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Chapter 11 

THE IMPORTANCE OF QUALITY COSTS IN TERMS OF 
CREATING COMPETITITVE ADVANTAGE IN HOTEL 

ENTERPRISES 
Nurcan SUKLUM1 

1. INTRODUCTION 

The merchants satisfied their accommodation needs through caravanserai with 
the money being used as an economic tool in particular. However, there have 
been changes in the accommodation requirements, such as the many changes 
that have taken place in human life, and these changes have led to replace the 
caravanserai with more modern accommodation facilities (Kozak et al., 2002, p. 
1). 

Various descriptions of hotel enterprises which are among the most important of 
modern accommodation facilities are made. Hotels may be defined as the 
facilities in which the main purposes are to meet the overnight stay needs of the 
customers as well as providing auxiliary units for their needs such as eating, 
drinking, sports and entertainment (Kozak et al., 2012, p. 49). The International 
Academy for Tourism defines the hotels as "the enterprises where people can 
stay for a fee and they can always meet their nutritional needs while they travel" 

 According to the Tourism Encouragement Law Numbered 
2634, the hotels are defined as "the facilities with 10 rooms at least which have 
the main function of meeting the overnight stay needs of the customers as well 
as involving auxiliary and complementary units for eating, drinking and 

 

Differences observed in the definition of hotel enterprise are also visible in the 
hotel classification. Hotel enterprises can be classified in different forms. 

Hotel enterprises by the accommodation need that they meet; city 
hotels, resort hotels, thermal hotels and holiday villages, 
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Hotels by the means of transport; airport hotels, station hotels, road 
junction hotels and port hotels, 

Hotels by the duration of activity; permanent hotels and seasonal 
hotels, 

Hotels by the properties; private (individual) hotels, public and mixed 
hotels, 

Hotels by the offered service; hotels, hotel garni and apart-hotels, 

Hotels by the legal status; hotels with tourism operation license (which 
are classified as 1-star, 2-star, 3-star, 4-star and 5-star) and municipal 
certified hotels, 

Hotels by their sizes; large hotels, medium-sized hotels and small hotels 
-9). 

Some of the features that hotel enterprises can be listed as follows: 

demonstrate labor-intensive characteristics. 

where they are produced. 

e aimed not only for accommodation but also for different 
needs such as eating, drinking and entertainment. 

and needs operating capital. 

rs a day, 7 days a week. 

 

political and psychological factors very quickly and unexpectedly, there is a 
high possibility of risk in hotel enterprises. 

 

The services offered by the hotel enterprises can be collected under three main 
headings. 
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rvices; consist of the front office department that is 
mainly responsible for the sale of hotel rooms which can also be counted 
as the headquarters of a hotel operation, and a floor services department 
that is responsible for preparing the hotel rooms for sale. 

 are responsible for meeting the food and 
beverage needs of the hotel guests and consist of departments such as 
storage, kitchen, restaurants and bars. 

 the diversity of these services varies depending on 
the spectrum of services offered and consists of services such as 
discotheques, beaches, pools, shopping stores, golf, car rental, different 
sports fields, hairdresser, sauna, Turkish bath, doctor, internet and 
animation (Eraslan, 2004, p. 3, 4). 

Departments in hotel enterprises can be classified as revenue-generating 
departments and non-revenue-generating departments. Revenue-generating 
departments generate income for hotel operations as a result of selling the 
services or goods to the customers, while non-revenue generating departments, 
also referred to as support centers, are functional revenue centers rather than 
generating direct revenues (Kurgun, 2008, p. 47). 

Revenue-generating sections of hotel enterprises consist of; accommodation 
(rooms) department, food and beverage department and auxiliary 
departments. The accommodation department consists of uniformed services 
which includes front office, housekeeping and uniformed hotel staff. The food 
and beverage department consists of restaurants and bars serving food and 
beverages. Auxiliary departments consist of departments that meet other needs 
of the guests other than food and beverage such as hairdresser, laundry, etc.. 

Non-revenue generating departments of hotel enterprises consist of; departments 
such as administration, accounting, technical works, security, laundry which are 

- 21). 

