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ABSTRACT

This article fills a gap in the literature
by providing insight about the handling of
complaint management (CM) across a large
cross section of retailers in the grocery,
furniture, electronic and auto sectors.
Determinants of retailers’ CM handling are
investigated and insight is gained as to the
links between CM and redress of consumers’
complaints. The results suggest that retailers
who attach large negative consequences to
consumer dissatisfaction are more likely than
other retailers to develop a positive strategic
view on customer complaining, but at the
same time an increase in perceived negative
consequences of customer dissatisfaction
leads to a more negative view on interacting
with complaining customers.

INTRODUCTION

Many authors have investigated the
consumer complaint process (e.g., Homburg
and First, 2005; Saxby, Tat and Johansen,
2000; Singh, 1990; Stephens and Gwinner,
1998; Richins, 1981) and some have
emphasized the importance of developing
customer complaints handling (or complaint
management, CM) systems (e.g., Lam and
Dale, 1999; Johnston, 2001). Research
suggests that a well-designed and well-
implemented CM system may highly
influence customer satisfaction (Berry and
Parasuraman, 1991; Kelley and Davis, 1994).
Also, CM has implications for internal
company factors. For example, if the design
of the CM system is easy to use by employees
and if it also satisfies customers, this could
result in employees feeling greater control

and experiencing less stress (Matteson and
Ivancevich, 1982). Moreover, in an empirical
study among 40 senior managers responsible
for their customer service departments,
Johnston (2001) found some support for the
underlying hypothesis that a good complaint
culture and good complaint processes may
well lead to improved financial performance.
While many studies have investigated
the complaint process from the consumer
side, those from the side of business are few
and far between. Kendall and Russ (1975)
provided insight to the strategic management
of complaints, through customer warranties,
from a sample of 53 manufacturers. Bell,
Menguc and Stefani (2004) gathered data on
customer complaint handling from sales staff
within a large retailer. The lack of large broad
study from the business side may be due to
the easier nature of collecting data from large
groups of customers rather than large groups
of retailers. Therefore, little is known about
the complete picture or links between the
company’s perception of the level of
dissatisfaction of their customers, their
strategic view on how to handle complaints
from these customers, their desire to interact
with dissatisfied customers, and if or how to
compensate complaining customers for their
troubles. Such an investigation is important
from a theoretical view to establish
consistencies among what companies say they
are doing in terms of strategy and what they
are actually doing in terms of concrete
retailer-customer complaint-based interaction.
It is the purpose of this article to
investigate  determinants  (positive  and
negative) of retailers” CM handling. In order
to meet this objective, four types of retailers
(grocery shops, furniture stores, electronic
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stores, and car-dealers) are used in an
empirical study. A detailed discussion of the
concept of CM is provided, with an argument
that it should be treated from both a strategic
and an operational view. Then the article de-
velops a conceptual model for understanding
CM handling and a total of eleven research
hypotheses are proposed.

THE CONCEPT OF COMPLAINT
MANAGEMENT

CM involves the receipt, investigation,
settlement and prevention of customer
complaints, and recovery of the customer
(Johnston, 2001), and may include both
external factors (e.g., complaints filed by
customers) and internal factors (e.g., internal
complaints). Research suggests that most
consumers who believe that their complaints
are taken seriously by the company will
consider repeat buying (Whiteley, 1991;
Walker, 1990). CM has traditionally been
regarded as a ‘defensive marketing strategy’
(e.g., Fornell and Wernerfelt, 1987), whereas
consumer satisfaction and loyalty programs
often are referred to as ‘offensive’ strategies.

CM does not substitute for the
creation of customer satisfaction and the
development of loyalty programs. Instead,
CM complements a company’s action in the
marketplace. For example, even loyal
customers may experience a service failure
and therefore it is of vital importance that
such customers can easily, incurring no
additional cost, voice their complaint to the
company (Huppertz, Mower and Associates,
2003, Homburg and First, 2005). The
customer also needs to perceive that the
complaint is handled effectively and seriously
by a well-developed CM system. Therefore
key elements for a company to have a good
CM process are: 1) the company does
perceive the possibility that customers may be
dissatisfied; and 2) that they believe negative
consequences could result to the company
from consumer dissatisfaction.

The development of CM has been
dealt with and conceptualized in different
ways by various authors. Adamson (1993)
suggests that CM should evolve through a
four-stage process starting with an in-depth
analysis and correct use of past complaints
and results. Cook and Macaulay (1997) deal
with the normative concept of ‘empowered
complaint management’. Important elements
in this concept include the following:
companies should have a positive and
proactive (non-defensive) attitude towards
complaints; there is a fast reply and simple
solution to the problem; and that complaint
handlers should be regarded as an important
part of the company.

To accomplish these tasks, the starting
point is to make clear to staff members what
authority they have when dealing with
complaints and to encourage them to use the
given authority. Brennan and Douglas (2002)
review the standard ‘Complaint Management
Systems — Guide to Design and
Implementation” (BS 8600:1999), which has
been issued by the British Standards
Institution. This standard gives guidance on
designing and implementing CM systems for
the management of complaints from the stage
of initial reporting to resolution of the
problem. It is proposed that the CM system
should be described and analysed from both a
strategic view and an operational view, the
latter including the sub-components of
‘complaining accessibility’, ‘retailer-customer
interaction’, and ‘compensation policy’.

Strategic View on CM

CM s a strategic management tool,
which is not always easy to plan or set, but
which is influenced by a number of internal as
well as external company factors. The
development of a CM system involves
analyzing, planning, implementing, and
controlling (Gilly and Hansen, 1992). In
essence, the strategic planning of complaint-
handling should therefore be treated as any
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other kind of strategic planning process
involving the formulation of goals, needs for
resources, and the like. The successful
development of CM demands at least the
same level of commitment from top
management as is normally given to other
kinds of strategic developments within a
company [e.g., the formulation of competition
strategies, brand strategies, etc.] (Gilly and
Hansen, 1992; Welsh, 1995).

However, this commitment may be
mostly talk and little action: based on a case-
study of consumer complaints and associated
handling systems, Lam and Dale (1999) found
“a poor level of commitment in the company
to complaints handling” (p. 846) and also that
“among lower level employees and some of
those holding managerial positions, ignorance
was evident with regards to the concepts and
requirements of Total Quality Management”
(CM is here regarded as part of total quality
management, TQM) (p. 845). Empirical
results also suggest that many companies
have great difficulty calculating the
profitability of their CM system (Stauss and
Schoeler, 2004; Johnston, 2001).

Although the literature reveals an
increased understanding that CM is of
strategic  relevance (e.g., Fornell and
Wernerfeldt, 1987; Maxham, 2001; Stauss
and Seidel, 2004; Johnston and Mehra, 2002),
this is not always reflected by the attention
and effort given to this topic by companies.
Stauss and Schoeler (2004) even claim that
CM departments are often considered as
operational units, that only have to handle
consumer dialogue, and are not involved in
strategic planning processes.

Based on such considerations, this
article defines the strategic view of CM as
when the company seems to believe
complaining customers have valuable input to
the firm and have written policies and
procedures to deal with dissatisfied
customers.

Operational View on CM

The operational view on CM covers
the process by which complaints are handled
and customers are recovered (Johnston,
2001). The operational process highlights
several factors which are important for the
successful implementation of CM, including:
speedy response; reliability and consistency
of response; ease of access to the complaint
process; keeping the complainant informed;
and well-trained staff who understand the
complaint process (e.g., Hart, Heskett and
Sasser, 1990; Johnston, 2001, 1995; Barlow
and Moller, 1996; Boshoff, 1997). An
effective CM process can be an important
quality improvement tool that allows
organizations to obtain customer feedback.
Such feedback may be very useful in making
improvements  that increase  customer
satisfaction, loyalty, and profit (Powers and
Bendall-Lyon, 2002). Therefore we propose
that the operational view of CM can be
divided into three sub-components: (1)
complaining  accessibility; (2) retailer-
customer interaction; and (3) compensation
policy.

Complaining Accessibility

Retailers who receive few formal
complaints may feel tempted to believe that
their customers are generally satisfied and
loyal. However, as emphasized by Johnston
(2001) and Boshoff (1997), complaints are a
natural consequence of any service activity
because mistakes are an unavoidable feature
of all human endeavour and thus also of
service delivery. If a retailer receives only a
few complaints the reason could be that
dissatisfied consumers are just switching to a
competitive retailer without voicing a
complaint (Vorhees and Horowitz 2006;
Goodmann, 1999; Stephens and Gwinner,
1998). Reasons for not filing a complaint
usually have to do with the difficulty to which
a customer perceives communication with the
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source. A dissatisfied consumer may hesitate
from complaining if s/he is uncertain on
where/or how to deliver the complaint or,
even worse, if s/he doubts the retailers’
interest in receiving the complaint. It is
therefore highly important that the retailer
convince its customers that complaints are
welcome and that they will be handled
seriously (Huppertz, Mower and Associates,
2003). Therefore, complaint accessibility is
defined as the ease to which the retailer
facilitates the receiving of complaints from
customers (Fornell and Wernerfelt, 1988; Tax
and Brown, 1998).

