
  


  INTANGIBLE CAPITAL


  www.intangiblecapital.org


  ISSN:1697-9818


  (Vol. 6 No. 2)


  
    

  


  
    How quality affects the bottom line?: A literature review


    
      

    


    
      
        Joaquín Texeira-Quirós[1], José A. Almaça[2], Maria do Rosário Fernandes-Justino[1]
      


      
        [1]University of Extremadura (Spain), [2]University Autonoma of Lisbon (Portugal)
      


      
        jtexeira@unex.es, jalmaca@universidade-autonoma.pt, mariarjustino@gmail.com
      


      
        

      

    


    Received March, 2009


    Accepted September, 2010


    TEXEIRA-QUIRÓS, J.; ALAMAÇA, J.A.; FERNANDES-JUSTINO, M.R. (2010). How quality affects the bottom line?: A literature review. Intangible Capital, 6(2):142-161. doi:10.3926/ic.2010.v6n2.p258-271


    
      
        Abstract:
      


      
        

      


      
        Improving quality is one of the tools that companies have to improve or maintain their market position. However, despite the large number of papers published, a clear conclusion of the impact of ISO9000 standards on business results has yet to be reached, given there are many conflicting opinions. Thus, the aim of this paper is to review the literature on some of the many published research papers, seeking some way to analyse the existing relationship between the implementation of systems of quality management, ISO9000 certification, quality costs, results, and their effect on company performance.
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        1. Introduction
      


      
        

      


      
        The Total Quality philosophy has been evolving since its appearance in the early 20th, century as companies feel the need to increase their level of competitiveness within the market in order to secure their continuity. This has been driven by increasingly global markets which in turn bring greater competences into the entrepreneurial environment and an increasing number of customers demanding higher quality products.
      


      
        

      


      
        In today’s global market, where dealings with international customers and suppliers are the norm, it is not enough for companies simply to launch products or services of high quality on the market. They must ensure that these meet standards and requirements that assure clients of their reliability. This sophisticated demand has led to our reflection on the importance of implementing a management system that is entirely quality oriented, i.e. a total quality management system. Customers are now much better informed and are increasingly demanding. They confirm whether a product of a particular brand is certified so as to ensure its quality.
      


      
        

      


      
        Due to its growing widespread acceptance, ISO9000 is becoming an important factor in international trade, almost an imperative for companies that export to the European Union (EU) where buyers often explicitly request ISO9000 certification (Erel & Ghosh, 1997).
      


      
        

      


      
        Currently, the ISO9000 certification is the primary unit of measurement and proof of quality internationally, and in this sense to implement a quality system presents itself as an excellent support of the same and ISO9000 certification as its flag (Escanciano, 2002).
      


      
        

      


      
        Therefore, in 1987 the International Organization for Standardization (ISO) based in Geneva published a harmonized set of standards ensuring quality, known as ISO9000, and a large number of companies around the world have introduced the basics of quality management. Accordingly, and in line with the ISO Survey 2008, the total number of ISO 9001 certificates issued worldwide was 982 832 in 176 countries, representing an increase of 31 346 certificates, 3% more than the previous year. China currently has the largest number of certified companies. Curiously, American companies do not seem to be as interested in obtaining ISO certifications as European competitors do; Italy, Spain, Japan, Germany and even England and India have more certifications than the USA. Nevertheless, it should be noted that the USA, together with Japan, was a pioneer in the application of total quality management and it focuses more on this system than on the ISO standards created in Europe due to its history in terms of quality management (Sun, 1999).
      


      
        

      


      
        In recent years, alongside the growing interest expressed by many firms in the ISO9000 family of standards, there has been an explosion of published works on various issues associated with ISO9000 registration (Ebrahimpour et al., 1997).
      

