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ABSTRACT

Total Quality Management (TQM) is increasingly lambasted by management gurus and
the business media for a lackluster impact on the bottom line. The question of whether the adoption
of TQM improves financial performance has been discussed for several years.However, most
research has examined large organizations, and it has been recognized that TQM studies on small
and medium enterprises (SMEs) is limited (Parkin and Parkin 1996; Walley 2000). This paper
presents a study of the impact of TQM components on small and medium enterprises’ financial
performancein Jordan while also providing a review of global TQM research.
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INTRODUCTION: Since the 1980’s, when the Total Quality Management (TQM) concept was first
defined, (Deming, 1986, Crosby, 1979, Juran, 1986), practitioners and researchers tried to give more
definitions to defend this business philosophy, the first organic ground based system that emphasizes
a systems approach to quality. TQM is a set of techniques, principles, processes, and best practices
that over time have been proven effective (Rao et al., 1996).

TQM utilizes techniques that improve as well as get better product quality and processes and thereby
help a firm improve competitive performance (Grant et al., 1994). Proponents of TQM argue that the
philosophy can be applied to any organization (Powell 1995).

The effectiveness of TQM as a system for organizational improvement has been widely reviewed in
the literature. TQM is an important management tool, which can offer business with stability, growth,
and prosperity (Issac et al., 2004). In order to achieve the requirement of quality, firms have to put
the effort on the implementation of TQM. Therefore, firms will introduce quality management
practice to integrate internal information communications with TQM philosophy effectively. In
addition, the application of TQM mechanisms is also important to develop the relationship between
organizations and their suppliers. Moreover, the application of TQM can also increase the satisfaction
of the customer by providing preeminent products or services.

Evidence concerning the impact of TQM on business performance is based on a wide range of
indicators that differ across studies and are in some cases are contradictory, especially regarding
financial performance, which is measured in terms of ROA (return on assets), or ROI (return on
investment).

There are many studies have investigated the link between TQM and organization performance,
however, that studies have concentrate on large organizations, and that could give a light on
recognizing that TQM studies on small and medium enterprises (SMESs) is limited (Parkin and Parkin
1996; Walley 2000). Therefore, this study focuses on the impact of TQM components on SMEs
financial performance in Jordan.

LITERATURE REVIEW:

Christos B. Fotopoulus&EvangelosL. Psomas(2009) and Kumar, Dixit Garg and T.K Grag (2009)
studied the impact of TQM practices on quality management consequences and explained the
relationship between TQM components including leadership, strategic quality planning, employee
management and involvement, supplier management, customer focus, process management, and other
continuous improvements, and their effect on quality management in the form profits, sales, and
position.

Some research has found a positive effect of TQM (Easton and Jarrell, 1998; Hendricks and Singhal,
2001a,b); whereas other research reports a negative incidence of TQM on all of the measures
(Chapman et al. 1997). Other research has found a neutral result (Adam, 1994; Powell, 1995; York
and Miree, 2004). Hence, that indicates the inconsistent results of those studies, However, that could
lead to a methodological problem and conceptual approaches used by researchers which may have
led to conflicting results but, in response. Moreno Luzon (1993) examined the effectiveness of TQM
in a survey of 44 small manufacturing companies in Valencia, Spain. Effectiveness was measured on
the basis of managers’ satisfaction with the achievement of specific objectives and their estimation
of the change in several performance variables over a one year period believed to be a consequence
of the quality program. Overall, the managers indicated a high level of achievement of their TQM
objectives, and some managers perceived that their TQM programs had resulted in highly positive
effects. In particular, the most frequently cited effects were the development of a quality culture (with
77% of firms experiencing this effect) and improved training (72.7%). Increased profits and increased
sales were less frequently cited, with 63.6% and 50% of firms experiencing these effects, respectively.

Walley (2000) provided insights to the effect of TQM in SMEs in the UK farming sector. Respondents
were asked to rate the impact of TQM on a range of criteria. Based on the responses of 25 farmers
who had implemented TQM (15.2% of the sample), Walley (2000) concluded that although some
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farmers had indicated that TQM had resulted in slight decreases in criteria such as ‘cost efficiency’
and “profitability”, on average TQM appeared to have a small positive effect on overall performance.

Criteria where TQM had a major impact were “quality awareness” and “employee morale”.

Rahman (2001) studied the relationship between TQM practices and three business outcomes in
SMEs in Western Australia. He developed a questionnaire which asked respondents to rate
themselves on the degree to which they practiced 36 TQM mechanisms. The questions pertained to
the similar six quality criteria that have been examined in Anderson and Sohal’s (1999) study.
Business outcomes were defined in terms of revenue, profit, and the number of customers. A self
rating scale was used to measure business outcomes. The questionnaire was sent to 250 SMEs, and

2 13

49 usable responses were received. Rahman (2001) documented that “leadership”, “processes,

products and services”, “people”, and “customer focus” were significantly correlated with revenue,
profit, and the number of customers.

