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ALITY STRATEGY OF
SMALL BUSINESSES IN HONG KONG

ABSTRACT

TQM has been widely recognized and successfully implemented in many
large enterprises, giving these businesses the edge in both international and
local competitiveness through the production of quality products that delight
the customer. The thesis serves to lay the foundation for investigating quality
strategy of small businesses in Hong Kong, many of which do not have the
same management capabilities, incentives and resources as do large
businesses.

The results, in general, indicate that the enforcement of total quality
management (TQM) in these small business concerns has been
dissatisfactory. On the whole, enthusiasm was found among them, but there
were inadequate and misunderstanding of the TQM concept. However, there
are several small wonders who was on the route to total quality management
and their lessons of "best practices" is discussed. Recommendation is drawn
on the kind of quality strategies small-sized companies may adopt in pursuing
their competitive edge.

YUK LAN WONG
Research Student

School of Computing &
Management Sciences
Sheffield Hallam University
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CHAPTER ONE INTRODUCTION
1.1 BACKGROUND

The decade of 1990's has been characterized by extended intensive global

competition in both products and resources markets.

Companies are finding it harder and harder to survive their problems. It
seems that the traditional management philosophy no longer works well in
today's global environmental context, it gradually becomes obsolete. In order
to stay competitive and profitable, companies are forced to explore better
means to secure the market, to reduce unnecessary costs, and to improve the

productivity of the existing factors input (Kanji 1990).

Total Quality Management (TQM) is an innovative management philosophy
and set of guiding principles required by any organization striving for
contihuous victories and excgllence. The total quality management
- philosophy advocates the total involvement of all participants in the quality
process which positively encourages continuous quality improvement to meet
~ customer expectations through the cultivation of a new organizational culture
and the establishment of a more efficient network system incorporating the

suppliers (Wong 1993).

Unlike the traditional management philosophy, this new management
Aphilosophy is customer driven. The basic focus of which is the same for both
service and product-oriented organizations: total customer satisfaction.

Companies now have to make it their business to get and stay close to their



customers. Keeping customers happy and satisfied has become the central
aim of successful companies all over the world (Kanji & Asher 1993).
Through TQM, management can gain invaluable insights into better ways of
organizing their limited resources in realiziﬁg the Deming's Chain Reactions.
Further, it is widely accepted as an indispensable component of

competitiveness of an economy .

Against a background of rising production costs, a tight supply of labour and
increasing competition from other Asian countries, Hong Kong companies
must strive to upgrade the quality of their products if they are to remain
competitive and retain their market share. The 1990's will be an era of
challenges for Hong Kong small businesses. The main features of the Hong

Kong situation are as follows:

There are more competitors than ever before

National and international financial systems are unpredictable

Investor's expectations have increased

Customers' expectations are escalating

The things people value are changing

The international standard for quality management has been introduced

(The international standard for quality assurance-ISO9000)

Source: Hong Kong Annual Report 1993

‘In wake of these changes in situation, the Hong Kong Government has

launched a series of "Make it Better in Hong Kong" Qualify Awareness



Campaign which aims to encourage enterprises throughout Hong Kong to

adopt effective Quality management practices.

The Industry Department plays an important role in providing quality support
services and promoting the wider application of quality assurance. Services
include the maintenance of measurement and documented standards as
authoritative points of reference for industry through the Standard &
Calibration Laboratory (SCL), and the provision of information on external
product standards through the Product Standards Information Bureau (PSIB).
It also operates a laboratory accreditation scheme (HOKLAS), which was
introduced in 1985 to encourage commercial testing laboratories in Hong
Kong to seek accreditation to international quality standards. In 1990 a three-
year long Quality Awareness Compaign was launched, and a series of
seminars and briefings, focusing on the recognized international standard of
ISO9000 and total quality management (TQM) were offered. ~Another
achievement of the compaign was the establishment of a Hong Kong Quality
Assurance Agéncy (HKQAA) in early 1990, to assess and accredit
companies practicing quality assurance to ISO9000 and Total Quality
Management. Besides, the Government has also set up the Governor's Award
for Industry (Quality) and a lot of quality infrastructure to promote a wider

appreciation of the quality management amongst Hong Kong companies.
1.2 MOTIVATION FOR RESEARCH

Not surprisingly, the concept and pursuit of "Quality" has moved in step with
improvement in the standard of living. With greater affluence in society,

people have become more quality conscious in their business activities as



well as in their own demands for goods and services. "Total Quality
Management" being the most popularized and practical quality management
philosophy is now sweeping every business sector of Hong Kong (Sit &
Wong 1989). It is also being accepted as a sound practice that Hong Kong's
companies must master, if they are to continue to prosper in the fiercely
competitive years ahead, with good reason. TQM offers a holistic and
systematic approach towards removing unnecessary and costly waste,
locating and eradicating sources of error, and providing the customer with
reliable products that they actually want (Kanji 1990). Besides, it makes

people's works more meaningful.

All of these benefits reflect the need for every Hong Kong companies to
accept this quality challenge by pursuing TQM as a business strategy,
developing sound working relationships based on quality consideration with

suppliers and subcontractors.

