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Abstract

This research deals with the inpact of the quality process on the
econom ¢ and financial performance of the organizations dealing in a
gl obal busi ness.

The literature review has been achieved concerning the follow ng
points revealed by nmany and controversial authors: - organizations
being the nmother of all the events of quality and their design
evol ution context enabling (or not) certification; - the process of

the quality to be inplenented usually inplying the SO norns and their
conceptual and practical application in the operating process of the
organi zation and the inherent state of art; - finally, the aimof this
review pertains to the connection between the quality process in an
organization and its performance - econonmic and financial. Sone
international literature review findings fromthe global world will be
considered. From these main ideas,a npbdel of analysis was built, from
whi ch, some interesting questions will be raised which will belong to
a questionnaire to be addressed to a nix of certified Portuguese
organi zations in order to know if they feel that the quality process
had an inpact on their performance; to validate these ideas their
accounts will be studied in terns of ratios that wll enable sone
benchmar ki ng between the precedent years and the forthcom ng years of
the certification. A ROQ indicator — Return on Quality, constructed
under Deming, Malcolm and EFQM inspiration, will be considered as a
final result of this study and it will be a measure on Quality. Wen
enlarged to the global conpeting market this mght allow sone
interesting findings for the gl obal business.

Keywords: gl obal business, organization, quality process, performance,
ROQ - return on quality, global business

JEL dassification: A01l, A21

I nt roducti on

Throughout the |ast decades the globalization phenonenon has invol ved
a great part of the organizations through their businesses. The big
international conpanies nove all around the world searching for nore
conpetitive resources and settle in countries that offer nore
advantages. All this international novenent, all these international
transactions are in the scope of WIO (Wrld Trade Organization) ruled
by international agreements. One of themis TBT - Technical Barriers
to Trade — and considers the need for quality anongst all partners in
the transaction in order to build a plain and direct common | anguage.

The need for certification is an essential assunption of survival for
any business conpeting in the global narket either from the
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manuf acturing or the services point of view Exanples of these are the
followi ng brands: MDonald' s, Zara,Carrefour, NOKIA ADIDAS in the
outdoors global narket and in the indoors one, Sonae, Jer6nino Martins
as to services; as nmanufacturing organi zations one may quote Q nonda
or Lear or Mcrosoft in the outdoors global market and Unicer
(Portuguese beer producer) or Barbosa & Al neida (Portuguese glass
producer) in the indoors.

Portuguese organizations are conscious of quality as sonething
necessary to stand in the market which nowadays has been expanding
thus beconming gl obal. So a significant growmth of certified
organi zations (see Table 1) has occurred.

Table 1: National/ international overview — certified organizations
| SO 9001

Vorl d 670 399 776 608 15,8 897 866 15,6
Eur ope 326 895 379 937 16, 2 415 169 9,2
Por t ugal 4 733 5 820 22,9 5 851 0,5

Source: 1SO Survey — 2006
In 2006 there was a change of performance in the European narket
lowering its gromh rate to 9,2 % conpared to the 16,2% registered in
2005. Consequently Portuguese rate fell deeply to 0,5% conpared to the
previous 23% One can see that these nunbers reflect the state of art
of the European econony denouncing sone weaknesses in 2006.
Nevert hel ess when readi ng these nunmbers one can ask:
-What are the nmin characteristics of the organizations pursuing a
qual ity managenent ?
-What costs and benefits energe fromquality managenent?
-What about the effects, in the mediumterm of quality managenent on
the conpetitiveness of the organization?

The general aimof this research is to study the inpact of the quality
process - a common benchmark in the global business - on the econonic
and financial performance of the organizations. Thus the literature
review will consider the following matters - organization, quality
process and the relation between themv.i.z. the quality process and
the performance under an econom ¢ and financial perspective.

Literature Revi ew

In order to locate the referred subjects, it is inportant to study the
way the structure of the organizations nmay, or not, enable the
inmplenentation of a quality nanagement system Thus, the thene
organi zation will be the first to be considered. Once therein, after

speaki ng about the nother structure that will receive the quality
system and the scope of the quality process inplenmented according to
the SO norms - quality process, the connection between the quality

process set up in an organization and its economc and financial
performance will be considered and entitled quality and perfornmance.