The Retailer-Customer Interaction Process

Studies show that consumers are likely
to separate the complaint process itself from
the outcome of the complaint process (Singh
and Widing, 1990). Also, consumers are
generally  preoccupied  with  obtaining
‘procedural justice’ (Saxby et al., 2000;
Davidow, 2003), which can be conceptualized
as ‘the perceived fairness of a process that
culminates in an event, decision, or action’
(Sheppard, Lewicki and Minto, 1992).
Furthermore,  research  suggests  that
consumers may be even more concerned with
obtaining a fair and serious procedural
treatment than with obtaining a specific result
of the complaint process (Lind and Tyler,
1988; Greenberg, 1990). This indicates that a
complaint process, in which the customer
feels exposed to a poor retailer-customer
interaction, may not necessarily be overcome
by a favorable result of the process.

Dissatisfied consumers report the
process of complaining as stressful. Negative
feelings and emotions sometimes prohibit the
process (Davidow and Dacin, 1997; Stephens
and Gwinner 1998). Just as consumers feel
stress in the process, it is likely that retailers
feel the same stress in dealing with
dissatisfied customers. After all, complaining
IS a negative behavior and it takes “two to
tango”...one to give and one to receive.
Therefore, the retailer-customer interaction

process is defined as exploring this perceptual
relationship between customer and retailer. It
is essential that retailers’ keep an open mind
towards complaining customers and that they
do not regard such customers as costly,
difficult and/or as a psychological strain. If
they personalize the negative process, they are
likely to try to avoid complaining customers.

Compensation Policy

The primary reason that a consumer
chooses to complain is that the consumer
perceives some kind of loss (e.g., lower
product quality than expected, a product
malfunction, a service failure, etc.). In
relation hereto, the company can compensate
the complaining customer by offering price-
reductions, repair or exchange of poor
products, compensate extra expenses incurred
by the consumer for the product failure, and
the like. Compensation serves a double
purpose (de Ruyter and Brack, 1993; Hui and
Au, 2001). First, compensation should
compensate for the real loss experienced by
the consumer. Second, and equally important,
compensation may serve to re-establish and
compensate for the potential decrease in
confidence that the consumer may attach to
the retailer as a consequence of the perceived
loss. Therefore compensation policy is
defined as the feedback the retailer gives the
customer which can be monetary or a simple
thank-you  acknowledgement  for  the
complaint.

A CONCEPTUAL MODEL FOR
UNDERSTANDING HOW
RETAILERS HANDLE
COMPLAINT MANAGEMENT

Using the considerations above as
guidance, a framework for understanding how
retailers handle CM is proposed in Figure
One. The framework suggests eleven
hypotheses, which are derived from both the
strategic and the operational view on CM. By
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combining the two views in one conceptual
model it is stressed that an integration of the

two basic views on CM is essential.

FIGURE 1

A Framework for Understanding How Retailers Handle CM

H1(+)
\ 4
H3(+) » Negative view on
g interacting with
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. Perceived negative
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This framework proposes possible
links among the following constructs:
perceived customer dissatisfaction; perceived
negative consequences of customer sat-
isfaction; positive strategic view on customer
complaints; negative view on interacting with
complaining customers; complaining access-
ibility; and compensation policy. The
proposed constructs and hypothesized links
are discussed as follows.

RESEARCH HYPOTHESES

The Role of Perceived
Customer Dissatisfaction

Retail employees may feel offended
and/or distressed when confronted with a
dissatisfied customer. Employees who often
are confronted with dissatisfied customers
may find them detrimental to the (operational)
working environment and may regard them as

a psychological strain (Bell, Menguc and
Stefani, 2004). Therefore research hypothesis
one states:

H1: Perceived customer dissatisfaction will
lead to an increase in perceived negative
view on employee interaction with
complaining customers.

In research hypothesis one, a negative
view on interacting with complaining
customers is conceptualized as the retailer’s
perception of the extent interaction with
dissatisfied customers is demanding, difficult
and/or psychological exhausting.

Previous research indicates that
(dis)satisfaction has impact on ROl (And-
erson, Fornell and Lehmann, 1994), market-
share (Homburg and Rudolph, 2001), and
reputation (Singh, 1990). Therefore it can be
assumed that retailers may regard customer
dissatisfaction as having negative conse-
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quences for their market share and reputation
and research hypothesis two states:

H2: Perceived customer dissatisfaction
will lead to an increase in perceived
negative consequences of
customer dissatisfaction.

Research hypothesis two suggests that
customer dissatisfaction may lead to
perceived negative consequences (e.g., loss of
market share, poor reputation, and the like).
These negative consequences may also impact
how retailers regard dissatisfied customers. If
dissatisfied customers are expected to cause
trouble for the company this may result in
retailers developing a negative view on
interacting with complaining customers.
Hence, research hypothesis three is as
follows.

H3: Perceived negative consequences
of customer dissatisfaction will lead
to a more negative view on employee
interactions with complaining customers.

If retailers perceive large negative
consequences of customer dissatisfaction, this
may cause them to believe that, in general, the
information  provided Dby complaining
customers should be taken seriously and may
also lead them to specify complaint-handling
procedures (Kendall and Russ 1975). This is
mainly because of the salience the retailers
feel about the concept. The salient negative
view may be felt to be important enough to
try and have set procedures to deal such
customers. When a retailer feels that their
customers are satisfied, there is no perceived
need to have any strategy or procedures as
they are likely a waste of time because they
will not be used.

We propose the concept of a positive
strategic view on CM to account for such
retailer actions. The strategic level differs
from the operational level in the sense that the
strategic level deals with the overall structure
of the CM system, whereas the operational

level deals with how complaining customers
actually are perceived and dealt with on a
daily basis. It is hypothesized that:

H4: Perceived negative consequences of
customer dissatisfaction will
lead to a more positive strategic
view on customer complaints.

If retailers relate negative con-
sequences to dissatisfied customers they may
regard such customers as costs (i.e., negative
implications for market share, etc.) instead of
possible gains (dissatisfied customers may
provide valuable information to retailers on
how to improve their business). Such retailers
may be less inclined to compensate
dissatisfied customers and may also be less
inclined to improve complaining accessibility
for such customers. Therefore the following
are hypothesized:

H5: Perceived negative consequences of
customer dissatisfaction will
lead firms to be less inclined to
compensate dissatisfied customers.

H6: Perceived negative consequences of
customer dissatisfaction will
lead firms to be less inclined to
provide complaining accessibility
to dissatisfied customers.

The Role of a Strategic View
on Customer Complaints

In general, one might expect that
companies that attach strategic importance to
CM are more likely to develop a positive
view toward complaining customers, are more
likely to make it accessible for customers to
complain, and are more likely to provide
compensation to complaining customers
(Kendall and Russ 1975). This leads us to
suggest the following research hypotheses.
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H7: Positive strategic views of customer
complaint will lead to a decrease in
negative views of interacting with
complaining customers.

H8: Positive strategic views of customer
complaints will lead to an increase in
complaining accessibility.

H9: Positive strategic views of customer
complaints will lead to an increase in
compensation policy.

The Role of Negative View on
Interacting with Complaining Customers

The operational part of CM covers the
process by which complaints are handled.
Previous studies (e.g., Hart et al., 1990;
Johnston, 2001, 1995; Barlow and Moller,
1996; Boshoff, 1997) highlight several
factors, which are important for the successful
implementation of CM including complaining
accessibility and compensation policy.
However, such results may not be obtained if
complaining customers are regarded as
difficult and as psychological strains (i.e., a
negative  view on interacting  with
complaining customers). Therefore, the
following are hypothesized:

H10: A negative view of interacting with
complaining customers will lead to a decrease
in complaining accessibility.

H11: A negative view of interacting with
complaining customerswill lead to a decrease
in compensation policy.

METHODOLOGY
The Sample
A total of 829 retailers in Sweden and
Denmark were contacted and agreed to

participate in the study. The retailers
represented four types of stores: grocery

shops, furniture stores, electronic stores, and
car-dealers. The stores chosen vary across
several main aspects often used to
characterize the retail-customer interface
(Hansen and Solgaard, 2004): (a) durability of
products (with grocery shops representing
non-durables and the remaining three
categories representing durables); (b) price of
products (with grocery shops representing
relatively low prices, electronic and furniture
stores representing medium to high prices and
car-dealers representing very high prices); and
(c) product complexity (with grocery shops
and furniture stores representing low to
medium complexity and electronic stores and
car-dealers representing medium to high
complexity.

Systematic random sampling was
utilized in order to draw a near-balanced
proportion of stores. The respondents, who
were first contacted by phone, were promised
complete confidentiality and were instructed
on how to access the web to complete the
questionnaire. All respondents were screened
to make sure that the person answering the
questionnaire was responsible for handling
complaints within the particular retail outlet.

Measurements

Multiple item five-point Likert scales
(1=disagree totally; 5=agree totally) were
developed for all the theoretical constructs
used in this study. The items used to measure
the constructs in the survey are shown in
Table 1. It was critical that the theoretical
concepts used in this study (i.e., perceived
customer dissatisfaction, perceived negative
consequences of customer dissatisfaction,
positive  strategic view on  customer
complaints, complaining accessibility, neg-
ative view on interacting with complaining
customers, and compensation policy) and
their operationalization was in agreement. It
was also of great importance that these
operationalizations were perceived by the
respondents as deliberate.
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The following procedures were used
in order to ensure this (Bagozzi, 1994): (1)
Based on an extensive literature review (e.g.,
Johnston, 2001; Lam and Dale, 1999; Gilly
and Hansen, 1992; Terentis, Sander, Madden,
Stone and Cox, 2002) a preliminary first draft
was prepared; (2) the draft was subsequently
assessed by five researchers competent in
CM. Three non-experts also assessed the
draft. This step resulted in a number of
adjustments; (3) Following these adjustments,
the questions were shown to two more experts
and three non-experts. This step resulted in
minor corrections only; and (4) Finally, a
small pre-test (n=4) was carried out on a few
local retailers. This test did not result in
further adjustments of the measurements
used.

