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a b s t r a c t

We examine the relationships between number of business certifications and financial performance and

senior executive compensation in Chinese manufacturing companies. The results show that the number

of certifications obtained by a firm is significantly correlated with the compensation of the firm’s senior

management, but not with the firm’s financial performance. We also find that ISO 9000, when adopted

for the sake of meeting market institutional expectations, increases the operating cycle time of the

certified firm. Our findings offer a clue to the cause of the popularity of meta-standards in

China—executives adopt popular management techniques under an institutionalized environment to

enhance their personal legitimacy, despite that the techniques may not necessarily improve firm

performance.

& 2010 Elsevier B.V. All rights reserved.

1. Introduction

Meta-standards in operations management are the rules and
requirements for designing management systems (Uzumeri,
1997). Practically, they refer to business certifications such as
ISO 9000, ISO 14000, ISO/TS 16949—an advanced quality
management system originated from the automobile industry
(formerly QS-9000), and the like. By the end of 2007, ISO 9000, the
most popular meta-standard for managing quality, had been
formally adopted by over 951,486 firms or their divisions
worldwide. There are 210,773 ISO 9000 certifications granted in
China alone, accounting for more than 22% of the world’s total.
In addition, China also has registered the largest numbers and
recorded the fastest growth rates for ISO 14000, ISO/TS 16949,
and many other meta-standards for management (ISO, 2008). In
fact, China is one of the countries that are most institutionalized
with meta-standards for management.

Recent research on diffusion of management techniques has
found that social factors, rather than economic considerations, are
the driving force for the adoption of such techniques (Ketokivi and
Schroeder, 2004; Staw and Epstein, 2000; Tate et al., 2009; Zhang
and Dhaliwal, 2009). On the other hand, sociologists have pointed
out that technical activities and demands for efficiency in
organizations are in conflict with organizations’ efforts to conform
to institutionalized rules (DiMaggio and Powell, 1983; Meyer and
Rowan, 1977). The technical merits of business certifications in

improving operational performance become questionable in view
of the process of rapid institutionalization.

The objectives of this research are twofold. First, we examine
the impact of business certifications on the financial performance
of the adopting organization and on its senior management’s
compensation, and study how such an impact is contingent on the
institutional expectations of the market. Second, we investigate
whether or not ISO 9000 – the most widely adopted meta-
standard – improves the operational efficiency of the adopting
firm under an institutionalized business environment. Specifi-
cally, we focus on electronics, electrical and mechanical (EEM)
companies in China. We collect objective firm-level data on
business certifications, financial performance and other contin-
gent factors from various sources, including the International
Organization for Standardizations (ISO), the QuEst Forum, com-
pany websites, COMPUSTAT database, company annual reports,
the World Bank etc. We apply multivariate General Linear Model
(GLM) to test our research hypotheses.

2. Literature review

Market globalization keeps calling for the development of
common international standards so as to foster easier trade by
removing trade barriers linked to national standards and sectoral
competitors (Boiral, 2003). Business certifications have emerged
as a key organizational practice to help companies worldwide
establish rationalized operational processes to gain an edge in the
competitive global market (Guler et al., 2002). Meta-standards
have increasingly become a commercial imperative that is
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difficult for organizations to ignore without jeopardizing market
access and client loyalty (Anderson et al., 1999; Simmons and
White, 1999).

However, in spite of the global phenomenon of an active
pursuit of business certifications by firms, previous research has
suggested that meta-standards do not necessarily lead to higher
operational efficiency (Corbett and Kirsch, 2001; Kollman and
Prakash, 2002). Terziovski et al. (1997) conclude that despite its
overwhelming popularity, ISO 9000 has little or no power to
explain such facets of operational performance as process quality
and customer satisfaction. Kollman and Prakash (2002) maintain
that the perceived operational benefits from adopting meta-
standards are largely shaped by how they are promoted by the
stakeholders. On the other hand, empirical research comparing
the financial performance of ISO 9000 certified and non-ISO 9000
certified companies has yielded mixed results (Corbett et al.,
2005; Häversjö, 2000; McGuire, 2005; Naveh and Marcus, 2005;
Wayhan et al., 2002). As the standard does not necessarily lead to
improved operational performance (Terziovski et al., 1997), most
researchers have concluded that the higher financial performance
of ISO 9000 companies found in some studies is due to ‘‘reverse
causality’’, i.e., more profitable organizations tend to adopt ISO
9000 (Simmons and White, 1999). In short, previous research has
concluded that business certifications alone do not guarantee any
technical benefits and that an economic explanation for business
efficiency does not fully account for the global popularity of
business certifications (Anderson et al., 1999).

2.1. Institutional theory

Management researchers are increasingly borrowing the social
perspective of institutional theory to account for various types of
organizational behavior (Scott, 1995). Scholars in social sciences
believe that organizations are becoming more alike not just
because of economic reasons, but also because of social forces.
Organizations need to obtain legitimacy from related stakeholders
for survival and prospects (Suchman, 1995). Stakeholders may
value a particular management practice or organizational struc-
ture and expect an organization to adopt it. Such expectation
eventually creates pressure on those organizations, known as
institutional pressure. Organizations are continuously under the
three isomorphism forces, namely coercive, normative and
mimetic, which drive organizational actions. These forces drive
the diffusion of a certain management practice or organizational
structure. Such a phenomenon is conceptualized as the institu-
tional theory (DiMaggio and Powell, 1983; Meyer and Rowan,
1977; Scott, 1995, 1987; Zucker, 1987).

2.2. Model 1: institutional consequences

In this research we focus on firms’ financial performance and
their senior management’s compensation as the two most
important institutional consequences of firms adopting meta-
standards. Various types of meta-standards are compatible and
represent different dimensions of operational requirements
(e.g., quality compliance and environment concerns). A firm
possessing different business certifications may be seen to have
attained a higher level of compliance and competitiveness. For
instance, ISO/TS 16949 represents an advanced certification for
quality management after complying with the ISO 9000 require-
ments, and both ISO 9000 and ISO/TS 16949 certifications can be
obtained together. In view of this, we postulate that institutional
benefits increase with the number of certifications obtained by an
organization that are relevant to its domains of operation, leading
to superior financial performance. Fig. 1 shows the first research
model. The first hypothesis is formulated as follows:

H1a. The larger the number of relevant business certifications
a firm has obtained, the better is its financial performance.

By gaining legitimacy in the domains in which a firm operates,
senior management of the firm is likely to enhance its credibility.
If senior management actually improves organizational perfor-
mance by pursuing business certifications, then one would expect
that these executives will be held in high regard within their firms
(Staw and Epstein, 2000). According to the institutional theory,
even if business certifications do not really lead to improvements
in organizational efficiency, senior managers could probably be
rewarded for bringing the organization a number of accredita-
tions, leading to higher corporate esteem. In addition, by
successfully obtaining relevant certifications, the professionalism
and accountability of senior management is demonstrated to the
stakeholders, the public and the board of directors (Staw and
Epstein, 2000). From the human resource (HR) perspective, which
regards human resources as critical elements in enhancing a
firm’s long-term competitiveness, organizations are willing to
provide more competitive salaries for socially legitimate leaders
and for their management capability (Zajac and Westphal, 1995).
Hence, we have the following hypothesis:

H1b. The larger the number of relevant business certifications
a firm has obtained, the higher is the compensation of its senior
management.

However, previous research has indicated that institutional
benefits might critically depend on whether the firm sells in a market
that values a certain business certification (Anderson et al., 1999;
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Fig. 1. Research Model 1—the study of institutional consequences of meta-standards.
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