
Linking The Gallup Path

A Study Between Customer Loyalty and Financial Outcomes in Healthcare

Overview

“The Gallup Path” is based on a cumulative body of research and theory that attempts to link various organizational activities together into a meaningful and predictable course.  The path model begins with the underlying assumption that the people within an organization are key determinants in that organization’s ultimate success or failure.  The innate talents of employees, their positioning within the organization, and the skill with which they are managed and motivated, are necessary prerequisites for financial growth and profitability and, eventually, increasing company value, which for publicly traded companies is best measured by increase in stock price.  This paper provides an empirical investigation of the relationship between two of the steps on “The Gallup Path,” customer loyalty and financial growth, in a hospital context.  
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Figure 1-- The Gallup Path for Healthcare Organizations

Methodology

The Gallup Organization acquired patient and physician survey data from approximately 200 hospitals in 38 states across the United States.  The survey designs and methods utilized within each population were identical.  Additionally, various financial measurements were obtained for each of the hospitals during this same time period.  The types of financial measurements were also identical across each institution.  

Patients were surveyed by telephone and only inpatients were included in the study. Lists of all patient discharges for hospitals participating in the study were forwarded to Gallup each week.  Patients were randomly selected from these lists for inclusion in the survey process and were interviewed by specially trained and briefed Gallup interviewers.  A response rate of 75% was achieved for the patient interviews.  

The survey consisted of 21 questions.  Seventeen of the questions used a 4-point scale, which ranged from “very satisfied” to “very dissatisfied.”  One question asked respondents how likely they were to return to the hospital they had used if they needed medical care in the future.  A 5-point scale was used for this question, with scale points ranging from “definitely return” to “definitely not return.”  Respondents were also given the option of stating they could not return due to insurance restrictions or of stating they would not return due to the fact they resided in an area located too far from the hospital for practical consideration.  Individuals who made these assertions were eliminated from the base of valid responses when mean scores were calculated.

Physicians were surveyed using a mail methodology.  A total of 24 questions were included in the study, the vast majority of which utilized the same rating scale as the patient survey, from “very satisfied” to “very dissatisfied.”  Data analysis was conducted using mean scores at the hospital level, with no individual respondents being identified.  This level of aggregation was required because the relationships among different populations were being examined (which precluded the utilization of respondent-level data).  

Among the financial data forwarded to Gallup by participating organizations were earnings per adjusted patient admission, earnings per adjusted patient day, return on assets, and a measure of professional liability, which was calculated by dividing capped losses by risk index beds.  Earnings were defined as patient revenue after expenses, but before deductions for depreciation, interest, any taxes that might apply, amortization, and allocated management fees.

Analysis

All analysis was conducted at the facility level, with any specialty facilities, such as psychiatric hospitals, women’s and children’s hospitals, and orthopedic and rehabilitation facilities being excluded from the analysis.  Only acute care hospitals were utilized for the purpose of this analysis, in an effort to make the measurements as consistent as possible.

The first step in the analytic process was to conduct Pearson product moment correlation coefficients among all the variables available.  This included each of the patient satisfaction items, each physician satisfaction item, and each of the financial outcome variables.   Variables that were selected for further analysis of their relationships to financial outcomes were those with correlations at the p<.01 level of significance.  At this early stage of the analysis, the criterion variables chosen for further analysis included: overall patient satisfaction, patient loyalty (how likely the patient was to use the same hospital in the future for medical care), overall physician satisfaction, and physician loyalty (how likely the physician was to use or recommend the hospital to friends or family for their own medical care).  These were the items selected to be the grouping variables in a discriminant function analysis that followed as the second step in the analysis.

The approximately 200 hospitals participating in the study were rank ordered according to their mean scores on each of the variables mentioned above.  After being rank ordered, the hospitals were separated into quartiles.  Extreme groups were created, using the top and bottom quartiles, with approximately 50 hospitals in each quartile.  A discriminant function was then conducted with each of the financial variables, which tested how accurately each variable could predict group membership in the extreme quartiles created from the patient and physician satisfaction and loyalty variables.  The hypothesis being tested was whether or not customer loyalty (with customers being defined as both patients and physicians) was positively related to financial outcomes.  Initially, no specific financial outcome was assumed to be more highly related than another to customer loyalty.  Each financial outcome available for research purposes was evaluated separately.