RESULTS

A total of 260 retailers completely
filled out the survey: 128 Danish and 132
Swedish retailers for an effective 31 percent
response rate. Specifically, 25.4% (n=66) was
drawn from grocery shops, 24.6% (n=64)
were furniture stores, 26.5% (n=69) were
electronic stores, and the remaining 23.5%
(n=61) were car-dealers. Of these stores 75
(29%) did under one million Euros in
business per year; 40 (15%) did between one
and two million Euros per year; and 145
(56%) did over two million Euros of business
in the past year. Company size ranged from
97 (37%) companies having five or less
employees; 75 (29%) retailers employed six
to 15 people and the remaining 88 (34%)
retailers employed more than 15 people.
Checks against unit non-response bias were
carried out by comparing respondent
characteristics (number of employees and
sales per year) to those of the original set of
respondents who agreed to participate in the
survey (Bosnjak and Tuten, 2001). These
analyses revealed no noticeable differences
between the two groups.

Descriptive Statistics

Table 1 displays the means of all
measurement items across the four store types
and the two countries included in this study.
The statistical differences among means are
reported and several inter-store differences
can be found. Some illustrative examples
include that complaining accessibility is
higher in Danish furniture stores than in other
kinds of Danish stores, whereas complaining
accessibility is lower in Swedish furniture
stores than in other Swedish stores. Danish
furniture stores also tended to have a higher
share of customers that have been dissatisfied
with the company’s information, or have been
dissatisfied for other reasons. No such effect
is found among Swedish stores. In both
Denmark and Sweden, car-dealers tend to
have a more positive strategic view of
complaint management than do other stores.
While these scores do not imply anything
about the possible existence of significant
relations among constructs, they do, however,
suggest that complaint management may
differ across store type and country.

For the purpose of addressing research
hypotheses 1-11, the conceptual model in
Figure One was translated into a LISREL
model consisting of a measurement part
(confirmatory factor analysis) and a structural
equation part (simultaneous linear regression).
The relationships between the variables were
established by maximum likelihood estimation.
The framework was tested using a 2-stage
analysis (refer to Anderson and Gerbing, 1988).
First, the measurement model is developed by
conducting confirmatory factor analysis on the
multi-item scales. Next, the measurement model
and the structural equation paths are estimated
simultaneously to test the proposed model
(overall model). By applying this 2-stage
method we want to ensure that the measures of
the constructs are reliable and valid before
attempting to draw conclusions about relations
between constructs.
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TABLE 1
Means of Measurement Items across Countries and Retailers
Country Denmark Sweden
Furni- Grocery  Elec- Car- Mean |Furni- Grocery Elec- Car- Mean
tures stores  tronic dealers com- tures  stores  tronic dealers com-
Concept and item / Store type A B C D parison® A B C D parison?
PERCEIVED CUSTOMER
DISSATISFACTION
Share of customers that have been
X1 Satisfied with the company’s
products/services™ 2.00 1.52 1.48 2.00 Ns. 2.03 2.03 1.75 2.10 Ns.
X2 Dissatisfied with the comp’s
information and/or advice 1.85 1.16 1.24 147 A>B,.C 2.00 1.77 1.86 1.81 Ns.
X3 Dissatisfied with the company
for other reasons 1.65 1.39 1.21 1.50 A>C 1.60 1.94 1.56 1.55 Ns.
PERC NEG CONSEQUENCES OF
CUST DISSATISFACTION
X4 We lose market share 2.85 3.32 3.39 3.80 A<D 2.60 2.71 3.03 2.87 Ns.
X5 We need to allocate resources
to complaint management 2.76 2.06 2.45 2.67 A>B 2.37 2.03 2.36 2.90 B<D
X6 We will get a bad reputation 3.44 2.97 3.42 3.97 B<D 3.10 3.26 3.06 3.45 Ns.

POSITIVE STRATEGIC VIEW

OF COMPLAINT MNGMNT
X7 Info from complaint handling
contributes to our strategic
development 2.06 1.26 1.94 210 B<ACD | 2.27 2.46 2.22 3.16 A,C<D
X8 Co. complaint mngmt is based
on written policies, specifying
procedures etc. for company’s
complaint management 1.50 1.03 1.24 183 B,C<D 1.87 1.57 1.86 2.58 A,B,C<D
NEG VIEW OF INTERACTING w

COMPLAINING CUSTOMERS
X9 Complaining customers are

difficult customers 1.97 1.87 1.70 1.97 Ns. 2.00 1.60 1.94 1.94 Ns.
X10 Interacting with complaining
customers is a financial cost 2.12 1.65 1.97 243 B<D 2.37 1.46 2.14 242 A,C,D>B
X11 Complaining customers are
detrimental to the working environ. 1,82 1.55 1.76 1.60 Ns. 1.87 1.54 1.81 1.87 Ns.
X12 Complaining customers are a
psychological strain 2.18 1.97 2.27 1.87 Ns. 1.87 1.57 1.97 1.87 Ns.
COMPLAINING
ACCESSIBILITY
X13 Offers of participation in 3.47 2.00 2.79 243 A>B 2.83 4.06 3.92 4.23 A<D
lotteries
X14 Hanging of physical
complaint mail boxes 3.79 2.10 2.73 260 A>B,D 2.83 4.23 3.97 4.61 A<B,C,D
X15 Advertising /information
about filing of complaints in 3.35 2.10 2.33 2.73 A>B 2.73 3.71 3.50 4.00 A<D

brochures etc.
X16 Free call # for filing
complaints 3.85 2.10 2.70 267 A>B,CD | 3.17 4.17 3.72 4.39 A<D

COMPENSATION POLICY
X17 The customer receives a gift
or the like for the inconvenience 2.85 474 3.03 3.97 B>AC 3.00 3.29 3.50 2.68 Ns.
X18 We compensate the customer
for the inconvenience of having to
transport her/himself 2.35 3.77 3.09 3.43 A>B,D 3.67 3.14 2.86 3.26 A>C
X19 We compensate the customer
for the psychological strain
involved in complaining 2.44 3.77 3.21 403 A>B,D 3.27 3.49 3.00 242 B>D
X20 We ’overcompensate’ the
customer to bring attention to the
fact that we appreciate that the
customer voices dissatisfaction 2.74 3.65 3.12 3.83 Ns. 2.77 3.69 2.78 3.19 B>A,C

* Inverted item;  #Mean comparisons are conducted by Fisher’s Least Significant Difference (o = 0.05)
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Measurement Model

The results of the measurement model,
including the standardized factor loadings,

SE, t-values, construct reliabilities, and
proportion of extracted variance are displayed
in Table 2.

TABLE 2
Confirmatory Factor Analysis Results
Standardized Construct Extracted
Construct/indicator factor loading? SE t-value reliability® variance®
&1 Perceived customer
dissatisfaction 0.82 0.60
X1 0.71
X2 0.77 0.09 10.46
X3 0.84 0.09 10.58
nl Perceived negative
consequences of customer
dissatisfaction 0.80 0.58
X4 0.85
X5 0.56 0.07 8.57
X6 0.83 0.09 10.85
M2 Positive strategic view
on customer complaints 0.75 0.60
X7 0.63
X8 0.90 0.30 4.00
n3 Negative view on
interacting with 0.75 0.43
complaining customers
X9 0.54
X10 0.62 0.19 6.83
X11 0.74 0.19 7.36
X12 0.71 0.20 7.26
n4 Complaining access 0.93 0.78
X13 0.89
X14 0.90 0.03 33.14
X15 0.88 0.04 24.38
X16 0.86 0.03 29.30
n5 Compensation policy 0.84 0.58
X17 0.72
X18 0.61 0.07 9.22
X19 0.91 0.10 12.68
X20 0.78 0.08 11.69

a The first item for each construct was set to 1.

b Calculated as Y(Std. Loadings)?
3(Std. Loadings)? + Y&

¢ Calculated as Y Std. Loadings?
Y'Std. Loadings? + Y&

All factor loadings were significant
(p<0.01), which demonstrates that the
questions for each latent variable reflect a
single underlying construct; indicating that
convergent validity is obtained. The reliabil-

ities and variance extracted for each variable
indicate that the model was reliable and valid.
All composite reliabilities exceed 0.70 and all
variance-extracted estimates were above 0.40
and most were above 0.50. The reliabilities
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and variance were computed using indicator
standardized loadings and measurement errors
(Hair, Tatham and Black, 1998; Shim,
Eastlick, Lotz and Warrington, 2001).

