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ABSTRACT
This study is a confirmatory srud) rhat wds ca*ied out by testing several hypothes* in order
to figure out the causal relationship of ail the stated variables. in ou"*ptii *ch effoi, the
syytly took the population of-205 manufacturing compani* in East J)va.,eil ofThen hold
sNI (standard reagnision of product). This study enployed complete enumerafilon or census
method; lor that reason, the sample and sampling technique were not required. The technical
analysis applied to test the research hypothesis was stntctural Equation iylodeling (sEM) with
the support ofAmos s ptogram. The resurts of this research shiw that there ipositie and
signdrcant relationship between co_mmunication tevel of objectives, frequency ol Teeau*,
efectiveness of incentive system of the quatity on product internal ira *"*a q"aii .ra
on change offinancial performance. The benefit of this research is for scientific iryorrnotion
aarding the variables of communicarion lever of objectives, fuqiency of feedlback, and
efectiveness of incentive system of the quatity on intemal and externat juaity olpruauct and
on change offinancial pedormance of the manufactwing companies in East iori.
Kqt words : communication level of objectives, frequency of feedback, rhe efeaiveness of
incentive of quality, internal qualiry and exrernal quality of product, change ojfinancial per-
formance.

INTRODUCTION bility creation between perceived self_interest
The business competition in each industry at witl interest of the organization.
the era ofglobalization is increasing so sharp- To incrreas the quality of product and
ly currently. This condition can motivate busi- product competitiveness, manufa.to.iog.o-_
tressmetr for paying full attention to quality. panies in lndonesia in general aad in East Java
This is because full attention to quality can especially, needs to focus on the quality. The
give impact on industrial world in winning focus on the quality should be implemented
business competition. Tbe product quality is by the company to access the market both of
then considered as one of major sqmpetitive national, intemational or regional and give
priorities for attaining a sustainable competi- protection to customers. Some products are
tive advantage (HilI, 1997). It is assumed tha related to security, healthy, safety, and con-
failures the product quality of some firms may tinuity of environment and they are exported
have been caused by inability of their control or circulated in domestic market. Thus, this
systems to influence production workers to needs to observe their quality tbrough prod-
focus thek efforts on accomplishing the unit's uct certification process by uring oistandar
product-quality goals (Goold and euinn, Nasional lndonesia (SM) or other standar
1993; Young and selto, l99l). Furthermore, admitted by the Institute of product certifi-
Anthony and Govindarajan (1998) argue that cation (Lembaga Sertifikasi produk) which
control system of management aim to create have been accredited by National Accredita-
field goal congruence which means compati- tion committee (Komite Akredihsi Nasion-
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al). This certification means that the company
or producer is entitled to use sign SM for cer-
tain produced products, and guarantee that the
products have fulfilled specified standard. .

Beside the quality of product, the other
purpose of the company is both of short-term
or long-tenn programs, that is to increase fi-
nancial performance. The increasing fiaancial
performance is considered an effort to keep
up continuity and extend the company going
cotrcem concept. A good change of financial
performance can be shown by the existence
of increasing growth in sales, retum on sales
and retum on assets (ROA). Financial per-
formance increase can be achieved when the
company is able to act effectively and effi-
ciently.

The increasing quality can in tum in-
crcase earnings of company. In that case, the
perforrnance of quality product should affect
the extemal quality indicator of customer
satisfaction i.e. complaints, wan-anty, litiga-
tion. A lower percentage of defective prod-
uc8 should help a firm to reinforce positive
customer experience (Crosby, 1979; Hardie,
1998). Product-quality perfonnance is in term
of reduction in scrap, rework and defects. So,
fewer warranty claims decreases the material
aod labor required to repair defective prod-
ucts, and a low-cost producer can use its cost
advantage to increase profit margin or to low-
er prices for improved sales (Sheny, 1988).
High external product of quality implies high
loyalty of current customers. Tkough im-
provemeDt of loyalty, customers' satisfaction
will guarantee eamings in the fuhre (Fomell,
1992; Rush et al., 1995). Some previous shrd-
ies have found a relation which is positive
between extemal quality of product which is
proxy by customer satisfaction and change
of financial performance (Ittrer and Larckeq
1998a and 1997; Shetry, 1998; Jacobs et al.,
1998; Banker et al., 2000; Sedatole, 2003;
Behn and Riley, 1999).

Based on the description above, this re-
search peeps out some ofthe problems which
are of vital importance to be studied especial-
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ly for the manufacturing companies which
have SM product in East Java related with the
problems of management control system con-
sists of communication level of objectives,
Aequency of feedbaclg effectiveness of in-
centive system ofthe quality which can affecf
intemal quality of product. Iatemal quality of
product can affect extemal quality ofproduct
and change of financial performance and ex-
temal quality of product can effect shange of
financial performance.

THEORITICAL FRAMEWORK A}iD
HYPOTHESIS
Communication Level of Objectives of the
Quality
Objectives which have been specified will
affect the workers to make strategy to point
them to goal achievement. For that reason,
the company must settle objectives clearly
and challenges which should be faced so that
they can make the workers trust on the ob-
jectives which are reachable. They also have
to make the workers to behave in line with
the aims at specific performance objectives as
specified by compaoy.