Or gani zati on

The way the structure of any type of organization is shaped wll be
viewed in a dual perspective considering - on one hand the fundanental
items of each author and, on the other hand, the assunptions of these
basis (Table 2):
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Tabl e 2: Organizational structure

Source: own

It can not be said that there is a specific way of structuring an
organi zation that defines its success. It is a nultiple mx of
elenents that may explain it. The organization is considered as
sonething responsible and adaptative and the way it is structured
depends at last on the nmarket. For a long tine this topic has been
considered an inportant element of analysis. Sel znick  (1957)
consi dered an organi zation as sonething ruled by a formal system of
goals and procedures; this way the tasks and enmpowernment would be
officially approved by the managenent, apart fromthe structure of the
organi zation. For Selznick or for Perrow (1973), the way the
organi zations obtain a hierarchical shape depends on factors like the
market, the conpetitiveness, the law, the work force and the avail able
technol ogi es. According to Mntzberg (1979) any organization is formed
by five essential elenents: operational, strategic, hierarchy, techno
structure and the support staff and its activity depends on their
interaction. Wiile for Mntzberg, the definition of the activity seens
important to define the appropriate structure, for Selznick, the
structure will emerge from social reasons. Consequently, the decision
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making process installed in the organization wll have peculiar
characteristics that should be able to accept the change and help to
define a new strategy. One can remenber Quinn (1980) when he
considered strategy as a learning process with an unpredictable scope
having to do with the unknown tonorrow. This construction of the
deci sion process is considered by nmany authors as an accrual to the
organi zati on managenent. Yet it can not be considered as confusion or
a kind of brainstormng - nuddling as Linblom (1959) would call it.
But something seens to be real: the market force. Benson et al (1991)
considered the market as a nmain reason for designing the context of
the organizations. In this approach Kanter (1994) says that the
organi zations mnmust be lean and mean in order to adapt themselves to
its dynamics. Their structure must be adaptative and able to nould
itself to the changes notivated by the conpetitiveness of the market.

Consequently the decision maki ng process installed in the
organi zations w |l have peculiar characteristics that should be able
to accept the change and help to define a new strategy. It is well
known that the strategic decisions wll contribute to reach the

organi zation goals because they are a very inportant kind of glue that
unites the structure of the whole hierarchy in an organization guiding
it towards success (Farhangmehr, 1997).This way, through an effective
decision process, the organization Mssion shall be achi eved.
Presently when we talk about globalization we nmean quality of
transaction, we nean quality of managenment (G avin,1984) we nean
quality of the global business. According to Germain and Spears
(1998), the quality of managenent involves not only the structure of
each organization but also the market — both internal and external-
where it is placed.

The way the organization shapes its hierarchical context may enable
its success but the quality process associated to a certification my
be of a great help.

The Quality Process

As previously nmentioned, globalization is something that inplies
quality as an assunption of transaction. Quality is essential in the
world of business in order to be conpetitive — from the hairdressers
to the teaching institutions, including all the nanufacturing
entities. Al these business players need a quality certificate to
operate in the nmarket. To get this quality allowance one nust becone
famliarized with sone key words such as: standardization process -
either of the manufacture area or of the services sector, audits,
corrective actions, failure <cause and effect nodel. Al l t hese
procedures, alive in an organization, nust enable sone neanness and
| eanness of the process thus naking their managenent nore efficient
and effective. Such is the quality process. In order to obtain some
force, and let us say it in other words - sonme power - its basis is
anchored in an international pattern entitled 1SO (International
Organi zation for Standardization). 1SO dates back to 1945-46 - after
the second Wrld War and was created by the WO (Wrld Trade
Organization) and it reflected the need of sinplification felt by the
world comrerce where global transactions are nowadays so nuch
referred.

Presently this approach for quality has w dened its scope to the
managenent of organizations and has the definite goal of continuous
i mprovenment. Quality process has been considered for a long time by
nom nee gurus such as — Demng, Juran, Ishikawa, Crosby, Taguchi - and
nmore recent authors such as Fei genbaum Inmai, Gavin anong others. All
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for success stands on

have sone differences

Tabl e 3: Approach and rules of the quality process

Aut hor

Dem ng
(1991)

Jur an
(1989)

Fei genbaum
(1991)

Cr oshy
(1998)
Harmer

Chanpy
(1993)

and

Taguchi *
(1999)

| shi kawa
(1990)

I mai (1986)

Tai i chi **
(1990)

Gavin
(1984)

* this author

Appr oach

Peopl e’ s i nvol venrent and
the culture of the
organi zati on make quality

Quality is achieved
t hrough communi cati on

Qual ity depends on the
client and the narket

Quality is “nill defects”

BPR — busi ness process
re- engi neering

A very technica
perspective of quality:
quality control may show
off line situations or a
| oss of operationa
capacity

Cause — effect relation

Kai zen — conti nuous

i mpr ovenent

Leanness of the process

Or gani zati on engagenent

is nmentioned by Ferguson and Dal e

** this author is mentioned by Wrmack et al

Al l
and

these itenms are responsible for
the above nentioned
quality nanagenent
consi dered or
certification wll

ideas are
system -

the services one.