Unlike many traditional manégement models, total quality management can't
be implemented in isolation. Rather, the successful implementation of TQM
calls for the full involvement and cooperation of all participants including a
network of suppliers and vendors. Like many other economies, small
business in Hong Kong are predominate and play major role of
subcontracting . In fact, these small subcontractors are long known for their
significant contribution to the Hong Kong economy, using their ability to

respond to the changing market needs, and efficient assembly work.

Because of their importance to people and the Hong Kong economy, small

business concerns need to survive-and survival is on the minds of many



owner/managers and léaders of small enterprises. Since the management of
quality as a strategic tool has to be assimilated differently by different types
of firm, small business concerns, as part of the quality chain, therefore
deserve emphasis and attention on their qﬁality strategies as a means to

achieve competitive edge (Wong 1993).
1.3 PROBLEM DESCRIPTION

Despite having plenty government offices and public institutions in Hong
Kong whose act as innovation centers in welcoming this popularized
management philosophy, encouraging the spread of TQM, disseminating
information, facilitating relationships and offering training; none of them
promote and facilitate the efforts of small enterprises to take on this

challenge.

To date, little literature, books and papers on TQM has been directed to
small-sized companies, even though the diffusion and promotion of "best
practice” in TQM among these small subcontractors is critical to the success

of the larger TQM practitioners.

However, one must note ' that small-sized enterprises, due to their unique
features, may adopt a somewhat different quality strategy in achieving

competitiveness.

The main thrust of this thesis is to investigate the present quality strategy of
such small business in Hong Kong in order to develop total ‘quality

management process in a systematic way.



1.4 OBIJECTIVE

As mentioned earlier, there is still no documented literature concerning the
area of quality strategy of small enterprises in Hong Kong. However, due to
the different operating environment and operating scale, it is inferred that
small businesses owner/managers might have different perceptions of quality
and employ different sets of quality strategy to pursue their competitive edge
when comparing with the CEOs in big businesses. For small businesses,
introducing quality programmes can be a lonely and expensive business.

Some can afford the services of outside consultants; most cannot. Help is

needed.

In view of the lack of investigative work in this area and the importance of
economic contribution of Hong Kong's small business, this research focuses
on the role of quality stfgtégy in that sector as a factor for achieving their
competitive edge. Specifically, it is endeavoured to address and examine the

following questions throughout'the research.
1. Aresmall firms any less advanced in their progress towards TQM?

2. Are their perceptions of quality, as a competitive factor, any different

among various types of small firms?

‘3. Are there any practical implications of these varying perceptions in their

quality strategy implementation?



4. Are there any lessons of "best practice” that could be passed on to this

group of organizations?
1.5 THE RESEARCH METHODOLOGY

Introduction

In Hong Kong, the manufacturing sector has been a major contributor to its
overall economic success for the past thirty-five years. Manufacturing alone
approximately accounts for one-third of its employment. It includes clothing
electronics textiles and plastics, printing and chemicals and is dominated by
medium and small sized firms with an average establishment of 16 persons.
Further reports indicate that about 84.3% of industrial establishments in

Hong Kong each employ less than 20 people (Kanji 1990).

Small business in Hong Kong has long been known for its flexibility and -
effective consumer orientation that plays an impbrtant role in the prosperity

of the local economy.

Recently, with ever-accelerating inflation and manufacturing moving over
the border into the adjacent Pearl River Delta region, Hong Kong
manufacturing is now undergoing a restructuring process that they must

move their competitive battlegrouhd from price to quality (Wong 1993).

Noting the preponderance of small business in Hong Kong and their special
subcontracting relationship with their local larger counterparts, the quality

 strategies of such businesses and their awareness of the importance of



quality in improving the competitiveness of the local economy engender a

fresh interest.
The Research Method

As survey method allows one to obtain both qualitative and quantitative data
from a relativ’ely larger sample more efficiently, both mail survey and
semi-structured personal interviews were considered more appropriate and
were adopted for the collection of information regarding the methods and

principles of quality management used in Hong Kong small businesses.

Apart from the self-estimation by the owner/manager, interviewer may also
take notes during the interview provides an added advantage of using this
method. However, the results may sometimes be disappointing too. For an
owner/manager is not a researcher, and his ability to translate complex
reality into meaningful abstraction in a short period of time is somewhat -
doubtful. Nevertheless, Henry Mintzberg, one of the most famous
management theorist, commented that this technique is most useful in the

study of owner/manager's perception of his own work (Drucker 1992). |

Despite the advantages of the survey method in generating quantitative data,
there is a need to be cautious in applying the method. Firstly, the survey
method should be developed such that it is consistently interpreted by the
respondents. Secondly, the sampling procedure should be directly related to
‘the research problem. Lastly, the method employed should genérate interest
among the potential respondents to obtain a more comprehensive responses

result.



Development of Survey

The survey used a semi-structured interview based on a questionnaire. The
questionnaire was developed in 1992 based on the research model and the
specific quality management measurement items advised and determined by
Professor Dahlgaard, Kanji & Kristensen (1990). As the present research is
the first TQM survey ever conducted on small businesses in Hong Kong, the
questionnaire was pretested on two owner-managers, one from printing firm
and other from chemical firm. Generous cooperation and valuable advice
were received on ease of comprehension and clarity of the specific items. In
November 1992, the revised final form of the questionnaire was prepared in
Chinese to suit small business and local environment (Appendix C). Details
regarding the rationale for the structure of the questionnaire and the

description of the questionnaire are given in Appendix A and B respectively.

