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ABSTRACT

Shared Service Centers are an invisible driven force for effectiveness of the
companies and organizations globally. Implementation of the shared service
centers (SSCs) enhances organizational competitiveness through cost decrease,
process standardization, and economies of scale. Implementation of SSCs
provides additional benefits including enhanced risk management, consolidation
of operations, raise of organizational flexibility, “and bringing value drivers
beyond productivity—such as customer service, business agility and support for
new capabilities—to the fore” (Dunkan 2009). To achieve declared goals SSCs
implement Continuous Improvement (CI) initiatives, regardless of the mixed
findings on the effectiveness of Cl. ClI is top priority for the majority of the
SSCs globally, despite the growing evidence of SSCs not being able to realize
the benefits and desired results from ClI efforts (Hodge, 2015).

Hundreds of top multinational companies (Accenture, SAP, Siemens, I1BM,
Hewlett-Packard, etc.) have established SSCs in Hungary, Poland, Slovakia, and
the Czech Republic. The Visegrad countries attract investors by their convenient
location, affordable office spaces, and low-cost educated workforce (Stewart,
2015). SSCs are one of the primary drivers of Foreign Direct Investments (FDIs)
in the region. Establishment of the SCCs in the Visegrad country enables
companies to save through arbitrage of workforce, however, the region struggles
to attract complex knowledge-intensive processes due to the low levels of CI
implementation.

Regardless of the growing importance of SSCs for economies globally, the
industry remains largely understudied. There is a growing body of research on
the drivers for SSC implementation and cases of SSC transformation, however
the issues of operations management, and Cl implementation in particular, did
not receive required attention from the scholars. Nonetheless, the complex
environment and contractual agreements, in which SSCs operate, create an
interesting case for the research. Furthermore, there is a growing scholarly
debate regarding CI effect on firm performance and the organizational practices
that can foster this relationship in the services domain. Thus, the present study is
set to contribute to the understanding of SSCs operations as well as to the
academic debate on the role of CI in service organizations.

The study uses Structural Equation Modeling and fuzzy-set Qualitative
Comparative Analysis to identify strategies that condition attainment of the
declared performance objectives based on the analysis of 304 survey responses.
The priori models for the study were developed based on the manifold inputs,
including literature review and pilot case studies. The proposed multi-method
approach enables to study CI phenomena in its full complexity and ensure
applicability of the research findings to the business setting. More specifically,
the study first evaluates ability of Cl to improve cost reduction, customer
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satisfaction and both performance measures simultaneously. Further, the study
proceeds to assess effect of organizational practices on the ability of CI to affect
firm performance. The priori models include five mediating organizational
practices: Rewards, Quality Culture, Management Commitment, Training of
employees in Cl as well as Goal-setting.

The research demonstrates that CI is able to achieve customer satisfaction
without the supporting organizational practices. The Cl — Customer satisfaction
relationship can be reinforced by Rewards, Quality-Oriented Culture and
Management Commitment. However, to achieve cost reduction, the supporting
organizational practices are necessary. The study finds that implementation of
Rewards, Quality Culture, Employee Training and Goal-setting is necessary to
achieve cost reduction. The study demonstrates the ability of CI to improve cost
reduction and customer satisfaction simultaneously. Nevertheless, the impact of
Cl in this case is lower as compared to the Cl — customer satisfaction effect.
Thus, it is recommended to implement supporting practices to achieve benefits
of simultaneous cost reduction and customer satisfaction improvement.

Acknowledging the vast practical importance of achievement of both
customer satisfaction and cost reduction, the study identifies five combinations
of practices that lead to improvement of cost reduction and customer satisfaction
through application of fuzzy-set Qualitative Comparative Analysis (fSQCA).
The fsQCA analysis provides 5 alternative combinations of practices that lead to
the achievement of both cost reduction and customer satisfaction. The first
combination is based on the low level of implementation of the practices
Rewards and Employee training combined with high level of Management
Commitment. The second combination emphasizes implementation of Rewards
and Quality culture at the high levels and Management commitment at the low
level. The third combination includes high implementation of Rewards,
Management Commitment, and Goal-setting. The fourth combination is based
on the low Quality Culture, Management Commitment and Goal-setting. The
fifth combination involves high Quality Culture, low Management Commitment
and high Goal-setting.

The study contributes to the previous similar empirical studies on the impact
of CI on firm performance. The proposed study goes one step further and
identifies strategies for effective CI based on the assessment of impact of Cl and
organizational practices on the different firm performance practices on the same
data set. The study identifies that to achieve different performance
improvements from Cl implementation, the SSCs need to adapt different
approaches and, consequently, implement different organizational practices. The
research findings provide guidelines on strategy development, resource
allocation and efforts prioritization for SSCs that embark on CI implementation.