    


    
      

    


    
      
        2. Total Quality Management (TQM) and ISO9000
      


      
        

      


      
        The rapid expansion of ISO9000 certification as well as total quality management, reflects a strong interest in academic literature. However, though the total quality management and ISO9000 do not oppose their basic principles, these two areas have been confused (Martínez-Costa & Martínez-Lorente, 2004).
      


      
        

      


      
        It is common to find some confusion in the literature between the implementation of ISO9000 and TQM as they have some points in common. However, the ISO9000 is a testament to others that the company follows general standardization procedures, while TQM is intended to be a management system that improves quality internally (Martinez-Costa & Martínez-Lorente, 2004). One of the benefits attributable to the standard is that it constitutes a good first step towards a TQM system; creating consciousness about quality amongst workers and a good climate for its implementation (Sun, 2000; Escanciano et al., 2001).
      


      
        

      


      
        There are several published works about the motivations of companies to be certified under the ISO9000 standard. According to Tsiotras and Gotzamani (1996), there are essentially four main reasons that explain why companies implement a total quality management and cost system: improving the company’s image and reputation abroad, meeting foreign demand and market pressures, facilitating and simplifying procedures and contracts between the company and its customers, and ultimately increasing productivity and the company's internal control and existing systems of quality management that the company may have implemented.
      


      
        

      


      
        There is a plethora of research articles describing implementation of ISO9000 quality systems and examining success stories (Heras et al., 2002). In this sense, there have been a number of studies conducted on the motivational factors of certification, its costs and benefits, and its effects on business performance (Askey & Dale, 1994; Vloeberghs & Bellens, 1996; Terziovki & Samson, 1997; Ittner & Larcker, 1997; Youngdahl & Kellogg, 1997; Samson & Terziovski, 1999; Sun, 1999; Casadesús & Giménez, 2000; Lima et al., 2000; Yamada, 2001; Fuentes, 2002; Martínez-Lorente & Martínez-Costa, 2004; Bhuiyan & Alam, 2004; Corbett et al., 2005; Sansalvador & Rubio, 2005; Molina et al., 2007; Benner & Veloso, 2008; Feng et al., 2008, Texeira & Justino, 2009; Martínez-Costa et al., 2009; Boiral & Amara, 2009). Some authors show a positive relationship and some benefits (Ittner & Larcker, 1997; Samson & Terziovski, 1999; Casadesús & Giménez, 2000; Heras et al., 2002; Martínez-Costa & Martínez-Lorente, 2004; Naveh & Marcus, 2005; Texeira e tal., 2009). Others have a less optimistic view of the benefits (Terziovski & Samson, 1997; Sun, 1999; Corbett et al., 2005; Feng et al., 2008).
      


      
        

      


      
        3. Synthesis of published studies
      


      
        

      


      
        In 1997, Terziovski and Samson published one of the more rigorous studies analysing this subject, whose objective was to test the relationship between ISO 9000 certification and organizational performance in the presence and absence of a total quality management (TQM) environment. The analysis was performed on a sample of 962 industrial companies in Australia and 379 from New Zealand and found that the ISO9000 certification does not have a significantly positive organizational performance on its own. The authors say that the main motivation for companies to have a quality certification is the ability of certification to open doors to new customers that would be difficult to achieve without the quality certification. In this sense, Youngdahl and Kellogg (1997), examined the relationship between customer service, quality assurance, satisfaction and effort -- all this in the perspective of the costs of quality-- and found that the classification of costs to quality customer service and their relationship with both satisfaction and effort, provides important capabilities to the design and implementation of services. Thus, the cost of quality concept predicts that as quality increases the total cost of quality decreases (Hendricks & Singhal, 2001). The internal and managerial motivation to adopt ISO9000 often has a positive effect on the likelihood of a certified organization to achieve a better-performing effectiveness configuration (Boiral & Amara, 2009).
      