Rul es

14 principles for quality

i ncl udi ng | eader shi p,

phi | osophy i nprovenent and
const ant personnel training

Three words for quality:
pl anni ng, controlling e
i mpr ovenent

Eval uation of quality: costs
of prevention and costs of
failure

It is cheaper to do wel
first time

The organi zati ons nust be
ready to face the change
through the dynamics of their
process

Qual ity has three stages:
syst em desi gn, eval uati on of
its assunptions and their
vari ation

t he

Fi shbone di agram connects the
main failures of the process

and their effects in order to
make the right decision

One day after the other,
improving every day - a
cultural revolution from the

top of the organization

Kanban System and Just-in-
Ti e as met hodol ogi es to nake
the operative process nore
efficient

Quality emerges fromthe
interaction of: performance,
trust, conformty, tineg,
esthetics and clients’
expect ati ons

Source: own

the success of a quality process
rel evant
whet her
Any quality process
be achieved according to a standard form -

an effective

sector is
| ooking for
whi ch

itenms for

the manufacture
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can be filled out in any part of the world - named | SO 9001. The main
chapters of this standard are designed in order to grasp the entire
organi zation. In a sinple schene, all the procedures will include:

Input O Qut put O

5 Managenent conmi t ment
Vi sion, M ssion, Strategy

8 Human 8
Measurenent, anal ysis | 6  Resources Measur enent, anal ysi s
and i nprovenent and i nprovenent

Mat eri al

7  Product/ Service

Input 1 (output 0) Qutput 1

Once the quality nanagenent system is installed, the item nunber 8-
measurenment, analysis and inprovenent, is the chapter responsible for

all the overcoming of the failures and necessary corrections or
i mprovenment opportunities acconpanied by the respective action. These
shall be acconplished in order to guarantee the quality process

mai nt enance. This process is permanently audited as to:

top nmanagenent — management engagenent
resources — human and material s necessary for the output
product/service — the final output of the organization

After auditing the process, this cycle will be closed once again in
the beginning of item 8 - neasurenent, analysis and inprovement this
time including all the suggestions and corrections of the process.
This is the continuous dynam cs of the quality process - the output of
a process is the input of the next one (output of monent 0 is the
i nput of nonment 1).

The Quality and the Performance

Al around the world — in this global conpeting business - nmany
aut hors have considered this matter of quality and it is curious to
note that sonetinmes they agree but other tines they have conpletely
different ideas. The present research ains to identify the kind of
organi zations looking for certification in the global nmarket and its
relation to the economic and financial outcones. As it can be seen
through the following description the literature review includes at
|l east the follow ng partners of the world:

USA | EUROPE | AUSTRALI A | ASI A

In America Lau and Anderson (1996) considered a three perspective
approach as to the organization: the «cultural and philosophic
di nensi on, the strategic and the performance view. They have concl uded
that the good performance of the organization would be attained only
if some indicators of performance were designed and followed on a
continuous process wth feedback.

One may easily see that this process of quality, if seriously
undert aken, helps the organization define clear objectives that nay
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help to achieve a successful strategy and obtain a continuous
i mprovenment that at last will result in sone accrued benefits.

Wsner e Eakins (1993) decided do study the financial perfornmance of
the winners of the “Mlcolm Baldridge” American award and canme to
findings that were a little different from Lau and Anderson. They say
that the winners of this prize have good financial results not only
due to the certification but also because they have a good product or
service, the organization has some size and the market share is
rel evant. They argue, as well, that quality programes are a nean of
conpetitiveness that may enabl e financial success.

In Europe and in order to neasure the effects of the quality
managenent, Neergaard (1997) asked Dani sh conpanies how they managed
quality and concluded that nost of them were very famliar with these
matters despite not having witten procedures. The author stressed
that the business planning should to be conpared and checked wth
quality planning and mentioned the interest the organizations should
have in identifying the business goals with those of quality.

At this point of analysis, one should remenber the cultural reasons
already nmentioned by Lagrosen (2003) and Hofstede (2001):in the
countries which in terms of «culture, are |less secure, business
planning - starting with the quality departnent - would take power
fromthe other areas and this innovation would bring sone trouble to
t he organizati on nanagenent.

