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Abstract: The purpose of this study is to investigate the relationship between 
three central dimensions of quality in small accounting firms and firm 
performance. The three dimensions of quality investigated are: human resource 
(HR) quality, information technology (IT) quality and service quality. Firm 
performance is measured in two different ways: perceived performance and 
return on sales (ROS). We tested the hypotheses in a sample of 506 small 
Norwegian accounting firms. The results indicate that service quality relate 
positively to perceived performance and ROS. Human resource quality is 
positively related to perceived performance, but not ROS. IT quality is not 
related to perceived performance and negatively related to ROS. This study 
contributes to the literature by providing empirical evidence for a positive 
relationship between service quality and firm financial performance and has 
important implications for accounting firms and their clients. 
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1 Introduction 

Quality management practices are found to be critical in gaining and maintaining 
competitive advantages (Lee and Park, 2016). How quality management relates to firm 
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performance is still debated (Prashar, 2018). As indicated by Jaca and Psomas (2015) 
explorative factor analysis, firm quality is a multidimensional construct consisting of 
several factors or dimensions. McGuire et al. (1990), for example included the following 
dimensions in their study of firm quality and performance: Quality of management, 
quality of products and services, innovativeness, long-term investment value, financial 
soundness, ability to attract, develop and keep talented people, community and 
environmental responsibility, and use of corporate assets. Based on a review of the total 
quality management literature, Sila and Ebrahimpour (2002) found that the following 
quality issues had received the highest coverage: consumer focus and satisfaction, 
employee training, top management, teamwork, employee involvement, innovation, and 
information management. 

Among the various dimensions that describe the quality of firms in the service sector, 
the quality of the service offered to customers has been most widely studied. Service 
quality increasingly constitutes a source of competitive advantage for service-sector 
organisations (Aryee et al., 2016). In addition to service quality, two other aspects of firm 
quality are particularly relevant for accounting firms. In their analysis of how various 
quality aspects influence productivity in accounting firms, Chang et al. (2011) concluded 
that productivity growth was driven primarily by the accumulation of information 
technology (IT) capital and human capital. Also Aryee et al. (2016) emphasise the 
importance of the composition of the firm’s stock of human capital for its performance. 
Moreover, Liao et al. (2015) finds that greater IT investments contributes to improving a 
firms service quality, customer satisfaction, and profitability, and that competitiveness 
increases even more when combining IT investments with increased investments in 
human resources (HRs). In this study we therefore focus on how three aspects of quality, 
particularly important in service firms as those in the accounting industry: HR quality, IT 
quality and service quality, relate to firm performance. 

The present study has important practical implications for accounting firms and their 
clients. Employee training, new IT equipment and quality services are expensive to the 
firm. Owner/managers in accounting firms should therefore appreciate knowledge about 
how the various aspects of firm quality are related to firm performance. Accounting firm 
clients should also be interested in visible correlates with accounting firm quality to guide 
them in their choice of accountant. 

2 Quality in accounting firms 

Accounting firms are classic professional service firms (PSFs) characterised by high 
knowledge intensity, low capital intensity and a professionalised workforce  
(Von Nordenflycht, 2010). PSFs can also be described in terms of their outputs, as 
knowledge encoded in services (Løvendahl, 2000) or intangible services encoded with 
complex knowledge (Greenwood et al., 2005). Opaque quality of the services offered is a 
typical characteristic of PSFs (Von Nordenflycht, 2010). This refers to a situation when 
the quality of the output is hard for customers to evaluate. 

2.1 Assessing quality 

The majority of service quality studies have used the SERVQUAL instrument 
(Parasuraman et al., 1985) to measure service quality (Aga and Safakli, 2007; Armstrong 
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and Smith, 1996; Apornak, 2017; Dammaj et al., 2016; George, 2016; Jernick et al., 
2018; Kang and Bradley, 2002; Keng and Liu, 1998; Khraisat et al., 2017; Shahin et al., 
2017; Yazdi, 2015). Researchers usually distribute the instrument to the customers of 
firms who then evaluate the services provided. In this type of research, customer 
satisfaction and loyalty are usually the dependent variables (Apornak, 2017, Black et al., 
2014; Hogreve et al., 2017; Orel and Kara, 2014; Urban, 2013). 

