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Abstract

Service quality and service marketing have both been studied extensively in relation to service organizations. In this paper we

examine these areas simultaneously in terms of their impact on financial performance in the hospital industry. Drawing from the

literature in the quality and service marketing areas, the area of service quality is represented in terms of the constructs of quality

context and quality outcomes. Quality context (QC) describes the environment related to quality practices within a hospital which

generally encourages and enhances service quality while quality outcomes (QO) comprises of specific clinical and patient satisfaction

outcomes of the hospital. The area of marketing is represented in terms of the constructs of marketing orientation and market/

product development outcomes. Market orientation (MO) is a well accepted, albeit complex, construct within the marketing

literature. Generally, market orientation can be thought of as the process of effectively collecting, disseminating, and responding to

information in order to enhance the marketing function within the hospital. Such information generally relates to market trends,

customers, and competitors. Market/product development outcomes (MPD) refer to specific outcomes in relation to product

innovation and market segmentation that are general indicators of the marketing effectiveness of the hospital. Although the

evidence in the literature suggests that both service quality and marketing are independently related to organizational performance,

the precise nature of the relationships among the variables described above is not clearly understood.

Based on theoretical considerations, we propose a framework linking the above-mentioned constructs to the financial

performance (FP) of an organization. Since QC and MO are theorized to be multidimensional constructs we use the technique of

structural equations modeling (SEM) to test the model. Data were collected for the study from hospitals in a five-state region in the

US. The results show that the constructs related to both service quality and marketing impact on financial performance. However,

the results do not support the proposed framework of relationships. Instead, the results support a sequential chain of relationships

among the constructs where MO mediates the effect of QC on QO, and MPD mediates the effect of QO on FP. Implications of these

results for the hospital industry as well as for future research in the area are offered.r 2002 Elsevier Science Ltd. All rights reserved.
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1. Introduction

The hospital industry has become quite competitive in
recent times. In an effort to cut costs hospitals are taking
serious measures to improve their performance in
relation to their competitors. Two of the most important
steps that hospitals have undertaken in recent years are:
(1) efforts to improve the quality of their services, and
(2) efforts to market themselves more effectively. Both
service quality and services marketing have received
considerable attention from researchers over the years

and the application of these concepts in the healthcare
arena is therefore not surprising (Parasuraman et al.,
1985; Rust and Oliver, 1994; Zeithaml et al., 1990). One
evidence of the importance of service quality and service
marketing can be seen in the emergence of constructs
such as ‘‘quality context’’ and ‘‘market orientation.’’
Quality context describes the environment related to
quality practices within an organization. It includes
factors that encourage the company to give priority to
quality practices and produce a quality product or
service (Benson et al., 1991; Saraph et al., 1989). Market
orientation generally refers to collecting and disseminat-
ing marketing information effectively and being more
responsive to customers and competitors (Kohli and
Jaworski, 1990; Narver and Slater, 1990). Of course,
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having an organizational environment that is supportive
of quality or being market orientated do not, in and of
themselves, guarantee good financial performance for
organizations. Process improvements within organiza-
tions should result in positive quality outcomes. Many
organizations are therefore focusing on quality related
outcomes (see Carman et al., 1996 for examples of
quality outcomes in the healthcare context). Similarly,
marketing outcomes are also important. Indeed, mar-
keting textbooks are replete with examples and anec-
dotes of how product development (introducing new
products/services), market development (targeting new
market segments and opportunities), and building
competitive advantage are all essential to improve the
bottom line of organizations. The profit impact of
marketing strategy (PIMS) database, in particular has
spawned many studies which clearly show that the
financial performance of organizations is impacted by
marketing outcomes (Buzzell and Gale, 1987). In one
sense, quality outcomes and marketing outcomes can be
considered to be measures relating to the internal and
external orientation of organizations. In order to be
successful, an organization needs to have both types of
orientations.
While both quality and marketing related concepts

have been studied individually in the context of
organizational performance, they have been rarely
studied simultaneously and therefore the exact nature
of the relationships among these concepts and organiza-
tional performance is not well understood. The objective
of this paper is therefore to examine how quality and
marketing concepts are related to financial performance
within the hospital industry. More specifically, we
examine the relationships among quality context (QC),
quality outcomes (QO), market orientation (MO),
market/product development outcomes (MPD), and
financial performance (FP) for hospitals. Since many
of these constructs are multidimensional in nature, the
technique of structural equations modeling (SEM) is
used to examine the causal linkages among the
constructs (Bollen, 1989). The next section provides
some theoretical background in relation to the quality
and marketing constructs used in this study and the
relationships among these constructs. Following this,
the methodology and data analysis are discussed in
separate sections. The paper concludes with the discus-
sion of the results and the implications of these results
for the hospital industry as well as for researchers.

2. Theoretical background

The past research relevant to this study can be divided
into three major categories. First, there has been a
considerable amount of research linking quality related
concepts to organizational performance. Second, there

is a significant body of research that relates concepts like
market orientation and customer orientation to organi-
zational performance. Lastly, there is an emerging body
of research that seeks to examine the linkage between
quality and marketing concepts. For the most part,
research in this third category supports the notion that
in order to get a complete understanding of the impact
of quality on organizational performance we should also
incorporate other variables that mediate the relation-
ship, i.e., use a systems approach. We briefly review
these three categories of research below.

2.1. Quality and organizational performance

The linkage between quality and organizational
performance has been recognized for several years on
the basis of PIMS related research as well as other
research (see for example Anderson et al., 1994; Buzzell
and Gale, 1987; Peters and Waterman, 1982; Phillips
et al., 1983). Benson et al (1991) suggest that traditional
approaches to managing quality have not derived from
organizational theory. They propose a model of quality
management in which organizational quality context is
instrumental in determining the performance of an
organization. Organizational quality context is defined
as comprising ‘‘such things as external quality demands,
past quality performance, corporate direction and
support in the area of quality, resources available for
quality improvement, and the competitive forces that
have a bearing on quality’’ (Benson et al., 1991, p. 1108).
In their paper, Benson et al (1991) list eight specific
dimensions as part of QC and provide substantial
theoretical justification in the works of leading quality
gurus such as Crosby (1979); Deming (1986), and
Garvin (1983) for these dimensions. For purposes of
this paper we have chosen five of these dimensions to
represent QC. These five dimensions are managerial
knowledge, corporate support for quality, marketplace
environment, product/process environment, and past
quality performance. Three other variables mentioned
by Benson et al (namely company size, company type,
and manager type) are discrete classification-type vari-
ables, and are excluded in this study since they relate
only indirectly to QC.
There has also been considerable focus in the quality

related literature on outcomes. In the healthcare area,
the concepts of total quality management (TQM) and
continuous quality improvement (CQI) and their impact
on hospital performance have been of considerable
interest to researchers (Counte et al., 1995; Shortell et al.,
1995). Quality outcomes can be measured in several
different areas and are often treated as a part of
organizational performance (Shortell et al., 1995) or as
part of the effectiveness of TQM activities (McLaughlin
and Kaluzny, 1997). According to Rust et al. (1994),
quality affects the FP of organizations in two different
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