In this survey, the goals and roles of quality strategy of small enterprises are
evaluated in terms of a Total Qliality Management framework incorporating
two major TQM implementation aspects: customer-supplier relationship and
the importance of the four core total quality management activities in this

companies as indicated in the structure of the questionnaire in Appendix A.



Coverage of the Survey

As described in Chapter 2, there are many definitions of small business and
there are many applicable measures which r’angé from family ownership to
company turnover. For our purpose, the author decide to adopt the definition
which is developed by the Hong Kong Government Statistical Department.
Accordingly, small business should be the enterprise that is managed in a
personalized way and is employing less than 50 people. The survey covered
a sample of 200 companies. They were selected by stratified random
sampling method from a total of 23,409 companies (1990) with employment

size less than 50 in that sector.

Method of Survey

In order to collect accurate data, the survey fieldwork was conducted in_
November - December 1992 _by trained interviewers based on the largely
pre-coded questionnaire. Two weeks before the fieldwork, questionnaires
were mailed to the sampled companies and their owner-managers. It is
difficult to conduct this kind of investigation among Hong Kong small
business. Experiences of past small businesses surveys taken in Hong Kong
show that the method of sending questionnaires to the targets yields a very
_ low response rate which usually ranges form 0.1% to 3% only. In view of
this and owing to the length of the questionnaire, the "direct-selling"
‘technique was employed by the interviewers in data collection to gain

meaningful results.

10



During the fieldwork period, four trained interviewers using the "Hong
Kong Guide maps" wenf to the five industrial districts namely, Tsﬁen Wan,
Kwai Chung, Kwun Tong, Quarry Bay and Aberdeen and started the
prospecting process. Description of their work schedule which is developed
base on the direct selling concept to reach and collect information from the
small business is shown in Appendix D. The reason for restricting the
sample frame to the five industrial districts is base on the fact that these five
industrial districts together accommodated 96.8% of the Hong Kong's small

and medium size establishments in 1990.

Response Rate

Owing to the reasons of time-consuming process of completing the
questionnaire; the problem of confidentiality in the trade; the expected
fluctuation of operation . environment that make the oWner/managers‘
unavailable and out of contact in the fieldwork process, there are only 44

responded out of the 200 sampled companies.

As predicted, we received only 6 completed questionnaires from the mails.
Some companies were either not applicable, moved, closed down or merged
with other companies. Some companies did not answer sufficient numbers of
questions ‘to give an overall picture about the owner-managers and their
companies. While 38 interviews were successfully approached and conducted
by the trained interviewers using the "direct selling" technique. Out of the 38
interviews, nearly all owner-managers of these responding companies

answered questions and provide information about their personal profiles and

11



their companies. These two togethér gives a response rate of 22%. The data
obtained have been grossed up to give an overall picture of perception on
quality strategy of owner-managers, the role of quality strategies in small
business and their implications in strategic implementation of total quality
management. The distribution of responding companies and by types of

business is shown in Table 1.1.

TABLE 1.1
PONSE BREA ‘

Industry No. of Firms % of Total Samples (200)
Garment/Clothing 14 7%
Electronic 2 1%
Chemical 4 2%
Metal 7 4%
Moulding 9 5%
Printing " 8 4%
TOTAL 44 22%

The detailed analysis of data with respect to Kanji & Asher's '(1993)
"Pyramid principles of Total Quality Management" is discussed in

Chapter 5.

12



CHAPTER TWO ROLE OF SMALL BUSINESS

2.1 SMALL BUSINESS TODAY

There is no question that entrepreneurs and the small businesses they own

and operate are an exciting part of every economy.

In most developed economies anything from 6% to 15% of the working
population are small business men and women. This can be translated into
about 3.4 million people in the United Kingdom, out of a working population
~ of 27 million (Bygrave 1994). That is to say, almost half of all the people in

commercial and industrial employment in the U.K. work in a small business.

It is also not a surprise to note that 98% of the United States business are
small scale. In France, over 90% of all businesses are small and medium-
sized enterprises. In Italy, 90% of all industrial firms are small businesses
and absorb almost 84% of her total .employment. Similar to the Western ;
World, 90% (on average) of Asian developing countries' business

establishments also belong to small scale (Chou & Tuan 1993).

In fact, small business flourished in almost all ancient cultures. The
Egyptians, Greeks, Jews, Arabs, Romans and Babylonians, for example , all

contained a substantial population of small businesses (Bolton 1972).
However, small business history, until recent years, has never excited the

public at large. Although small businesses are now generally being

increasingly recognized as an infegrated component of every economy, they

13



remain overshadowed by those of the big businesses such as Toyota, General

Motors, British Airways, Shell and Swife etc.