Since the outputs from accounting firms have opaque quality, asking customers to 
assess service quality in such firms might be a questionable practice. Another possible 
approach to assess firm quality involves experts internal or external to the firm. 
Owner/managers of accounting firms are experts who have the expertise necessary to 
evaluate various aspects of quality in accounting firms (Casterella et al., 2009). They can 
carry out evaluations of competing accounting firms as external experts or evaluate the 
quality of their own firm. 

There are certain benefits and problems associated with internal and external 
evaluations. Factors that favour the use of internal evaluators include the cost of data 
collection, the availability of data, and the knowledge of programs, operations and 
context. Increased perceived objectivity is perhaps the strongest argument for using 
external evaluators (Conley-Tyler, 2005). The extent to which perceived objectivity 
results in stronger data validity and reliability depends on the competence of the 
evaluators and their knowledge about the unit under evaluation. When asking competitors 
to evaluate each other some actors may be tempted to downgrade their competitors and to 
upgrade their own firm. Therefore, external experts should not represent competing firms. 
Independent external experts who do not represent competitors are often hard to find. 

Auditors are external experts who can evaluate accounting quality. A number of 
researchers have suggested that audit fees are positively associated with inherent risk in 
an engagement because of a higher risk of error (Ghafran and O’Sullivan, 2017; Simunic, 
1980; Stice, 1991) and litigation (Bronson et al., 2017). Based on a meta-analysis of 
studies on audit fees, Hay et al. (2006) conclude that their results confirmed that inherent 
risk is an important driver of audit fees. Assuming there is reason to believe that auditors 
charge higher fees to firms with lower quality accounting, Hribar et al. (2014) developed 
a measure of accounting quality based on unexplained audit fees. They argue that this 
measure is a better indicator of accounting quality than focused measures of quality that 
can be derived from accounting figures, such as how well accruals map into cash flows. 

Customers of accounting firms are not likely to be aware of the relationship between 
audit fees and accounting quality. Even if they knew about this relationship, information 
about the audit fees auditors charge customers of a given accounting firm is not likely to 
be easily available. Moreover, accounting quality is different from HR-quality, IT-quality 
and service quality. Auditors’ fees may reflect the quality of accounting, but hardly other 
aspects of service firm quality. 

2.2 Quality signals 

Regarding services, the customer of knowledge-intensive business service experience that 
the quality of the service received is uncertain, they will not know what the result will 
look like before the transaction and there is great variability of the results as well (Biege 
et al., 2013). When it is hard for non-experts to evaluate the quality of services, firms 
have incentives to signal quality (Von Nordenflycht, 2010). Accounting firms try in 
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various ways to ensure clients that they provide quality services (Morris, 1987). 
Customers of accounting firms sometimes consider specialisation, size and premium 
price as quality signals. Ruef and Scott (1998) argue that specialisation as a signal of 
quality and concerns for reputation among PSFs constrain decisions on diversification 
(Greenwood et al., 2005). When a quality is unobservable, high fees then becomes a 
mechanism for quality-assurance, because a high price ensures that the value of future 
income streams exceeds the profit for one-time fraud (Fang, 2005). 

Firm size and age may also signal quality. Khan et al. (2015) state that accounting 
firm clients in Bangladesh regard firm age and size as indicators of quality. Ho et al. 
(2015) found that customers of B2B PSFs in Hong Kong had higher expectations from 
larger service provider firms and those charging higher fee, compared to other firms 
providing similar services. To explain this result, Ho et al. (2015) suggested that 
customers use heuristic cues such as professional firm size and fee premium as signals of 
the firm’s superior capabilities and resourcefulness and higher service quality. 