ABSTRAKT

Implementace center sdilenych sluzeb (CSC nebo SSC v anglictin€) je
efektivni zpiisob zvySovani konkurenceschopnosti spolecnosti prostfednictvim
snizovani nékladu, standardizace procest, zlepSovani vykonnosti a efektivnosti.
Poskytuji rovnéz dalsi vyhody, véetn¢ lepsi moznosti fizeni rizik, konsolidace
operaci, zvySovani organizacni flexibility a pfinasSeji nositelim procesti véEtsi
produktivni hodnotu ve form¢ zakaznického servisu, obchodni agility a podpory
novych procesnich funkci (Dunkan, 2009). Stovky top mezinarodnich
spole¢nosti (Accenture, SAP, Siemens, IBM, Hewlett-Packard, atd.) zalozily
svoje stiediska v Mad’arsku, Polsku, na Slovensku a v Ceské republice. Tyto
ViSegradské zemé lakaji investory zejména pro jejich vyhodnou polohu, cenoveé
dostupné kancelarské prostory a levné, vzdélané pracovni sily (Stewart, 2015).
CSC jsou jednou z hlavnich hnacich sil pfimych zahrani¢nich investic (PZI) v
regionu. V Ceské republice tento sektor vytvaii vice nez 1 % HDP a vytvoii vice
nez 100,000 pracovnich mist v piistich péti letech (Kulhanek et al., 2016). Podle
riznych odhad v Mad’arsku sdilené sluzby vytvoti az 2,5 % z celkove domaci
zameéstnanosti(Marciniak, 2014).

Jednim z hlavnich hnacich motorti vytvafeni CSC je snizovani nakladd.
Zatimco vznik CSC v zemich Visegradské skupiny umoznuje spole¢nostem
usetiit touto formou organizace procesi pracovni sily, stiediska je vyuzivaji pro
neustalé zlepSovani (CI), jako je Lean a Lean Six Sigma s cilem dosazeni
standardizace a optimalizace procesiu. CI je nejvySSi prioritou pro vétSinu z
center po celém svété. Na druhé strané je nutné vidét 1 fakt, ze ve stejné dobé
mnoho stiedisek oznamilo, ze nedosahuji pozadovanych vysledkd CI (Hodge,
2015). Navrhovana prace analyzuje stav implementace Lean metodiky v CSS
Visegradskych zemi, s ohledem na skuteCnost, Ze vétSina center v regionu
pouziva tyto nastroje zatim jenom v omezené mife (Drygala et al., 2015). Prvni
cast studie definuje model neustalého zlepSovani v centrech sdilenych sluzeb
prostrednictvim uplatiovani modelovani strukturdlnich vazeb, pfi¢emz vychazi
z udaji ziskanych pies online dotaznik. Druhd ¢ast studie vyuziva fuzzy set
kvalitativnich analyz pro vypracovani strategie k zavedeni Lean metodiky v
prostiedi center sdilenych sluzeb.

Vyzkum si klade za cil pfinést nové poznatky a z toho plynouci ptidanou
hodnotu spole¢nostem sdilenych sluzeb v zemich Visegradské skupiny s cilem
uspésné implementace CI programt. Schopnost stfedisek vytvofit U¢inné
postupy jim umozni ziskat efektivni zplisob organizace a fizeni komplikovanych
sluzeb s vysokou ptidanou hodnotou, ktera pfinese technologicky pokrok a
know-how do regionu, ¢imz zméni obraz Visegradského regionu z nizko
nakladové destinace na ekonomicky rozvinuté podnikatelské spolecenstvi.
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1. STATE OF THE RESEARCH AREA

1.1 Shared Services Model — an “invisible” economic sector
1.1.1 General Characteristics of Shared Service Center model

Promise of 20-35% savings on operational costs coupled with customer
satisfaction improvement are the key drivers to consolidate administrative, HR,
IT, financial and other back-office processes in the Shared Service Centers
(Janssen and Joha, 2008). Intensive process standardization and process
improvement of consolidated processes under the umbrella of continuous
improvement concept (Cl) has become a priority for the Shared Service Centers
(Banoun et al., 2015). The Institute of Management Accounts indicates that
“Organizations including AlliedSignal, Monsanto, Amoco, Baxter International,
Tenneco, Johnson and Johnson, General Electric, IBM, Hewlett Packard,
American Express, BFI, New York Times, Case Corporation, and Lockheed
Martin are turning to SSCs as a viable alternative to outsourcing, reengineering,
organizational restructuring, or other related “solutions” to the staff services
cost/performance challenge” (Institute of Management Accounts, 2000, p. 1).
Regardless of their importance for companies and governmental organizations,
SSCs received scant attention in the research. In terms of academic research,
SSCs remain an “invisible” economic sector with a vast importance for practice.
Even though economic importance of the SSC sector globally grows (for
example, in the Czech Republic, in 2016 SSC industry delivered 1.5% of the
national GDP (Kulhanek et al.,, 2016)), the industry remains largely
understudied.

Shared service centers (SSCs) are organizational arrangements for service
delivery (Knol et al., 2014). Because of the need of every corporate department
for finance and human services, these functions offer a common opportunity for
a SSC model. SSCs consolidate, standardize and optimize non-core activities
that are required by several departments of a given company (e.g. human
resources, information technology (IT) support, accounting, financial reporting
etc.). Tasks that are gathered in SSCs are not critical tasks from a competition
point of view. Hence, process and non-strategic activities are bundled in SSCs.
The ultimate goal of the SSC solution is to increase both efficiency and
effectiveness of the support services activities.