Yet, one should not overlook the contributions of small business. Small
businesses operate in all parts of our economy. From what is happening

around us, you can tell that small business has an important impact on our

-daily-lives. The newspaper we buy, food we eat, shirt we wear, transport we =~

take, in most of the cases will be produced, processed and delivered by the
small businesses. The smaller enterprises are major job creators and are
essential in all economies in providing much needed daily consumable for the
local populaces. Besides, small businesses are known to generate and
provide training grounds for entrepreneurs. The fact that the development of
small businesses allows for the more effective utilization of local raw
materials and resources, offers much of the needed daily products to act as
major import substitutes are another interesting points to note. Another area
of interest is that of the intimate relationship between the small enterprises -

and the larger enterprises.

Recently, there have been a major resurgence of small business throughout
the world. Even in the Soviet Union and Eastern Europe, such enterprises are
now greatly prized (Bolton 1972). Focus now has been turned to enterprises
with a smaller work force as these enterprises produce higher value-added
exports than giants in today's competitive . environment, particularly in

countries where unemployment is prevalent like the United States.

14



2.2 ROLE OF SMALL BUSINESS IN HONG KONG

Hong Kong is a subgroup of the Newly Industrialized Countries (NICs).

Hong Kong's manufacturing industries were of only local importance until

some years after the Second World War. The early industries were the

natural offshoots of Hong Kong's previous prosperity as a trading port.

- Having a high degree of dynamism and intensive activity generated by a large
pool of emigrated independent businessmen from the post World War II
mainland China, and a culture and infrastructure that favours free trade and
easy access to foreign markets, make Hong Kong a bastion of

entrepreneurship and small businesses.

From the past to present, small and medium firms almost predominate in
Hong Kong's manufacturing industries. They represent and form the

backbone of Hong Kong export-oriented economy.

Despite having similar domestic and external environmental factors, small
enterprises in Hong Kong, as compared to those in other Asian countries, are

quite unique in several respects.

First and foremost, almost all manufacturing firms here are export-oriented
and they are highly integrated among themselves and with the large
enterprises through a system of subcontracting. For instance, the textiles and
clothing industries combined is the largest export earner, accounting for 40%

of total domestic exports in 1992 (Chou & Tuan 1993).

15



In fact, these subcontracting practices of small and medium enterprises are
highly efficient, flexible and adaptive to the fluctuating product design and
demand, which to a large extent, make Hong Kong the world largest exporter
of the light industrial products. As Sit and Wong (1989) reported that most of
the large companies in Hong Kong have subcontracting relationships with the

small firms which are in fact the subcontractors (SCR).

Secondly, most of these small manufacturing factories are concentrated in
producing those highly competitive products like textiles and wearihg
apparel, toys and watches. There are some larger sectors of ihdustry like
textiles, garments and electronics in Hong Kong which employed more
people but still they were all small operation. In accordance to the Hong
Kong statistics, Hong Kong's main manufacturing industries, by export value,
are clothing, electronics, textiles, watches ad clocks, and plastics. These
industries together exported $177,345 million worth of goods that is 75.’7% of
total domestic exports in 1992. They also accounted for $208,890 millioq :
(64.4%) of the total gross output of the ‘manufacturing sector in 1991 (Wong
1993). |

Another distinctive feature of small business in Hong Kong is the size.
Small business defies easy working definition. The working definition for
the size sectors varies from industry to industry, from country to country,
depending on the yardstick and cut-off point used. The most widely used and

widely criticized definitions based on employment.

Besides, the cut-off points between the size sectors in terms of number of

full-time employees is not uniform among countries neither. The most

16



notable difference is found in the size criteria adopted for the sectors between

the developing and developed countries. (Table 2.1)

TABLE 2.1

IZE RITERIA __FOR ELECTED DEVELOP ND
EVELOPED RI
Cut-off Point in Persons Employed
Size Sector U.S. Japan Malaysia Indonesia
Small 0-49 <100 <50 <20
Medium 50 - 249 100 - 299 50-199 20-99
Large 250 - 400 > 300 > 200 > 100
Source: Hong Kong Annual Report 1

Generally speaking, the yardstick and cut-off point adopted reflects the nature

and stages of industrial development in the economy of the region.

Noting the light manufacturing nature of Hong Kong industries, the size
definition adopted by the Hong Kong Government in = . recent business
classification survey is used in this dissertation. The definitions of size

sectors by industry in Hong Kong is shown in Table 2.2

17



TABLE 2.2

SIZE DEFINITIONS FOR SELECTED ECONOMIC SECTORS IN
HONG KONG

Cut-off Point in Persons Employed

Category | Small Small-Medium Large
Manufacturing 1-19 20-99 > 500
Import & Export <5 5-19 > 50

| Wholesale <5 S 5-19 | >50
Retail <5 5-19 >50

Source: Hong Kong Trade Development Council Annual Report 1991

Table 2.3 shows the percentage of small business establishment by major

economic sectors in Hong Kong (1991).

TABLE 2.3 -
PERCENTAGE OF SMALL BUSINESS ESTABLISHMENTS BY
MAJOR ECONOMIC SECTORS

Economic Sector Small Sxﬁall-Medium Large
Manufacturing 84.1 15.7 0.2
Import-Export 68 309 11
Retail 84.2 154 0.4
Wholesale - 71.7 27.9 0.4
Restaurants 479 479 42
Hotels 88.9 10.3 0.8
Finance 77.5 18.5 4.0
| Business Services 87.5 102 23
Transportation 86.2 12.9 | 0.9

18



Source:_ Hong Kong Productivity Centre Annual Report

Besides, more than 98 per cent of Hong Kong manufacturing enterprises

belong to small scale. (Figure 1).