The average value of each financial indicator was examined for the top and bottom quartiles, as well as for the overall mean of the entire database.  The significance levels of the F-values on the Wilks-Lambda were examined, as well as the percentage of cases in each group that were correctly classified.  The results presented in the following section are those with significance levels of p<.01.  In most cases, quartile results are presented in the form of deviations from the database average.  Because much of the financial information is confidential and privileged, no actual database figures are included in the illustrations.

Results

The results of the discriminant function analysis indicated that for both customer groups, patients and physicians, the loyalty indicator was a better predictor of financial outcomes than was customer satisfaction.  When patient loyalty was used as the grouping variable, the financial measures, as a group, could accurately predict group membership 71% of the time.  The reliability of physician loyalty as a predictor was lower, with 65% of cases being correctly classified.  Because the results for patient satisfaction were not predictive, these data have been eliminated from this discussion.

The financial outcomes that could best be predicted from customer loyalty results were found to be earnings per adjusted admission, earnings per adjusted patient day, loss per risk index bed (a measure of professional liability exposure for the hospital), and return on assets, the last being defined as annualized net revenue divided by average net fixed assets.   

A utility analysis was conducted by examining the differences in the top and bottom quartiles on the financial indicators listed previously.  These results are graphically presented in figures 2 through 7 below.
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Figure 2 – Earnings per Adjusted Admission
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Figure 3 – Earnings per Adjusted Patient Day
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Figure 4 -- Loss per Risk Index Bed
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Figure 5 – Return on Assets



[image: image6.wmf]-$200

-$150

-$100

-$50

$0

$50

$100

$150

$200

-$167

$152

Top Quartile

Physician Loyalty

Bottom Quartile

Physician Loyalty

n

 Physician Loyalty     

(likelihood to recommend the hospital)  

Deviation From Database Average

in Dollars ($)


Figure 6 – Earnings per Adjusted Admission
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Figure 7 – Earnings per Adjusted Patient Day


As the results from the utility analysis indicate, earnings per adjusted admission were 79% higher in the top quartile than in the bottom quartile of patient loyalty.  When the unit of analysis was earnings per adjusted patient day, the results were even more striking, with the difference between the bottom and top quartiles being 82%.  The loss per risk index bed was nearly double in the bottom quartile as compared to the top quartile.   When return on assets was evaluated, another significant difference was observed: the top quartile of hospitals on patient loyalty had a return on assets of 40%, while the bottom quartile’s return was 25%.

Physician loyalty evaluations were also significant in the utility analysis in terms of their financial consequences.  When physician loyalty was in the top quartile, earnings for both adjusted admission and adjusted patient day were nearly double what they were when physician loyalty was in the bottom quartile.  

Conclusions

“The Gallup Path” hypothesis of a linkage between customer loyalty and financial outcomes is supported empirically by these data.  One of the most important aspects of the empirical analysis is that customer satisfaction and customer loyalty, although related (r=.73), are not conceptually the same.  Patient and physician satisfaction are key elements in creating loyalty toward the hospital, but the issue is more complex than originally thought.  Traditional patient and physician satisfaction surveys, although useful and important, may be missing some key factors that affect loyalty, and subsequently affect the ability to positively influence the hospital’s financial well-being.  This is an important distinction, as patient satisfaction surveys are the standard in the healthcare industry at the current time.  Few healthcare institutions are focusing their surveying efforts in the area of patient and physician loyalty.  Instead, they continue to examine patient and physician satisfaction as the key indicators of success with their patients and physicians.  The results presented in this study suggest that a slight change in focus would be beneficial.  Patient and physician loyalty appear to be better indicators of the financial success of hospitals than satisfaction alone.  Patient and physician satisfaction are critical components in influencing loyalty and should remain a focus.  However, further investigation, both qualitative and quantitative, is required—investigation that will enable researchers to learn more about the events and situations that are relevant in creating greater loyalty for specific hospitals among both the patient and physician populations.

These analyses are of great practical benefit to hospitals.  The financial implications of being in the top quartile of customer loyalty, as compared to the bottom quartile, are tremendous.  The difference in earnings performance is in the tens of millions of dollars and may very well mean the difference between growing and thriving, on the one hand, and financial struggle, on the other.  The task ahead is to refine measurement strategies and methodologies to more accurately measure, predict, and control the events that have the most beneficial outcomes for healthcare organizations and the quality of care delivered to patients.  Gallup will continue to study the nature of these linkages. 
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