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Operations

4.2	Quality	of	goods	and	services



Key	elements	to	this	topic

Methods	of	
ensuring	
quality

Concept	of	
quality

Importance	of	
quality



Definition	of	quality

A	product	is	of	good	
quality	if	it	meets	the	

needs	&	expectations	of	
the	customer



Consider	the	following…

As	a	customer,	
what	would	your	
expectations	of	
quality	be	for	a	
newly	released	
smart	phone?



How	do	we	judge	quality?

Design	– looks,	style,	features	

Functionality – it	does	the	job	well

Reliability	– acceptable	level	of	breakdowns	or	failure	

Consistency	– products	meet	the	same	quality	standards	time	and	time	again	

Durable	– lasts	as	long	as	it	should	

Good	after	sales	service	– ease	of	gaining	refunds,	guarantees,	warranties

Price/value	for	money	– the	price	reflects	the	quality	of	the	product



Consider	the	following…

As	a	customer	of	a	
fast	food	restaurant,	
identify	any	
additional	features	
that	you	would	look	
for	to	judge	the	
quality	of	this	
business



In	the	news…

Global	recall
In	2016,	Samsung	recalled	
thousands	of	its	newly	
released	Note	7	smart	
phones	because	of	faulty	
batteries	that	could	
explode	when	being	
charged!

State	three	possible	consequences	
of	poor	quality	issues	to	Samsung



Importance	of	quality:
Consequences	of	quality	issues
Loss	of		customers,	as	customers	are	dissatisfied	with	the	product	and	therefore	
will	not	return

Reputation	of	the	business	goes	down;	difficult	to	attract	new	customers

Costs	of	recalling,	scrapping	or	re-working/re-making	products	that	
are	faulty	or	not	up	to	the	required	standard

Costs	of	replacements	or	refunds	

Costs	of	reducing	the	price	of	products	that	no-one	wishes	to	buy;	
these	products	may	not	generate	a	profit

Legal	action	might	be	taken	against	the	business



Concept	links

Poor	
quality

Product	
recall

Reputation

Sales

Can	you	link	
these	concepts?

Sentence	starter – The	quality	
problems	with	the	Galaxy	Note	7	
will	affect	Samsung	because…



Concept	links

Poor	
quality	

Product	
recall

Reputation

Sales

Sentence	starter – The	quality	
problems	with	the	Galaxy	Note	
7	will	affect	Samsung	
because…

Samsung	had	to	
refund	its	
customers.

The	publicity	
surrounding	
this	incident	
led	to	a	
significant	loss	
of	consumer	
confidence.

As	a	result,	Samsung	
may	find	sales	of	its	next	
handset	are	lower	than	
previous	models.	This	
may	mean	that	its	profit	
levels	will	not	be	as	high	
as	hoped	for	and	will	
therefore	not	pay	for	all	
the	research	and	
development	costs	of	the	
new	phone.

phones	which	caught	
on	fire	meant	that…



Let’s	look	a	little	closer	at:
Why	quality	is	important	to	businesses?

Markets	are	highly	competitive



Why	quality	is	important	to	businesses?

Customers,	today,	are	
more…

• Knowledgeable &	
demanding

• Prepared	to	complain	about	
poor	quality

• Able	to	share	information	
about	poor	quality	(e.g.	via	
email	&	social	networking)



Why	is	quality	important	to	businesses?

If	a	business	can	develop	a	reputation	for	high	quality,	
then	it	may	be	able	to	create	an	advantage over	its	
competitors.

Task	- Which	supermarkets	do	you	believe	have	the	
strongest	reputation	for	quality?	Rank	them	in	order.



Business	benefits	of	greater	quality

Customer	
satisfaction

Repeat	purchase

Customer	
recommendation

Lower	marketing	
costs

Higher	customer	
loyalty



Quality	and	competitiveness

• Today,	fewer	businesses	are	competing	
solely	on	price
• At	a	similar	price,	the	higher	quality	
product	is	likely	to	win
• Quality	can	enable	a	business	to	
differentiate its	products	from	the	
competition



How	can	we	measure	quality?

Failure/reject	
rates

Level	of	product	returns

Customer	loyalty

Mystery	shoppers

Customer	
satisfaction	
rates

Customer	complaints



Just	a	minute…

You	have	60	seconds	to	
write	down	why	it	may	be	
difficult	for	a	business	to	

measure	quality



Traditional	method	of	checking	quality.	All	or	a	sample	
of	products	are	checked	at	the	end	of	the	production	
process/after	a	service	has	been	completed.