Hotel enterprises provide benefit in many respects to the country where they are 
located in. They contribute to the employment by the personnel they employ in 
different fields. Thanks to the foreign currencies left by the foreign customers, 
they make a positive contribution to the balance of foreign payments in the 
country. Shopkeepers gain benefit through shopping made from the local 
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shopkeepers in which the hotel is located and a contribution is indirectly made 
to the economy of the country. 

Hotel enterprises also contribute to the relaxation of people and spending their 
leisure time, more pleasant which means that the individuals drift away from the 
daily busy work and are able to relax spiritually. 

Changes and advances experienced in human needs have necessitated the hotel 
services to diversify their services. As the services have diversified, the number 
of hotels has also increased and this has brought the competition. Although the 
choice to be opted by people among the offered alternatives depends on different 
reasons, it also largely depends on quality of the service offered by the hotel 
enterprises. For this reason, hotel enterprises are developing and implementing 
different competitive strategies to profit and survive in this intense competitive 
environment. 

2. COMPETITIVE STRATEGIES APPLIED BY HOTEL 
ENTERPRISES 

Hotel enterprises, like other businesses, take their share from the intense 
competition. It is thought that it will be more useful to mention the concept of 
competition and competition strategies in general before addressing the 
competition strategies applied by the hotel enterprises. 

2.1. Competition Concept 

It is possible to define the concept of competition which has economic, social 
and political dimensions as sharing of scarce things. There are certain rules, 
restrictions and freedoms in the competitive environment. The existence of 
organization objectives and differentiation of objectives based on the changing 
conditions are the basic criterion of the competition. Competition played 
between multiple players is a race and the rules of the race require keeping pace 

p. 66). In order to be competitive and 
sustain this competitive advantage, enterprises should be different from their 

 

Five Competitive Powers, which have been developed by Porter, together 
determine the intensity of competition and profitability in the industry, and the 
most powerful ones manage the market and this is very important in terms of 
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forming a strategy. The first of five Competitive Powers is the bargaining power 
of buyers.  The second is the competition among competitors and the third is 
threat of new competitors who will enter the market. The fourth power is the 
bargaining power of suppliers, and the fifth power is entering the market (Porter, 
1998). 

 

 

2.2. Competition Strategies 

According to Porter, there are three core competitive strategies that will enable 
enterprises to gain competitive advantage. These are; cost leadership strategy, 
differentiation strategy and focus strategy (Eraslan, 2014, p. 42). Enterprises will 
either produce low-cost products or ensure differentiation in order to maximize 
their performance. According to Porter, these three different strategies can be 
sustained in different ways and help the enterprises to maintain the competitive 
advantage. However, enterprises have to choose one of these three different 
strategies in order to be successful. Enterprises trying to implement all of them 
at the same time are likely to fail (Peker et al., 2016, p. 13). 

The purpose of the Cost Leadership Strategy is to offer products or services to 
the industry at the lowest cost. The challenge of this strategy is to achieve a level 
of profitability for the enterprise rather than the decline in activities and the 
decrease profitability by the other companies operating in the market (Josiah & 
Nyagara, 2015, p. 2). Producing products or a service at low cost compared to 
the competitors applies to all overall costs, and the goal is to achieve overall cost 
leadership in the operated industry. When trying to achieve a cost leadership 
position, it is the primary goal to achieve low costs compared to the competitors 
(Awade, 2014, p. 702). The capital used should be lower than the competitors of 
the cost of factors such as machines, materials, tools, buildings, lands and 
labor. In addition, the quality and prices of products or services offered by the 
enterprises should be at a level comparable to the competitors (Kaya et al., 2017, 
p. 85). 

The difference between the prices taking place in the sector and the costs of the 
enterprise grows by lowering the costs, and the enterprise gains the cost 
advantage against the competitors. In order to implement cost leadership 
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strategy, enterprises should be able to obtain inputs from low prices by using 
scale economies, reduce inventory costs, ensure cost checks and reduce 
advertising and marketing costs as well. The cost leadership strategy is more 
effective when the customers are more sensitive to the price (Mirzayeva & 

 

The advantages of the cost leadership strategy can be explained as follows: 

new enterprises from entering the sector by the cost advantages. 