19



FIGURE 1 |
NUMBER OF MANUFACTURING ESTABLISHMENTS BY EMPLOYMENT SIZE, 1980 AND 1992

Number of
Establishment
{('000)

Z

P

100-199 200 and more
Employment Size

Source : Reports of Employment, Vacancies and Payroll Statistics, Census & Statistics Department
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TABLE 2.4

ER MA ACT E BLISHMENT
MPLOYMENT SIZE, 1987-1992
Size of Establishment _
(No. of Persons 1987 1988 1989 1990 1991 1992
Engaged)
1-9 34354 35066 34 802 35915 33888 31261

(68.2) (69.3) 69.7  (73.2) (73.2) (74.5)
10-19 7241 7219 7270 6 366 5980 5120

(14.4) (14.3) (14.6) (13.0) (12:9) (12.2)

20 - 49 5336 5032 4735 4219 4018 3501
(10.6) (99 = 9.5 (8.6) @7  (83)

50-99 2090 1977 1919 1520 1430 1221
@1 (3.9) (3.8) (.1) G @9

100 - 199 869 828 741 668 602 524

(1.7 (1.6) (L.5) 1.4 (1.3) (1.2)

200 - 499 387 ' 356 346 302 284 249
0.8) - 0.7) 0.7). (0.6) (0.6) (0.6)

500 - 999 104 105 88 77 56 45
0.2) 0.2) 0.2) 0.2) ©.1) 0.1) 7

1 000 and above 28 23 26 20 18 17
.1 *) 0.1) *) ™ ™)
Total 50 409 50606 49926 49087 46276 41937

(100.0) -(100.0) (100.0)  (100.0) (100.0) (100.0)

Note : Figures in brackets denote the respective percentage share of the
column total.

‘Source : Reports of Employment, Vacancies and Payroll Statistics, Census
& Statistics Department. '
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It is also indicated in Table 2.4 that the small, and small-medium business
sectors are sizable parts of Hong Kong's manufacturing structure (with
41,103 establishments) and therefore, the way it may perform should

significantly affect the entire Hong Kong economy.

These survival of these small enterprises and to sustained their growth is a

necessary factor for the development of the big businesses. In general, big
businesses do not allow for dynamics of economy, flexibility and effective
consumer orientation, therefore, it is necessary to have an indispensable

extensive network of small businesses in Hong Kong.

Hence, the development of small businesses makes it possible for Hong Kong
to enjoy both the advantage of resource concentration within narrow areas of
the latest technology and the advantage of rapid production adaptation to the

changing market conditions.

All in all, small business in Hong Kong, despite of all the publicity about
multinational cdopération and mega billion-dollar conglomerates, make up a
significant proportion of the local economic sector and therefore their crucial

role in Hong Kong is self-evident.

2.3 RECENT CHANGES AND FUTURE PROSPECTS OF SMALL
BUSINESS IN HONG KONG

‘Being a small and open economy, Hong Kong will always be sensitive to any
changes in the international, political and economics scene which affects

trading conditions, on shifts in market and product demands.
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For the past five years in particular, we can find that tremendous changes
have been taken place in the colony which may help to underwrite the
territory's future. While some of these changes are favourable, some are quite

threatening.

-First of-all was the economic development in China. Hong Kong as an
economic entity is now irretrievably tied to the fortunes of the mainland
economy, as Hong Kong plays a key role in providing some of the expertise

needed in the China's pursuit of economic reforms.

In the case 6f small business, many Hong Kong managers, in the recognition
of the great potential of China's markets, have gone into China. They
relocate their businesses to the Mainland and left their headquarters in Hong
Kong. That is to say, most of these companies' ‘operations here are now

becoming more like headq’uafters units only (Sit & Wong 1989).

The relocation of these manufacturing plants to China, of course, has had
some impacts on Hong Kong, such as an imbalance in the labour market and
made Hong Kong more reliant on China for domestic as well as re-export
growth. But overall Hong Kong has emerged a beneficiary from the
economic restructuring. For example, the manufacturing companies with
headquarters in Hong Kong and producing in China is now much more
interestéd and has more funds available for product design than it used to.
Moreover, a very strong trend in these companies is toward product

development.
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Compared with ten years ago, Hong Kong industrialists are now much nearer
an earlier stage of the product life cycle than before when they could only
take up the manufacture of a product close to maturity and may be even in its
decline stage. In fact, Hong Kong manufacturing is moving toward and
becoming much more development-oriented in terms of both process and

product development. Examples can be found in the Hong Kong electronics

industry; an industry that is in one of its fastest growth periods and where

most of the interest is in telecommunication products. They are now largely
involved and engaged in the design of products like cordless telephones and

of pagers. The whole area is moving from analogue to digital technology.