It is stated by Harrel and Tuttle (2001)
that compatibility of individual activity in
information system and organizatiotral strate-
gic objectives are required so as to compre-
hend the factors to produce the behavior of
the inforrnation system professionals. What is
specified by organization is assumed to affect
the behavior through objectives, feedback
and economic incentive. So by providing the
inforrnation ofthe objectives specifed by the
company, the workers will be directed toward
the behavior specifed in the company's objec-
tives.

Like Hanel and Tuttle (2001), Locke
et al. (1981) and Eresz M. and F.H. Kanfer
(1983) also stated that goal setting will affect
the workers' performance. In additiou, goal
setting can also affect the workers to work
hard to reach the objectives or targets.it is ar-
gued that such goal setting will heighten mo-
tivation. This means that the targets received
will strengthen and motivate the workers in
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6iming to the goal achievement.
Practice ofmanufacture has just based on

the process activity of improvement of qual-
ity for the worken that is by guiding the busi-
ness and communicating their quality taryets.
By doing so, communication of improve-
ment targets of business unit product quality
is also expected to affect the workers' effort
direction to improve the quality of their unit
product. TQM as ncw manufachre practice,
developed as philosophy can emphasize that
process of manufacture with continuous im-
provement will eliminate waste and improve-
ment to quality. ln this case, the respoosibil-
ity of quality of product is often passed to the
deparunent of quality control.

In TQM, the workers have responsibility
to perform improvement of manufacfure and
execute some activites. The responsibitty for
investigating inappropriate items will change
ovcr from deparfirent of control of quality to
each personnel. For that reason, continuous
improvernent philosophy requires each work-
er to have responsibility for quality and stop-
ping the production when defecets are found.

Shim and Killough (1998), Daniel and
Reitsperger (1992) described that manufac-
ture practice of TQM should communicate
the quality target for continuous improvemet.
This is intended to alfect the intemal qual-
ity of company product. By communicating
quality targets such as cost of scrap, rework,
defect, the company can motivate the workers
to reach the target. Consequently, the low cost
level of scrap, rcwork, and defect will make
intemal quality of high product.

Specific performance objectives will mo-
tivates and pont out the strategy, guide the be-
havior of the workers to reach quality targets
which are specified by manufacturing compa-
nies. Such targets must be communicated in
explicitly in temr of numeric so that the work-
ers can be motivated to attain the target. With
this attainment of the target, it meens tbat tbe
low cost of scrap, rework and defect will in-
crease the intemal quality of product.

Quality targets which are communicated

to the workers will motivate the workers ia
their attainment to process improvement of
quality continuously as specified in TeM.
Goal setting of the performance sizes which
explicit without any communications will
make quality targets and it will not be able to
increase intemal quality ofproduct. The qual-
ity targets consist ofcost ofscrap, rcwork, de-
fect which are communicated to the workers
will motivate them to rcach low cost of scrap,
rework. Finally, the low of cost of scrap, re-
work and defect will make quality of intemal
product high.

Hl: Commuuication level of objectives of
the quality has a positive effect on in-
ternal qualities of product

Frequency ofFeedbacks of the Qualiter
Frequencies of feedbacks of the qualities are
the ftequency the company evaluates, analyz-
es, and disributes, such as the data of quali-
ties (scrap, rework, and defect) to all facto-
ries. This is intended to provide direction to
motivate the workers and detect errors for
process activity of improvement of product
quality. So increasingly, often a company per-
foms evaluation, analysis, and distribution
of data of qualities to all factories. Then, the
company will be able to improve the process
of quality improvement and finally s6tair in-
ternal quality of the product.

The frequency of feedbacks ofthe quali-
ties can provide information about worker
performance, in which in the end will increase
the clarity of the role or duty which must be
executed by the workers (Kluger and Denisi,
1996; Early et al., 1990; Bandura, 1986, pp
50-51). Some research of behavior of organi-
zational has indicated that feedback assisted
can increase the behavior with duty orietrta-
tion (Ashford and Cumming, 1983; Hgen et
al. 1979). IGplan (1983), Howell and Soucy
(1987) explained that operating the feedback
correctly an on time as well as relevant re-
quires the company to have management
quality everyday. lnformation of qualities like
cost of scrap, rework, and defect can provide
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thc sigpals oferror detection and guida^ce for expressed that when reward and recogDitioD

improvemcnt (Otlcy and Berry, 1980; Ash- packed into specific performance can be mea-

ford aodTsui 1991). sured so that the behavior of the workers cao

lead to the desire to optimize the performance

H2: The frequency offeedbacks ofthe quali-

ties has a positive effect on intemal qualities

of the product

The cffectlveness of lncentive System of
Qudlty
Classical Utility Theory tells that value to a
goods is measued by the level of satisfaction
(utility) which is given by the goods to irc
user (Jevons in Medema and Samuels, 2003,

pp. 418419). Goal setting theory also states

that every worker ought to have specific per-

formaoce target in order that he can mobilize

the business by the workers. It also afrects the

strategJ/ used by the workers to finalize their

duty @esimonc, Werner and Harris 2002, pp.

5l-55; Locke in Gomez-Mejia, Balkin and

Cardy 1995, pp. 92-93).