Small accounting practitioners have generally small and medium-sized businesses as 
their clients. Owner-managers of SMEs expect advice on many broad and specific 
aspects of their business and these include among others, financial planning, management 
accounting and information system, forensic accounting, cost reduction, succession 
planning and pricing decisions (Ciccotosto et al., 2008; Kirby and King, 1997; Marriott 
and Marriott, 2000; Nandan, 2010). Since knowledge is the major input factor, the 
complexity of the service and its production is high, indicating that the variety of 
outcome variants is large (Biege et al., 2013). Customers rarely have the expertise 
required to evaluate the quality of the various services accounting firms provide. If clients 
were experts, they would have little reason to purchase advice from accounting firms in 
the first place. Customers are therefore likely to evaluate the quality of accounting firms 
by the signals accounting firms send out, such as their hourly billing rates, firm size or 
specialist/generalist strategy. However, these characteristics may be poor indicators of the 
actual quality in accounting firms (Jones and Hudson, 1996; Hasseldine et al., 2005). 

For the reasons explained above, we ask owner/managers of accounting firms to 
assess the investigated three aspects of firm quality in their own firm; HR quality, IT 
quality and service quality. In the following section, we draw on relevant theory in order 
to derive hypotheses about the relationship between owner/managers evaluation of these 
three different quality aspects of accounting firms and firm performance. In the analysis 
we control for relevant firm characteristics, including several firm features that 
previously have been referred to as quality signals. 

3 Theoretical framework and hypothesis 

According to signalling theory, signals that represent the invisible underlying 
characteristics should reflect this characteristic in such a way that the party receiving the 
signals can trust the link between the signal and the underlying quality (Connelly et al., 
2011). Quality signals are particularly important for firm reputation. Reputation is 
arguably the most important of intangible assets (Gibson et al., 2006; Toms, 2002). A 
firm can lose its reputation if it repeatedly fails to send appropriate signals (Herbig and 
Milewicz, 1994). Such an interpretation is consistent with the resource-based view of the 
firm that explains competitive advantage in terms of inimitable qualities, including those 
encapsulated in reputation (Clulow et al., 2003). 
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In many countries, accountants are subject to government authorisation. Therefore, 
the employees’ formal education and qualifications often do not differ much between 
firms. However, accounting firms are still able to engage in strategic HR management by 
actively developing the competence of their workforce. Strategic HR management 
involves designing and implementing a set of internally consistent policies and practices 
that ensure a firm’s human capital contributes to the achievement of its business 
objectives (Hu et al., 2013; Huselid et al., 1997). According to the resource-based view of 
the firm human capital can be a source of competitive advantage (Aryee et al., 2016; 
Barney, 1991; Wright and McMahan, 1992). This is particularly the case if the employees 
of the firm possess unique skills difficult to replicate and replace. Such skills can be 
developed and improved by training employees in areas that are important for the firm. 
Strategic HR practices can be designed to create unique firm specific capital, not easy for 
competitors to copy or replicate (Anh et al., 2019). Furthermore, Ismail (2018) found that 
human capital plays a significant role in increasing labour productivity in Malaysian 
SMEs. Our first hypothesis is therefore: 

H1 The quality of the HRs in the firm is positively related to firm performance. 

According to the resource-based view of the firm (Barua and Mukhopadhyay, 2000; 
Piccoli and Ives, 2005), an effective IT strategy can lead to increased firm performance. 
Resource-based theorists argue that physical assets can serve as sources of competitive 
advantage if they ‘out-perform’ equivalent assets of competitors (Barney, 1991; Rumelt, 
1984). Mata et al. (1995) argue that managerial IT skills are rare and firm specific and 
therefore likely to serve as sources of sustained competitive advantage. According to 
Mithas and Rust (2016), IT strategy can influence firm performance due to: 

1 greater social complexity 

2 greater causal ambiguity 

3 greater path dependence 

4 organisational learning. 