Another change has also taken place in Hong Kong which indicates that the
businesses with a smaller work force is producing value-added exports with a
higher value than five years ago. Workers' wages in manufaéturing are
improving faster than in the sefvices. This brings manufacturers on to a
problem of high labour césts and high production costs. Recent statistics
even show that labour costs iﬁ the manufacturihg industries accounting for
57.3 percent (Table 2.5) of the value-added of the sector in 1991, was higher

than most of other sectors (Figure 2).
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TABLE 2.5 LABOUR COST AS PERCENTAGE OF VAILUE

DED MAJOR ECONOMI R 1
Economic Sector Value Added Gross Output | Value Added as
(in HK$ (in HK$ %
Million) Million) | of Gross Output
| Manufacturing 53,076 92,693 - 573
Wholesale retail and
' import/ export
trades, 81,759 155,616 52.5
restaurants and
hotels
Financing, insurance,
real estate and - 46,477 138,733 33.5
business
services
Community, social 80,487 95,790 84.0
and personal
services
Transport, storage 25,903 | 57,746 44.9

and
communication

Note : * Provisional estimates

Source : National Income Branch, Census & Statistics Department.
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Figure 2

Labour Costs as Percentage of Value Added of Major Economic Sectors, 1991

Percent
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Note : * Provisional estimates
Sources : National Income Branch, Census & Statistics Department
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The high cost of business in Hong Kong coupled with rapid changes in
consumer demand and an increasingly fragmented consumer product market
will exert competitive pressure on Hong Kong managers in stimulating
quality and productivity growth. By the same‘token, all these have made
quality, flexibility, responsiveness and customer service increasingly

important.

The future prosperity of Hong Kong's small businesses will require
continuous product upgrading and market diversification. Industries must
achieve a technological level which will enable them to move into high value
added and innovative merchandise. Otherwise, they will not, in the long run,
be able to compete successfully against the lower-cost producers in
developing Asian and South East Asian economies, on against the other
newly industrialized economies in more technologically-advanced

manufacturing production. That is to say, the manufacturing sector must

adopt total quality management (TQM) in order to maintain Hong Kong's

competitive edge.

Unlike other strategic tool, total quality management requires the total
involvement of all participants in the quality supplying process in making
continuous improvement to meet customers' escalating expectations through
the establishment of a new organization culture and an extended system
incorporating the suppliers. This means TQM cannot be implemented in
isolation. As such, big businesses must develop total quality management
| programmes not just in their own companies, but also assimilate these quality
programmes into, and Work haﬁd-in—hand with, the smaller ones to achieve

the full quality rhanagement effects.
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This kind of cooperation is especially crucial to the successful
implementation of TQM as a strategic tool in Hong Kong since Hong Kong's

industries mainly consist of small and medium-sized enterprises.

Recently, owing to increasing automation and the shift of labour-intensive
and lower-end production to China, the average size of industrial
-establishments has dropped from 18 persons in 1985 to 14 persons in 1992
(Table 2.6). Of the 41,937 industrial establishments in 1992, 36,381

establishments (86.8%) employed fewer than 20 persons and 39,882 (95.1%)
of the establishments employed fewer than 50 persons (Figure 1). Moreover,
many small operations in Hong Kong are closely linked with the bigger
factories through an efficient network of subcontracting processing

arrangements.
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TABLE 2.6
NUMBER OF ESTABLISHMENTS AND PERSONS ENGAGED IN

ACT INDUSTRIES, 1950-1992
Year No of No. of Average No. of
Establishments Persons Persons Engaged
Engaged Per Establishment
1950 1478 81718 55
-—1955 - 2437 - 110574 45
1960 5346 218 405 41
1965 8 646 341 094 39
1970 16 507 549 178 33
1975 31034 678 857 22
1980 | 45 409 892 140 20
1985 48 065 848 900 18
1986 48 623 869 753 18
1987 50 409 875 250 17
1988 50606 844 575 17
1989 49 926 802083 16
1990 49 087 750 217 15
1991 46 276 654 662 : 14
1992 41937 571 181 14

Sources : (1) Figures for 1950 to 1970 from Employment Statistics, Labour
Department.

(2) Figure for 1975 onwards from Reports of Employment,

Vacancies and Payroll Statistics, Census & Statistics
Department.
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As a result, large companies need to diffuse and spread TQM among their
small subcontractors (SCR) and raise their awareness of the importance of
quality in improving the competitiveness of the local industry in order to be

assured of receiving quality supplies and services from these small suppliers.

These small subcontractors being part of the quality chain (Juran 1988) must
_be incorporated in total quality management process. As such the role of
quality strategies of small business in Hong Kong engenders a fresh interest

and is the focus of this dissertation.
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CHAPTER THREE TOTAL QUALITY MANAGEMENT
PRINCIPLES AND CORE CONCEPTS

3.1 HISTORICAL DEVELOPMENT OF QUALITY MANAGEMENT

The development of total quality as a management system began at the turn of

this century. It i- evolved from a wide range of earlier management practices,

" manufacturing productivity enhancements and improvement efforts. Several

quality leaders played key roles in the development, implementation, and
dissemination of this important new approach to managing and transforming an
organization into one capable of achieving victories. Their messages are
relevant to the world industry and cover both the development of philosophy
and tools. These tools include technical tools to control industrial design and
manufacturing such as contributions of Dr. Ishikawa and Dr. Taguchi.  They
also include management tools: to achieve quality such as the "Zéro Defect"
approach of Mr. Crosby and the concepts of "Company Wide" and "Total

Quality Control" associated with Professor Ishikawa and Dr. Feigenbaum.