In this case, the effectiveness of incentive

systems ofquality is a reward system and rec-

ognition botb of individual and group in at'

tainment of the target which consists of scrap,

rcwork and defect as well as for process a$iv-
ity of improvement of product quality. lncen-

tive covers both offinance dimension and non

finance where which finance there referred re'
ward while which non finance there referred

recoguition. Govindarajan and Gupa (1985)

measure.

H3: Effectiveness of incentive systems of
quality has a positive effect on intemal
qualities of the product.

Internal Qualldes of Product
Intemal qualities ofproduct arc quality offin-
ishing the goods the assessing them as prior
to delivery in relation to the quality of pm-
cess (Crosby 1979; Garvin 1987; Juran and

Gyma 1993). These can be seen through the

existence of decrease in the internal failure to
gel tbe quality, such as scrap rate, rewort rate,

defect rate and improvement of product rcli-
ability level before shipping. These intemal
qualities of product are collected and distrib-
ut€d to the factory for determining what must

be taken into account first by the workers (Il-
gen, Fisher and Taylor 1979). Dawson and

Patrickson (1991), Ahire (1996), Ahire and

Dreyfus (2000) used indicator of improve-

ment of quality during three years in measur-

ing performance quality ofthe company.

Internal qualities include the ability of
a manufacturing plant to produce the prod-

ucts conforming to their designed quality at

an economic production cost. So, it can be

vicwed as the "conformance to requirement"

RESEARCH MODEL
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dimension of quality as specified by Crosby
(1979, 1996). Ahire and Dreytus (2000) con-
sider five measurements of intemal qualiry:
scrap rate, rervork rate, defect rate, intemal
reliability test perfonnance before shipping,

and manufacturing productivity. The Perfor-
mance of finished products in the final tcsts
and the proportion of defective units of pro-
duction are widely used as indicators ofcon-
formance quality at the end of the production

Table l
SEM Results,「reasurement Model
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process (Crosby 1979, 1996). The Cost ef-
ficicncy of a production process is reflected
in thc scrap and rework generated during pro-
duction. They represcnt intemal quality fail-
ur€ costs (Iuran and Gyma 1993). Like Juran
and Gyna, Flynn et al. (1995) also use Scrap
and rework for an appropriate indicator of in-
temal quality.

H4 : Internal qualities of product has a posi-

tive effect on extemal qualities of the
product

H5 : Inrcmal qualities of product has a posi-
tive effect on Changes ofFinancial
Perfonnance

E(ernal Quelides of Product
Customers form their impression about a
firm's products based oD upon their current and
past exp€rience with these products (Garvin
1987). A satisfactory field perfonnance of the
products is accompanied by lower customer
dissatisfaction, it can cause greater customer
loyalty, and improved market share (Cros-
by 1979, pp. 70-71; Bu-'le and Gale 1987,
pp.54-56; Hardie 1998). Ahire and Dreyfis
(2000) pay attention to four long-range indi-
cators of extemal quality: warranty works, lit-
igation claims, cuslomer complaints, market
share. Warranty, litigation claims, customer
complains refers to the extemal qualiry fail-
ur€ costs (Juran 1993). Market share also
has been directly associated with customer
perception of a firm's product of based on
recent and past usage (Flynn et al. 1995; Har-
die 1998). Based on support from literarure
TQM, Dawson and Patrickson (1991), Ahire
(1996), Ahire and Dreytus (2000), They
used improvement in these indicators over a

3-years time Fame to measure firms' perfor-
mance along extemal quality outcomes. So,
extcmal qualities are related to the customer's
perspcctive ofthe producc upon field usage.

Chaoges of fnancial performance can
be identifed by the ability of the company in
increasing growth of sale, profitability (retum
on sales), r€tum on assets (ROA). Growth is

Anticedents and Coocequenc€s........... @ovila El Maghviroh)

divided into tkee major performance aspects
that are growth in rctum on asset, growth
in sale, growth in return on sale. Usage of
growth as performance measure has fascina-
tion in research. In the beginning of the year
1982 when &ta were collected for research
of Swamidass and Newell (1987), industries
which were used in this research given on to
recession condition and so do at the height
of competition of overseas. ROA not used in
research of Swamidass and Newell (1987)
related to following reason: industries which
were included at their research in general were
matured. Many companies which participate
in research of Swamidass and Newell (1987)
tend to delay new invesment in their facili
ties and prefer to operate with asset basis. For
companies with very small will have higher
ROA compared to companies with modem fa-
cility and larger fixed asset. This can become
a consideration in measuring performance.
Though objective performance measures are

preferred as perfomrance measure, gro*th in
retum at sale has been used and recommend-
ed in the place the objective measures are not
made available.
H6 : Extemal qualities of product have a

positive effect on changes of financial
performance

RESEARCH METHOD
Manufacturing business with SNI (lndone-
sia National Standard) product in East Java
are the subjects of this study. The survey
method is used to gather the data. Thercfore,
questionnaires are distruibuted directly to the
subjects through census sampling technique.
The validity of the instruments used in this
study is assessed through building measure-

ment model. Next, the reliability is assessed

tlvo'tglr composite (contruct) rcliability by
cut offvalue ue minimum 0,7. Finally, to test

the hypothesis, this study performs structural
equation modelling.

