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Abstract: The improvement of company management quality to achieve competitive
advantage must be appropriate in the term of applying the concept or strategy of
improvement, because it can affect the company's success in competition with its
competitors. Total Quality Management (TQM) is one of the concepts which is in regard
with improving the quality of company management by considering almost all company
aspects. It is proven through the claim of most academics and practitioners who say that
TQM can improve company's business performance. This research aims to find out the
implications of TQM practices on the business performance of PT. XYZ which is engaged
in cement business. There are 10 TQM indicators and 3 company’s business performance
indicators used, as well as 250 respondents who involved in this research. The approach
of Structural Equations Modeling (SEM) is used in data processing and analysis. The
software used are SPSS version 22 and SPSS-AMOS version 21. The results show that the
practices of TQM have a positive effect on company’s business performance significantly.
Moreover, each constructs of TQM variables and company's business performance show
the adequate level of validity and is declared as capable in representing each variable.
After all, this research is adequate to prove that TQM practices can significantly bring
positive impact towards the business performance of XYZ Ltd.

Keywords: business performance, competitive advantage, management quality,
structural equations modeling (SEM), total quality management (TQM)

Abstrak: Perbaikan kualitas manajemen perusahaan untuk mencapai keunggulan
kompetitif, harus tepat dalam penerapan konsep atau strategi perbaikan, sebab dapat
mempengaruhi keberhasilan perusahaan dalam persaingan antar kompetitor. Total
Quality Management (TOM) merupakan salah satu konsep perbaikan kualitas managemen
perusahaan yang mempertimbangkan hampir semua aspek pada perusahaan. Terbukti
sebagian besar akademisi dan praktisi mengatakan bahwa TOM mampu memperbaiki
kinerja bisnis perusahaan. Penelitian ini bermaksud untuk mengetahui implikasi praktek
TOM terhadap kinerja bisnis PT. XYZ yang bergerak dibidang semen. Ada 10 indikator
TOM dan 3 indikator kinerja bisnis perusahaan yang digunakan dan 250 responden yang
terlibat dalam penelitian ini. Pengolahan dan analisis data menggunakan pendekatan
Structural Equations Modelling (SEM) dan softwere yang digunakan adalah SPSS versi
22 dan SPSS-AMOS versi 21. Hasil penelitian menunjukan bahwa praktek TOM memiliki
efek positif secara signifikan terhadap kinerja bisnis perusahaan. Sementara masing-
masing konstruk dari variabel TOM dan kinerja bisnis perusahaan menunjukan tingkat
validitas yang memadai dan dinyatakan mampu merepresentasikan masing-masing
variabel. Akhirnya, penelitian ini mampu membuktikan bahwa praktek TOM berdampak
positif secara signifikan terhadap kinerja bisnis PT. XYZ. Secara teoritis, memberikan
nilai tambah atas pengetahuan tentang hubungan praktek TOM dengan kinerja bisnis
perusahaan dalam mencapai keunggulan kompetitif.

Kata kunci: keunggulan kompetitif, kinerja bisnis, manajemen kualitas, structural
equations modeling (SEM), total quality management (TOM)
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INTRODUCTION

Rapid changes in the use of technology, social needs,
and environmental aspects have become a major
challenge for companies in maintaining and achieving
competitive advantage in the last decade (Cancino et al.
2018). From economic aspect, companies face such an
increasing pressure to maintain their competitiveness
(Gherardini et al. 2017). At the global level, companies
are getting attentions in terms of efficiency, quality,
service, innovative customer loyalty program and
political (Maheshwari and Vohra, 2015). As a result,
traditional methods that are still used and preserved
by most companies their activities are considered as
irrelevant regarding the conditions of high competitive
market today (Ibidunni et al. 2017). Company’s
awareness is needed to change their business activities
to be more innovative and higher in quality so that they
are able to get out from the failure to compete both in
national and international level (Zakuan et al. 2010).