Deming's Conceptualization of 'TQM

Deming became known shortly after he was invited by the Union of Japanese

‘Scientists and Engineers (JUSE) to Japan in 1950s to deliver a series of lectures

on quality. He was highly credited by the Japanese due to his contribution
towards the remarkable recovery of Japan from the devastation of the World

War II.

31



Since then, the Japanese have aggressively pursued the idea of  quality
improvement. Deming's famous book "Out of the Crisis” which shows the
"Deming Chain Reaction" also played a major role in the Japanese's focus on

quality and made quality improvement (Kaizen, in Japanese) a vision for

everyone in Japan (Deming 1986).

Description of Deming's Ideas

Deming has succinctly summarized his quality management experience and

concepts in a series of fourteen points and seven deadly diseases. (Table 3.1)

TABLE 3.1
DEMING'S MANAGEMENT PRINCIPLES

7 Deadly Diseases

1. Lack of constancy of purpose

Emphasis on short-term profits

Evaluation of performance, merit rating, or annual review
Mobility of management .
Management by use of visible figures

Excessive medical costs

N e v R W

Excessive costs of liability
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14 Points

© ® N oA

10.
11.

12.
13.
14.

Create and publish to all employees a statement of the aims and purposes

of the company or other organization. = The management must

demonstrate constantly their commitment to this statement.

Learn the new philosophy, top management and everybody.

Understand the purpose of inspection, for improvement of processes and

reduction of cost.

End the practice of awarding business on the basis of price tag alone.

Improve constantly and forever the system of production and service.

Institute training (for skills).

Teach and institute leadership.

Drive out fear. Create trust. Create a climate for innovation.

Optimize toward the aims and purposes "of the company the efforts of

teams, groups, staff areas, too.

Eliminate exhortations for the workforce.

(a) Eliminate numerical quotas for prodﬁction. Instead, learn and institute -
methods for improvement.

(b) Eliminate M.B.O. (management by objectives). Instead, learn
capabilities of processes, and how to improve them.

Remove barriers that rob people of pride of workmahship.

Encourage education and self-improvement for everyone.

Take action to accomplish the transformation.

Source: Mary Walton, The Deming Management Method (New York: Dodd,
- Mead & Company, 1986), 34-36.
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In the fourteen points, Deming indicated that quality is primarily the result of
senior management actions and decisions and not the result of actions taken by
workers (Walton 1986). Deming further stresses that it is the "system" of work
that determines how work is performed and only managers can create the
system. He thinks that managers play a crucial role in the allocation of
resources, the provision of training to subordinates, the selection of equipment
and tools, and in the maintenance of the plant and environment necessary to
achieve quality. It is the senior managers who determine the kind of markets in

which the firm will participate and what products or services will be sold.

On the other hand, the worker is mainly responsible for the resolution of those
"special" problems caused by actions or events directly under his control. The
management is responsible for the design and redesign of the system and the

elimination of the "common" problems.

In brief, Deming attempts to separate the "common" from the "special" causes
that contribute to the vaﬁation in product or service quality and thereby
allocate correctly the task of improving quality between the management and
the workers. He advocates and efnphasizes, beyond doubt, the utilization of
statistical quality control as he found that the statistical understanding of

systems allows a more accurate diagnosis and solution of problems.

Speciﬁcally, Deming's fourteen points for quality management can be looked
at in the context of total quality management (TQM). Ronald Snee (1986) has
attempted to categories Deming's work into a three component model of total
quality management which encompass philosophy, management policies and

procedures, and tools.
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Out of these fourteen point, six were classified into the category of quality
management philosophy, one in the category of tools, and the remaining eight
into the category of management policies and procedures. (Table 3.2) To
conclude, Deming suggests a single quality management procesé incorporating

his fourteen points.
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TABLE 3.2
EMING'S TEACHIN AND
QUALITY MANAGEMENT
Philosophy
- Constancy of purpose
- Adopt a new philosophy
- Find problems and improve the system
- Drive out fear
- Break down barriers between departments

- Remove barriers to hourly workers

Management policies and procedures

- Cease dependence on mass inspection

- End practice of buying from the lowest bidder-

- Institute modern methods of on-the-job training
- institute modern methods of supervision

- Eliminate numerical goals |

- Eliminate work standards

- Institute education and retraining programs

MP NTS TOTAL

- Create management systems to do points previously mentioned .

Tools

- Statistical process control

- As indicated in parentheses, Deming's 14 points have been divided into those

‘which are philosophical and those related to management policies and

procedures.

Source: E.W. Deming, Out of Crisis ( Cambridge 1986)
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Juran's Conceptualization of TOM

Juran

Juran was also familiar with Shewhart's yvork and was personally involved in
applying Shewhart's statistical technique in the production of telephone
equipment. His reputation as one of the top quality gurﬁs perhaps rests on the
publication in the 1950s of his massive book, Quality Control Handbook (Juran

1988) which is still the standard reference book on quality worldwide.