DATA AI\ALYSIS AND DISCUSSION
Manufacturing companies which has SM
product located in East Java up to 2007 are
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205 manufacturing companies. Of the 205

questionaires disseminated, 126 renrned but
19 questionaires were incomplete. Therefore,

only 107 (52,20%) ofthem were changeable

and analysed.

To assess validity, this study built measure-

ment model with the result as shown Tabel

l. Most of the goodness-of- fit statistics has

good fit.

CoBstructs CR

CLOQ
FFQ
EISQ
IQP
EQP
CFp

0,872954

0ρ73813

0メЮ
`7910,921477

°3817989

0,13969

Based on the result of examination of direct

effect line coefficient, it indicates that the

effect of communication level of objectives

of the quality on intemal qualities of product

has line coeffici ent of 0,225 with probability

0,003. This can be interpreted that communi
cation level of objectives of tbe quality has

an effect significantly oD internal qualities of
product.

Target which has been specified will af-
fect the workers to make strategy to point it
to goal achievement. Company must settle
target clearly and challenges which are faced
and gives trust to the workers that the tar-
get can be achieved. Thereby will make the
workers have behavior of which aims at spe-

cific performance targets which are specified
by company.

Harrel and Tunle (2001) expressed that
compatibility of individual activities in infor-
mation system uth orgamzational strategic

target are requied to comprehend the fac-

tors which impacts to behavior the ioforma-

tion system professionals. What specified by
organization will affect behavior of tbrough

target, feedback and economic incentive. So

by giving information of target will affect

effort direction of the information syst€m

professional.
Locke et al. ( 198 I ) argue that goal settiag

will affects performaoce. Goal setting will
poitrts business of the workers at hard efrort

to reach the target. Eresz M. and FH. Kan-

fer (1983) told that goal setting will heightens

motivation. This means the target received

will sEengthens or weakeDs determined targct

and will motivate the workers in aiming to the

goal achievement.
Communication level of objectives of the

quality which is performed by manufactur-

ing business through manager quality or fac-

tory manager will affects the workers to have

behavior of which its pointing to the strategy

specified by company in goal achievement'

When company settles clearly targets of
scrap, rework, defect will make the workers

have behavior of aimed at targets which have

been specified by company. So by commu-

nicating targets of scrap, rework, defect will
affect effort direction of the factory workers

to improve product quality of their utrits aod

eliminate waste.
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As stated by Shim aod Killough (198),
Daniel and Reitsperger ( 1992) that communi-
catirg target quality for continuous improve-
meut will afect inrcmal quality of product of
the company. This means that if qualrty taryet
communicated in targets of cost of scrap, re-
worh defect either in monetary term (rupiah)

or unit will reach quality targets ttrat the com-
pany expected.

Based on the result of examination of di-
rect efrect line coefficient indicates that the

efrect offrequency offeedbacks ofthe quality
on intemal quality of product has line coef-
ficient of 0,137 with probability 0,030. This
produces a finding that fiequency of feed-

backs of &e quality has a significant effect on

internal qualities of product. Based on result
ofthe cxamination then can be concluded that
Hypothesis 2 (two) in this study expresses

tbat frequenry of feedbacls of the quality
has a significant efect on intemal qualities of
product is proven or supported by fact. This
study finding indicates support to the theory
which expresses existence of sipiicant
efrect offrequency offeedbacks ofthe quality

on intemal qualities of product.

Specific feedbacks will increase perfor-

maoc€ than feedback which generally, be-

cause by giving the fcedback which has the

character of specific will give clarity of role
ofa duty. Specific feedback also gives work-
ers the opportunity to use any good strategy
to execute the duty (Early et al., 1990). Ash-
ford and Cunming ( I 983) expressed research

bchavior of organizational has indicated that

feedback assisted incrcases duty orientated

behavior. It means that by giving feedback

to the workers about what have been reached

will make the workers have behavior to fi-
nalize duty which have been specified by
company. lnformation of qualities like scrap,

rework, and defect can give a base to error
detecting and as a guidance to see improve-
ment areas (Otley and Berry 1980; Ashford
andTzui 1991).

Kaplan (1983), Howell and Soucy (1987)
told that operating of feedback correctly

Anticedents and Concequences,.......... @ovila El Maghviroh)

time and rclevant are required to mstugc-
ment daily quality. Information of qualities
like scrap, rework and dcfcct can give a base

to enor detecting. Banker et al., (1993) pro
vided empirical proof that increasingly oftea
manufacture performance measures informed
to the workers will conelate positively with
practice TQM. So with frequently company
gives feedback to the workers then practice

TQM will more can increases company per-

fonnance.
The result of this study supports the re-

search performed by Daniel and Reitsperger
(1991), and provides empiric proof showing
that the Japanese car and electronic companies
use improvement strategy continuously and
more rcgularly provides feedback to heighten
performance. From the penpectivc of analy-
sis, often measures of manufacture perfor-
mance reported to the workers often quicken
the effectivenes of duty strategy which can

improve perfonnance. So, the more regular
exist€nce of performance feedback, the more
the level of workers increase when receiving
nonfnancial perfonnaoce measures.

Based on the result of examination of
diect effect line coefrcient, it indicates that
the effect of effectiveness of quality incentive
system on internal qualities ofproduct has line
coefficient of 1,054 with probability 0,000.