The success achieved by the company depends on the
accuracy of strategy applied. This is the result of the
soaring competition level and change in the business
world, that the attention on improving the quality of
company’s activities becomes the key to successfully
achieving competitive advantage. Companies cannot
continuously maintain the quality of products without
adopting the in-depth strategies and practical quality
management. One of the prominent business strategy that
has received attention from academics and practitioners
in the last decade is Total Quality Management (TQM)
(Jimoh et al. 2019; Panuwatwanich and Nguyen, 2017;
Salas-Arbeldezetal. 2017; Sinhaand Dhall, 2018). TQM
is approved as the system that improve the performance
of company organization (Khawarmahmood etal. 2014;
Small et al. 2017), and strengthen company’s position
in reaching its competitive advantage (Li et al. 2018).
Besides being able to increase profits, TQM also able
to increase employee and customer satisfaction (Shafiq
et al. 2019). Recent studies have shown that TQM
positively influences the performance of manufacturing
companies (Sahoo and Yadav, 2018) and services in
India (Singh et al. 2018a). Then, a strong and significant
correlation between TQM and company performance
(Cetindere., 2015), as well as its positive effect on
the performance of company employees (Wagimin et
al. 2019). Most companies claim the positive relation
between the implementation of TQM concept and
company performance (Konecny and Thun, 2011); (Al-
Dhaafri., 2016); (Sahoo and Yadav, 2017), yet provide
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not optimal results on its application in some other
(Yang et al. 2009). The implementation of TQM cannot
be successful unless employees are directly involved in
the business process by attending courses and trainings
to be more competent (Khanna and Gupta, 2014).

Companies must be aware since the beginning of how
important it is to improve output quality because it is in
direct touch with customer satisfaction and becomes the
benchmark of company sustainability, with no exception
for PT. XYZ, a manufacturing company which is the
largest cement company in eastern Indonesia. Each year,
the company is able to produce an average of 6 million
tons of cement with 4 units of cement processing plants.
Based on preliminary observations and interviews,
a number of problems have been found; nonoptimal
performance of employees, the lack of employees
involvement in determining product distribution routes,
uncompetitive product quality compared to similar
products in the market resulted in vacant of stock in some
particular area. As the largest cement manufacturer in
eastern Indonesia, PT. XYZ is supposed to continuously
improve the quality of company’s inputs, processes, and
outputs.

The practices of TQM is said to be successful depend on
the company’s seriousness and consistency continually.
Related to the practices of TQM at PT. XYZ business
performance, the result is not yet seen so far. Therefore,
it is important to conduct research related to the impact
of TQM practices on the business performance of PT.
XYZ. To achieve the objectives, 10 TQM indicators are
used, consisting of: focus on customers, obsession with
quality, scientific approach, empowerment ofemployees,
teamwork, continuous improvement, education and
training, controlled freedom, unity of purpose, and
involvement and empowerment of employees (Tjiptono
and Diana, 2003; Gaspersz, 2001). Whereas, business
performance consists of return on investment (ROI),
market share, and sales growth (Syamsuddin, 1992;
Lamb., 2001). This research is expected to be able to
prove to what extent that the practices of TQM are
impacted XYZ Ltd.’s performance in order to achieve
competitive advantage, as well as to be a valuable
input regarding the correlation between TQM practices
and the performances of manufacture companies. By
conducting this research, the results are expected to
make a valuable contribution regarding the influence of
TQM on company performance from the perspective of
a manufacturing company, as well as to help academics
and practitioners in TQM campaign for manufacturing
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companies. Therefore, the purpose of this research
is to analyze to which extent that the adoption of
TQM practices give an impact on PT. XYZ business
performance. To achieve optimal results, this study
using Structural Equation Modeling (SEM) approach.

METHODS

This research was held in PT. XYZ which located in
Pangkep, South Sulawesi, started from March 2019 until
August 2019. PT. XYZ is a manufacturing company
which also the largest cement company in eastern
Indonesia. Each year, the company is able to produce
an average of 6 million tons of cement including 4 units
of cement processing plants.