þ Protects	the	standard	of	the	product
þ Customers,	in	theory,	will	not	receive	

a	substandard	product,	but	depends	
on	whether	100%	or	a	sample	of	
products	are	checked

þ Specialist	trained	inspectors	are	used	
to	check	quality,	leaving	operatives	
free	to	complete	other	tasks

þ Opportunity	to	receive	feedback	from	
customers	that	have	received	a	
service

Quality	control

ý Wasteful	approach;	products	that	do	
not	meet	the	quality	control	
requirements	are	often	scrapped

ý Workers	less	likely	to	take	
responsibility	for	errors

ý High	cost	of	inspectors
ý Checking	of	services	e.g.	via	

questionnaires,	happens	after	the	
event;	the	damage	of	poor	quality	
service	may	have	already	been	
done!



Quality	assurance	refers	to	the	processes	that	ensure	quality	meets	the	
requirements	of	customers.	Quality	assurance	aims	to	achieve	quality	by	
organising	every	process	to	manufacture	the	good	or	provide	a	service	to	get	it	
'right	first	time' to	ensure	mistakes	never	happen.	Unlike	quality	control,	every	
member	of	staff	will	be	responsible	for	contributing	towards	quality.	

þ Costs	reduced,	less	need	for	reworking	and	less	
wastage;	therefore,	average	unit	costs	are	reduced	
leading	to	increased	efficiency

þ Better	relationships	between	employees	and	
management	leading	to	a	possible	increase	in	
productivity

þ Staff	motivation	should	increase,	as	directly	
responsible	and	involved	in	the	quality	process

þ Consistent	levels	of	quality	can	result	in	a	competitive	
advantage being	gained	over	rivals	resulting	in	
increased	sales	and	increased	customer	loyalty,	as	
customer	expectations	are	continually	met

Quality	assurance

ý Moving	to	a	quality	assurance	
system	can	be	time	
consuming	and	staff	may	
resist	any	change

ý Training	costs	will	be	high
ý Reliant	on	staff	understanding	

of	the	importance	of	meeting	
quality	standards	&	having	the	
motivation	to	ensure	the	
system	works;	some	may	view	
as	a	tick	box	exercise



A	question	of	quality

Nissan	in	Sunderland	is	one	of	the	most	
productive	car	plants	in	Europe,	
producing	on	average	1,200	cars	per	day.	
Nissan	has	an	enviable	reputation	for	
vehicle	reliability,	but	recently	the	
company	has	noticed	that	the	number	of	
quality	issues	with	its	cars	has	increased.	
Nissan	currently	use	quality	control	
inspectors	who	check	a	sample	of	cars	at	
the	end	of	the	process,	however,	they	are	
considering	introducing	a	system	of	
quality	assurance	to	help	improve	the	
quality	of	its	vehicles.

Question:	Nissan	is	considering	introducing	QUALITY	ASSURANCE	into	its	
production	process.	Evaluate	whether	Nissan	is	likely	to	benefit	from	this	move.	
Be	prepared	to	justify	your	decision.	



Reason	to	support	
the	introduction	of	quality	assurance

Introducing	a	system	of	quality	assurance	at	
Nissan	should	lead	to	improved	quality.	This	is	
because	every	employee	will	be	responsible	for	
ensuring	quality,	rather	than	checking	a	sample	
of	cars	at	the	end	of	the	process.	This	is	
important	for	Nissan	 ,	
which	may	result	in	customers	buying	cars	
manufactured	by	a	competitor,	such	as	Ford,	
resulting	in	a	reduction	in	sales.



On	the	other	hand…

Introducing	a	system	of	quality	assurance	could	
result	in	slower	production,	as	workers	get	used	to	
checking	cars	during	production	to	prevent	
mistakes	happening.	This	could	result	in	a	
reduction	in	the	1,200	cars	produced	per	day,	
which	could	make	it	difficult	to	meet	delivery	
schedules.	Failure	to	deliver	on	time	will	result	in	
customer	dissatisfaction	and	a	poor	reputation,	
which	is	problematic	in	the	competitive	car	market.



Make	a	decision…

Overall,	I	believe….	Nissan	should	introduce	a	system	
of	quality	assurance.	Although	in	the	short	term	it	
could	slow	down	production,	this	would	only	be	a	
temporary	problem	and	in	the	long	term	it	should	
improve	the	quality	of	the	vehicles.	As	Nissan	operates	
in	a	fiercely	competitive	market,	ensuring	high	quality	
cars	are	consistently	manufactured	is	essential	to	
allow	them	to	remain	competitive	and	maintain	their	
enviable	reputation	for	reliability.	