Lakhal , Pasin and Linmam (2005) studied the inpact of the managenent
practices on the quality managenent and on the performance of the
organi zation. They built an analysis nodel based upon the namin
literature ideas — nanagenent practice, main structures and basic
resources, quality of the product, oper ati onal and financial
performance. Their interesting findings were the following: a main
reason explaining the good performance of the organization is top
managenent engagenent and commitment — through good managenent
practices; another reason stands in the relation between the practices
of the installed capacity and the motivation for the good financial
per f or mance.

Quality gurus like Crosby (1979) Juran (1989) and Deming (1982)
considered quality essential for the production boom of the time (in
the fourties) and acknowl edged that there was a direct relation
between quality and the product. As to the services sector, Chapan et
al. (2002) considered nore than 20 studies with a connection between
quality and performance and concluded that this was a true assunption
for the consumer because in services there is a nuch closer connection
to the supplier. Rust et al. (1994) confirmed the ideas of Chapan as
to the services and associated themto the financial benefits.

Caruana and Pitt (1995) have considered a sanple of 131 service
organi zations and concluded that quality has a positive effect on
performance but they argue as well that it is something that the
mar ket comnpul ses the organi zations to do.

In Australia and adversely to these arguments Terziovski et al.
(1997), after a research carried out upon 1000 Australian
organi zations, concluded that there is no direct connection between
quality and the financial perfornmance of the organization and that the
certifications of quality they get is just for the market. This author
agrees with Gore (1994) who says that the organizations |ook for
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certification just for the market. In England and at a first glance,
in contrast wth all these authors defending the certification,
Bat chel or (1992) carried out a research upon 600 organizations in the
UK but concluded that only 15% of them had sonme advantages from
certification. Furthernore he said that these benefits were internal,
thus not having any influence on the narket share of the organization.

In an anecdotal and drastic way, Seddon (1997) says that 1SO has a
negative effect on organi zations.

Yet, the general common sense of management knows that a good quality
control is a conpetitive advantage; an effective quality managenent
system helps build a clearer operational process and reinforces the

deci sion meking process. These matters will lead to a better |abour
performance and to reduced costs therefore enabling better performance
indicators. These will reveal better results (Heras, Casadesus, Dick,

2002). According to these authors the nain ideas are as follows (Table
4).

Tabl e 4: The anal ysis of certification advantages

1 SO Quality Quality Busi ness Profitability
certification Managenent i mpr ovenent per f or mance
Syst em

9000 Serie Quality I nt er nal Reduced costs The cost of
managenent quality enabl e better Sales falls
system di m ni shes conpetitiveness | and Profits
stresses the scrap and and sal es gr ow
consi st ency profits opportunities
of quality | abour force

Source: Heras et al (2002)

A significant nunber of authors dealing with quality say that
certification is intended and achieved just for narket reasons. Core
(1994) says that this option is nmininalist once it has to be achieved
with the lowest cost and the highest enthusiasm On the other hand,
there are sone authors (Jhones et al., 1997) who consider that
certification is, on its own, a previous performance indicator. Yet
these organi zati ons show a stronger top nanagenent engagement what may
enabl e better results than the others.

The interest considered by the International entities as to this
matter should be enphasised. 1SO - International Organization for
St andardi zation, has issued, in September 2006, the |1SO 10014 -
addressed to the top managenent of the organizations considering the
econom ¢ and financial benefits (in addition to |SO 9004 - continuous
i mprovenent).

1SO 10014 is a detailed procedure for certified organizations and it
identifies the steps to follow in order to get econom c and financial
benefits. It deals mainly with the top nmmnagenent engagenent and
utilizes the Deming cycle Plan Do Check Act to make the connection
between the different department decisions. In sum its process may be
drawn as foll ows:
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1 SO 10014
 E—

In flow the results of the evaluation|

The managenent through PDCA* will |lead to

[Qut flow econonic and financial indicators]

q

*PDCA — Pl an, Do, Check, Act (Dem ng, 1982) Sour ce: own

This 1SO s main assunptions are:

Definition of managenent principles of each clause

CGoal to be reached in each clause

Dem ng cycle — PDCA (plan, do check, act) — associated to each item

(clause)it is explained howto reach the objectives.
It was nentioned the international standard quality rules - |1SO 9001 -
hel ps install and protect the quality process. Besides it is well
known that, the quality management system has perfornmance indicators

associated to

1 SO 9001

i mpl enent ati on;

the new rule

consi dered a connection between quality and performance.