This produces a finding that effectiveness of
quality incentive system has an significant
effect on intemal qualities of product. Based
on the result of the examination then can be

summarized that Hypothesis 3 (three) in this
study expresses that effectiveness of quality
incentive system has aa significant effect oD

intemal qualities of product is proven or sup-

ported by fact. This study finding indicates
support to the theory which expresses exis-
tence of sigrrificant effect of effectiveness of
quality incentive system on intemal qualities

of product.
This finding is consistent with the sur-

vey ftom KPMG Peat Marwick in 1991, in
which it found that 60% organization which
have five years or more experience ofTQM in

98



卜

一

霧

，

崚
薇

饉

畔
二

一

，

〓

暉

“

“

腱

一
二

”

撻

菫

ｒｅ

ｌｇ

　

ｃｆ

〓

糞

通

ｅ

ｓ

ヽ
・
ｎ

卜

ｓ

Ｆ

！
ｆ

ｓ

aa

!:
r,.

lf

Joumal Ecooomic, Busioess' and Accouotancy Veotura Volume l3'No l'Apil 2010'page 9l'104

Acreditation No. I l0/DIKTVKep/2009

explicitgaverewardtothevorkersforattain.externalqualitiesofproducthaslinecoef.
ment of performance qualrtv ;iil;';;;;;- ficient of b'603 with probabilitv 0'000' This

aist, t992). Blackbum -d-it;;;; (iss:) rnr*r that intemal qualities of product have

indicated that the wiuners 
"f 

B;]dri; i;; an sipificant effecr on extemal qualities of

perform re-orientation of tneir-'lJati Jeme product' Based on result of the examina-

emphasizes at improvement -a "t**tt 
tion then can be concluded that Hypothesis

with continuousty. tre organ;;ioi. g.n.r- a (four) in this srudy expresses that intemal

ally use financial -a nonno-i;ii."**., quutiti.r of product has a significaot efrect on

to motivate the managers *"tt' q*fity tar- extemal qualities of product is proven or sup

sets (Eccles, 1991). IncentivJs toi* U"'f' of ported by fact' This finding indicates support

inancial and nonfinanciar ai*."rlort. io the theorv which expresses existence of

Empirical ,*ay .*pr"r.Jl--rr,L r a significantert'ectof intemalqualitiesofprod'

p"#;;';rffi; i"*."' rqrt,,r u"d usage of uc1 or extemal qualities of product'

nonfinancial measures ,, tJ;il;# Gu fhe 
r.elult of this study supports the re-

nerr and Larcker 1995 -a iiszt';;"I tt 
'""'ch 

w,^ich is performed by Cronin and

at. 1995; rttner and L*"k , i;;;:s;;is Taytor (1992) what found causal relation

and Jacobs (1g95) found 
""i 

..#Jivu.- *hi.h are oositive and strong between qual-

based on TQM in production;;;;til ity performance which is proxy with intemal

ly sigrificant effect on "p;;;;i;;tlbt- 
qrtoiiti"' of oroduct and customer satisfac-

mance. This means l'r"n t"t'uJ' li it'*"" tioo whicb is proxy^ w^ith^extemal qualities of

and nonfinanciat (reward ;;1"""*it ""l product. romet (tgsz) found in a research'

are packed ioto by 
"omp"I"tioo ""oo*o, 

ixistence of correlation between quality per-

the workers harmonize oJiu.io.., more formaorces which is proxy with intemal quali-

at the measues, whether it"fiJ;;;odu;tt titt o{ Pt:d*' 
with the customer satisfac-

imorovement io p.rro*uo.. ftJr,[o et ar. tion wrich is proxy with external qualities of

#fi;."J;;ffiil;ish; i;il;: i*;' nlodu3t I"temar 
quarities or product mean

and Larcker (1995), cxpressJd;;;;ft;;- ofreduction of scrap' rework' and defect will

ness of quality incentive ,y#i; ,1" um""- affect.extemal quality of product. This means

dveness of reward *d t";;;; ;;;; ;:t: is-imoroviment of customer realization'

which are passea to oe worrl[io, i-irou"- what represetrts positive differcoce between

ment, not just for goal "til;;;;;Jt"t- 
totur *ir"hcss which is rcccived with "sacri-

get. So, reward and '"t"s;;;;t;;;;fi 
Cte" of c*to-"r to receive the usetulness'

arc passed to the worken 'l't#"ti" 
if tut Improvement of product quality repre-

incentive made the *o*tli ;;;;;';;t sents ;lementary of contemporary qualitv

pursue attainment "t 
*r'i" Jtraol-"*oti t*orution which can increase business per-

and defect but also 
'o 

p'o'Jt'-toi'inuously formanc-e (George and Weirsmerskirch 1994'

Rewardandrecognruonsystemtoo.,"tiuuitity.tesiwillaffectsexperienceofcus-
workers will make them Uave iigh inuolve' tomers which use the products in two ways'

ment at decision .'k'tg, ;;; ;;t iu'io"" First' the customers perceive product quality

to duty and motivates to ;;;;;ance' in terms of their net value' defined as ratio of

Reward aod recognition ,*i.*l-";;; the perform-once to cost (Are 1992) and/or' in

workers are not mrr.rv ro, u*ini.n of target terms of "customer realization" the difference

buttoprocesscot'iot"*;;;;;;;;ent'- ^ between sacrifrce of customer and benefit

Based on result of ilJt'*"rnio"'ion of of customer' So for products with the same

effect line coefficient dJ;Uil;; that perfoTance levels' lower price will drive

influence of intemal q*ritlr. of product on customer choice and satisfaction because the
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customer's "net value" and customer realiza-

tion will improve. Second, customers willing
to spend a limited amount of money due to a

budget constraint will choose the products that

offer maximum performance for that money

or sacrifice (Ahire and Dreyfus 2000).