They further identified three strategic paths from IT to firm performance. According to 
them, IT can be used to: 

1 reduce costs by improving productivity and efficiency 

2 increase revenues by fully exploiting opportunities through existing customers, 
channels, and products/services and by finding or creating new customers, channels, 
and products/services 

3 reduce costs and increase revenues simultaneously (Mithas and Rust, 2016). 

Several scholars have reported empirical support for the relationship between IT 
technology and firm performance. The results from studies by Diewert and Smith (1994), 
Dewan and Min (1997), Hitt and Brynjolfsson (1995) and Liao et al. (2015), all indicate a 
positive relationship between technology and firm performance. Bharadwaj (2000) found 
that IT leaders performed better on different profit ratios over a four-year period than a 
matched sample of comparable businesses. Kohli and Devaraj (2003) published a 
comprehensive meta-analysis of empirical findings regarding the relationship between IT  
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and firm performance. They found that productivity-based measures are well suited to 
capture the payoff from IT investments. Based on theoretical arguments from the 
resource-based view of the firm and previous empirical findings, we arrive at the second 
hypothesis to be tested in the present survey: 

H2 The quality of the IT resources in the firm is positively related to firm performance. 

As discussed by Jernick et al. (2018), service quality refers to customers getting more 
value from the firm offering than they expect (Asubonteng et al., 1996; Gefen, 2002; 
Parasuraman et al., 1988). Service quality influences customer satisfaction with the 
service. Consumer satisfaction, in turn, has a positive impact on firm performance (Yee  
et al., 2010; Bathia and Awasthi, 2017). Customer satisfaction enhances customer loyalty 
and influences their future repurchase intentions and behaviours (Li et al., 2017; Stank  
et al., 1999; Verhoef, 2003). When this happens, the profitability of a firm would increase 
(Anderson et al., 1994; Mittal and Kamakura, 2001). Highly satisfied customers are 
willing to pay premium prices (Anderson et al., 1994). When customers tolerate high 
prices for the products or services they receive, firms are likely to increase their profits. 
Satisfaction also relates to the overall reputation of the firm, which can be beneficial to 
establishing and maintaining relationships with key stakeholders, such as suppliers and 
distributors (Anderson et al., 1994; Yee et al., 2010). Based on the arguments above, the 
third and last hypothesis to be tested in the present study is: 

H3 The quality of the services provided by the firm is positively related to firm 
performance. 

4 Methodology 

4.1 Sample 

Norwegian accounting firms primarily deal with two main types of services: bookkeeping 
and advisory services with regard to accounting. The accessibility to accounting data in 
Norway is good. All corporations need to report their financial statement including sales, 
expenses, profit and the number of employees and contact information. These data  
are then publicly available and linked to yellow pages registers. There were  
2,689 independent accounting firms organised as corporations in Norway in 2010. We 
were able to acquire a valid e-mail address to 1,877 of these firms. In October 2011, we 
sent the main decision maker in these firms an electronic mail with a Questback 
questionnaire. After two reminders, we received 714 completed questionnaires. Before 
the testing of hypotheses, we removed 208 respondents with incomplete datasets. After 
these eliminations, the response rate is 27%. To check the representativeness of the 
sample, we compared the 506 respondents with complete datasets to the other  
2,183 accounting corporations in the country with regard to location (country and urban 
versus rural localisation) and accounting figures (sales revenues and labour costs). Since 
these tests did not show any significant differences, we are relatively certain that the 
sample is representative for accounting corporations in the country. 
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4.2 Measures 

Inspired by Djellal and Gallouj (2013) quest for multi-criteria evaluations of business 
performance, our measure of perceived performance consisted of the following items: 

1 ‘Top managers/owners are very satisfied with the firm’s position in the market.’ 