-cost could keep their prices low, so 
they feel the replacement product threat less than other competitors in the 
industry. 

themselves against strong suppliers, as they often buy products with laden 
quantities. 

r costs below the sector average will have a 
stronger position with respect to their customers than the competitors, as 
they will be able to lower their prices compared their competitors when 
necessary. 

Cost leadership has some disadvantages for the enterprises as well as the 
advantages. These can be listed as follows: 

goods or services purchased. 

the cost leader over time. 

required because of focusing on the costs; this may result in lower quality 
of product. 

services (Kaya et al., 2017, p. 85, 86). 

Offering the services and products in a different manner is discussed in 
Differentiation Strategy that is among the competition strategies developed by 
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 The goal of this strategy is to highlight the idea that 
the enterprise is unique by means of differentiating its product or service 
presentation. Differentiation strategy includes different dimensions such as 
design or brand image, technology, features, customer service, distribution 
network. Ideally, the enterprise differentiates itself in several dimensions. This 
strategy does not mean that the enterprise will not take the costs into 
account. The differentiation strategy is an appropriate strategy for the enterprise 
to achieve a return above the average in the sector in which it operates, if it can 
be successfully implemented. Because it allows the enterprise to defend itself in 
order to be able to cope with Five Competitive Powers even though it differs 
from the cost leadership strategy. Through this strategy, the enterprise creates 
brand loyalty in the customer and reduces the customer's sensitivity to the price 
thereby ensuring the competitive power to the enterprise. It allows the enterprise 
to deal with the competitive powers of the suppliers because the customers do 
not have any alternatives and their sensitivity to the price is reduced. Ultimately, 
the enterprise that differentiates itself to achieve customer loyalty comes in a 
better position than its competitors (Porter, 1998). 

In the Focus Strategy, the enterprise focuses on a narrow segment and tries to 
achieve cost advantage or differentiation in this segment. The priority is to be 
able to serve better by focusing entirely on the needs of the focused group. An 
enterprise that uses this strategy has a very high level of customer loyalty, which 
makes it easier to compete directly with other enterprises. Since the enterprises 

bargaining power is also low. However, enterprises implementing the focus 
strategy can offer high-priced products or services even if they do not have 
alternative products or services. Enterprises that have become successful in the 
focus strategy can have a relatively narrow market segment and a broad product 
range in which they are experts. Focusing strategies include some risks, such as 
changes in imitation and target segments. In the end, those implementing the 
other focus strategy can form sub-segments that can serve better. In a focus 
strategy, an enterprise targets a specific segment of the market. The enterprise 
may choose to focus on a specific set of customers, product range, geographical 
regions, or service lines. Focus is also based on the adoption of a narrow 
competition area within an industry. Focusing aims at expanding the market 
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share by operating in niche markets or in markets that are not attractive to larger 
competitors or not overlooked by larger competitors. These niches come from a 
number of factors, such as geography, customer and product attributes, or 
requirements. A successful focus strategy depends on focusing on a sector that is 
not a key priority for other important competitors. Focusing on the market or 
focus development can be an important focal strategy. Focus strategies can be 
effective when consumers have different preferences and niche markets are not 
captured by competitors (Robert & Loice, 2014, p. 5). 

2.3. Competition Strategies in Hotel Enterprises 

Especially after the Second World War, the tourism sector grew rapidly and 
beca  Thus, 
competition started in the tourism sector as well as in other sectors, and the 
enterprises in the sector entered into a strong competition. Tourism competition 
is that a destination, an enterprise maintain, protect and continuously improve 
their market share (Aydemir et al., 2014, p. 3). Hotel enterprises in the tourism 
sector as the enterprises in other sectors, should also use competitive strategies 
to sustain their presence in this competitive environment. 