The measurement model fits well to
the data. The values of the goodness of fit
index (GFI=0.90) and the comparative fit
index (CFI=0.95) equal or are above the
recommended threshold of 0.90 for a
satisfactory goodness of fit (Bentler, 1992).
Also, the point estimates of RMSEA shows a

value of 0.06, which is below the
recommended level of 0.08. Thus, we can
conclude that the unidimensionality criterion
is satisfied (Frambach, Prabhu and Verhallen,
2003). Discriminant validity of the applied
constructs was tested applying the approach
proposed by Fornell and Larcker (1981). In
Table 3 the diagonals represent for each
construct the variance extracted as reported in
Table 2.

TABLE 3
Discriminant Validity of Constructs

Construct

1 2 3 4 5 6

1. Perceived customer dissatisfaction

2. Perceived negative consequences of
customer dissatisfaction

3. Positive strategic view on customer
complaints

4. Negative view on interacting with
complaining customers

5. Complaining accessibility

6. Compensation policy

.60
<.01 .58
.05 .04 .60

.07 A1 .07 43

<.01 .02 .03 <01 .78

.06 <01 .07 .02 .02 .58

Notes: Diagonals represent average amount of extracted variance for each construct.
Non-diagonals represent the shared variance between constructs
(calculated as the squares of correlations between constructs).

The other entries represent the squares
of correlations among constructs. An
examination of the matrix displayed in Table
3 shows that the non-diagonal entries do not
exceed the diagonals of the specific constructs
and thus no single violation of the conditions
for discriminant validity can be detected.
These considerations indicate that the
constructs do exist and that they are tapped by
the measures used.

Overall model fit

The chi square statistic was 327.7
(df.=159, p<0.001). The p-value is below 0.05
indicating that the model fails to fit in an

absolute sense. However, since the y2-test is
very powerful when n is large, even a good
fitting model (i.e., a model with just small
discrepancies between observed and predicted
covariances) could be rejected. Thus, several
writers (e.g., Hair et al., 1998) recommend
that the chi-square should be complemented
with other goodness-of-fit measures. The
value of the goodness of fit index (GFI)
showed 0.89 indicating an acceptable model
fit. The value of the comparative fit index
(CFI) was 0.94, the Tucker-Lewis (1973)
index amounts to 0.93, and the Bentler and
Bonett (1980) normed fit index (NFI) showed
a value 0.91. All these values exceed, or are
virtually at, the suggested 0.9 threshold,
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which indicates that the improvement of fit Hypothesis Testing (H1-H11)
over the null model is substantial (Droge,
1989). The point estimate of RMSEA was  The standardized beta-coefficients from the

0.06 (<0.08). Thus, sufficient support is  estimated structural model are reported in
provided for the overall model. Table 4.

TABLE 4
Structural Model Estimation Results

Standardized

Path from/to coefficient  t-value Test result
Perceived customer dissatisfaction
-> negative view on interacting with 0.22 2.832 Accepted

complaining customers (H1)
Perceived customer dissatisfaction
-> perceived negative consequences of customer 0.08 1.08 Rejected
dissatisfaction (H2)
Perceived negative consequences of customer
dissatisfaction 0.29 3.482 Accepted
-> negative view on interacting with

complaining customers (H3)

Perceived negative consequences of customer

dissatisfaction 0.24 2978 Accepted
-> positive strategic view on customer complaints

(H4)

Perceived negative consequences of customer

dissatisfaction -0.05 -0.58 Rejected

-> compensation policy (H5)

Perceived negative consequences of customer

dissatisfaction -0.15 -1.98b Accepted

-> complaining accessibility (H6)

Positive strategic view on customer complaints

-> negative view on interacting with -0.13 -1.52 Rejected
complaining customers (H7)

Positive strategic view on customer complaints

-> complaining accessibility (H8) 0.19 2.30b Accepted
Positive strategic view on customer complaints
-> compensation policy (H9) 0.01 0.15 Rejected
Negative view on interacting with

complaining customers 0.05 0.62 Rejected

-> complaining accessibility (H10)

Negative view on interacting with
complaining customers -0.15 -2.08b Accepted
-> compensation policy (H11)

3. Significant on 1% level

b: Significant on 5% level
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Perceived Dissatisfaction of Customers

It was proposed that the more a
retailer perceived their customers to be
dissatisfied, the more negative would be the
view on interacting with complaining
customers (H1). This proposition is confirmed
(standardized coefficient, B=0.22, p<0.01).
H2 is not supported in the study, as perceived
customer dissatisfaction did not significantly
affect perceived negative consequences of
customer dissatisfaction (f=0.08, n.s.). That
is, there was no direct link between believing
customers were dissatisfied and believing that
those dissatisfied customers would harm the
retailer’s performance.

Perceived Negative Consequences
of Dissatisfied Customers

From H3 we expected that those who
perceived negative consequences of customer
dissatisfaction would have a more negative
view of interacting with complaining
customers. This expectation is supported
(=0.29, p<0.01). H4 is also supported, as
perceived negative consequences of customer
dissatisfaction was also positively related to
having a strategic view on customer com-
plaints (p=0.24, p<0.01). H5 did not receive
support, as perceived negative consequences

of customer dissatisfaction was not related to
compensation policy (p= —0.05, n.s.). H6 is
confirmed with perceived negative con-
sequences of customer  dissatisfaction
negatively related to complaining
accessibility (p=-0.15, p<.05).

Positive Strategic View of
Complaint Management

H7 predicted that a positive strategic
view on customer complaints would lead to a
decrease in negative view on interacting with
complaining customers. This prediction was
not confirmed in the study (B= —0.13, n.s.).
H8 was supported, as a positive strategic view
on customer complaints did positively affect
complaining accessibility (p=0.19, p<.05). A
positive  strategic view on  customer
complaints did not positively affect
compensation policy (=0.01, n.s.) and thus
H9 is not confirmed.

Negative View on Interacting
with Complaining Customers

H10 was not supported in the study, as
a negative view on interacting with
complaining customers did not negatively
affect complaining accessibility (p=0.05, n.s.).

FIGURE 2

Revised Framework of Retailers” CM Handling

Perceived customer H1(+) o Negative view on H11(-) Compensation
dissatisfaction » interacting with » policy
complaining customers
H3(+)
Perceived negative H4(+) - Positive strategic H8(+) Complaining
conseguences »|  view on customer accessibility
of customer complaints

dissatisfaction

H6(-)

A
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From H11 we expected that negative view on
interacting with complaining customers
would negatively affect compensation policy.
This expectation was supported (f= —0.15,
p<0.05). The new model with the found links
in the system is shown in Figure Two.

Testing for Moderator Effects

Another important question was
whether the relations between constructs vary
across retailer characteristics. To investigate
this moderating effect, country, size of retailer
(measured as number of employees), and
retail category were analysed. For the
moderating variable ’size’ the sample was
split into two subgroups (<10 employees,
n=131; >10 employees, n=129). To test if the
measurement models were the same across
groups, twelve separate two-group model-
analyses were conducted. Six models were
unconstrained and six models were estimated
with the constraint that the loadings for the
indicator variables on their respective latent
variables are the same across subsamples. The
conducted y2-tests did not show significant
differences between the unconstrained and the
constrained models.

Thus, the individual paths could then
be separately examined across subsamples.
For the purpose of testing the equality of the
structural paths, constrained and
unconstrained models were estimated using
the multi-group procedure suggested by
Joreskog and Soérbom (1993), and recently
used by WVerhoef and Langerak (2001).
Following this procedure individual paths are
separately examined across subsamples.
Using a chi-square difference test we tested
whether the estimated unstandardized path
coeffients are equal. Table 5 displays the
results of the unconstrained models.

The results show that perceived
negative  consequences  of  customer
dissatisfaction has a significant negative
effect on complaining accessibility for Danish
retailers (unstandardized coefficient, b=-0.47,

p<0.05), but not for Swedish retailers. While
for Swedish retailers, the strategic view on
customer complaints (b= -0.16, p<0.05) had a
significant negative effect on the negative

view on interacting with complaining
customers. No such effect was detected for
the Danish retailers. Additionally, the

strategic view on customer complaints was
found to positively affect complaining
accessibility (b=0.72, p<0.05) for Danish
retailers, but not for Swedish retailers.

An effect of perceived negative
consequences of customer dissatisfaction on
the positive strategic view on customer
complaints was detected for larger retailers
(b=0.50, p<0.01) but not for smaller retailers.
The findings also revealed that the paths
between perceived negative consequences of
customer dissatisfaction and the negative
view on interacting with complaining
customers are different for grocery (b=0.27,
p<0.01) and other stores.

The findings also show that perceived
negative consequences of customer dis-
satisfaction is positively related to a positive
strategic view on customer complaints for
other stores (furniture and electronic stores,
and car-dealers) (b=0.26, p<0.01) but not for
grocery stores. For grocery stores, electronic
stores, and car dealers (when taken as a
whole), perceived negative consequences of
customer dissatisfaction had a significant
negative effect on complaining accessibility
(b= -0.31, p-<0.05). No such effect was
detected for the furniture stores.