2 ‘Top managers/owners are very satisfied with customer loyalty.’ 

3 ‘Top management/owners are very satisfied with the firm’s financial performance.’ 

4 ‘Top management/owners are very satisfied with the firm’s sales revenues.’ 

5 ‘Top management/owners are very satisfied with the firm’s efficiency’. 

Respondents answered the items using a scale from 1 = completely disagree to  
7 = completely agree. We calculated a measure of perceived performance by averaging 
these items (Cronbach’s alpha = .82). We use return on sales (ROS) in 2011 as an 
objective indicator of financial performance. For ROS to be meaningful, firms have to 
have positive sales income. We therefore replaced negative figures for sales income with 
missing vales. The correlation between the perceived performance measure and ROS in 
2011 was r = .30, indicating a certain degree of correspondence between the two 
performance measures. 

As Aryee et al. (2016) emphasise skill-enhancing practises in HR developments, the 
quality of HRs was assessed using the following items (seven-point scale from  
1 = completely disagree to 7 = completely agree): 

1 ‘To work in our firm is professionally exciting.’ 

2 ‘The firm has good routines for competence transfer between employees.’ 

3 ‘The firm uses resources to increase the competence of employees beyond the 
requirements for continued authorisation.’ 

4 ‘The firm puts strong focus on enhancing the competence of employees.’ 

We averaged the four items to obtain a measure of HR quality (Cronbach’s alpha = .79). 
IT quality was assessed using three statements (seven-point scale from 1 = completely 
disagree to 7 = completely agree): 

1 ‘Our firm uses top-of-the-line computers and data systems.’ 

2 ‘Our IT solutions are hard to copy by competitors.’ 

3 We frequently update out IT systems to satisfy current requirements.’ 

We obtained a measure of IT quality by averaging these three items (Cronbach’s alpha  
= .70). The measure of service quality consisted of four items (seven-point scale from  
1 = completely disagree to 7 = completely agree): 

1 ‘We always deliver quality services to our clients.’ 

2 ‘The customers are always satisfied with our firm.’ 

3 ‘We always meet deadlines.’ 

4 ‘We are particularly good at customer service.’ 
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We averaged the four items in order to arrive at an index for service quality (Cronbach’s 
alpha = .80). 

When researchers collect data in self-reported surveys, common method bias may 
pose a threat to the discriminate validity of the measures (Barringer and Bluedorn, 1999). 
Podsakoff and Organ (1986) suggested using Harman’s one factor test check for common 
method variance. If a substantial amount of common method bias is present, a single 
component will emerge from an unrotated principal component analysis (PCA), or a 
‘general’ factor accounting for the majority of the variance will emerge. We therefore 
entered the items in the three quality measures and the perceived performance measure 
into a PCA. The unrotated PCA extracted four components with eigenvalues > 1, 
accounting for 64.3% of the variance in the data. The first dimension explained 33.6% of 
the variance but did not represent a ‘general’ dimension accounting for the majority of 
the variance. While this test does not ensure that common method bias is not present in 
the data, the four dimensions extracted from the unrotated PCA suggest that such bias is 
not a great concern. 