Similar to Deming's experience, Juran went to Japan to build on Deming's
work shortly after publishing the book and was also involved in assisting the
Japanese leaders in the restructuring of Japan's industries. He was able to help
the Japanese to adapt the quality concepts and tools designgd primarily for the
- factory into a series of concepts that would become the basis for an overall
management process. His main message to Japanese managers was that quality
control is an integral part of management at all levels, not just the work o_f |

specialists in quality control departments.

Description of Juran's Ideas

Juran (1988) considers quality management as three basic processes which is
known as the Juran-trilogy: quality planning, quality control and quality
improvement. He defines quality as "fitness for use or purpose” and afgues for
that definition instead of "conformance to speciﬁcatioh ". In Juran's view, a

dangerous product could conform: to all specifications but still be unfit for use.
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Generally speaking, Juran's approach to managing for quality encompass:

1. Quality Planning - the avoidance of chronic causes as a part of original
planning, |
2. Quality Control - the elimination of sporadic causes of departure from

historic levels of performance,

3. Quality Improvement - the elimination of chronic causes of difference
between historical levels of performance and
optimum levels, through quality irriprovement
programs.

Source: J.M. Juran, Quality Planning and Analysis (New York 1970)

Juran (1970) expresses further the importance of differentiating chronic causes

from sporadic causes.

This distinction between chronic and sporadic problems is essential because
there are two different approaches for handling the problems.  Chronic
problems require principle of "breakthrough”, while sporadic problems require

principles of "control”.

In 1970, Juran has even elaborated and documented the sequence of activities
required for "breakthrough" and "control" in his book, "Quality Planning and

Analysis”.
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The breakthrough activities are:

1. Breakthrough in attitudes convincing those responsible that a change in
quality level is desirable and feasible.

2. Discovery of the vital few projects - determining which quality problem
areas are important. _

3. Organizing for breakthrough in knowledge - defining the organizational
mechanism for obtaining the knowledge for achieving a breakthrough.

4. Creation of a steering arm - defining and staffing a mechanism for
directing the investigation for quality improvement.

5. Creation of a diagnostic arm - defining and staffing a mechanism for
executing the technical investigation.

6. Diagnosis - collecting and analyzing the facts required and recommending
the action needed.

7. Breakthrough in cultural pattern - determining the effect of a proposed
change on the people involved and finding ways to overcome resistance to
change. | |

8. Breakthrough in performance - obtaining agreement to take action.

9. Transition to the new level - implement the change.

Source: J.M. Juran, Quality Planning and Analysis (New York 1970)
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The Control activities are:

1. Choosing the control object
Choosing the unit of measure
Choosing a standard
Designing a sensor
Interpreting results

Decision making

NSy R WD

Action

Source: J.M. Juran, Quality Planning and Analysis ( New York 1970)

Further, Juran (1970) had discussed the relationships between the product
quality attributes and the variables that affect product quality with a
"Servomechanistn Diagram of Quality Control". (Figure 3) It can be seen
from the diagram that the control of product quality attributes is related to
variables like quality report, specification and the personnel's action etc.
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FIGURE 3

SERVOMECHANISM DIAGRAM OF QUALITY CONTROL

Control subject Inspector Specification
Product quality Measures Actual It records desired
Quality quality
l
Variables affecting The managers
( product quality (take action)
‘ Training of ‘ Shop foremen ‘
operators
‘ Condition of tools < Too! room foreman ‘
Quality report
— ¢ Vendor quality Purchasing agent ‘
< Adequacy of Manufacturing ‘ Compares actual
process engineer quality with
Etc. Etc. specification
| <4 : — d— pe
Design engineer ‘

Source: J.M. Juran, Leadership for Quality: An Executive Handbook (N.Y.
1989) ' : _

Summing up, his biggest contribution was to take quality beyond the technical
aspects of quality control which were well developed in the 1940s to the

management arena.
Basically, the approaéh Juran advocates is process oriented. He believes that

there are universal sequences of steps to achieve those "breakthrough" and

"control" without the consideration of the type of organizational context.
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Although he has proposed the "breakthrough activities" and "control" activities,
he does not offer an insight into how can one integrates these "breakthrough"

and "control" to achieve quality results.

Furthermore, there are several limitations on Juran's quality control model.
First of all, Juran's model is incomplete as he has neglected the behavioral
aspect of the personnel such as worker attitudes and participation which might
greatly influence their quality control actions.Secondly, he has not iﬁcorporated
the "quality of design" variable in his quality control model which is of primary

“importance to the achievement of quality breakthrough.

Crosby's Conceptualization of TOM

Description of Crosby's Idea

Philip B. Crosby (1979) believes the problem of quélity belongs to
management. He became famous in government circles because of his success
with zero defects. He was successful in reducing the manufacturing defects in
the production of missile by embarking on a "zero-defect" program which later

became a government policy.

Crosby's approach to quality is built around four fundamental beliefs, which he

calls the "four absolutes" ( Crosby 1979). The four absolutes are summarized

as follows:
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1. Crosby's definition of quality is "conformance to requirements". He
discusses cénformance and non-conformance rather than low and high
quality.