A negative view on interacting with
complaining customers was found to
negatively affect complaining accessibility for
other stores (grocery and furniture stores and
car-dealers) (b= -0.52, p<0.05), but not for
electronic stores (coefficient non-significant).
Additionally, the findings revealed that the
paths between perceived negative
consequences of customer dissatisfaction and
complaining accessibility are different for car-
dealers (b= -1.20, p<0.01) and other stores
(coefficient non-significant).
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TABLE 5
Multi-Group Analyses: Results for Unconstrained Models
Country No. of employees Grocery Other  Furniture Other Electronic Other Car- Other
Relation Denmark  Sweden <10 >10 stores  stores stores  stores stores  stores dealers stores
Perceived customer dissatisfaction ’
> negative view on interacting with 0.12 0.26° 0.14 0.7 0.27° 0.17 0.17 0.12 0.26 017a 0.01 0.20a
complaining customers (H1)
Perceived customer dissatisfaction
> perceived negative consequences of 0.21 0.16 0.29 0.03 0.17 020 0.07 0.14 0.42 0.09 0.19 0.08
customer dissatisfaction (H2)
Perceived negative consequences of customer
dissatisfaction 0.14* 0.10 0.12* 0.18° 0.27a 0.10 0.15b 0.14a 0.06 0.18a 0.10 0.15a
—> negative view on interacting with
complaining customers (H3)
Perceived negative consequences of customer
dissatisfaction 0.26a 0.13 0.12 0.50 0.01 0.26 0.25 0.19b 0.13 0.22b 0.35 0.19b
-> strategic view on customer complaints (H4)
Perceived neg consequences of customer
dissatisfaction 0.12 0.25b 0.15 0.02 -0.06 -0.02 -0.01 -0.10 -0.21 -0.15 -0.04 0.14
-> compensation policy (H5)
Perceived neg consequences of customer
dissatisf> Complaining accessibility (HG) -0.47° -0.11 -0.31° -0.31 -0.40 -0.22 -0.08 -0.31b -0.03 -0.49 a -1.20a -0.09
Positive strategic view on customer complaints
> negative view on interacting with 0.05 0.16° 0.04 0.04 -0.06 -0.08 0.14 0.06 -0.09 -0.08 -0.08 0.03
complaining customers (H7)
Positive strategic view on customer complaints
> complaining accessibility (H8) 0.72% 0.03 0.45 0.44° 0.35 0.18 0.46 0.54a 0.25 0.39 0.50 0.31
Positive strategic view on customer complaints
> compensation policy (H9) 0.22 0.25 0.60 0.22 0.01 0.05 0.48 0.05 0.19 0.22 0.56 b -0.16
Negative view on interacting w complaining
customers > Complaining accessibility (H].O) 0.47 0.62 0.48 0.60 0.51 0.06 0.37 0.41 0.21 0.20 0.39 0.18
Neg view on interacting with complaining
-0.39 -0.57° -0.44 -0.40 -0.47 -0.46 -1.03 -0.24 0.05 0.52b  -0.06 -0.44

customers—> compensation policy (H11)
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DISCUSSION AND CONCLUSIONS

This article investigated the handling
of CM among Nordic (Danish and Swedish)
retailers by proposing and testing a con-
ceptual framework and associated research
hypotheses. Although the majority (six out of
eleven) of the hypothesized relations were
supported, the results also indicate the
complexity associated with seeking to
understand the CM among today’s retailers.
CM was approached from both a strategic and
operational view with the operational view
further encompassing the sub-components
complaining accessibility, retailer-customer
interaction, and compensation policy.

In conclusion, we wish to reiterate the
importance of complaint management to the
profitability of the firm (Reichheld 1996), as
effective complaint management allows
retailers to satisfy and retain customers (Hart,
Heskett and Sasser, 1990). The results reveal
that retailers who attach large negative
consequences to consumer dissatisfaction will
be more likely than other retailers to develop
a positive strategic view on customer
complaints. This also suggests that retailers to
some extent may be forced (by the anticipated
negative consequences) to regard complaining
customers as having strategic importance and
thereby also stress that CM may be developed
on a reactive basis. At the same time,
however, an increase in perceived negative
consequences of customer dissatisfaction also
leads to a more negative view on interacting
with complaining customers.

It is therefore important that retail
managers holding a positive CM view share
this view with retail employees and urge them
to realize that complaining customers should
be regarded as an asset to the company.
Making this statement even more significant
is that perceived customer dissatisfaction may
result in a negative view on interacting with
customers. As expected, a positive strategic
view on customer complaints leads to
improved complaining accessibility. This
improvement is, however, vulnerable if

customer dissatisfaction at the same time is
perceived as leading to negative con-
sequences, as this can lead retailers to reduce
their complaining accessibility.

In investigating CM among retailers,
our results suggest that a number of
moderating factors, including size of retailer
(measured by number of employees), country
(in our analysis Denmark vs. Sweden), and
type of store (in our analysis grocery stores,
furniture stores, electronic stores vs. car-
dealers), should be taken into account. For
example, if perceived negative consequences
are attached to customer dissatisfaction,
Danish retailers are likely to react by making
it less accessible for their customers to
complain. No such effect was detected for
Swedish retailers. Also, large — but not small -
retailers are likely to react to perceived
negative consequences of customer dis-
satisfaction by developing a more positive
strategic view on customer complaints. As
another example, grocery stores, furniture
store and car-dealers showed a propensity to
react to a negative view on interacting with
complaining customers by reducing com-
plaining accessibility, whereas no significant
effect was found for electronic stores.

LIMITATIONS AND FUTURE
RESEARCH

This  research  concentrated on
analyzing four retail categories situated in two
countries. This could mean that the results
may suffer from a lack of generalizability
when other retail categories/countries are
considered. A larger cross-section of retail
categories and/or countries ought to be
studied to improve the generalizability of the
results. As with much research, this study
provides a snapshot of CM among retailers
rather than a longitudinal study. Thus, when
considering the findings obtained in this study
one should be aware that the CM concept is
still evolving and that CM research — as is the
case with much other consumer research -
needs to Dbe continuously repeated and
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modified. Some of the limitations to this
research became apparent only after the data
was collected and analyzed. With regard to
the  operationalization of  complaining
accessibility in our model, we did not ask
about the timeliness of or speed to which
complaints are handled. Timeliness has been
found to be a significant factor in customer
satisfaction with a firm’s response to service
failures in previous research (e.g., TARP
Worldwide Inc., Service Industry data, 2007).
This perhaps fits well into the accessibility
component or it could be a separate construct.

The measure of perceived dis-
satisfaction does not have an intensity
measure to it. It is up to the retailer to
interpret what ‘dissatisfied” means and how to
measure it. Depending upon how retailers
measure  satisfaction/dissatisfaction, their
percentages could vary quite a bit, so some
bias may be introduced to the -current
measure. Also our measure of positive
strategic view of complaint management is
likely weak due to using only two indicators.
Another measure such as the extent to which
management uses complaints from customers
as input to their executive decisions might be
added to future studies using this construct
(Kendall and Russ 1975).

As discussed, our results point to a
number of aspects, which may improve our
understanding of retailers” CM. However,
when it all comes to an end, retailers must
figure out how to achieve profitability. Which
operating model is most conducive to short-
term and long-term profitability? How should
retail managers approach CM given current
market conditions? Future research may wish
to investigate how to balance the various
aspects of the CM approach with a cost-
effective operating system.
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LOYALTY AND ITS INFLUENCE ON
COMPLAINING BEHAVIOR AND
SERVICE RECOVERY SATISFACTION

Christy Ashley, East Carolina University
Sajeev Varki, University of South Florida

ABSTRACT

Considerable research in the customer
complaining behavior (CCB) literature has
been focused on the effect of a successful
recovery on customer loyalty and retention.
However, comparatively less is known about
how loyalty, as an antecedent, moderates
customer responses to both a service failure
and subsequent service recovery. Based on
two studies conducted with non-student
samples, we find that loyal customers are
more likely to air their complaint directly to
the firm and less likely to engage in negative
word-of-mouth in response to a service
failure. Also, loyal customers express greater
satisfaction with service recovery efforts
compared to less loyal customers when
redress is offered. These results indicate that
customers who complain may be among a
firm’s most loyal customers and such
customers are potentially more responsive to
service recovery efforts. However, not
attending to their complaints could result in
the loss of one’s loyal (and best) customers.
Hence, managers need to seriously consider
complementing  their  existing loyalty
programs with formal complaint management
systems.