There are 2 (two) types of data used in this research,
which are primary and secondary data. The primary
data came from the questionnaires results. The
questionnaires were distributed to 250 employees from
top to the bottom management at PT. XYZ. In order to
keep the research run in the efficient way, the researcher
took the company’s break time or employees free time
to do the filling. The spreading of questionnaire was
done by directly handed the form to each employee.
Meanwhile, secondary data were obtained from the
database of company personnel department, company
performance reports, and relevant literature to support
this research.

The process of collecting the data was done through
several stages consisted of (1) Library research
(literature research) and field research to capture the
initial description of company’s business performance
condition,aswellaspreparingtheresearchquestionnaire.
The questionnaire had two sections: section A which
contained the description of demographic characteristic,
and section B which contained the questions regarding
the constructs of TQM and business performance. The
constructs of TQM were focus on customers (X1.1),
obsession with quality (X1.2), scientific approach
(X1.3), employees empowerment (X1.4), teamwork
(X1.5), continuous improvement (X1.6), education
and training (X1.7), controlled freedom (X1.8), unity
of purpose (X1.9), involvement and empowerment of
employees (X1.10), while the constructs of business
performance were Return on Investment (ROI) (Y1.1),
market share (Y1.2), and sales growth (Y1.3). All
questions were measured using Likert scale started
from 1-5 (strongly disagree to strongly agree); (2)
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Validation of measurement questionnaire items in
form of questionnaires before being distributed to
respondents by experts; (3) Direct distribution of
validated questionnaires to respondents in total of 250
people.

This research used the approach of Structural Equation
Modeling (SEM) model. SEM was used to estimate the
relationship strength between variables in the proposed
model. The choosing of SEM was based on the ability
in managing, estimating, and describing the strength
of the relationship and influence between variables in
the proposed model (Maruyama, 1998; Abbas, 2020;
Hair et al. 2010). Data processing was done after the
process of data collection had been completed. The
process were (1) demographic characteristics of the
respondents involved in this study; (2) test the basic
assumptions of SEM modeling; (3) test confirmatory
factor analysis (CFA). It was used to determine the
construct consistency and adequacy of the proposed
hypothesis model with the standard value above 0.50 (>
0.50); (4) SEM analysis to test the relationship between
TQM practices and company business performance.

Hypothesis

The model of this research consisted of two latent
variables including Total Quality Management (TQM)
and Business Performance (BP). Several studies reveal
that the effect of TQM practices on company business
performance can be measured through a number of
aspects, such as return on investment, market share,
and sales growth (Deli¢ set al. 2014; Jaca and Psomas,
2015), finance and markets, effectiveness, customers
satisfaction, and employees (Mensah et al. (2012), low
operating costs, increased productivity, efficiency, and
innovation (Bolboli and Reiche, 2013).

To get a vivid picture of TQM practice of, 10 indicators
were used. Furthermore, 3 indicators were used for
company’s business performance, including return on
investment, market share, and sales growth. The reasons
for choosing these 3 indicators were: (1) the company’s
financial condition can be clearly illustrated through the
return on investment; (2) sales growth is determined on
customer satisfaction, efficiency and effectiveness in
using resources, quality improvement through product
development and innovation, and of course sales
growth determines whether the company’s business
performance is good or not; and (3) the good condition
of company’s business performance is illustrated by
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the increase in company’s market share, which has
a direct impact on the level of sales and increases in
profitability. The description of each indicator could be
seen in Table 1. To support the proposed hypothesis,
conceptual model of this research could be seen in
Figure 1. Meanwhile, Figure 2 presents the complete
specifications of the proposed model.

Through this research, the expected result is the
significantly positive impact of TQM on PT. XYZ’s
company performance. Thus, TQM has once again
proven to be effective and can be the choice for
companies in improving their business performance.
Then, based on the background description and frame
of mind, the proposed research hypothesis is:

H1: TQM practices give positive effects to company’s
BP significantly.

RESULTS

Demographic Characteristic

After the text edit has been completed, the paper is ready

for the template. Duplicate the template file by using

the Save As command, and use the naming convention
prescribed by your conference for the name of your

Table 1. Indicators of TQM and Company’s BP
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paper. In this newly created file, highlight all of the
contents and import your prepared text file. You are now
ready to style your paper; use the scroll down window
on the left of the MS Word Formatting toolbar.