I SO 10014 has

Table 5 shows sone literature review on this subject through the
consi deration of the follow ng points of analysis ():
the subject and its objective
t he approach consi dered
t he et hodol ogy and concl usi on
Tabl e 5: Performance and Measurenent
Bench- Bal anced EFQM ABC
mar ki ng scorecard Eur opean Model Activity Based
(BSO) for Quality Costing
Managenent

Aut hor s Karl of and Kapl an and 14 European Johnson and
Gst bl om Norton (1996) Countries in the Kapl an (1987)
(1994) ; Dal e 80’ s
(1999)

Assunpti ons Cont i nuous Strategic Conceptual framework | Accounting
process of obj ecti ves conposed by two techni que used
conpari son defined through notivating factors to identify the
anong t he per f or mance and consequent activities
best i ndi cators: utilization within t hrough cost
according to financi al, the organi zation to drivers. The
good client, process reach “excel |l ence” techni que ABC —
practices — and growt h activity based
ef ficient costing needs
and the ABM -
effective activity based

managenent

Application Envi ronnent : In the Sel f - eval uati on of Honogeneous
internal, organi zati on t he organi zation; activities with
functional benchmar ki ng; a cl ear out put
and excel | ence awards;
conpetitive strategic

formul ation
Benefits Evi dence of Measur e of Posi tioning of the More accurate
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weaknesses performance as a | organi zation in the identification
in order to neasur e of market; initiatives of the costs of
over conme managenent for better quality activities
them — are stressed enabling a
conti nuous better and
i mpr ovenent easi er
profitability
i ndi cat or

Source: own

The goals associated to these techniques have a different scope.
Benchmar ki ng principles are applicable to any organi zation, once it is
believed that everybody is interested in doing nore and in a better
way (Karlof e Ostblom 1994).

Kapl an’s (1992) suggestions sunmarized in the Bal anced Scorecard (BSC)
will fit, as well, perfectly into this quality managenent scope. Its
assunptions are based both on the strategies design conceived to
fulfil shareholders’ and clients’ expectations and their connection to
the business process. The excellence of the organization perfornmance
will be the outconme of this process (Kaplan e Norton, 1996). Any
organi zati on thinking about the inplenmentation of a quality managenent
systemw | | consider these inprovenment factors.

On the other side of the world, in Asia, Chinese authors Wng et al.
(2006) considered that there should be a good connection between the
accounting nmeasures and the quality goals. In other words, one could
say that if the organizations adopt BSC principles and if the
accounting neasures are ascertained with the quality process, the
goal s of the organization will be easily reached.

This fact has to do with specific personnel training as to quality
matters what should be a prior worry for the top managenent of the
organi zations (Dillard e Tinker, 1996). The inplenmentation of BSC will
depend on the available efficient and effective human resources as
well as any neasure of performance. The ABC (Activity Based Costing)
costing technique, based on the cost of the activities through the
identification of the cost drivers (Johnson e Kaplan, 1987), nay be a
precious help in the definition of the quality process and activities.
Together all these factors can help the organization in search of
success.

Recent studies fromall over the world confirm these ideas: in Turkey
(Tut uncou, KucuKust a, 2007) a study is done considering the
rel ationship between organizational commitnent and EFQM business
excel  ence. The authors concl ude: | eader shi p, part ner shi ps and
resources, policy and strategy, people devel opnent and invol venrent are
the determ nants of the organization commitnent; in China, Wi and Hung
(2007) studied a causal model for linking performance neasures that
achieve the strategic objectives of the organization and considered
the measurenment criteria toward each performance perspective of a
bal ance scorecard in cause-related marketing; in Spain a research
(Sanguesa, Mat eo, | | zar be, 2007)done in order to know the choose of
Qual ity Managenent System for Hospitals concluded that |SO 9001 is the
nmost representative tool followed by EFQM and by the Joint Conm ssion.
To end up this journey around the world as to quality and change
nmovenent associated we nmust go to Greece where Dervisiotis (2007)says
that in this global conmpeting business the only way for an
organi zation to survive and succeed as a social “species”is to becone
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adaptive to energing conditions — a new inperative for the 21%
century.
The European Mddel for Quality Management wll translate the

inmplenentation of the Quality Managenent System (under |SO 9001 or
14001) into results for the organization (its success) and the
society; besides, the Ml colm Baldrige Award, in America, and the
Dem ng Prize, in Japan, are sone good products from quality bel ongi ng
to the gl obal business.

An indicator such as ROQ - Return on Quality will be considered as a
conbi nation of different benchmarks and nmay help define the accrued
value of the quality process in the organization. The new 1|SO
10014: 2006 will also allow sone inmportant clues on this natter.

