• Building 
materials

• Manufacturing and 
production monitoring 
systems
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Table 3: Case study com pany industries
• Independent 

distributors
• Subsidiary 

distributor
• M ajor DIY retailer

• Packaging

Z • Agricultural
• Environmental 

services

• Heavy equipment 
manufacturer

• MRO
• Print

Table 4: Case study  evidence
External 
value gap

Company
U V w X Y z

GAP 1 *
—

* + + 0
GAP 4 + + * + 0 —

Legend:

*

+

O

Insufficient evidence to draw any conclusions about external value gap 
Evidence demonstrating presence o f external value gap 
Evidence demonstrating absence o f external value gap 
M ixed/conflicting evidence o f presence/absence o f external value gap

Figures

Figure 1: M easurin g  c o n flic tin a  d e fin itio n s o f  v a lu e  w ith in  a  firm
V alue O bjectives

V alue 
d e s ired  by 

firm’s  
cu s to m e r

G AP2

V alue Proposition

L— I  V a l u e S ~ ^
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V alue Delivery
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Im p lem en tation

V alue F e e d b a c k

GAP5

G A P4

V alue 
de liv e red  
by firm’s  
su p p lie r
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Figure 2: Measuring conflicting definitions of value across the value chain
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