Hotel enterprises can implement a cost leadership strategy by reducing the costs 
they incur for food, beverage, accommodation and other services offered. Costs 
can also be decreased through mass purchase of food and beverage, reduction in 
the number of personnel, the employment of seasonal personnel or the 
employment of less qualified personnel. However, it is necessary not to 
compromise on quality while reducing the costs. In particular, the issue of 
reducing the costs associated with hotel employees is very sensitive. Because the 
tourism sector is a labor intensive sector, that is, the human factor is at the 
forefront. It is very important that the personnel who works at the back ground 
are qualified as well as the employees who have direct contact with the 
customer. Decrease in the level of satisfaction of the hotel guests will cause the 
hotel to lose existing customers as well as reducing or eliminating the possibility 
of gaining new customers. For this reason, it is necessary for hotel enterprises to 
apply the cost leadership strategy after carefully analyzing it. 

Hotel enterprises can implement the differentiation strategy by providing 
services in a specific area of tourism. For instance, the hotel enterprise can offer 
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accommodation in a variety of alternatives, such as villas, bungalows or lake 
houses, in addition to the rooms in the main building. Or the hotel enterprise 
may make a difference in services outside the accommodation form. In addition 
to standard accommodation in a hotel enterprise, the organization of congress 
and sports activities such as golf can be illustrated as examples of differentiation 
applications. 

Hotel enterprises can concentrate on a specific area and offer specific services 
for that area. Hotel enterprise can only provide services for summer tourism or 
for winter tourism only (e.g. ski tourism). Or it may operate as a spa hotel within 
the scope of health tourism. These applications can also be illustrated as an 
example of the strategy of focusing. 

Hotel enterprises do not gain competitive advantage by only implementing these 
strategies. The ability to easily find financing sources for new investments, 
having the capacity flexibility, offering services in compliance with quality and 
standards, being reliable, attaching the necessary importance to the technology 
and R&D, having a qualified workforce, having a positive business image and 
brand, having adequate and satisfactory post-sales services, being steady are also 
among the factors that are effective in gaining competitive advantage for hotel 

- 50). 

Regardless of the strategy or strategies that are applied by hotel enterprises to 
gain competitive advantage, the most important point to consider is that they 
should not compromise on the quality. Because running a poor quality service 
will bring a certain cost for the enterprise. 

3. Costs Of Quality In Hotel Enterprises 

Enterprises have to compete to be the leader in the sector or to get the share they 
desire from the sector. However, the enterprise should not compromise on the 
quality regardless of the strategy or strategies that are applied in order to 
compete. Contrary to popular belief, producing poor quality goods or services 
for the enterprises increases the costs rather than reducing. These costs are 
named costs of quality. 

3.1. The Concept of Quality and Total Quality Management 
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The concept of quality is derived from the term "Qualitas" which means "how it 
is formed" in Latin, where most Greek writers use the term within the meaning 

 The concept of quality is 
first encountered in Hammurabi Laws published in Babylon in 2150 
BC. According to Article 229 of the Law, there is an expression "If construction 
foreman builds a house and the building is not intact and collapses on the 
householder and causes its death; the construction foreman should also be 
killed". However, quality differs from person to person because it is a subjective 
concept. For this reason, it is not possible to make a clear definition of quality 
and it is perceived differently.  

Juran describes quality as "products that meet customer needs and thus ensure 
customer satisfaction" (Juran & Godfrey, 1998). Sallis defines quality as 
"meeting the needs and desires of customers" (Sallis, 2002). The American 
Society for Quality Control (ASQC) defines quality as 
a good or service for performing the ability to meet a particular requirement 
". The European Quality Control Organization (EQQC) defines quality as "the 
degree of a good or service suitability to the desires of the consumer" 
(Y  Quality definitions may have different meanings in 
different sectors or even the meaning could vary within different parts of an 
enterprise. For instance, the production department of an enterprise could define 
it as the suitability of manufactured product to the designed features while the 
purchasing department may define it as the conformity of received material to 
the specified features. Similarly, the marketing department could define the 
absence of customer complaints on the product or the service as the quality 

 

Quality is the combination of process starting from designing a product or 
service to after-sales services. Total quality management is the focus of the 
enterprise to provide its customers with quality products or services at the 
optimum level by structuring the qualifications in all the operations of the 
enterprise. The purpose of total quality management is to ensure a management 
style in which the performed work is continuously improved, satisfaction of 
customers is aimed, continuous learning and achievement are adopted as 