Met hodol ogy

This research ains to make the -connection between the quality
certification process and the financial benefits of any organization
placed in the global market. The enpirical analysis nmay (or may not)
confirmthese trends referred to in the literature review. The way to
do it and the contents of the nmeans designed to reach the above
mentioned objectives are described in the chapter methodol ogy which
will include not only the definition of the nodel of analysis but also
the paraneters used for the devel opment of the case study.

Mbdel of anal ysis

Most relevant literature quotations were used to build sonme analysis
assunpti ons.

From the chapter organization it was clear that the quality process
seens to contribute, in sonme way, to a better hierarchical shaping of
the organizations. This means that fundanmental managenment tasks |ike
pl anning, directing, organizing and controlling need a strong
|l eadership in order to aggregate all the decisions to allow coping
with the strategies that will enable the M ssion of the organization.
From the chapter quality process many ideas were retrieved from the
authors that considered the scope and benefits of the certification of
the organi zations in the gl obal business.

At last the literature review considers the connection between quality
certification and the financial performance.

In this global world we want to identify those who look for quality -
what they do and how they do - and connect it to their financial
per f or mance.

Bui | di ng the assunptions of analysis
Yin (1994) suggests that in order to follow the ideas of the

literature review, if there is an organization that conprehends it,
one should carry out a case study. |In summary:
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Approach / Cases Singl e Ml tiple

Hol i sm Type 1 Type 3
(sinmple unit of analysis)

Speci fic Type 2 Type 4
(multiple units of anal ysis)

Source: Yin (1994)

Type 1 considers the whole analysis conprehending all the approaches
of a single case. Type 2 contenplates a specific theme under multiple
units of analysis only applied to one case. Type 3 refers to an
exhaustive analysis of a theme under a sinple unit of analysis
inserted in a study of mnmultiple cases achieved the same way
(assunptions). Type 4 acknow edges the study of a specific thene
according to nultiple units of analysis and included within the
context of multiple cases.

The study case nmethod depends on the aim of the research — deductive,
inductive, generalist or specific. Miltiple cases are used when an
i nductive and generalist approach is intended, while sinple cases are
used when an inductive approach and a specific explanation is needed
(Yin: 1994).

Case study

The means of analysis capable of granting adequate information to the
bef ore mentioned assunptions, according to the scope of the proposed
research is the inquiry (Yin, 1994). Fromthis inquiry one should get
the relevant data for the study.

Quivy (1995) suggests that such an analysis should be able to give an
answer to the questions: what? who? how?

Fol l owi ng these ideas, the inquiry (see appendix 1), to be addressed

to certified organizations, wll consider tw parts - one non
financial and the other financial.
The non financial part will follow the structure of norm |ISO 9001

including in its scope the nost relevant authors dealt in the
literature review

Qual ity Management System (nr 4 of 1SO 9001) — its definition within
the organization (nore or less centralised, adhocratic or
prof essi onal )and the decision naki ng process associated (|eadership
and core conpetence)

| - _top mmnagenent involverent (nr 5 of [1SO 9001) - crucial steps<« Mop@onoinpévo: KouKKISeg
undertaken by the managenent in order to inplenent quality kal apiéunon

| - _resources (nr 6 of SO 9001) available for quality — how are they
consi dered in the operational managenent

| -__product or service (nr 7 of 1SO 9001)— and the client’s satisfaction

measurenent, analysis and inprovenent(nr 8 of 1SO 9001)— and the
continuous i nprovenent

The financial part of the questionnaire will consider some financial
indicators like sales growh, ROA and RO along the years considered
before and after the quality certification.
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The indicator Return on Quality - ROQ will make the connection between
the non financial and financial neasures being the result of their
addition and neaning the “economc value added” by the process of
qual ity undertaken by the organization.

Ei t her under Demi ng or Mal col m Bal drige or EFQM scope of analysis, one
shoul d consider both the enablers and the results as coupled factors
bel onging to the Quality Process. EFQM nbdel considers a distribution
percentage of 50% for each - enablers and results - which seems a
quite reasonabl e share, once results are a consequence of the neasures
and deci sions undertaken throughout the various ways of governance and
the better these are the better the results.