      
        

      


      
        Terziovski and Samson (1997) found that although ISO9000 had little or no impact on company performance, it can contribute to organizational performance if a climate of change is created. However, leadership, management of people, and customer focus were the strongest significant predictors of performance (Samson & Terziovski, 1999). Similarly, Sun (1999) found that TQM practices such as quality leadership, human resource development, and quality information contributed to an increase in customer satisfaction and business performance.
      


      
        

      


      
        The time and cost of implementing TQM can vary across firms, the extent of potential gain from implementing TQM can be impacted by a firm’s technology, and the synergies in implementing TQM can be dependent on the number of different markets in which a firm operates (Hendricks and Singhal, 2001). For this reason Ittner and Larcker (1997) analysed the consequences of the use and performance of strategic control strategies using data collected in a survey carried out by an international consulting firm and management (1991), covering the car industry and information technology in Canada, Germany, Japan and the USA. The results of this study indicate that the organizations with greater emphasis on quality tend to use more strategic control of quality related to these practices, highlighting the Japanese manufacturers. They noted that the strategic control practices are negatively associated with performance in line with claims that the systems of formal strategic control can actually harm performance in some circumstances. This conclusion is consistent with Samson and Terziovski (1999), argue that strategic planning and management process have no effect on operating performance.
      


      
        

      


      
        In the automotive industry, several major manufacturers have imposed on their suppliers industries specific quality standards that incorporate ISO9000 requirements. Thus, the QS-9000 standard was developed and has been adopted by Ford, Chrysler, and General Motors, the AVSQ 94 standard by Fiat, the VDA 6 by Audi, BMW, Mercedes, and Volkswagen, and the EAQF 94 standard by Renault, Citroen, and Peugeot (Romano, 2000).
      


      
        

      


      
        Benner and Veloso (2008) studied the automotive companies in the U.S., where they first explored how the expected performance benefits from the processes of management practices, such as ISO9000, can dilute while most companies in a given sector adopt them. Secondly, they explored the firm-specific conditions under which these practices might lead to sustainable performance advantages. The authors propose a possible explanation for the difference for those who adopt the standard before and those who adopt the rule later. The advantages on the financial performance of the pioneers tend to disappear as the late adopters implement similar improvement practices. The fact that this study has been carried out in the automotive industry, a sector which is constantly changing and that technology changes rapidly, has had an influence in this finding. If an organizational practice is firm-specific, valuable, and difficult to imitate, it may lead to a sustainable competitive advantage (Peteraf, 1993).
      


      
        

      


      
        It takes time for a company to reap the benefits from an ISO9000 quality management system and it is most unlikely to cause a swift reversal in a company’s commercial or financial results (Heras et al., 2002). According to Casadesús and Gimenéz (2000), the ISO9000 certification process represents an evolution in how a company and quality system should be managed and it is the key to the success of business management. Consistent implementation of a quality management system contributes significantly to a better financial performance (Corbett et al., 2005). The way by which a company implements the standard and introduces the changes and distinguishes itself from the others in operating performance, that is, the better the company uses the standard daily acts as a catalyst for greater operational performance in the implementation of ISO9000 (Naveh & Marcus, 2005).
      


      
        

      


      
        The impact of total quality management (TQM) on the performance of 108 companies that began TQM implementation between 1981 and 1991 was measured by comparing each firms’ performance to a control benchmark designed to capture what the performance would have been without TQM. The results indicate that performance, measured by both accounting variables and stock returns, is improved for the firms adopting TQM, and the improvement is consistently stronger for firms with more advanced TQM systems (Easton & Jarrel, 1998). Also, Molina et al. (2007), analyses the relationship between quality management and knowledge transfers, on a sample of 197 Spanish firms. The results confirm the importance of the different quality management practices on internal and external knowledge transfers. By the same token, Romano (2000) found that the impact of certification is clearest in the areas of quality (both internal and external quality and their related costs). 
      