INTRODUCTION AND
LITERATURE REVIEW

Complaint management systems have
been advanced as the best line of defense in
retaining existing customers (Fornell and
Wernerfelt 1987). The justification for
investments in  complaint management
programs rests on findings that proper
complaint management can result in improved

customer retention and loyalty, with con-
sequent beneficial effect on the bottom line.
While Reichheld and Sasser (1990) provide
an economic rationale in terms of the
disproportionate impact to the bottom line of
increased retention rates, experimental re-
search in the consumer complaint behavior
(CCB) literature has suggested that service
recoveries can sometimes result in the
complainants becoming more loyal adherents
of the firm than previously, as a consequence
of their satisfaction with the complaint
handling process (Smith and Bolton 1998). In
a cross-sectional study of actual complaints
across 110 firms in the service and
manufacturing sectors, Homburg and Fdrst
(2007a) find strong evidence of complaint
satisfaction driving customer loyalty. Other
papers that explore the link between sat-
isfaction with service recovery and increased
patronage include Andreassen (1999),
DeWitt, Nguyen, and Marshall (2008),
Mattila (2001), Smith, Bolton, and Wagner
(1998) and Maxham and Netemeyer (2002).
In contrast to the above, relatively
fewer papers have examined how loyalty
influences consumer responses to a firm’s
service recovery efforts, though researchers
such as Tax, Brown, and Chandrasekharan
(1998) and Hess, Ganesan, and Klein (2003)
have examined how customers with prior
experience view service recovery efforts. Tax,
Brown, and Chandrasekharan (1998), for
example, find that prior experience mitigates
the effect of an improperly managed
complaint on commitment but not on trust.
Similarly, Hess, Ganesan and Klein (2003)
find that the number of past encounters and
quality of past service performances moderate
customer satisfaction with service recovery.
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While prior experience can lead to
customer loyalty, it is not necessary that a
person with prior experience with the firm is
loyal to the firm. Hence, a direct measure of
loyalty is preferable, and in this manner, our
paper extends the work done by Tax et al.
(1998) and Hess et al. (2003). It is important
to distinguish our use of the word loyalty
from the manner in which the CCB literature
has discussed loyalty within the Hirschman’s
Exit-Voice-Loyalty framework, namely, a
state of doing nothing in the hope that things
will improve on their own accord (Maute and
Forrester 1993; Singh 1988, 1990). In our
paper, when we refer to loyalty, we refer to
attitudinal loyalty, which DeWitt et al. (2008,
p. 271) paraphrase as, “a higher order com-
mitment of a customer to the organization that
cannot be inferred by simply measuring
repeat purchase intention.” Second, while Tax
et al. (1998) and Hess et al. (2003) focus on
how prior experience influences satisfaction
with service recovery efforts, we expand the
scope of our research to also examine how
loyalty influences both the complaint
response to the service failure and the service
recovery effort.

We focus on the effect of loyalty on
the propensity to voice complaints directly to
the firm and engage in negative word of
mouth, two of the five possible complaint
responses of Hirschman’s framework, the
others being doing nothing, switching, and
complaining to a third party. We focus on
these two options for managerial reasons,
besides the fact that these are the two most
frequent complaint responses. By encouraging
loyal customers to complain directly to the
firm, the firm has the possibility of preventing
the loss of the loyal customer through proper
service recovery. At the same time, an
understanding of the potential for negative
word of mouth by loyal customers should
help in awakening senior management to the
importance of proper complaint management
systems. As Homburg and First (2007b)
report, complaints still tend to be viewed as a
“disappointing” indicator of performance for

frontline employees (Bell, Menguc and
Stefani 2004), as opposed to valuable
feedback that should be encouraged

(Voorhees and Brady 2005).

However, if senior managers were to
appreciate the fact that a firm’s loyal (and
best) customers are the ones who take the
time and effort to complain and could engage
in negative word of mouth, it could possibly
engage their attention. Currently there is
strong management support for loyalty
programs on the one hand (Liu 2007), but
lukewarm support for complaint management
systems (Homburg and Flrst 2007b). If
managers were to realize that more loyal
customers could be among the complainants,
it would help sharpen their focus on
complaint management as an integral part of
any effective loyalty program.

Accordingly, the rest of our paper is
structured as follows: First, we develop our
hypotheses about the effect of loyalty on
consumer complaint behaviors. Next, we test
these hypotheses in Study 1 in the context of
movie rentals. We then retest these
hypotheses in Study 2 using a different
sample of respondents and a different service
context, namely, auto repair. Finally, the
theoretical and managerial implications of our
findings are discussed.

DEVELOPMENT OF HYPOTHESES

Attitudinal Loyalty and
Voicing Complaints to the Firm

In the marketing literature, loyalty is
posited as either an attitudinal state of positive
commitment towards the brand or service
(Oliver 1999) or a behavioral state of repeat
purchase (Kahn, Kalwani, and Morrison
1986; Jacoby and Chestnut 1978). The former
is often referred to as attitudinal loyalty and
the latter as behavioral loyalty (McMullan
2005). In this paper, we focus on attitudinal
loyalty since we want to exclude instances of
spurious loyalty where a customer is
behaviorally loyal because of extrinsic con-
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straints such as contracts, lack of alternatives,
etc., rather than because of intrinsic
motivations (see Dick and Basu 1994 for
further details).

We anticipate that attitudinal loyalty
would influence a consumer’s response to a
service failure and consequent service
recovery. Ping (1997) observes that voice is
often used as a substitute for switching when
the cost of exiting is high, which Hess,
Ganesan, and Klein (2003) refer to as the
“risk of switching.” Accordingly, one could
make the argument that attitudinal loyalty acts
as an exit barrier since it involves giving up
on a service that one has a positive attitude
towards.

However, as Voorhees and Brady
(2005) note, voicing a complaint to the
company is effortful. In this context, social
exchange theory provides a rationale for why
loyal customers could undertake the effort to
complain to the firm. Social exchange theory
posits that individuals undertake the effort
involved in a social exchange provided the
rewards involved are commensurate with the
effort (Homans 1961; Thibaut and Kelly
1959). Accordingly, it would appear that
attitudinally loyal customers would be
inclined to complain to the firm only if the
rewards were to justify the effort. In the
context of an attitudinally loyal customer, the
rewards are potentially both economic and
psychological. The economic benefit is the
prospect of continuing with a service that one
has liked in the past without necessarily
investing time and effort in the search for a
new service. The psychological benefit would
be the feeling of having fulfilled one’s
obligation to the firm one is loyal to.
Hirschman (1970) also notes that a customer
will often seek ways to make themselves
heard, in the interest of making a difference,
if they feel an “irrational” attachment to an
organization (p. 80).

Thus, more attitudinally loyal
customers could be expected to complain
directly to the firm to resolve the issue that
might hinder them from continuing to

patronize the firm. By contrast, less
attitudinally loyal customers may place a
lower value on helping the firm improve
because the firm’s improvement is less likely
to benefit them. This is possibly because they
see less overall value in outcomes gained by
complaining directly to the firm (Best and
Andreasen 1977; Goodwin 1986).
Accordingly, we offer the following research
hypothesis:

H1: Attitudinal loyalty increases
the relative likelihood of complaining
to the company as a response
to a service failure.

Attitudinal Loyalty and
Negative Word of Mouth

Negative word-of-mouth can be
conceptualized as an alternate complaint
response; a private complaint response to
friends and family relative to a public
complaint to the firm. Negative word of
mouth presents a formidable challenge for
companies because people trust information
from friends and family more than
information from advertising messages,
particularly when they do not have prior
experience with the service provider (Brown
and Reingen 1987; Tax, Chandrashekaran and
Christiansen 1993). Negative word-of-mouth
can be particularly detrimental in service
industries, where the intangibility of the
service makes it difficult to evaluate the
service in advance and people rely more on
the opinions of others (Clark, Kaminski, and
Rink 1992).

We propose that loyalty will decrease
negative word-of-mouth as a response to a
service failure (cf. Maxham and Netemeyer
2002). This is because attitudinal loyalty
entails a commitment to the service provider.
The research literature on commitment shows
that people who are committed to an object
bear higher psychic costs in the disavowal of
such an object (Nyer and Gopinath 2005). By
contrast, less loyal customers with no stake in
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the company would not bear these costs to the
same extent and hence would be more willing
to engage in negative word of mouth. Accord-
ingly, the following research hypothesis is
tendered:

H2: Attitudinal loyalty decreases
the relative likelihood of
negative word-of-mouth in
response to a service failure.

Attitudinal Loyalty and Satisfaction
with Service Recovery

Just as loyalty influences responses to
service failures, loyalty can be expected to
influence how consumers respond to service
recovery efforts following a service failure.
We posit that a loyal customer would be more
responsive to service recovery efforts
following a service failure. Ringberg, Odek-
erken-Schroder, and Christensen (2007) have
shown that many of the reactions of
consumers to service failures can be better
understood by accounting for the ‘cultural
frame’ of the consumer to problem solving.
Ringberg et al. (2007) refer to the cultural
frame as the mental disposition or orientation
of consumer to problems and identify two
dominant cultural frames among consumers,
e.g., relational cultural frame and oppositional
cultural frame. In the relational cultural
frame, consumers are more participative in
problem resolution and open to accom-
modation. By contrast, individuals in the
oppositional cultural frame tend to view the
firm with suspicion and see the service failure
as an ‘adversarial move’ and are accordingly
less forgiving (Ringberg et al. 2007, p. 205).

Ringberg et al. (2007) note also that
consumers with a vested interest in seeing
their relationship with the service provider
continue tend to adopt a relational cultural
frame of mind. Since attitudinally loyal
consumers are predisposed favorably to the
service provider, we expect that attitudinally
loyal to adopt a more accommodating stance
more often than not when responding to the

service
provider.

Hess, Ganesan and Klein (2003)
provide some additional support for the
proposition that more loyal customers will
respond favorably to a service recovery. In
Hess et al. (2003), the authors found that
contrary to their predictions, customers
interested in relationship continuity (namely,
a desire to see a relationship continue) tend to
lower their service recovery expectations and
are thus more satisfied with an adequate
service recovery than are consumers with less
interest in relationship continuity. Assuming
that attitudinally loyal consumers would be
more inclined to see their relationship with
the firm continue, Hess et al.’s (2003) results
would also suggest that more loyal consumers
would be extremely responsive to an adequate
service recovery. Accordingly, we
hypothesize that:

recovery efforts of the service

H3: Attitudinal loyalty moderates the
relationship between redress and
customer satisfaction following

service recovery, with loyal
customers being more satisfied
than less loyal customers
when the firm offers redress.