Based on EFQM global assunption, this indicator wll be built
according to the non-financial measures representing 50% and to the
financial neasures representing the remant 50% thus totalling -
100%

ROQ = 50% NF + 50% F (as seen in table 6)
O5 O5
ROQ =50 % g nf ,x, +5 % f,y,
i=1 i=1
Where: xi are financial variables and yj non financial variables

nfi are non financial % weight and fj are financial % weight
correspondi ng each ¥ sumup to 100%

Table 6: Return on Quality (ROQ- neasured by Non-Financial and
Fi nanci al factors

Non financial — NF Fi nancial — F
% 50% | % 50%
nf 1l Qual ity Management System fl Sal es (growt h)
nf 2 Top managenent i nvol venment f2 Net profits / Sal es
nf 3 Resour ces f3 Net Profits / equity ROE
nf 4 Pr oduct / Servi ce f4 Net Profit/Assets RCA
nf 5 Mesur enent &l npr ovenent f5 Equity /Total Assets

Source: own

To build this ROQ indicator, an inquiry (questionnaire) will be sent
to the organizations belonging to the sanple fornmed by certified
Por t uguese organi zati ons by 2007.

In this questionnaire considering the relative (% inportance (see
table 7) of the matters under analysis as to the non financial

measures (nfl..nf5), each itemwll be rated (% according to a nodel,
constructed from the Denming/Malcolm Baldrige Prizes; as to the
financial measures (f1l..f5), this percentage will be equal for all - v.i.z.

20% for each issue thus, not influencing the final values got (Walsh, 2006).
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Table 7: Relative inportance (% of the non financial and the
financial indicators - (ROQ

50% 50%

From Model D/ M Non-financial - NF Fi nanci al
(12, 5% Nf 1/ NF (20, 0% f1/F
(12.5% Nf 2/ NF (20, 0% f2/F
(20, 0% Nf 3/ NF (20, 0% f3/F
(22,5% Nf 4/ NF (20, 0% fal F
(32,5% Nf 5/ NF (20, 0% f5/F
100, 0% 100, 0%

Source: own

The quest will be designed according to a Lickert Scale considering a
qualitative and a quantitative approach.

Qualitative approach — non-financial measures

The approaches related to the Non-Financial items (nfl..nf5) consider
the key factors revealed by the literature (which will be organized in
a table by themes and author) as to managenent issues. These will be
formulated in order to allow an answer according to a scale of
rel evance. Each great issue, nfl for instance, nay include several
other issues that are relevant and are therein included in cascade.

1 not | 2 little | 3 enough \ 4 much | 5 verymuch

The final value wll correspond to the average value obtained, from
one to five of the Lickert scale. For each group of questions for
instance within the issue quality — nfl, we may include 5 questions
which the organi zation narked respectively as: 2, 3, 4, 4 and 5; so,
the final outcome for the itemquality is 3,6.

The final outcome for the Non-Financial issues will be the average of
all the values got fromthe cross rated five itens.

Quantitative approach — financial measures

As to the Financial information, we shall be asking the organizations
for a range of 5 to 6 years of financial data — two years prior to and
three after certification. A Lickert scale will be used as well, but
separately for each type of activity and for each indicator; each one
will have a proper scale with mninmm and maxi mrum values defining a
class — from 1 to 5. These pattern values will be collected from an
official docunent nanmed “Boletim Estatistico” issued by the Bank of
Portugal . This Central Bank issues sectorial indicators for conpanies
in Portugal within the specific types of activity.

The Lickert scale constructed for each indicator will depend on a
sectorial normal distribution elaborated according to the mathemati cal
concept of the Central Limt Theorem

Some exanples of what this research wants to achieve are (the nunbers
that follow are just an academ c exercise, not an evidence of the
reality):
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sales growth
[1 [0-0,01] [2[0,01-0,03[ [3[0,03-0,05 [4[0,05- 0,075 [5[0,075- 0,15 |

return/sal es
[1 [0-0,015] [2[0,015-0,03[ [3 [0,03-0,05[ | 4[0,05 0,075 [5[0, 075 0,10[ |

return/equity

[1 [0-0,03[ [210,03-0,05] [3[0,05-0,075[ |[4[0,075- 0,10[ [5 [0, 10- 0, 15[ |
return/total assets

[1 [0-0,03[ [210,03-0,05] [3[0,05-0,075[ | 4[0,075- 0,10 [5[0,10- 0, 15[ |
equity/total assets

[1 T0-0,10[ [210,10-0,15] [3[0,15-0,175[ | 4[0,175- 0,25 |5 [0, 25 0, 40[ |
Depending on the value assuned by each indicator, the organization
will fall within the class defined. Let’'s assune that we are only
considering sales growh and that we want to see if the conpany
performance trend has been successful or not: we will be conparing the

benchmark Lickert scale defined for the specific sector of activity to
the real data registered in the accounts of the conpany, both before
certification and after and let’s assune that it was 1,5% before
certification and 4,5% afterwards (as can be seen in table 8)