 Total 
quality management is a management perception which regards the quality 
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management as the most important part of the organization, focuses on 
preventing problems before they occur, adopts the principle of continuously 
improving the quality and regards that principle as primary purpose, focuses on 
customer satisfaction, shares quality responsibility with senior management all 
over the world, considers the quality as multidimensional and motivates the 

 

3.2. Quality Costs 

Quality cost is one of the most important factors demonstrating the 
improvements in quality. Quality costs must be known in terms of amount and 
quantity in order to concretely determine whether the enterprise has attained the 
quality objectives that have been set. Because goods and services compete with 
their qualities and their prices formed depending on the costs. Consumer pays 
attention to both quality and price when purchasing goods or services (Ogan & 

 

Quality costs are costs incurred to maintain and control the delivery of quality 
products or services. In fact, quality costs can be defined as the costs of poor 
quality as well. Quality costs help management to find problem areas in the 

 

Feigenbaum's PAF Approach (Prevention- Appraisal- Failure) is most widely 
accepted in the classification of quality costs and it classifies quality costs as 

 

i. Prevention Costs 

It is the costs incurred to design, implement and maintain a quality system to 
prevent the production of inappropriate products and services. These costs are 
made in order to prevent the inconsistency of the product or service with the 

2015, p. 287). 

Prevention costs incurred in enterprises can be listed as follows: (Bozkurt, 
2003, p. 16- 18) 

 

and testing equipment, 
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ification of design quality, 
 
 

 
 

 
 

ts of marketing. 
ii. Appraisal Costs 
These are the costs related to the measurement and appraisal of the quality 
level. 
186, 187) 

-production verification costs related to pre-production testing and 
measurements carried out in order to determine that the design of the 
products conforms to quality expectations, 

delivered to the enterprise, 
aboratory acceptance test, 

 
 

 
 
 

aluation, 
 

iii. Failure Costs 

Failure costs are examined in two forms as internal failure costs and external 
failure costs. 

The internal failure costs are the costs incurred by detecting inappropriate 
products or services before delivery to the customer. These costs generally 
consist of the following factors: (Ipekten & Kutlu, 2010, p. 374). 

specifications determined at the production stage, 
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o compensating for unexpected computer interruptions, 

place to another, 

 

 

ing from overtime worked in order to close the time gap, 

 

 

errors, 

specifications. 

External failure costs are costs incurred after the delivery of the product or 
service to the customer. External failure costs include; complaints, guarantees, 
products returned by the customer, negotiations, cost of recall, product liability, 
lost sales, customer compensation costs (Bozkurt, 2003, p. 22- 23). 

4. RESULT 

Hotel enterprises have to develop some competitive strategies in order to be able 
to cope with competitors in the intense competitive environment. One of these 
strategies is the quality costs. 

The production and consumption duration of tourist products and services in 
hotel enterprises is same. The fact that production and consumption are carried 
out at the same time requires the confrontation between the producer and the 
consumer, which brings the human factor into the foreground in the hotel 
enterprises. The labor-intensive nature of hotel enterprises leads to occurrence of 
human-induced errors. Therefore, quality problems arise. In particular, the 
position of the personnel directly in contact with the customer is of great 
importance in terms of quality. 
Ehtiyar, 2007, p. 4, 5). Quality problems arising from humans can arise occur 
during and after the planning and presentation of products and services. For the 
solution of these problems, it is necessary to train the labor force in order to 
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n et al., 
2003, p. 118). Food and beverages offered by hotel enterprises should also be of 
high quality. Hotel enterprises also need to offer well-designed products and 
services. At this point, it is necessary to correctly determine the needs and 
demands of the customers and to provide services accordingly. When this 
happens, quality service will be offered because it will meet the customer 
expectations. Costs incurred at this stage can be evaluated within the scope of 
prevention costs and they need to be determined correctly. 

Customer complaints can also occur after offering the products and 
services. Hotel enterprises should also consider such quality costs that can be 
assessed under external failure costs and manage these costs successfully. If the 
hotel management considers such quality costs that are mentioned briefly and 
manages them successfully, it will ensure continuity of existing customers, 
facilitate gaining new customers, and thereby increase the sales which will 
ensure strengthening against the competitors. 
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