Basic Assumptions for SEM Modeling

One of SEM’s advantages is its capability to modeling
the correlation between complex and multivariate
variables. A SEM model is considered good if it
meets the basic assumptions, such as sample size and
data normality. Samples size also important in SEM
modeling. The bigger sample size is the better for SEM
modeling (Arbuckle, 2013; Wagimin et al. 2019). To
accomplish this, the research used 250 respondents
involved in data collection with 100% response rate.
Thus, the sample size of this study has met the basic
assumptions of SEM. Furthermore, normality testing
was built upon the value of critical ratio skewness and
critical ratio kurtosis based on the conditions of + 2.58.
According to (Singh and Sharma, 2016), if the value of
kurtosis and skewness is less than + 2.58, the normality
testing then could be accepted, or in the other words, the
data is normally distributed. Based on the testing result,
the research data were normally distributed because
critical ratio skewness and critical ratio kurtosis in
multivariate was -0,128 which showed that the value
was around =+ 2.58.

Latent Variable Indicators

Sources

Total Quality Management Focus on customers (X1.1)

(TQM)
Obsession with quality (X1.2)
Scientific approach (X1.3)

Employees empowerment (X1.4)

Teamwork (X1.5)

Continuous improvement (X1.6)

Education and training (X1.7)
Controlled freedom (X1.8)
Unity of purpose (X1.9)

(Wagimin et al. 2019; Tjiptono and
Diana, 2003);

Kumar., 2011; Prajogo and Sohal,
2006; del Alonso-Almeida.,
2015; Jaca and Psomas, 2015;
Parvadavardini., 2016)

Involvement and empowerment of employees (X1.10)

Business Performance

(BP) Market share (Y'1.2)

Sales growth (Y1.3)

Return on investment (ROI) (Y1.1)

(Syamsuddin, 1992; Lamb., 2001;
Richard et al. 2009; Deli¢ set

al. 2014; Jaca and Psomas, 2015;
Parvadavardini., 2016; Kannan and
Tan, 2005; Kafetzopoulos., 2015)
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Focus on Costumer (X1)

Obsession with Quality (X2)

Scientific Approach (X3)

Employees Empowerment (X4)

Long-term Comitment (X5)

Team Cooperation (X6)

Education and Training (X7)

Controlled Freedom (X8)

One Goal (X9)

Involvement and Empowerment (X10)

Figure 1. Conceptual model which connecting TQM to BP
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Confirmatory Factor Analysis (CFA)

CFA was aimed to test the level of construct adequacy
and feasibility as well as the proposed hypothesis
model. From testing result presented in Figure 3 could
be seen that all constructs had significant level above
0.50. Thus could be concluded that all indicators were
adequate and feasible for SEM modeling.

SEM Model Test

The model could be said as fit and acceptable when
it meets the number of standard assessment criteria.
Goodness of fit criteria which used in this research
contained CMIN/DF (Chi-square Fit Index divided by
Degrees of Freedom), GFI (Goodness-of-Fit Index),
AGFTI (Adjusted GFI), CFI (Comparative fit index), and
RMSEA (Root Mean Square Error of Approximation).
Based on the test result as presented in Figure 3 shown
that the model was considered fit and had a much fine
compatibility level. It was proven by the testing result
was able to meet all of goodness of fit assessment
criteria.

Validity and Reliability

The test of validity and reliability in this research was
based on standardized factor loadings above 0.50 (Hair
et al. 2010). If the standardized factor loadings were
less than 0.50, then it was declared as invalid, vice
versa. The test results showed that standardized factor
loadings for all items were above 0.50, meant that the
constructs in this study were valid. Furthermore, tested
data reliability by using Cronbach alpha coefficient
and composite reliability (CR) with standards above
0.70 (Singh and Sharma, 2016). If the Cronbach alpha
coefficient between 0.7 and 0.8, internal consistency
could be considered as good. If above 0.8, then it was
considered as very good. The test results showed that
the Cronbach alpha and CR coefficients of all constructs
were above 0.70. Thus, the constructs used had good
reliability.