STUDY 1: DOES ATTITUDINAL
LOYALTY AFFECT RESPONSES
TO A SERVICE FAILURE?

To examine hypotheses 1-2, namely,
whether loyalty (a) increases the relative
likelihood of voice and (b) decreases the
relative likelihood of negative word-of-
mouth, an approach similar to that of Smith,
Bolton, and Wagner (1999) was employed,
given the difficulty of manipulating loyalty
levels in a lab setting. Respondents were
surveyed and their loyalty levels towards a
particular service provider measured, after
which they were presented with a failed
service scenario to which they were asked to
indicate their responses.
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The context of movie rentals was
chosen because it was expected to be a
common service experience. Contact with the
survey respondents was initiated by students
of a marketing class at a large northeastern
U.S. school. Each student had the respons-
ibility of administering the survey to a
minimum of four adult friends and family
members, and each of the respondents was
asked to respond to a hypothetical scenario
involving a failed movie experience. Students
participated in exchange for extra course
credit, and received detailed instructions on
how to administer the survey. Students were
also instructed to record contact information
for the respondents. 10% of the respondents
were contacted by one of the authors to verify
their responses. All of the respondents who
were contacted were found to have
participated in the study and validated their
responses to selected questions.

Contacted respondents were asked
about their usage and loyalty to the video
rental store they selected. The questions about
usage included how often they rented movies
per month, how many movies they rented per
month, whether they had other options, and
how long they had been a customer of the
movie rental service they selected. We
measured loyalty using the items shown in
Appendix A, which were adapted from Hozier
and Stem (1985) so the wording and items fit
the current service provider context.

Next, the scenario with the service
failure was presented and the respondents’
reactions were sought. The scenario used is
reproduced in Appendix B and describes a
situation where they rented a movie and the
movie did not work. Scenarios have the
advantage that they allow one to standardize
the service failure and recovery situations
across all respondents (DeWitt and Brady
2003) and avoid retrospective accounts that
could confound the effects of service recovery
efforts along with the effects of the service
failure (Hess, Ganesan, and Klein 2003).

The respondents recorded on a 7-point
item anchored by ‘Extremely Satisfied (7)’

and ‘Extremely Dissatisfied (1)’ what their
level of dissatisfaction would be if the service
failure occurred. They then recorded how they
would respond to the service failure in the
scenario by allocating 100 points across five
options: voice their complaint to the firm, tell
friends and family members about the
negative experience (NWOM), switch service
providers, do nothing, or voice their
complaint to a third party. The instruction
read as follows: “Please allocate 100 points
across the following five responses according
to how likely you are to engage in each
response to this scenario. The more likely
you are to engage in the response, the more
points you should allocate to the response.
Please ensure that the points add up to 100.”

The advantage of capturing multiple
complaint responses using a constant sum
allocation is that it indicates the relative
likelihood with which the customer would
engage in each action. However, as our
hypotheses deal only with the propensity to
complain directly to the firm and engage in
negative word of mouth, our analysis in this
article will be restricted to these two options.

Next, the respondents also completed
measures regarding their attitude toward
complaining and perceived likelihood of
success. These covariates have been shown to
influence complaint responses in the past and
the measures for these covariates were
adapted from Singh and Wilkes (1996),
Voorhees and Brady (2005) and Singh (1990)
by changing the wording to make it
appropriate for the study context. Finally, the
respondents were asked to identify their age,
gender, ethnicity, and household income
bracket.

Results

A total of 303 people responded to the
questionnaire. Of the respondents, 50.5%
were male, 71.6% were over 25 years old,
86.8% were white (non-Hispanic), and 36%
had household incomes of $75,000 or higher.
The loyalty scale was found to be uni-
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dimensional and reliable (a = .80), so the
loyalty items were averaged to give each
respondent a loyalty score. The ‘attitude
toward complaining’ (o = .70) and ‘perceived
likelihood of success’ (o = .69) measures
were also found to be uni-dimensional and
reliable using confirmatory factor analysis.
Hence, the items were averaged to give each
respondent an attitude toward complaining
score and a perceived likelihood of success
score.

Attitudinal Loyalty’s Effect
on Complaining Directly to the
Firm and Negative Word of Mouth

Hypothesis 1 proposes that loyalty
increases the relative likelihood that

customers will complain directly to the firm
in response to a service failure. Hypothesis 2
proposes that loyalty decreases the relative
likelihood that customers will engage in
negative word of mouth in response to a
service failure. To address these hypotheses,
we regressed the points allocated to complain
to the firm and engage in negative word of
mouth on the continuous attitudinal loyalty
individual scores and the covariates of level
of dissatisfaction, attitude towards
complaining, and perceived likelihood of
success in separate regressions. Complete
details of the effects of the covariates and the
main effect of attitudinal loyalty on the
dependent variables are shown in Table 1.

TABLE 1

Study 1 Regression Results

Dependent Variables Complain to Firm Negative Word of
Mouth
Independent Variable B t B t
Attitudinal Loyalty 17 2.79** -.20 -3.24%**
Covariates
Dissatisfaction -.10 -1.75 .003 .05
Attitude toward Complaining 15 2.62** -.07 -1.23
Perceived Likelihood of Success .23 3.91*** -.13 -2.10*
R? 13 .08

*kk p < .001

** p<.01

* p<.05

As expected, attitudinal loyalty
significantly increases the relative likelihood
of complaining to the firm (p = .17, t=2.79, p
< .01) and significantly decreases the relative
likelihood of engaging in negative word of
mouth (B = -.20, t=-3.24, p <.001). Consistent
with hypothesis 1, the more attitudinally loyal
group was significantly more likely to
complain directly to the firm following the

service failure than the less attitudinally loyal
group. Consistent with hypothesis 2, the more
attitudinally loyal group was significantly less
likely to engage in negative word of mouth
following the service failure than the less
attitudinally  loyal group. Among the
covariates, perceived likelihood of success
had a positive, significant effect on the
relative likelihood of complaining to the firm
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(p <.001) and engaging in negative word of
mouth (p <.05), while attitude toward
complaining (p < .01) had a significant,
positive effect on complaining to the firm.

STUDY 2: DOES ATTITUDINAL
LOYALTY AFFECT RESPONSES
TO SERVICE RECOVERY?

Study 2 replicates Study 1 in a
different context, namely, auto repair and
using a different sample (non-student sample
recruited by mall intercept). Study 2 also
extends Study 1 by including an assessment
of how customers of varying loyalty assess
service recovery efforts in the event of a
service failure. Just as complaint responses to
the service failure were expected to vary by
loyalty, their responses to service recovery
efforts are expected to vary by loyalty. Thus,
in addition to testing Hypotheses 1-2 with a
different service industry and a different
sample, we use Study 2 to address hypothesis
3, which posits that loyalty moderates the
satisfaction with service recovery efforts.

The participants for Study 2 were
recruited at a Department of Motor Vehicle
(DMV) location inside a mall as they waited
to renew their driver’s licenses and vehicle
registration. The reason the DMV was chosen
as a place for contacting respondents is
because individuals from all walks of life
come to renew/change/transfer their vehicle
registration, and thus, one has access to a
wide cross-section of the population. We
anticipated that people who were waiting to
renew their licenses and vehicle registrations
were likely to have experience with auto
repair providers. Permission to conduct our
survey was granted by the mall.

Study 2 respondents were asked the
same questions as in Study 1 about their
loyalty to the auto repair provider they used.
Next, they were presented with a scenario in
which they were asked to imagine a service
failure by the auto repair provider they used.
The service failure described in the scenario
involved the respondent’s car not being ready

when it was supposed to be (see Appendix C).
The respondents were asked to record their
level of dissatisfaction on a 7-point scale
anchored by Extremely Satisfied (1) and
Extremely Dissatisfied (7) with the service
failure. As in Study 1, respondents recorded
how they would respond to the service failure
in the scenario by allocating 100 points across
five options: voice their complaint to the
firm, tell friends and family members about
the negative experience (NWOM), voice their
complaint to a third party, switch auto repair
providers, or do nothing. Respondents also
completed the measures used in Study 1
regarding their attitude toward complaining
and perceived likelihood of success.

After completing the measures,
respondents were presented a follow up
service recovery scenario to the service
failure. Half the respondents were presented
with a situation where they voiced their
complaint to the firm and the firm had
redressed their complaint and the other half
were presented with a situation where they
voiced their complaint to the firm and the
firm had not redressed their complaint (see
Appendix C). The scenarios were alternated
(odd — no redress; even — redress) by one
author who collected the data at the mall. The
respondents were asked to record their level
of satisfaction with the service recovery on a
7-point scale anchored by Extremely
Dissatisfied (1) and Extremely Satisfied (7)
with the service recovery response. The
scenario manipulated redress (redress, no
redress) by describing the presence of a
polite, supportive manager who listens and
provides financial compensation and a rental
car to use until the car is fixed for the redress
manipulation. In the no redress manipulation,
the manager listens but does not apologize or
provide any compensation for the service
failure. This redress/no redress manipulation
is similar to that used by Mattila (2001). The
manipulation check included items about
whether the response was fair, whether the
company should have done more (reverse
coded), whether the company listened and
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understood, and whether the company did not
care (reverse coded). These items were
adapted from Yim, Gu, Chan and Tse (2003).
Finally, as in Study 1, the respondents were
asked to identify their age, gender, ethnicity,
and household income bracket.

