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The Relationships between Service Quality,
Operating Efficiency and Profitability in
Taiwanese Banking Industry

Liu-Ching Tsai” Yi-Fang Yang”™

Abstract: The purpose of this paper is to explore the relationships
between service quality, operating efficiency and profitability. Applying
data envelopment analysis and seemingly unrelated regression model with
sample firms from Taiwanese banking industry, we find that while a bank
needs to consume more inputs to achieve an improvement in its service
quality levels, it is\worthy to the bank since this cost will be compensated
by higher outputs. Furthermore, we demonstrate that a bank’s endeavor to
improve the service quality will contribute to its ultimate profitability. Our
results are correspondent with the arguments of Horngren et al. (2000): it
is not appropriate for firms to require improvements on all aspects of
performance measures simultaneously, because firms have to make a
trade-off among the different strategic objectives. The results of this study
have implications for the banks pursuing for the, quality strategy. While
providing financial service, the'management should fecus on the positive
effects of qualitysimprovement on outputs and financial returns, and
should treat the Inputs of improving service qua{it}/ es\l’ngvi\taBTe expenses.
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