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Abstract

Total Quality Management (TQM) is an integrated management system designed to focus an organization’s resources on
increasing the quality of a firm’s products/services, satisfying customer needs and improving the efficiency of the processes
that produce the firm’s products/services. Advocates of TQM have suggested that there should be a positive relationship
between implementing TQM practices and financial performance measures. The empirical evidence supporting this assertion,
however, is limited at best. Most of the research has been limited to surveys of managers’ perceptions of the effect of TQM on
financial performance. A few empirical studies using financial performance measures have been done, and have shown that
TQM firms have better financial performance than other firms. However, better performing companies may be more likely
to adopt TQM, so that rather than being a path to improved financial success (causation), TQM merely “comes along for the
ride” (covariation). This study examined the relationship between TQM and financial performance, using a sample of Baldrige
Award winners and replicated with a second sample of state quality award winning companies, and three different sets of
financial performance measures. Both Baldrige and state quality award winners generally had better financial performance
than their peers after winning a quality award, and before.
© 2004 Elsevier B.V. All rights reserved.
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1. Introduction

Total Quality Management (TQM) is a set of man-
agement methods and tools focused on providing
superior value to the customer through identification
of customers’ expressed and latent needs, responsive-
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ness to changing markets, as well as on improving
the efficiency of the processes that produce the prod-
uct or service. Over the past few decades, TQM has
run the cycle from initial obscurity, through rising
popularity and unrealistic expectations, to skeptical
re-evaluation (Fuchsberg, 1992, 1993; Greising, 1994;
Main, 1991; Mathews, 1992). At the same time, the
literature on TQM has also developed, thereby shap-
ing our understanding of the role and impact of TQM
in organizations. Some of the research on TQM has
focused on the importance of effective design to the
success of TQM programs and initiatives (Samson and
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Terziovski, 1999; Ahire and Dreyfus, 2000). Other
studies have examined TQM failures and the various
precursors to such outcomes (Murugesh et al., 1997),
still other studies have explored the combined impact
of TQM and other initiatives like JIT (Sriparavastu
and Gupta, 1997; Flynn et al., 1995), business process
re-engineering (Gonzalez-Benito et al., 1999) and
other types of business innovation (Martinez-Lorente
et al., 1999) on various aspects of business perfor-
mance such as worker productivity, cycle times, defect
rates and competitive advantage (Flynn et al., 1995).
While these studies do seem diverse, the unifying
empirical question underlying much of this literature
stream seeks to determine if TQM actually impacts
firm performance and if so, how.

Advocates of TQM have suggested a link between
the implementation of TQM methods and financial
performance based on the costs associated with poor
quality, rework, and warranties. In essence, rather than
increasing costs, improving quality should actually re-
duce costs, and therefore have a positive effect on mea-
sures of financial performance. In addition, increasing
the quality of the product or service should increase
the retention rate for current customers and attract new
customers, thereby improving market share and rev-
enues (Rust et al., 1994, p. 5; Jaworski and Kohli,
1993; Kohli and Jaworski, 1990; Narver and Slater,
1990; Slater and Narver, 1995; Sterman et al., 1997).
Further, superior quality products or services should
also produce greater customer loyalty, higher stock
prices, reduced service calls, and greater productiv-
ity (Omachonu and Ross, 1994, p. 14;Hendricks and
Singhal, 1996; Rust et al., 1994, p. 1).
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Fig. 1. TQM and financial performance model.

The purpose of this study is to re-examine the link
between TQM and financial performance both in the
literature and through additional empirical examina-
tion. This paper builds on and improves on previous
studies in the following ways. First, this paper com-
pares the financial performance of each quality award
winner against its entire SIC group. Second, financial
performance is compared against the reference group
both before and after winning a quality award. Third,
three sets of financial performance measures are used
to evaluate performance. Finally, we replicate our re-
sults using a sample of state quality award winners.

2. Literature review

The basic theoretical foundation for the link be-
tween the effective implementation of TQM methods
and financial performance is based on two expected re-
lationships. First, TQM focuses on the organization’s
efforts to create and retain customers, which leads to
increased revenues by gaining a market advantage,
and reduced costs through product design efficiency.
Second, TQM focuses on the organization’s efforts to
improve the processes that produce their products and
services, which leads to increased revenues through
product reliability, and reduced costs through process
efficiency (George and Weimerskirch, 1998, p. 7;Reed
et al., 1996; Anderson et al., 1995). In short, doing
the right thing, and doing it more efficiently, should
have a positive effect on many measures of the finan-
cial performance of the firm. The conceptual model of
TQM is shown inFig. 1.
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