The customers form their impression to a

company product based on at experience with
the product (Garvin 1987). Performances of
product strould affect indicators of extemal
qualities of customer satisfaction (for ex-

ample, customer complains, warranty, litiga-
tion). Lower percentage at defect ought to as-

sist company strengthens positive experience

of customer (Crosby 1979,pp.35-37; Hardie
1998). The customers use measures of exter-

nal qualities in formatting of complacence or
uosatisfred.

Intemal qualities include the ability of a
manufacturing plant to produce product con-

forming to their desigDed quality at an eco-

oomic productioa cost. So, it can be viewed
as the "conformance to requirement" dimen-
sion ofquality as specified by Crosby (1979,

1995). Ahirc and Dreyfus (2000) consider

five measures of intemal quality: scrap rate,

rework rate, defect rarc, internal reliability
tcst performance before shipping, and manu-

facturing productivity. The Performance of
faished products iD final tests and the propor-

tion ofdefcctive units ofproduction arc widely
used indicators of conformance quality at the

end of the production process (Crosby 1979,

1996). The Cost efhciency of a production
process is reflected in the scrap and rework
generated during production. They rcprcsent

internsl quatity failure costs (Juran and Gyma
1993). Scrap and rework have been used as

appropriate indicator of intemal quality (Fly-
Dn et al. 1995).

Based on the result of the examination
of effect line coefficient directly, it indicates

tbat efect of internal qualities of product on

change of financial performance has line co-
efficient of 0,193 with probability 0,031 . This
shows that intemal qualities of product have

a sigrificant effect on change of financial

Aoticedents and ConcequeDces........... (Rovila El Maghviroh)

performance. Based on result of the exami-
oation then can be concluded that Hypothesis

5 (five) in this study expresses that internal
qualities of product has an sigrifrcant effect
on change of financial performance is proven
or supported by fact. This shows suppon to
the theory which cxpresses existencc of sig-
nificant effect of intemal qualities of product

on chaoge of financial performance.

Empirical finding expressed that there is

relation between sale of a period of the com-
ing with currently nonfnancial crircria (defect
goods and timely delivery) and fnancial (ex-
pense of failure and extemal) of quality for
manufacturing business. They found ttut both
of financial or nonfinancial measures sigrif-
cantly predict sale of (one-quarter-ahead) (Na-
gar and Rajan, 2001). Criticisms to financial
measures are caDnot directly catch influence
of defect product to things which have the

character of intangible like customer good-

will that is tendency of customer buys prod-

uct a period of the coming (Deming 1982).

Nonfinancial measures provide better in-
dication to loss of customer goodwill relatcd
to quality. Research to the argument is im-
portant because one of major role of product
quality is to interest and keeps up customer.

Defect product, will lessen customer good-

will which in tum will lessen eamings in the

future becausc dissatisfaction of customer
will take their business to other place or cus-

tomer will pay less for the company product.

Extemal failure of product comes from cus-

tomer complain which means that the cus-

tomer have visited company to have recourse.

This customer complain, usually requhe timc
for company to provide service to improve
any failure. And so do customers need time to
evaluate service and makes decision purchas-

ing in the future. There is a gap (lag) before

external failure affects sale.

The result of this study supports the re-

search which is performed by Maiga and Ja-

cobs (2005) expressing that company starts

improvement in intemal qualities of product

if they expected intemal qualities of product
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will increase eamings is bigger than impmve-
ments of expense. So, degradation level of
scrap, level of rework, level of defect and
improvement of product reliability level will
reduce product cost therefore price becomes
competitive. Competifive price will increase
sale. Growth of sale will increase eamings.

Based on the result of the examination
of effect line coefficient directly, it indicates
that effect of extemal qualities of product on
slange of financial performance has line co-
efficient of 0,372 with probabiliry 0,009. This
shows that extemal qualities of product have
a sipificant effect on change of financial per-
formance. Based on result of the examination
then can be concluded that Hypothesis 6 (six)
in this study expresses that extemal qualities
of product has an significant effect on change
offinancial performance is proven or support-
ed by fact. This study finding indicates sup-
port to the theory which expresses existence
of effect of extemal qualities of product on
change of financial performance.

Customer satisfaction is customer per-
ception of product quality of usage in field
so'called with extemal quality. Extemal
qualities happened with lowering of the war-
ranty claimed, litigation, and customer com-
plaint. Quality of extemal is used as proxy
for customer satisfaction because lower of
extemal failure, then customer satisfaction
of excelsior (Ahire and Dreyfus 2000; Shims
and Killough 1998). Customer satisfactions
are customer perception to product quality
in condition from their net value so-called
with performance to cost (Artz 1992). So cus-
tomer will choose product with lower price

for product with the same performance level
or customer will release a number of certain
moneys to choose the product which offers
maximum performance (Flynn et al. 1995;
Hardie 1998).