The control variables then included firm age (measured in years since registration) 
and firm size (the number of employees in 2011), since such variables may be perceived 
as quality signals (Khan et al., 2015). We also controlled for several factors related to the 
competitive strategy in the firms and efficient use of resources. These factors included 
hourly billing rate (measured in NOK), staff utilisation rate (the percentage of billable 
hours among the number of standard work hours), and the number of clients per 
employee. The prices customers pay for the services provided by accounting firms are a 
function of the hourly billing rate and the number of billing hours. We included these 
control variables since premium price might represent a quality signal (Ho et al., 2015). 
Additionally, productivity in services is currently a topic being intensively researched 
(Biege et al., 2013; Djellal and Gallouj, 2013). Staff utilisation rate and the number of 
customers per employee also are indicators of labour productivity, which can influence 
firm performance (Kim and Ployhart, 2014). We also controlled for specialist/generalist 
firm strategy since some researchers argue that a specialist strategy can be a quality 
signal (Ruef and Scott, 1998). To obtain a measure of generalist/specialist strategy, we 
asked respondents to indicate what services they had provided to clients in at least four 
occasions during the last two years. The 15 services were: tax advice, generation change, 
choice of company form, debt settlements proceeding, economic management, pension, 
mergers and acquisitions, marketing, board issues, administrative routines, management, 
training, financial services, salary, firm valuation and due diligence. We created a 
measure of generalisation by adding the different services provided (range  
0–14, mean = 5.9). 

Finally, we controlled for cluster size. The cluster or urban density premium effect is 
a key feature of urban economics (Folta et al., 2006; Fujita and Thisse, 1996). Among 
firms in the USA, Faberman and Feedman (2013) found that a doubling of urban density 
was associated with an increase in average establishment earnings between 7% and 10%. 
Entrepreneurs in larger clusters might require a higher level of firm performance, perhaps 
because they have greater access to alternative business and employment opportunities in 
larger clusters (Folta et al., 2006). The benefit of clustering is thought to be particularly 
pertinent for small firms competing in industries where knowledge is the basis for any 
competitive advantage (Anderson et al., 2014; McCann and Folta, 2008; 2011; Rigby and 
Brown, 2013), for example small accounting practitioners. In the present circumstances, 
we define clusters as municipalities, since the municipality is a simple and logical 
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definition of a cluster in Norway. Municipalities form regional administrative and 
political more or less self-sufficient communities of trade and cooperation formed by 
mountains, fjords and distances. The borders of Norwegian municipalities have been 
relative stable since 1930. In 2011, there were 429 municipalities in the country. The 
number of accounting firms in each municipality varied in 2011 from 0 in the smallest 
municipalities to 954 in the capital Oslo. 

5 Results 

Table 1 shows the descriptive statistic and correlations among the analysis variables. 
Supporting the three hypotheses, HR quality, IT quality and service quality correlate 
positively with perceived firm performance. Staff utilisation rate is the only control 
variable significantly related to perceived performance. Service quality but not HR 
quality correlates positively and significantly with ROS. The most surprising result is 
probably that IT quality correlates significantly negatively with ROS. 
Table 1 Descriptive statistics and correlations among the analysis variables (n = 506) 

 Mean SD 1 2 3 4 5 6 7 8 9 10 11 
1 Firm size 6.7 7.2 1           
2 Firm age 13.5 9.5 .13 1          
3 Hourly billing rate 673 115 .07 .05 1         
4 Staff utilisation rate 80.0 9.7 –.03 .01 .03 1 0       
5 Clients per 

employee 
27.3 13.2 –.16 .01 –.08 .00 1       

6 Generalist strategy 5.9 2.7 .34 .09 –.05 –.03 –.04 1      
7 Cluster size 145 279 .06 .03 .35 .11 –.09 –.13 1     
8 HR quality 5.2 1.0 .21 .05 .01 –.02 –.08 .23 .01 1    
9 IT quality 4.9 1.1 .23 .02 .04 .06 –.09 .17 .04 .35 1   
10 Service quality 5.3 0.9 –.01 .04 .05 .19 –.06 –.02 .05 .37 .22 1  
11 Perceived firm 

performance 
5.0 1.0 .07 .06 .02 .22 .05 .08 .02 .29 .20 .49 1 

12 Return on sales 9.4 9.6 .00 .09 .07 .30 .13 –.02 .09 –.04 –.09 .11 .30 

Notes: Correlations ≥ .09 are significant at p ≤ .05 (two-tailed). 