Summary…the	importance	of	
quality	assurance	to	a	business
Increased	customer	loyalty	leading	to	additional	sales

Strong	brand	image	and	reputation	for	quality;	may	attract	new	customers	

May	be	possible	to	charge	a	higher	price

Fewer	returns,	product	recalls	and	replacements	lowering	costs	

Can	help	to	attract	and	retain	high	calibre	staff	

Reduces	inspection	costs

Overall,	a	competitive	advantage	can	be	gained



Whichever	method	of	
improving	or	maintaining	
quality	a	business	chooses	to	
adopt,	it	will	have	a	cost.	

A	business	would	have	to	
balance	these	costs	against	
the	benefits,	to	ensure	the	
quality	method	chosen	is	
appropriate	to	the	business	
needs.	

The	balance	of	quality



DJ	Koh,	president	of	Samsung	mobile,	said:	the	Galaxy	
Note	8	“lets	people	do	things	they	never	thought	were	
possible.”	The	Note	8s	greatest	challenge	is	to	restore	
consumer	confidence	and	displace	the	memories	of	the	
Note	7	that	ended	in	a	global	recall.

Samsung	is	using	a	safety	testing	firm,	UL	International	for	
its	quality	checking.	A	representative	of	UL	International,	
said	that	the	Note	8	passed	a	rigorous	series	of	device	
and	battery	safety	compatibility	test	protocols.	With	
Apple’s	release	of	the	new	iPhone,	Samsung	simply	
cannot	afford	any	mistakes.	

Samsung	is	launching	the	Galaxy	Note	8	with	a	dual	
camera	system	and	large	infinity	screen	to	make	amends	
for	the	fire-prone	Note	7.

Data	Drop:
• The	cost	of	the	old	Samsung	Note	7	

was	£700-£750	(UK	R.R.P.,	Jan,	
2017)

• The	cost	of	a	new	Note	8	is	£869
• Samsung	offered	Note	7	customers	

a	refund	or	$100	to	exchange	for	
another	Samsung	phone

• The	product	recall	cost	Samsung	$3	
billion

In	the	news	- Samsung	faces	rigorous	
quality	checks



Tasks	– applying	your	knowledge…

Task	4
Using	the	data	drop,	calculate	the	percentage	price	increase	from	
the	old	Note	7	(use	the	mean	price	of	£725)	to	the	new	Note	8	price	
of	£869	

Task	3
Samsung	has	introduced	improved	systems	of	maintaining	consistent	
levels	of	quality.	Explain	the	benefit	to	Samsung	of	this	decision.

Task	1
What	is	meant	by	the	term	quality	assurance?
Task	2
State	three	benefits	of	quality	assurance



Task	1
What	is	meant	by	the	term,	quality	assurance?

Quality	assurance	is	where	all	
employees	have	a	target	of	‘zero	

defects’	or	‘getting	it	right	first	time’	
and	are	responsible	for	quality.	It	
refers	to	the	processes	that	ensure	
that	customer	requirements	are	

consistently	met.



þAverage	unit	costs	are	reduced,	because	there	is	less	
wastage	and	re-working	of	faulty	products,	which	
makes	the	business	more	efficient

þIt	can	help	improve	worker	motivation,	as	workers	
have	more	ownership	and	recognition	for	their	work

þWith	all	staff	responsible	for	quality,	this	can	help	the	
firm	gain	a	competitive	advantage	over	rivals	arising	
from	its	consistent	level	of	quality

Task	2
State	three	benefits	of	quality	assurance



Task	3
Samsung	has	introduced	improved	systems	of	maintaining	consistent	
levels	of	quality.	Explain	the	benefit	to	Samsung	of	this	decision.

Samsung’s	reputation	took	quite	a	knock	
when	its	Note	7	was	recalled.	In	a	competitive	
marketplace,	Samsung	needs	to	establish	a	
strong	and	trusted	brand.	Therefore,	
Samsung	having	a	stronger	focus	on	quality	
will	help	to	prevent	any	further	defective	
products	getting	onto	the	shelves	and	will	
enable	Samsung	to	compete	more	effectively	
with	market	leaders,	Apple.



Task	4
Using	the	data	drop,	calculate	the	percentage	price	increase	from	the	old	
Note	7	(use	the	mean	price	of	£725)	to	the	new	Note	8	price	of	£869	

Data	Drop:
• The	cost	of	the	old	Samsung	Note	7	was	£700-£750	(UK	R.R.P.,	
Jan,	2017)

• The	cost	of	a	new	Note	8	is	£869
• Samsung	offered	Note	7	customers	a	refund	or	$100	to	exchange	
for	another	Samsung	phone

• The	product	recall	cost	Samsung	$3	billion

To	calculate	the	percentage	increase:
£869	- £725	=	£144	.
Divide	the increase by	the	original	number	(144	/	725)	and	
multiply	by	100	=	19.86%	or	a	20%	increase	in	price.