SEM Analysis and Hypothesis Test
After went through a series of analyzing as described

above, the next step was to confirm the proposed
research hypothesis. The test results in Table 2
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shown that Total Quality Management significantly
gave a positive influence on the company’s business
performance with path coefficient was 1.81 and t-value
4.169 with probability value was less than 0.001. This
meant that the proposed hypothesis was in accordance
with the test results. In addition, the constructs of
TQM variable and company’s business performance
showed very satisfying results. The value of entire
constructs variable was positive with t-values ranging
from 2.845 to 4.189 and path coefficients ranging
from 0.552 to 1.814 with probability values was less
than 0.05, meant that the constructs used to measure
and assess the extent to which its ability to represent
both variables had been fulfilled. Thus, the practice of
TQM had a real impact on business performance of PT.
XYZ. It was in accordance with the research conducted
by Panuwatwanich and Nguyen (2017); Singh et al.
(2018); and Vasantharayalu and Pal (2016), that the
practices of TQM could fixed and generated company
performance to dominate the status. The company
must be certain that with consistency in the matters
of continuous improvement as well as empowering
employees by including them in each training and
self-development could gave a positive impact on
company’s sustainability. Competitive advantage was
not impossible if the company maintained the principles
that had been built.

Managerial Implications

The practical implications of Total Quality Management
(TQM) were able to improve and enhance company
performance. By the results obtained were proven
that there was a significant positive effect of TQM
practices on company business performance. Focus on
customers, obsession of quality, scientific approach,
employee empowerment, teamwork, continuous
improvement, education and training, controlled
freedom, unity of purpose, employee engagement and
empowerment were TQM sets of dimensions. Not
only oriented on customer satisfaction or providing
training and education for employees, but TQM also
proposes continuous improvement for company, so that
the targets and ideals can be realized. Thus, companies
that have implemented TQM practices are consistent
and comprehensive. Meanwhile, companies that still
practicing traditional management are encouraged to
immediately move to TQM.
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Figure 3. Tes result of SEM model between TQM and BP

Tabel 3. The result of hypothesis test

Hypothesis

Path coefficient  t-value P-value Result

TQM significantly had positive effect on company's business

performance

1,024 4,169 Hokx Accept

CONCLUSIONS AND RECOMMENDATIONS
Conclusions

Total Quality Management (TQM) was one of
management quality improvement strategies that
had been proven to be able to give a positive effect
on company performance significantly, as proved
by practitioners and academics. In accordance with
the statement, this research also proved that the
implication of TQM with its 10 indicators such as
focus on customers, obsession with quality, scientific
approach, empowerment of employees, teamwork,
continuous improvement, education and training,
controlled freedom, unity of purpose, and involvement
and empowerment of employees significantly gave
positive effect on company business performance of
PT. XYZ consisted of Return on Investment (ROI),

market share, and sales growth, with the value of
path coefficient is 1.81, and the t-value by 4.169 with
probability value less than 0.001. This proved that in
improving the quality of company management should
adopt the TQM concept that covered the success of
almost all aspects of company’s business. Not only
oriented to customer satisfaction or provided training
and education to employees, TQM also proposed
continuous improvement to the company so that
the goals and ideals could be realized. These results
had a positive impact on the company, that if TQM
practices were applied seriously, it will provide optimal
results, and not impossible for companies to be able to
achieve competitive advantages. Theoretically, it was
able to add value to the relationship between TQM
concepts and the company’s business performance,
planned measurement indicators according to priority
improvements, and minimized more specific gaps.

3120



Recommendations

For further researches, to add mediation variables is
recommended, as well as to investigate the relationship
of TQM with other aspects, such as leadership,
transformation, and information in the relationship of
company performance. Furthermore, in order to obtain
a more general picture and enrich the knowledge about
the effectiveness of TQM practice, further investigations
regarding TQM practices on business performance of
similar manufacturing companies are recommended.
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