      
        

      


      
        Casadesús and Giménez (2000) carried out an empirical study in 288 companies in the Autonomous Community of Catalonia, certified by ISO9000, determining the internal and external benefits obtained after certification. They conclude that 65% of the companies acquired internal and external benefits, while 15% had more modest benefits. For the authors, there is no doubt that the process of certification according to ISO9000, provides an evolution in how to manage a company, the organization, communication and quality system, in general are the key to success in business management. It takes a cultural change, which affects the whole organization, where continuous improvement has become a basic tool to advance business competitiveness. In line with this idea are Terziovski and Samson (1997), by claiming that ISO9000 can increase organizational performance and that the ISO itself created a climate of change.
      


      
        

      


      
        In 1999, Sun published a study whose main objective was to make a comparative study of international practices in quality management in Norway, USA, China, India and Mexico. This study was based on research done as follows: the first version of the questionnaire is designed according to the U.S. Baldrige Quality Award Model by Toledo University with the purpose of frequency and comparability, all the original questions were retained and added a few issues according to the European Quality Model (EFQM, 1996) and Norwegian characteristics. The final version covers the following criteria: quality leadership, human resource development, quality strategies, information resources, process and product, people satisfaction, participation of labour union, customer satisfaction, social and environmental impact, and the results. It was found that in Norwegian companies, implementation (or certification) of the ISO9000 standards is significantly correlated with the results, especially in the reduction of bad products and customer complaints, business performance such as profitability and productivity, and the market position and competitiveness. However, the ISO9000 certificate has little influence on market position and competitiveness, and no influence on employee satisfaction and environmental protection. The standard may contribute directly to the results and may also indirectly contribute to the results by improving other TQM enablers. It seems that, in the future, the ISO9000 standards may be part of the TQM programme. This study also found that the number of years of practising quality management is significantly related in both the implementation TQM enablers and the results achieved from TQM and ISO9000 certification. Samson and Terziovski (1999) also analysed the possibility of the existence of a significant positive relationship between TQM elements and performance, in order to determine the relationship between TQM practices, individually and collectively, and company performance. The authors concluded that three elements of TQM, namely, leadership, customer focus and the focus on human resources had a significant positive effect. Moreover, as per Heras et al. (2002), good quality control is related to competitive advantage.
      


      
        

      


      
        Heras et al. (2002) developed a comparative study of accredited and non-accredited 400 companies by ISO9000. The results show an association between the ISO9000 certification and a superior financial performance. The implementation of any type of tool, system or program-related quality, tends to be amortized over time. Achieving the benefits of a quality management system, ISO9000 certification is a process that takes time and is more likely to cause a rapid reversal in the business or financial results of the company. However, despite the fact that many companies have been certified for a short period, the study found statistically that there is a significant improvement in financial performance for certified firms in four of the five years studied. Thus, the research provides support for the discovery of Lloyd's Register of Quality Assurance Ltd (1996) and Häversjö (2000), in that certification of quality is linked with improved financial performance. Also Martínez-Lorente and Martínez-Costa (2004) examined whether there is a positive relationship measured independently between TQM implementation and business results and ISO9000 certification with the same, and when used in conjunction, ISO9000 certification and TQM, is there a positive relationship with business results. A total of 442 companies were analysed and data obtained show that TQM is positively related to operating results, whereas, the ISO9000 is not significantly related to the results. Together, the implementation of TQM and ISO9000 certification has a significant effect on results. However, when companies implement TQM and ISO9000 certification their average scores are higher. Also, per Corbett et al. (2005), not all companies will reap the benefits of ISO9000 certification; only companies that have implemented the standard more accurately obtain benefits. In general, the evidence collected from a study in the USA, supports the view that a careful design and an implementation that is consistent and well documented by a system of quality management contributes significantly to higher financial performance.
      