Staff utilisation rate is the only control variable that correlates significantly with both the 
perceived performance measure and ROS. Two other control variables also correlate 
significantly with ROS. Both firm age and cluster size correlate positively with ROS, 
indicating that young firms suffer from liabilities of newness and that firms located in 
large clusters benefit from an agglomeration effect. 

The highest correlations among the explanatory variables are between cluster size and 
hourly billing rate (r = .35), between HR quality and service quality (r = .37), and 
between HR quality and IT quality (r = .35). These correlations are not large enough to 
warrant any concern for multicollinearity in the regressions. The finding reported in the 
correlation matrix suggest that firms become more diversified as they grow older and that 
a generalist strategy is positively associated with HR quality. 
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It is also interesting to note that firm size, age, and hourly billing rate are unrelated to 
service quality. While clients may believe that such variables signal service quality, they 
do not relate significantly to the evaluation of quality by owner/mangers in accounting 
firms. Besides, the significant and positive correlation between service quality and Staff 
utilisation rate signals that accountants balance the inherent role conflict tension between 
productivity and quality (Luria et al., 2014). 

We tested the hypotheses using regression analysis. Model 1 in Table 2 shows the 
direct effect of the test of the hypotheses with perceived firm performance as the 
dependent variable. The findings support Hypothesis 1, which concern HR quality and 
Hypothesis 3, which concern service quality. However, Hypothesis 2, which concerns the 
relationship between IT quality and performance, receives no support. 
Table 2 Prediction of business performance (n = 506) 

 
Model 1 Model 2 

Perceived firm performance Return on sales 
Control variables   
 Firm size .05 .04 
 Firm age .05 .07 
 Hourly billing rate .00 .05 
 Staff utilisation rate .14* .28*** 
 Clients per employee .10* .14*** 
 Generalist strategy .04 .02 
 Cluster size –.01 .05 
Quality measures   
 HR quality .11* –.04 
 IT quality .05 –.12** 
 Service quality .42*** .10* 
Model summary   
 R square adjusted .29 .13 
 F-value 20.39*** 8.99*** 

Notes: *Indicates p ≤ .05; **indicates p ≤ .01; *** indicates p ≤ .001 (two-tailed). 

Model 2 in Table 2 shows the results for ROS as the dependent variable. The relationship 
between service quality and financial performance is significant as articulated in 
Hypothesis 3. Hypotheses 1 and 2 receive no support. In fact, the findings indicate that IT 
quality is significantly negatively associated with financial performance. Staff utilisation 
rate and clients per employee are the only control variables significantly associated with 
perceived firm performance and ROS. 

To check the sensitivity of the findings we investigated the correlations between the 
three dimensions of firm quality and firm financial performance from 2006 to 2015. The 
results revealed positive and significant correlations between our measure of service 
quality and ROS in all years from 2008 to 2014, and positive and statistically significant 
correlations between service quality and return on assets (ROA) all years from 2006 to 
2015. HR and IT quality as measured in our questionnaire in 2011was not significantly 
correlated with ROS or ROA in any year between 2010 and 2015. 
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6 Conclusions 

In the present study, we found HR quality and service quality to be positively associated 
with perceived firm performance, in support of H1 and H3. However, only service quality 
was a significant positive predictor of ROS. Hypothesis 3, which concerns the 
relationship between service quality and firm performance, is the only hypothesis that 
receives support for both subjective and objective measures of firm performance. 

We argue that objective performance measures should be preferred. The findings 
suggest that it is easier to find empirical support for hypotheses when the independent 
and dependent variables are measured at the same time in a questionnaire than when a 
more objective dependent variable is used. Common method bias may remain a concern 
even if the Harman’s one factor test does not reveal a single or dominant component in 
the data. In our dataset, perceived firm performance is more strongly correlated  
with service quality (r = .49), one of the independent variables, than with ROS in 2011  
(r = .30), the dependent variable. These correlations question the discriminate and 
convergent validity of the perceived performance measure used in this survey. 