1.1.2 Rationale and challenges associated with implementation of Shared
Service Centers

The ultimate goal of SSC solution is to increase both efficiency and
effectiveness of the support services activities. Cost reduction is often a primary
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benefit and driving force for companies to implement SSCs (Ann, 2000;
Norling, 2001). Shah (1998) argues that SSCs realize economies of scale,
thereby gain efficiencies that are normally reserved to centralized organizations.
SSCs reduce costs by consolidating one or more back-office operations used by
multiple divisions of the same company such as finance, information
technology, customer service, human resources, etc. Upon transfer of processes
from the organizational departments, their execution is carried out in the SSC.
SSCs are also responsible for continuous improvement of the newly acquired
processes.

1.2 Continuous Improvement in SSCs
1.2.1 Application of Continuous Improvement in SSCs

The CI term is not strictly defined, and it is used as an integrating term for
multiple attributes of the well-known quality initiatives (Bhuiyan and Baghel,
2006). CI initiatives such as Lean, Six Sigma, Total Quality Management etc.
have been now pursued by literally every type of organization, despite
inconclusive research findings on their effectiveness. Bessant and Francis (1999)
establish that ClI, can be defined as an organization-wide process of focused and
sustained incremental innovation. Strategic management literature considers CI
as a dynamic capability of the firm that systematically changes its resources to
ensure process improvement and advances firm’s competitive advantage (Anand
et al., 2009; Teece et al., 1997). The potency of CI to drive the performance of
the SSCs makes CI programs an important ingredient of the successful SSCs
(Janssen and Joha, 2008).

Consolidation of processes from the different departments in the SSCs brings
in unwanted differences and complexity in the activities. Redundancy in
processes possess one of the main barriers for efficiency in the SSCs (SSON,
2015). CI provides SSCs with the tools to tackle excessive complexity. SSCs
employ a range of process improvement approaches, including Lean, Six Sigma,
TQM, or their own methodologies to meet the demanding requirements
(Drygala et al., 2015). CI is employed by SSCs to ensure harmonization of the
service operations and it is considered as a best practice for SSCs (Ford and
Webb, 2015).

1.2.2 Benefits of Continuous Improvement

The performance of a firm is a multidimensional phenomenon. The CI
initiatives affect majority of functions of the organization, and, consequently, it
IS reasonable to assess impact of ClI on multiple measures of the firm
performance. Scholarly publications on effect of CI on firm performance cover a
wide range of measures, including financial, quality, operating, and customer-
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focused. The outstanding feature of industrial management literature on
effectiveness of CI is the lack of research consensus on the topic. In part, it
could be credited to the constant development of CI initiatives and spheres of
their applications (Schroeder et al., 2008). The scholars have long studied
Improvement initiatives and received blended findings regarding how ClI affects
firm performance. Since Powell’s (1995) study on performance of TQM that
sparked interest to the topic, numerous publications have tried to answer the
crucial question of how improvement initiatives impact firm performance. More
than two decades later the researchers still did not gather enough evidence to
reach a consensus on this question.

1.3 Practices for effective Continuous Improvement in SSCs
1.3.1 Multidimensional view on Continuous Improvement

The multidimensional view considers Cl as a combination of soft and hard
practices has emerged in an attempt to identify the approaches leading to
effective Cl programs. The soft dimension corresponds to social and behavioral
practices, and the hard dimension to technical practices associated with CI
design, implementation and management (Calvo-Mora et al., 2013; Prajogo and
Brown, 2006). The hard or technical practices are generally focused on
controlling established processes to ensure conformance with the established
requirements (Bortolotti et al., 2015).

Previous studies assessed soft dimension through study of the role of
leadership, quality-oriented culture, training and employee development as well
as employee engagement. Process management is one of the most studied hard
Cl practices, since it ensures the stability of the operations and their ability to
deliver the expected results (Anderson et al., 1995; Saraph et al., 1989). Quality
information is another important practice, since the improvement methodologies
assume data-driven decision making that requires updated and comprehensive
information (Boyer et al., 2012).

1.3.2 Practices for effective CI in the SSCs

There are no consistent findings on the relationship between hard and soft
practices and their role in determining performance of the CI. Skrinjar and
Trkman (2013) suggest a general list of the practices that influence effectiveness
of the process improvement programs: top management support, project
management, communication and end-user training. Academic and industrial
publications further identify training, strategic alignment and project
management as the core practices that condition effectiveness of the
improvement programs (Naslund, 2013). Brun (2011) proposes a list of twelve
practices that includes management involvement and commitment, cultural
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change, communication, organizational infrastructure and culture, education and
training, project management skills, project prioritization and selection. Borman
and Janssen (2012) propose that standardized processes, unified IT systems,
flexibility, committed leadership, and comprehensive training play cardinal role
for the performance of the SSCs. In the case study of the governmental SSC,
Borman (2010) emphasized the need for a high involvement of management and
workforce motivation to ensure buy-in of transformation processes from the
side of employees. Literature reveals a variety of practices conditioning
effectiveness of SSCs and CI programs, which calls for a prioritization of the
efforts aimed at improvement of the CI programs performance, and for
distinguishing of the factors, relevant for the SSCs (Hietschold et al., 2014).