      
        

      


      
        Feng, Terziovski and Samson (2008) tried to resolve the contradiction between some researchers who argue that the ISO9000 certification prevents the development of innovation through the analysis of the impact of ISO 9000 certification in innovational performance conducted at a large number of Australian organizations. They concluded the ISO 9000 certification has had a significant negative effect on performance in product innovation, and a significant positive effect on performance and dimensions related to the innovation process. The results are consistent with previous studies. The implication for managers is that they need to exercise care in selecting the appropriate procedures for certification.
      


      
        

      


      
        In 2009, Martínez-Lorente et al. compared the implementation of ISO9000/1994 and ISO9001/2000 as representatives of two efforts to implement practices of quality management. They evaluated the impact on business performance for a sample of 713 Spanish industrial companies and also analysed whether the 2000 version of ISO is more similar to the implementation of TQM. They concluded that the companies certified with ISO 9001/2000 have noticeably better performance than companies certified by ISO9000/1994 or uncertified firms. However, the authors found that the ISO 9001/2000 certified companies apply a much higher level of TQM than the firms certified by ISO9000/1994, but they have a less clear position on increased performance.
      


      
        

      


      
        4. Conclusions
      


      
        

      


      
        The aim of this work was to do a literature review on some of the many published studies, which seek to analyse the relationship between the implementation of systems of quality management, ISO9000 certification, quality costs, results and business performance.
      


      
        

      


      
        The ISO9000 family of standards are benchmarks for the implementation of systems of quality management, which represent an international consensus on good management practices with the aim of ensuring the supply of products that meet customer requirements and focus on continuous improvement. They are also a basis for the design, implementation, evaluation, specification and certification of quality systems, introducing a common language internationally. It is also now an essential requirement for a company to stay on the market. Thus, this study concluded that:
      


      
        

      


      
        
          	One of the benefits attributed to ISO9000, is that constitutes a good first step in the direction of a TQM system, thus creating a climate of change in the way of running the company.



          	The version of ISO in the year 2000 introduced some key aspects of quality in the previous version (1994), such as continuous improvement and customer orientation, which are two aspects of great importance, and without them the companies implemented a quality management at a superficial level.



          	The ISO9000 and TQM have points in common, yet one of the most important reasons for obtaining ISO9000 certification are the external reasons, i.e, companies tend to do so by pressure from customers and suppliers, or for marketing reasons.



          	Companies often are too anxious to get certified and tend to neglect what should be the main reason to obtain the certification, that is, a better system of quality management.



          	The time and cost to implement TQM can vary between companies, and the size of the potential gain from TQM implementation can be affected by the company's technology. As well, the synergies in the implementation of TQM may depend on the various markets in which firms operate. Any type of tool, system or program-related quality tends to be amortized over time.



          	The ISO9000 certification process represents an evolution in how a company and quality system needs to be monitored and may be the key to successful business management. The consistent implementation of a system of quality management contributes significantly to a better financial performance. The way the company implements the standard is what distinguishes a business from others in performance. The better the company uses the standard in their daily operational practices, the greater the performance.



          	The ISO9000 standards assume an evolution in how to manage a company, organization, communication and quality system, which in general are the key to success in business management, where the aim of continuous improvement becomes a basic tool to advance the competitiveness of business.



          	The standard can contribute directly or indirectly in the results, by improving the TQM enablers. However, the results of certification depend on the type of motivation and why companies decide to certify.
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Figure 1. Components of Customer Equity (Richards, Jones, 2008).
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Table 1: Existing approaches to measurement critiqued on the seven dimensions (Seggie et
al., 2007)
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Table 1: Existing approaches to measurement critiqued on the seven dimensions (Seggie et
al., 2007)
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Equation L. LTV (Stahl et al., 2003)

Expected Revenue

= Expected Cost

Discount rate, WACC

time

lifetime to consider

Subscripts

b = Base Potential Term

= Growth Potential Term

n = Networking Potential Term

Leaning Potential Term
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Figure 2. Linking CRM and LTV with shareholder value (Ryals & Knox, 2007)