Table 8: Calculation of the Financial neasure (before and after
certification)

I ndi cat or Benchmark of the Real data Benchmar k of the Real data
sect or (average of (average of two sect or (average of
two years before years before (average of three three years
certification) certification) years after after

certification) certification

1[ 0- 0, 01 1 1[ 0-0, 015] 1

Sal es 2[ 0, 01-0, 03] 2[ 0, 015- 0, 031] 2

growt h 3[ 0, 03-0, 05] 3 3[ 0, 031- 0, 053]
4[ 0, 05- 0, 075] 4 4[ 0, 053- 0, 0755] 4
5[0, 075- 0, 15[ 5 5[0, 0755- 0, 15] 5

Source: own

The final value for the Financial neasures will be calculated as a
difference between the value of the Lickert scale before the
certification and after it, wunder an accrued perspective. For

instance, if sales were not growing before certification and after
certification they registered an increase of 20% it neans that the
financial neasure values 5 - from O to 5. In the above nentioned
exanple, in table 8, the financial measure is only 1 (difference
between 3 and 2).

At last, final ROQ value (ROQ = 50% NF + 50% F) will be the sum of the
two parcels, Non-Financial and Financial, not exceeding the nunber 5 -
the maxi mum value of the Lickert scale defined (if an organization
gets a final value of 3,5 and another 3,0, it neans that the fornmer
has a better return on quality than the latter and the itenms that are
responsible for this difference will be clearly seen).

Only after receiving data from the organizations through the
questionnaire, will this indicator be tested and inproved.
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Yet it would be very interesting and allow some depth of analysis if
there was a chance to reply this questionnaire in other countries
bel onging to the gl obal business so that the conclusions mght have a
meani ng for the gl obal market.
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Please identify your company

NAME OF THE ORGANIZATION

ADDRESS

ZIP CODE

TELEPHONE

ACTIVITY

START UP DATE

ECONOMICACTIVITY BRANCH

WORKERS (2007 aver age)

Description
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NF —NON FINANCIAL

Please answer in ascaleof 1-5

1 2 3! 4
muito pouco pouco razoavel muito

As to the following matters

QUALITY MANAGEMENT SYSTEM

Theinterest in the quality management process identification

The commitment of top management on quality

Top management quality aims disclosurein the organization

Therelevance of the Quality costs

Effectiveness of controlling the infor mation

Theinterest in the Quality Manual updating and application

The advantages of being managed by Quality

MANAGEMENT RESPONSIBILITY

M anagement shows leadership

Management styleis respected by workers

Top management shares the information

Team work as management cultureis important

Policy and goals for quality are publicly known

Workersareinvolved in quality matters
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RESOURCES

Workersinterest on quality is real

Wor ker sinvolvement by top management

Quality training iswell come by everybody

Motivation in work isused for a better performance

Competences emerging from certification ar e significant

Personnel performance evaluation has an impact on productivity

Theimpact of the satisfaction evaluation is important for the certification

The costs of certification are relevant and identified

Maintenance costs of Quality areimportant

Department perfor mance after the certification has improved

Theinformation systems created by Quality has helped the management

PRODUCT/SERVICE

After certification the market is more steady

Theclient ismore satisfied with the organization after certification

Client claims aretreated accordingly having influence in the management

Product/service certification adds valueto the organization
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Product/service certification contributesto better outcomesin the organization

CONTINUOUSIMPROVEMENT

Internal auditing plan as to quality is easily fulfilled

The non confor mities statistical report is used

Corrective actions have a plan of effectiveness

The plans emer ging from the corr ective actions help the management

After thecertification management concern isthe continuous improvement

Continuous improvement is connected to thefinancial results of the organization
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E —FINANCIAL

After identifying with an X, the year of the certifiction, do pleasefill the items - two years before and three years after - asreferred in the
shadowed example:

If the organization got the certification in 2002, it is needed to fill the years 2000 and 2001 —two years
2003,2004,2005 Example

Year of X
certification
ITEM 1999 2000 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | z

SALES

NET PROFITS

ASSETS

NETWORTH

LIABILITIES
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forward —fill in, with valuesin thousand eur os, the following table

Now, please, identify with an X the year of certification of your organization and from that data — two year s backward and three

Year of
certification

Items

1999

2000

2001

2002

2003

2004

200

SALES

NET PROFITS

ASSETS

NETWORTH

LIABILITIES
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