The customers form their impression
about a product by virtue of current and past
expcrience about the product (Garvin, 1987).
Satisfactory performances of the product will
be achieved ifthere is high customer satisfac-

tion, big customer loyalty, and improvement
on market share (Crosby 1979, pp.70-71;
Hardie 1998). Ahire and Dreyfus (2000) gave
attention focus on four long-range indica-
tors of external quality: claimed warranty,
litigation, customer complaint, market share.
Claimed warranty, litigation, customer com-
plaint refers to failure cost of external qual-
ity (JuraD 1993). Market share is also directly
related to customer perception of company
product based on usage which is just or has
past (Flynn et al. 1995; Hardie 1998). Ahire
and Dreyfus (2@0) used indicator of im-
provement during three years in measuriog
extemal quality of product.

Many studies have found that higher level
customer satisfaction will push custooer loy-
alty (Alderson and Sullivan 1993; Beardcn
and Teel 1983; Fomell, 1992). Through im-
provement of loyalty, will assists to guarantee
earnings in the future (Fornell, 1992), lessen
expense of transaction in the future (Reich-
held and Sasser, 1990), reduce price clasticity
(Anderson 1996), and minimize possibility
customer leaved product if'quality falters"
(Anderson and Sullivan 1993). Intemally, im-
prove the quality and satisfied customer will
lessen the cost which related to defect prod-
uct like warranty cost, replacement of defect
product, handling of complain (Crosby 1979;
Fomell and Wemerfelt 1988; Garvin 1988).

CONCLUSION
Based on the result of this research and dis-
cussion, it can be concluded as the following.
Communication level of the company's ob-
jectives ofthe quality has an effect on intemal
qualities of product of manufacturiag compa-
nies. The frequency of quality feedbacks has
an effect on intemal qualities of product of
manufacturing comprnies. Furthuremore, the
effectiveness of qualiry incentive system has
an effect on internal qualities of product of
manufacturing compaoies, lntemal qualities
of product has an effect on extemal qualities
of product of manufacturing companies. Be-
side, internal qualities ofproduct has an effect
on the change of finance performance of

l0l
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manufacturing compaoies,. Finally, extemal
quality ofproduct hes an effect on the change

of fiaancial performance of manufachring
companies

REFERENCES
Ahire, S.L. 1996. TQM age versus quality:

Empirical investigation. Production
and Inventory Management Joumal 3'7

(1): l8-23.
Arthony ard V. Govindaraj ar 2004. Man-

agemenl Control Systems. Homewood.

IL: Irwin/McGraw-Hill
Ashford and L.L. Cummings. 1983. Feed-

back as an individual resource penonal

strategies of creating information. Or-
ganizational Behavior and Human Per-

formance 32 (3): 370-398.
and A.S. Tsui. 1991. Self- regu-

lation for managerial effectiveness: The

role effective feedback seeking. Aca-
demy of Management Joumal 34 (2):

251-280.
Atkinson, A.A, Banker R.D, Kaplan RS, azd

Young S.M, 1995. Management Ac'
counting, Englewood Cliffs, New Jer-

sey: Prentice Hall Intemational
Bandura, A. 1986. Social Foundation of

Thought and Actions. Englewood Cliffs
NJ Prentice Hall.

Banker R.D, Datar and D. Srinivasan. 2000.

An empirical investigation of an incen-

tives plant that includes nonfnancial
performance meuutes. The Accounting
ReviewT5 (l): 65-92.

Behn, B., ozd R.Riley. 1999. Using nonfinan-

cial information to predict financial per-

formance: The case of the U.S. airline
industry. Journal of Accounting, Audit-
ing and Finance 14: 29-56.

Crosby, P.B. 1979. Quality is Free. New York.
NY. McGraw-Hill.

1996. Quality is Still Free. New York.
NY.McGmw-Hill.

Cronin, J.J. k and S.A. Taylor. 1992. Mea-
suring service quality: A reenamination

and extension. ../ournal of Marketing 56

Anticedents 8Dd Concequences........... (Rovila El Maghviroh)

(3): 55-68.
Dailel and W.D Reitsperger 1992. Manage-

ment control systems for q,'ality: An
empirical comparisoo of the US and
Japanese electronics industries. "/ozrzal
of Management Accounting Research
4:64-83.

and T. Gregson.1995. Qual-
ity consciousness in Japanese and US
elecEonics manufacturers: An Exami-
nation of impact of quality strategy and
management control system otr percep-

tions of the importance of quality to ex-
pected management rewards. Manage-
ment Accounting 6 (4):367-382.

Dawson, P. and M. Patrickson. 1991. To-
tal quality management ia Australian
banking industry. Inter ational Jownal
of Quality and Reliability Management
8 (5): 66-76.

Desimone, RL, JM Wemer, DM Harris.2002.
Human Resource Development. Uaited

Stated of America: Thomson Leaming.
Early, P.C., G.B. Northeraft. C. Lee aod T.R

Lituchy 1990. Impact of process and

outcome feedback on the relation of
goal setting to task performance. Aca&
emy of Management Journal33 (l):87-
105.