2. THEORETICAL FRAMEWORK

2.1 Research Problem

One of the main challenges in establishing effective SSCs arrangements is
redesigning and standardising processes that are dispersed across different
business units and locations. To achieve declared goals, SSCs implement ClI
regardless of inconclusive findings on the effectiveness of CI. The investigation
of the practices that condition effectiveness of Cl initiatives in services sector is
also an important body of knowledge to drive scientific understanding and
practical implementation of CI initiatives forward. Thus, the proposed thesis is
set to fill in this gap by identifying the effect of CI on the firm performance as
well as assessing impact of organizational practices ClI — firm performance
relationship. In the study, cost reduction and customer satisfaction are selected
as the measures of firm performance due to their prime role as drivers for SSCs
implementation. From the practical point of view, the study aims to identify
strategies that can lead to the achievement of the performance goals through
application of CI.

2.2 Primary Goal of the Dissertation Thesis

The proposed thesis is set to contribute to the debate on the effectiveness of
Continuous Improvement in the SSCs. To resolve the existing research problem,
the primary and partial goals of the research were identified. The primary goal
of the study is to identify strategies for the effective CI program in the SSCs. In
the study, effectiveness of CI program is assessed as the ability of CI to improve
firm performance. Thus, the main goal of the study is to identify strategies
leading to the improvement of the selected firm performance measures through
application of CI.
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2.3 Partial Goals of Dissertation Thesis

In order to resolve the primary objective of the study, the following partial
goals (PRG;) were identified:

PRG;: To study impact of CI on firm performance.

PRG,: To study impact of organizational practices on Cl — firm performance
relationship.

2.4 Research Questions

The proposed study is set out to answer the following questions with regards
to Cl and established research objective in the shared service centers:

RQ1: How does CI affect customer satisfaction?

RQ2: What organizational practices can foster impact of ClI on customer
satisfaction?

RQ3: How does CI affects cost reduction?

RQ4: What organizational practices can foster impact of ClI on cost
reduction?

RQ5: How does CI affect simultaneous improvement of cost reduction and
customer satisfaction?

RQ6: What organizational practices can foster impact of ClI on customer
satisfaction and cost reduction?

2.5 Continuous Improvement Practices and Hypotheses
Development

2.5.1 The priori models of CI, practices and firm performance
relationship.

Cl is as a complicated phenomenon that can be affected by various practices
and mediating variables are included in the models for further study of their
influence on the firm performance (Baron and Kenny, 1986; Habtoor, 2016). In
line with the previous research CI practices are considered within a larger Cl —
firm performance relationship. The three priori models that depict relationships
of the CI practices, customer satisfaction and cost reduction (Figure 2.1, Figure
2.2 and Figure 2.3) were developed to reflect the complexity of interaction
between the variables.
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Figure 2.1. Priori model of CI - Customer Satisfaction Relationship. Source:
Author,

Figure 2.2. Priori model of CI - Cost Reduction relationship. Source: Author

In the proposed study, cost reduction and customer satisfaction are selected as
the major measures of the operational performance according to the classic
literature on Cl (Deming, 1986; Imai, 1986; Liker and Morgan, 2006). The
proposed thesis is built upon the notion of positive impact of CI on firm
performance. The extensive CI literature review permits to identify the
following practices affecting Cl implementation:

o quality culture,

rewards,

management commitment,
training,

goal-setting

project management.
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Goal Setting

Figure 2.3. Priori Model of CI influence on Cost Reduction and
Customer Satisfaction. Source: Author

3. METHODOLOGY

3.1 Overview of the Methodology

The aim of the research is to identify practices and their combination that
impact effectiveness of Cl. The research model has been adapted from the
similar research, aiming to evaluate performance of CI in empirical studies
(Powell 1995; Peng et al. 2008; Taylor et al. 2013 among others). The research
uses a multi-method approach to respond to the research questions and gain a
deep understanding of the research domain. First, literature review was
conducted to identify main practices that can affect ClI — firm performance
relationship. Further, the pilot studies and interviews were conducted on the four
SSCs to validate the proposed theoretical framework and survey instrument.
Upon validating survey instrument, large-scale data collection with the online
survey was conducted. The collected data was analysed with Structural Equation
Modeling to test the research hypotheses and evaluate effect of mediators and
further analysed with fuzzy-set Qualitative Comparative Analysis (fSQCA) to
identify combination of practices leading to the effective CI program in the
SSCs.

3.2 Description of data collection procedure and the research
sample

The data was collected in four Visegrad countries: Czech Republic, Poland,
Slovak Republic and Hungary, that form a Visegrad Four (V4) group. The
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databases from the national investment and development agencies to identify
initial contacts in the SSCs were used, and further snowballing technique was
applied to reach wider research sample. To collect research data, a custom web-
survey was used. The survey contained closed questions with a 1-5 Liker-type
scale. The final response rate accounted for 42%. The sample consists of 304
SSCs that provide a wide spectrum of services: finance, accounting, human
resources, logistics, information technology (including systems support),
customer support and procurement.