EsinSadikoglw ,CemalZehir (2010) and Alessandro Brun (2010) investigated the relationship
between TQM practices with innovation and employee performance. The theoretical model
developed for the study explains how different TQM practices i.e. leadership, training, employee
management, information and analysis, supplier management, process management, customer focus,
and continuous improvements effects on employee performance which leads to innovation
performance and this in later stages effects the firm overall performance. Some researchers have
found a positive effect of TQM (Easton and Jarrell, 1998; Hendricks and Singhal, 2001a,b); whereas
other researchers found a negative incidence of TQM on all of the measures (Chapman et al. 1997).
Other researchers also have found a neutral result (Adam, 1994; Powell, 1995; York and Miree, 2004).
Hence, that indicates the inconsistent results of those studies, However, that could lead to a
methodological problem and conceptual approaches used by researchers which may have led to
conflicting results but, in response.

INDEPENDENT VARIABLES:
TQM measurement:

The TQM program components used in the study include the following:

1. Commitment to Quality: It is important in implementing a TQM program to getthe commitment
to the program of top management and the company’s keystakeholders.

2. Employee Involvement: The qualitymanagement efforts of the organizationshould be fully
supported by the members of the organization, especially the rank and file employees and middle
management. Top management should be involved in planning, designing, implementing and
monitoring the program.

3. Customer Focus: The ultimate objective of TQM is to satisfy and delight the customers. It is
important, therefore, to implement strategies to determine customer needs and requirements, to
monitor their level of customer satisfaction, and to respond to their concerns.

4. Fact-based Management: Employees need to be educated on the use of quantitative and statistical
techniques to monitor and improve the quality of products and processes.

5. Process Monitoring and Control: The effectiveness of the firm’s process strategies and quality
management program should be regularly monitored to ensure that targeted quality performance
outcomes are met.

6. Incentive and Recognition System: Since quality management programs will promote teamwork
and process-based approaches, appropriate incentives and recognition systems need to be
designed to continuously motivate employees to support the program.

7. Continuous Improvement: The quest for quality should be continuing. Employees need to be
encouraged to adopt productivity improvement programs.
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TABLE 1 SHOWS THE ITEMS OF TQM STRATEGIES ASSOCIATED WITH THESE SEVEN TQM FACTORS:
TABLE 1 VALIDATED TQM PROGRAM COMPONENTS:

FACTOR ITEMS
1. Primary consideration of quality in product design

2. Getting feedback from technical experts
Commitment to 3. Inclusion of customer feedback
Quality 4, Multi-functional review of product / service design
5. Ensuring benchmarking activities result to
improvement

1 Organization of regular meetings

2 Encouragement of employees
Employee 3. Clarity and formality in goals
Involvement 4, Top management involvement in planning &
implementing quality management programs

5 Presence of multi-functional teams
6. Presence of quality circles
1

. Program to implement customer service
2. Top management involvement in planning quality
Customer Focus 3. Integration of training lessons to work processes
4. Inclusion of customer feedback
5. Techniques to determine customer satisfaction
6. Provision of financial support by top management
1. Utilization of quantitative techniques in process
2. Utilization of quantitative techniques in

Fact-based production design
Management 3. Training on problem-solving techniques

4, Training on quality control
1. Adoption of repair and preventive maintenance
2. Employee compliance to regulations

Process 3. Periodic quality audits
Monitoring and 4. Review of departmental targets
Control 5. Quality as primary consideration in supplier
Selection
1. Application for ISO 9000 certification
Incentive and 2. Company application for recognition
Recognition 3. Incentives to employees
System 4. Involvement in quality management association

1. System on item segregation
2. Signboards and labels

Continuous 3. Records management system
Improvement 4. Cleanliness
Orientation 5. Programs on waste elimination
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Source: Talavera, G. V. (2004), “TQM Constructs Development and Validation: The Philippine Experience,” GadjaMada
International Journal of Business, 6(3), pp. 355 - 381.

DEPENDANT VARIABLE:
Financial performance measurement:

FACTOR ITEMS

Return on
Financial investment

performance Earnings growth
Sales growth
Market share
Return on assets
Cash flow

The review of the literature on the status of TQM components and organizations’ performance return
has been analyzed in order to see the TQM components and its effect on organizations’ performance.
The analyses are carried out by applying several factors which provide a sufficient understanding of
the context within which the issue studied and analyzed. The discussion provides an important
framework for this study in term of the variables that are going to be used in term of measuring TQM.
Therefore, the variables that will be used to measure market sentiment are undertaken by Talavera,
G. V. (2004).

Figure 1 illustrates the conceptual framework of this study.
FIGURE 1: CONCEPTUAL FRAMEWORK

| Commitment to Quality
| Customer Focus

e —— -

| Fact-based Management [Financial pcrformanccl
| Process Monitoring and Control

| Incentive and Recognition System

Continuous Improvement Orientation

CONCLUSION:

Total Quality Management (TQM) is an approach that seeks to improve quality and performance
which will meet or exceed customer expectations. This can be achieved by integrating all quality-
related functions and processes throughout the company. TQM utilizes techniques that improve as
well as get better product quality and processes and thereby help a firm improve competitive
performance. The quality management systems force company departments to work as a team.
Different areas of the company become reliant upon one another to produce a quality product that
meets and exceeds the customers' expectations. A quality system incorporates measures that affect
sales, finance, operations, customer service and marketing. This study focuses on the impact of TQM
components on SMEs financial performance in Jordan. An extension of this study for future research
can be developed in term of finding other factors of measuring TQM. Interested parties can develop
model of TQM’s impact on publicly traded firms. Rather than focusing on small and medium
enterprises
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