Erez, M. and F.H. Kanfer- 1983. The role of
acceptance in goal seuing and ask per-

formance. Academy of Management

Review. Yol S: 454463
Flynn, B.B, R. Schroeder, S. Sakakibara.

1995. Determinants of Quality Perfor-
mance in High and Low Quality Plaots

. Quality Management Journal. Hal.
8-25

Fomel 1992. A national customer satisfac-
tion: The Swedish experieoce. Journal
of Marketins.56 (l): 6-21.

Garvin, D.A. 1987. Competing on the eight
dimension of quality. Harvard Business

Review. 65 (6): 101- 109.

George, S. azdA. Weimerskirch 1994. Total

Quality Management: Strategies atd
Techniques Proven al Today's |,Iost

yl

102



Joumal Economic, Business, and Accountancy VeDtura
Acreditation No. I I 0/DIKTI/IGp/2009

Successful Companies. New york,
NY:Wiley and Sons.

Goold, M. and l.l. Quinn. 1993. Stategic
Contrcl: Milestone for Long-Tbrm per-

formance. London. U.K.: Pitmann pub-

lishing.
Govindarajan, Y. and A.K. Gupta. 1985.

Linking contol system to business unit
strategy: knpact on performance.
Accounting otganization and society.
l0 (l): 51-66.

Hgen, D.R., Fisher and M.S. Taylor. 1979.
Consequences of individual feedback
on behavior in organization. Journal of
Applied psychologt 64 (4): 349-369.

Hardie, N., 1998. The effects of quality on
business performance. Quality
Management Journal 5(3), 65-83.

Hanel, A.M. and B.M. Tuttle 2001. The im-
pact of unit goal priorities: Economic
incentives, and interim feedback on the
planned effort of information system
professionals. Journal of Information
System 15 (2): 81-98.

Hill, T. 1997. Manufacnring strategy, Keep-
ing it relevant by addressing the needs
of the market. Integrated ManufacUr-
ing Systems. I (5): 257 -2il.

Howell, RA. and S.R Soucy. 1987. Operat-
ing contol in the new manufacturing
environment. Management Accounlingl
25-31.

Ittner, C. andD.F. Larcker. 1995. Total Qua-
lity Management and choice of infor-
mation and reward tystefrs. Journal for
a Accounting Research (Supplement):
1-34.

and_1997 . Quality strategy, stra-
tegic control systems, and organization-
al performance. Accounting, Organba-
tions, and society 22 (314): 293-314.

α′グ    1998a Are nottancial mea‐

sures leading indicators of finaocial
measures? An analysis of customer
satisfaction. Journal of Accounting Re-
search (Supplement) 36 (3): l-35.

Jacobs, EA., C.K. Latham, and C.Lee. 1998.

Volume 13, No.t, April2010, page 91-104

The relationship of customer satisfac-
tion to strategic decisions. Journal of
Managerial Issues l0(2): 165-182.

Jaworski, B.J. 1988. Toward a Theory of Mar-
keting Con[ol: Environmental Con-
text, Control Types, and Consequences,
Journal of Marketing Research, yol 52
(July 1988), pp.23 -29

IGplan, R.S. 1983. Measuring manufactur-
ing performance: A new challenge for
menagerial accounting rcsearch. Tle
Accounting Review: 686-7 05.

Kluger, A.N. andA. DeNisi. 1996. The
effects of feedback interventions on
performance. psychological Bulletin
tt9 (2):2s4-2M.

Locke, E., I(N. Shaw, D.M. Saari, ond G.P.
Latham. 198 I . Goal setting and task
performance : 1969-1980. Psychologi-
cal Bulletin: 125-152.

Macieriello, l. and C. Knby. t994.
Management Contrul System. Upper
Sadde River N.J: Prentice Hall.

Maig4 A.S. andF.A. Jacobs. 2005. Anteced-
ents and Consequences of Quality Per-
formance. Behavioral Research In Ae-
counting. l7: (1I l-131)

Nagar, V. and M.Y. Rajan. 2001. The Reve-
nue implications offinancial and opera-
tional measurcs of product qtnlity. The
Accounting Review 76 (4):495-513)

Otley, D.T. and A.J. Berry. 1980. Control,
o4ganizations a\d accolnt' 4 E. Account-
ing, Organizations, and Society: 231-
2U.

Sedatole, K.I. 2003. The efect of measure-
ment altenratives on a nonfinancial
quality measure's forward looking
properties. The Accounting Review 78
(2): 550- 580.

Sim, K.L. andL.N. lfillerrgh. 1998. The per-
formance effects of complementarities
between manufacturing practices and
management accounting systems. -Iorlr-
nal of Management Accounting Re-
search l0:325-346.

Symons, R.T. ard RA. Jacobs. 1995. A total

103

‐



ISSN 2085‐ 7381

quality management-based incentives

system supporting total quality man-

agemetrt implementation. Production

and Operations Management 4 (3):

33t-347.

Anticedents and Concequences........... (Rovila El Maghvkoh)

Young, S.M., and E.H. Selto. 1991. New
manufacturing practices and cost

maDagemeut: A review of the literature
and dircctions for rcsearch. lournal of
Accounting Literaitre 10: 320-351 .

r04