One insight is that managers invest in IT and HRs, as recommended by theory, and 
that they perceive that their firm performs better than it actually does. The objective 
measure of firm performance indicates that their expectations on output from this 
investment are not met. Hence, PSF managers follow theoretical suggestions derived 
from studies on other industries and invest in IT and HRs expecting improved firm 
performances. In Table 2 we reported a negative association between IT quality and 
ROS. Since competitors easily can purchase or duplicate IT systems, Mata et al. (1995) 
argue that physical IT resources are unlikely to serve as a source of competitive 
advantage. Sceptics of IT’s direct effects on firm performance have long argued that 
firms benefit from IT only when they embed IT in a way that produces valuable, 
sustainable resource complementarity (Clemons, 1986; 1991; Clemons and Row, 1991; 
Powell and Dent-Micallef, 1997). The finding that IT quality was negatively associated 
with firm performance indicates that there is a need for approaches for assisting service 
firms to better plan their use of technology. Cho and Lee (2014) suggest using service 
roadmaps in order to overcome the problem of implementing technology in a way that 
provides sustainable competitive advantages. Managers need to realise the potential of 
information system management in order to combine this knowledge with their unique 
strategic vision of the business, foreseeing and responding to opportunities and needs 
(Devece, 2013). For to aid them in this, we then need more research on PSFs and how 
they could gain competitiveness through quality improvements. 

Firm size, age, specialisation and price have sometimes been associated with various 
aspects of firm quality. In this study, firm size and generalist strategy is positively 
correlated with HR and IT quality, but none of the other correlations between the 
presumed quality signals and owner/managers perceptions of quality are statistically 
significant. The major variable associated with service quality was objective firm 
performance. This finding gives hints to costumers of small accounting firms regarding 
what to look for in small accounting firms when seeking quality services. 

The study has several limitations. The study utilises data from small Norwegian 
accounting corporations and may not be generalisable to other types of firms. A 
limitation that should be mentioned is that the quality and subjective performance 
measures applied in this survey were developed by the research team and have not been 
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subject to previous validation. While some of the items were borrowed from existing 
scales, other items were formulated especially for this research and this context. 
Furthermore, we cannot be certain about causality in the relationship between service 
quality and performance. Hence, we can only speculate that firms with high quality 
services achieve superior financial performance, which again ensures future quality 
services. Finally, we have argued that the owners/managers’ assessment of quality in the 
firm reflect firm quality more accurately than evaluations from external experts or 
customers. Future research is needed to determine if we are right regarding this 
assumption. 

Despite these limitations, this study has important theoretical contributions. Our 
findings contribute to signalling theory, and theory on strategy and service quality 
management. Our results indicate that signalling quality is contextual dependent. Our 
findings among small PSFs are novel and suggest such firms might pursue other 
strategies than bigger firms in order to succeed. Moreover, this study has important 
implications for accounting firms and their customers. Our findings suggest that small 
accounting firms do not have to worry about their size. While firm size is positively 
associated with HR and IT quality, there is no significant relationship between firm size 
and service quality. Growth in the number of employees may even harm the quality of 
services offered to customers. Investments in HR and IT quality are not likely to give 
superior firm performance. In fact, frequent changes in IT equipment may lead to poorer 
financial performance. Only the quality of services to customers is consistently associated 
with superior firm financial performance as measured by ROS or ROA. 

Customers are interested in service quality, which is not readily observable. We have 
investigated several of the quality signals clients can relate to, including size, age, price, 
generalist strategy, and cluster size. None of these signals proved to be reliable indicators 
of service quality. Customers should therefore disregard such signals when they chose 
accounting firm. This study finds a positive relationship between ROS and service quality 
in small PSFs. Firm financial performance measured by ROS or ROA are difficult to fake 
over time and appear to be far better indicators of service quality than signals that 
hitherto have been assumed to represent quality. 
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