4. ANALYSIS

4.1 Identification of Continuous Improvement Impact on
Customer Satisfaction and Cost Reduction through
Structural Equation Models (SEM)

4.1.1 Testing hypotheses on impact of Cl on Customer Satisfaction and
evaluating impact of Mediators through Structural Equation
Modeling

To clarify impact of Cl on customer satisfaction and the variables that
mediate this satisfaction, the research elicited six research hypotheses in line
with CI. In order to determine whether research hypotheses are supported, first,
null hypotheses (Hon, n=1...6) were established and further tested (Table 4.1).
For testing null hypotheses, the significance level of 0.05 was applied.

Table 4.1. Hypotheses Testing for Customer Satisfaction. Source: Author

Number Hypothesis P- T- Decision
Value|Statistics

Hi [The greater the level of Continuous Accepted
improvement in the company, the greater |0.000| 3.224
Customer Satisfaction can be obtained.

H, |Rewards increase impact of Cl on 0.002| 2.985 |Accepted
Customer Satisfaction.
Hs |Quality culture increases impact of Cl on 0000 3.722 Accepted
Customer Satisfaction.

H. [Management commitment increases impact 0.000| 3.554 Accepted
of ClI on Customer Satisfaction
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Hs [Training of employees in the improvement Rejected
techniques increases impact of Cl on 0.058| 2.790
Customer Satisfaction.
He |Goal-setting i_ncrea_ses impact of Cl on 0071 3.684 Rejected
Customer Satisfaction.

o

¥

C1

@rie cH :
@r)@ CI2
@-_le CI3

D1 Q—@.TS
32

Figure 4.1. ClI model with mediators for Customer Satisfaction. Source: Author.

Note: C1- Rewards, C2 — Quality Culture, C3 — Management Commitment, C4 —
Employee Training, C5 — Goal-setting, D1 — Customer Satisfaction.

Further, to investigate the effect that mediators have on Cl — Customer
Satisfaction, the coefficients, describing relationship between selected variables
were analyzed. The SEM procedure was used to elicit coefficients and to picture
the relationship between variables based on the analysis of the collected data.
Figure 4.1 and Table 4.2 present the findings. The results demonstrate that Cl
has a direct positive impact on CS, supported by coefficient of 0.456, further
confirming the research hypothesis H;. Table 4.6 demonstrates that for all
mediators, except goal-setting (Hgs) and employee training (Hs), the coefficients
are higher than the coefficient for base model of ClI — Customer Satisfaction
relationship (0.456). The model allows for a conclusion that rewards, quality-
oriented culture and management commitment to improvement initiative
reinforce the positive relationship between Cl and CS.
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Table 4.2. Fit indices and impact of mediating variables on Customer

satisfaction. Source: Author

Model Path Coefficient| S.E. |Impact on CI+
Customer
satisfaction

Cl->CS 0.456 0.042 Positive

Cl -> Rewards -> CS 0.556 0.016 Positive

Cl -> Quality culture -> CS 0.484 | 0.047 Positive

CI -> Management commitment -> cs| 0632 | 0.021 Positive

Cl -> Employee training -> CS 0.145 | 0.023 Negative

CI -> Goal-setting -> CS -0.121 | 0.089 |  Negative

FIT INDICES

CFI =0.960

Chi2 = 829.215, P>chi2 = 0.066, R2 = 0.980, RMSEA = 0.036, df = 304,

4.1.2 Testing hypotheses on impact of ClI on Cost Reduction and
evaluating impact of Mediators through Structural Equation

Modeling

To clarify impact of Cl on Cost Reduction, six research hypotheses were
elicited to develop a priori model. In order to determine whether research
hypotheses are supported, first, null hypotheses (Hon n=7..12) Were established
and further tested (Table 4.3). For testing null hypotheses, the significance level
of 0.05 was applied. The research hypotheses Hg, Ho, H11 and Hi, are supported
by the results with p-values less than the test statistic of 0.05. To evaluate impact
of selected organizational practices on ClI — Cost Reduction relationship, a

Structural Equation Model (SEM) was developed.
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Table 4.3. Hypotheses testing for Cost Reduction. Source: Author

Number Hypothesis P- T- Outcome
Value |Statistics

H- The greater the level of CI in the|0.422 |2.581 Rejected
company, the higher Cost Reduction can
be achieved.

Hs Rewards increase impact of Cl on Cost|0.000 |2.660 Accepted
Reduction.

Ho Quality culture increases impact of CI{0.001 |3.651 Accepted
on Cost Reduction.

Hio |Management commitment increases|0.212 |2.376 Rejected
impact of ClI on Cost Reduction

Hix  |Training of employees in  the|0.000 [2.471 Accepted
improvement  techniques increases
impact of ClI on Cost Reduction.

Hi, |Goal setting increases impact of Cl on|0.043 |3.550 Accepted
Cost Reduction.

¥

ci

C1

4

4.4

Cl2

38

CI3

4.1

Figure 4.2. Cl model with mediators for Cost Reduction. Source: Author

D2

()
4.1

Note: C1- Rewards, C2 — Quality Culture, C3 — Management Commitment, C4 —

Employee Training, C5 — Goal-setting, D2 — Cost Reduction.
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Table 4.4 and Figure 4.2 summarize the results of SEM. The results
demonstrate that ClI has no direct positive impact on Cost Reduction,
demonstrated by coefficient of 0.079, further rejecting the research hypothesis
H-. The results indicate that CI itself does not improve Cost Reduction without
certain form of influence from mediators. In addition, Hj is also not supported.
Furthermore, the negative coefficient in Table 4.4 indicates the potential adverse
effect of Management Commitment on CI — Cost Reduction relationship. Valid
Statistical figures support the results in Table 4.4. The analysis indicates that
Rewards, Quality Culture, Employee Training and Goal-setting should be
implemented to achieve benefits of Cost Reduction.

Table 4.4. Fit indices and impact of mediating variables on Cost Reduction.
Source: Author.

Model Path Coefficient | S.E. Impact on

Cl - Cost

Reduction
Cl->CR 0.079 0.098 Neutral
Cl -> Rewards -> CR 0.341 0.045 Positive
CI -> Quality culture -> CR 0.239 0.075 Positive
Cl -> Management commitment ->CR | -0.082 0.066 Negative
CI -> Employee training -> CR 0.229 0.052 Positive
Cl -> Goal-setting -> CR 0.112 0.057 Positive
FIT INDICES

Chi2 = 873.070; P>chi2 = 0.053; R? = 0.965; RMSEA = 0.041; df = 304;
CFI1 =0.930

4.2 Identification of Strategies for Effective CI programs based
on Fuzzy-Set Qualitative Comparative Analysis (fSQCA)

4.2.1 Testing hypotheses on impact of Cl and organizational practices
on the Overall Firm Performance

Prior to fSQCA, testing of null hypotheses was conducted in the same manner
as in the previous sections. However, in this case, the dependent variable
constituted multiplication of Cost Reduction and Customer Satisfaction and

19



denoted as the Overall Firm Performance. Table 4.5 confirms the ability of
Continuous Improvement to increase Overall Firm Performance, expressed as a
multiple of Cost Reduction and Customer Satisfaction. Furthermore, His, His
and Hsg are also supported.

Table 4.5. Hypotheses testing for Overall Firm Performance. Source: Author.

Number Hypothesis P- T- Outcome
Value |Statistics

Hiz  |[The higher the level of ClI in the|0.000 |2.731 Accepted
company, the higher Overall Firm
Performance can be achieved.

His |[Rewards increase impact of CI on|0.000 |3.420 Accepted
Overall Firm Performance.

His |Quality culture increases impact of C1/0.000 |2.134 Accepted
on Overall Firm Performance.

His |[Management commitment increases|0.000 |3.356 Accepted
impact of CI on Overall Firm
Performance.

Hiz |Training of employees in the|0.324 |3.267 Rejected
improvement  techniques  increases
impact of CI on Overall Firm
Performance.

His |Goal setting increases impact of Cl on|0.062 |2.440 Rejected
Overall Firm Performance.

Note: Overall Firm Performance = Cost Reduction * Customer Satisfaction

4.2.2 The fsQCA solution

To identify fSQCA solutions, Boolean minimization of truth table with the use
of enhanced Quine-McCluskey function was conducted (Dusa, 2010).
Consistency (incl = 0.868) demonstrates the extent, to which a certain solution
leads to the desired Overall Firm Performance. Following Schneider and
Wagemann (2010) the consistency threshold is established at the level of 0.7
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The analysis further confirms high consistency (>0.7) of the solution (Table
4.6).

Table 4.6. Combination of practices leading to the high performance of ClI
program. Source: Author

Practice Causal combinations
1 2 3 4 5

c1*C3*c4 | C1*C2*c3 | C1*C3*C5 | c2*C3*c5 | C2*¢c3*C5
Rewards ° ® ® () 0
Quiality Culture %] [ %] ° [
Management Commitment o ° o ° °
Employee Training ° (4] (4] (4] %)
Goal-setting %] 0] ® ° [
Consistency* 0.748 | 0.734 0.792 0.748 | 0.720
Raw coverage** 0.196 | 0.225 0.287 0.217] 0.237
Unique coverage*** 0.058 | 0.040 0.098 0.075| 0.058

Solution coverage**: 0.715

Solution consistency*: 0.868

*Consistency — the extent, to which a certain solution Legend Core practice

leads to the desired outcome. ®
**Raw coverage — indicates share of the outcome Supporting
explained by a certain alternative combination. * practice

***Unique Coverage — indicates share of the
outcome exclusively explained by a certain O Not required
alternative path.

Note: C1- Rewards, C2 — Quality Culture, C3 — Management Commitment, C4 —
Employee Training, C5 — Goal-serting, “+” — prime implicant for configuration.

The solution demonstrates that there are 5 alternative combinations of
practices that lead to the effective Cl program. Raw coverage indicates which
share of the outcome is explained by a certain alternative combination, and
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unique coverage indicates which share of the outcome is exclusively explained
by a certain alternative combination (Ragin, 2008; Schneider and Wagemann,
2012). From the Table 4.6 it can be derived that the combination with the high
importance of Rewards (C1), Management Commitment (C3) and Goal-setting
(C5) has the highest unique coverage, and, accordingly, exclusively explains the
highest share of the outcome. However, the overall solution demonstrates that
there are different ways to achieve the desired effect.

The varying role of different practices in the identified combinations could
partly explain difference in the results received in previous studies on the
effectiveness of organizational practices for Cl. As analysis in this study
demonstrates, there are different combinations that condition effectiveness of CI
to a different extent. The study further demonstrates and identifies multiple
combinations that can be implemented within organizations depending on their
resources and capabilities.

5. RESULTS

5.1 General discussion of the research results

Previous research demonstrates that the effect of Cl on the firm effectiveness
varies significantly depending on the performance measures used in the studies.
The mixed findings on the effect of Cl on the firm performance, coupled with
the growing evidence of failure of the CI initiatives, create the research field
with the vast practical value. The research findings respond to the industrial
management research need to study CI-firm performance relationship in the
complex SSC environment.

The study first develops three models with the same set of mediators but
varying dependent variables (namely, Cost Reduction, Customer Satisfaction
and their multiplication — Overall Firm Performance) to ensure comparability of
the results. The mediators selected for the study include Rewards, Quality
Culture, Management Commitment, Employee Training, Goal-setting. One of
the peculiarities of the included mediators lies in the mediator training. In the
proposed study the impact of the employee training in improvement methods on
the CI-firm performance relationship is assessed, while previous studies mainly
studied impact of the general, job-related training (Pont et al., 2009; Zeng et al.,
2013). The proposed models incorporate multiple mediators to reflect
complexity of the organizational environment, and to identify practices that can
further promote impact of CI on customer satisfaction and cost reduction (Shah
and Goldstein, 2006). The results of the study are discussed in the following
order: first, the results of SEM analysis are scrutinized, followed by discussion
of fsQCA solution. Further, the results from SEM and fsQCA are amalgamated
to develop practical recommendations for SSCs.
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Based on the analysis of 304 survey responses with Structural Equation
Modeling, it can be concluded that Continuous Improvement without the
infrastructure of supporting practices is not able to reduce costs, however
positive impact of Cl on customer satisfaction was established. This is a
surprising finding, taking into account multiple previous studies suggesting
otherwise (Paagman et al., 2015; Piercy and Rich, 2009; Rust et al., 2002). Cost
reduction is considered as one of the main motives for introduction of CI
initiatives in the SSCs and the research findings demonstrate that CI itself is not
able to deliver cost reduction. Thus, it can be concluded, that CI implementation
without development of the supporting organizational practices does not lead to
the Cost Reduction. However, Cost Reduction may be achieved, when in
addition to CI, a set of organizational practices is implemented. The study
demonstrates that Cl — Cost Reduction relationship can be facilitated through
implementation of the following organizational practices: Rewards of
Employees, Quality Culture, Employee Training and Goal-setting. The selected
mediators provide a mix of soft and hard practices, thus, further suggesting the
need to balance soft and hard dimensions of organizational practices to achieve
Cost Reduction.

The SEM analysis further suggests that CI has a positive direct influence on
customer satisfaction, thus confirming previous similar studies (Habtoor, 2016;
Jayanth and Xu, 2016; Sila, 2007). The analysis confirms that the following
factors impact Cl-customer satisfaction relationship positively: Rewards,
Quality Culture, and Management Commitment. Goal-setting and Employee
training were found to not have a significant positive impact on customer
satisfaction, even though numerous previous research suggested otherwise.
Interestingly, rewards as well as management commitment are found to have the
strongest impact on customer satisfaction. Further studies should investigate
whether only these two factors are able to sustain Cl initiative or the complete
set of practices is essential, as suggested by Pont et al. (2009) and Shah et al.
(2008). Management commitment is found to be the most important practice to
improve customer satisfaction, which confirms previously established notion of
major role of management commitment in the effectiveness of Cl (Liker and
Morgan, 2006; Néslund, 2013).

The fsQCA analysis provides 5 alternative combinations of practices that lead
to the achievement of both cost reduction and customer satisfaction. The first
combination is based on the low level of implementation of the practices
Rewards and Employee training combined with high level of Management
Commitment. The second combination emphasizes implementation of Rewards
and Quality culture at the high levels and Management commitment at the low
level. The third combination includes high implementation of Rewards,
Management Commitment, and Goal-setting. The fourth combination is based
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on the low Quality Culture, Management Commitment and Goal-setting. The
fifth combination involves high Quality Culture, low Management Commitment
and high Goal-setting. The identified combinations provide SSCs with the
alternatives depending on the availability of certain resources, thus, improving
their agility to respond to the changing internal environment.

5.2 Practical Recommendations for effective CI programs in
the SSCs

SSCs embarking on CI could also note that in many cases Cl needs to be
supplemented by varying set of organizational practices to achieve improvement
In a certain performance measure. The data showed that ClI, not supported by a
set of practices, is only able to improve customer satisfaction. However, cost
reduction requires a set of practices. As the study demonstrates, organizational
practices may have positive impact for achievement of one goal, but an adverse
effect for another measure. The finding of the study can serve as guidelines for
SSCs with regards to implementation of organizational practices and resources
allocation. To provide managers and practitioners dealing with CI on the daily
basis with a scheme of organizational practices implementation, Table 5.1 was
developed. The research acknowledges that the SSCs may have varying needs
and possibilities; thus, the study identifies different combinations of practices to
satisfy varying needs of the SSCs.

Table 5.1 provides a simplified summary of the role of different
organizational practices for effectiveness of Cl for ease of interpretation and
practical implementation. The guide in Table 5.1 provides a handy tool for
selecting the most appropriate strategy for Cl implementation as well as
resource allocation for SSCs.
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Table 5.1. Guide to selecting CI strategy depending on the goal. Source: Author

Goal # Requires Organizational Practices
organizational ) .
pgractices to Rewards | Quality Management Employee Training in|Goal-
achieve goal? Culture Commitment CIl methodology setting
Improve Customer |1 No k N .
Satisfaction X X
Improve Cost|1 Yes k k k *
Reduction X
Improve Customer |1 Yes* * ) * K * %)
Satisfaction  and
Cost Reduction 2 * % * % * % 0
3 * * Q * % ) * %
4 % * * J *
5 0] * % * () *
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Legend

X Q %

high impact
medium impact
not required
negative impact

Notes: *Implementation of organizational practices allows to
achieve better results from CI in improvement of cost reduction and
customer satisfaction simultaneously as compared to the CI without
practices. Otherwise, the impact of Cl is low as compared to effect
on Customer Satisfaction.
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6. BENEFITS OF THE STUDY

The research results yield several valuable contributions to the industrial
management, operations management, strategic management and human
resource management literature. The research seeks to provide companies with
information to help them increase chances of successful CI program
implementation.

The study provides companies with the several alternative strategies that can
be used to achieve high performing CI in SSCs. Furthermore, the companies are
provided with the guidelines on selecting the appropriate strategy to improve
certain performance measure (namely, to improve cost reduction, customer
satisfaction or both). The different strategies provide SSCs with more agility in
terms of decision-making and resource allocation in the domain of CI.

The research results can be used to develop study materials that can be further
used to prepare students for a career in the SSCs. Consequently, the present
study aims to increase awareness and knowledge about SSCs and Cl among
students that represent the main hiring pool for the SSCs.

7. LIMITATIONS OF THE STUDY

Despite effort to minimize potential flaws in the study, there are certain
limitations that can be explored in the future research. First, present study
focuses on the service industry to provide more insights on the application of CI
in non-manufacturing environment. While it is considered as an advantage of the
study, more research could be done to explore differences in the practices
between industries and firms. Second, the present study uses customer
satisfaction and cost reduction as the major performance measures. The results
of the research could be further explored in the studies, to include financial,
quality and innovation measures of the firm performance. Third, mediators in
the study are operationalized through the single survey items, following Fuchs
and Diamantopoulos (2009). Future research should include a broader set of
items to reflect different aspect of the selected variables. Fourth, the data was
collected through the survey. Therefore, collected answers may contain certain
bias. The study provides findings based on the data collected through the survey
in a single point of time. Taking into account the evolutionary theory of CI
proposed by Bessant et al. (2001), longitudinal study could complement and
expand the research results by providing insights on the dynamics of the CI-firm
performance relationship, proposed in the research, over time.
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8. CONCLUSIONS

Shared Service Centers is a growing industry that transforms how companies
and organizations operate globally. SSCs are internal service providers that
bring together, improve and standardize back-office functions. The promise of
cost reduction coupled with opportunity to deliver higher customer satisfaction
rates, drives growth of the industry. However, regardless of the great importance
of SSC for companies and practices, the industry remains “invisible” in terms of
research. To respond to the need of the SSCs for effective Cl programs, the
study identifies strategies for effective Cl programs. To achieve the research
objective, the proposed study first evaluates impact of CI on the firm
performance measures, further explores impact of multiple organizational
practices on Cl — firm performance relationship, and, based on the conducted
analysis, identifies strategies leading to achievement of different performance
goals. The study identifies varying strategies for effective Cl depending on the
ultimate goal of the SSC — to reduce costs, improve customer satisfaction or
both. Such an approach ensures higher agility of SSCs in decision-making for ClI
initiatives. The research provides SSCs with the guidelines for resource
allocation that ensures delivery of the required performance measures. Previous
research failed to identify a “silver bullet” of practices that ensure effectiveness
of CI. The present study demonstrates that different performance goals require
implementation of varying sets of practices. The research demonstrates that,
indeed, there is no one right way to achieve effective CI that delivers the
promised performance improvement, however, implementation of both soft and
hard dimensions of organizational practices is necessary.

9. VERIFICATION OF THE DISSERTATION GOALS

The main objective of the study was to identify the strategies leading to the
effective CI program. To resolve main research objective, two partial goals for
the study were established: 1) to identify impact of CI on the firm performance
and 2) to identify organizational practices that are able to foster Cl — firm
performance relationship. In line with the research objectives, six research
questions were elicited. The research thesis resolved all the established research
objectives.
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