Results

223 people responded to the
questionnaire. Of the respondents, 40% were
male, 72% were over 25 years old, 83.4%
were white (non-Hispanic), and 36% had
household incomes of $75,000 or higher. To
check whether the manipulation of redress/no
redress was successful, a manipulation check
was done and the manipulation was found to
be successful. Respondents in the redress
situation felt that the response was more fair
(4.7 vs. 25), disagreed more with the
statement that the company could have done

more (4.3 vs. 1.9), felt the company had
listened and understood their situation (4.5 vs.
2.8), and disagreed more with the statement
that the company did not care (4.5 vs. 2.7).

As in Study 1, the loyalty items were
found to be uni-dimensional and reliable (o =
.88). Hence, the loyalty items were averaged
to give each respondent a loyalty score. The
attitude toward complaining scale was found
to be uni-dimensional and reliable (a = .72),
as was the perceived likelihood of success
scale (oo = .69). While the reliability of the
perceived likelihood of success is slightly less
than the conventional norm of 0.7 (Nunnally
1978), we felt it was acceptable given that it
was not the main design factor. Hence, we
averaged the perceived likelihood of success
items and attitude to complaining items to
give each respondent a perceived likelihood
of success score and an attitude to
complaining score.

TABLE 2

Study 2 Regression Results

Dependent Variables Complain to Firm Negative Word of
Mouth
Independent Variable B t B t
Attitudinal Loyalty .18 2.56* -.29 -4,04***
Covariates
Dissatisfaction -11 -1.77 -12 -1.91
Attitude toward Complaining .30 4,52%** -14 -2.16*
Perceived Likelihood of Success .03 0.33 -.10 -1.38
R? 15 16

*kk p < .001

** p<.01

* p<.05

Hypothesis 1 proposes that loyalty
increases the relative likelihood that
customers will complain directly to the firm
in response to a service failure. Hypothesis 2
proposes that loyalty decreases the relative
likelihood a customer will engage in negative

word-of-mouth in response to a service
failure. To address these hypotheses using
Study 2 data, we regressed the points
allocated to complain to the firm and engage
in negative word of mouth on the continuous
attitudinal loyalty score of the individuals and
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the covariates of level of dissatisfaction,
attitude towards complaining, and perceived
likelihood of success in separate regressions.
Complete details of the effects of the
covariates and the main effect of attitudinal
loyalty on the dependent variables are shown
in Table 2.

As in Study 1, attitudinal loyalty
significantly increases the relative likelihood
of complaining to the firm (B = .18, t=2.56, p
< .05) and significantly decreases the relative
likelihood of engaging in negative word of
mouth (B = -.29, t=-4.04, p <.001).

Loyalty’s Effect on Satisfaction
Following Redress

Hypothesis 3 proposes that loyalty
moderates respondents’ satisfaction with

service recovery.  That is, more loyal
customers will experience greater satisfaction
than less loyal customers when redress is
offered,. The dependent variable of
satisfaction with recovery following the
complaint response was regressed against the
continuous attitudinal loyalty score, a dummy
(deviation coding) variable for the presence or
absence of redress, and the interaction term
between the two independent variables. The
regression results are reported in Table 3. As
the regression results indicate, only the
interaction term is significant (B = 43, p =
.036). This significant interaction supports our
hypothesis (H3) that more loyal customers
experience greater satisfaction with service
recovery relative to less loyal customers when
redress is offered.

TABLE 3

Study 2 Regression Results with Service-Recovery

Satisfaction as the Dependent Variable

Standardized 3 t
Attitudinal Loyalty -.53 -1.60
Redress (Yes/No) .60 1.65
Loyalty x Redress 43 2.10*
R? .33

*** p < .001

** p<.01

* p<.05

DISCUSSION OF STUDY 2 RESULTS

Study 2 replicates the findings of
Study 1, namely, loyalty increases the relative
likelihood a customer will voice their
complaint directly to the firm (hypothesis 1)
and decreases the relative likelihood of
negative word-of-mouth following a service
failure (hypothesis 2). In addition Study 2
also shows that loyalty moderates the

relationship between redress and level of
satisfaction following service recovery.
Compared to less loyal customers,
more loyal customers are more satisfied when
offered redress following a service failure
complaint, but more dissatisfied when no
redress is offered. This indicates that
managers need to be particularly sensitive to
how loyal customers’ complaints are handled.




30

Loyalty and Its Influence on Complaining

OVERALL DISCUSSION AND
CONCLUSIONS

This article examines the effect of
loyalty as an antecedent variable on customer
responses to both a service failure and
consequent service recovery. We find support
for the argument that more loyal customers
would be more interested in voicing their
concerns directly to the firm when confronted
with the service failure. Further, such
customers are also less likely to engage in
negative word of mouth as a response. With
respect to service recovery, we find that more
loyal customers express greater satisfaction
with the service recovery than less loyal
customers offered the same redress. This
could be because loyal customers feel that
they deserve appropriate service recovery
because of their closeness to the firm, and
thus they respond favorably when they feel
that the firm recognizes this in the form of an
appropriate  service recovery.! Such an
explanation is consistent with the tenets of
equity theory (e.g., Huppertz, Arenson,
Evans, 1978).

It is hoped that these twin findings,
i.e., loyal customers have a greater propensity
to voice to the firm and to be more satisfied if
their complaints are redressed, will engage the
attention of senior management who may not
yet fully appreciate the strategic value of a
properly organized complaint system. Clearly,
firms need to pay more attention to customers
who go to great lengths to let the firm know
about the problem, since such customers may
be among the firm’s most loyal customers.
This is all the more important given recent
work by Homburg and First (2007b, p. 524)
who found evidence of ‘defensive
organizational behavior’ such as “avoid[ing]
contact with dissatisfied customers, dis-
semination of complaint-related information
within the organization, and responsiveness to
complaints.” By demonstrating the link
between loyalty and complaining behavior, it
is hoped that senior managers realize that
organized complaint management systems

cannot be divorced from serious loyalty
programs.

Research in the area of complaints has
shown that merely enabling dissatisfied
customers the opportunity to voice by
enabling and facilitating voice can confer
considerable advantages. Voice has been
shown to improve the satisfaction felt by the
complainant (Sparks and McColl-Kennedy
2001) and perception of fairness of the
complaint process (Goodwin and Ross 1992).
Such attention would benefit firms, since our
research shows that loyal customers are more
responsive to service recovery efforts. Since
loyal customers are more likely to advocate
on behalf of the firm than other customers
(Zeithaml, Parasuraman and Berry 1996),
firms  could design their  complaint
management systems to provide loyal
customers with a good story to tell. By
contrast, if the complaints of loyal customers
are not redressed properly, it could result in
the loss of the loyal customer and the loss of a
key advocate for the firm. A sober statistic in
this regard is provided by Hart, Heskett, and
Sasser (1990) who note that nearly half of all
customers involved in a service failure are
dissatisfied with the service recovery process.

Clearly,  complaint  management
systems can be improved (Tax, Brown, and
Chandrashekaran 1998). Homburg and Furst
(2007b), Maxham and Netemeyer (2002) and
Ringberg et al. (2007) collectively provide
several ideas as to how firms could improve
their complaint management processes (e.g.,
instituting a culture change where complaints
are construed not as criticisms but as
feedback). In addition, firms could
conceivably provide incentives for customers
to provide voice feedback when things don’t
go as well as the customers expected. For
example, firms could invite their customers to
not only voice their dissatisfaction but also
accompany that wvoice with suggested
improvements. This could be formalized in an
arrangement where each “winning” sug-
gestion that makes the management list of
feasible improvements or innovative ideas
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would get rewarded appropriately in cash or
in kind. As Voorhees and Brady (2005) note,
successful firms are not threatened by
complaints and actively seek out voice
feedback from their customers. Also, senior
managers may consider regularly auditing the
firm on its performance with respect to
complaint generation and resolution.

LIMITATIONS AND FUTURE
RESEARCH

In our research, we focused on the
effect of attitudinal loyalty on consumer
response to service failure and consequent
recovery efforts. While attitudinal loyalty can
be expected to be correlated with behavioral
loyalty, it is recommended that future
research directly investigate the effect of
behavioral loyalty on consumers’ responses to
service failure and service recovery and
complement our current work.2 Also, our
findings are limited to the instance of a single
service failure. It remains to be seen how well
the effects we have found would hold up in
the instance of repeated service failures (cf.
Maxham and Netemeyer 2002). Another
consideration could be the type of redress. In
our experiment we were interested only in
whether a proper service recovery was
initiated or not, and did not specifically
control for specific kinds of justice. It would
be interesting to see if loyalty differentially
influences responses to service recovery
procedures that emphasize different kinds of
justice, e.g., distributive justice, procedural
justice, and interactional justice. Also, future
studies should consider controlling for
involvement when studying the effect of
loyalty on consumer responses to service
failures and service recovery.® In our study,
while we did not explicitly control for
involvement, the movie rental scenario was
arguably low involvement and the auto repair
scenario high involvement.

Finally, from a managerial per-
spective, there is a need to quantify the value
of a complaint, possibly using the customer

equity approach of Rust, Lemon, and
Zeithaml (2004). For example, the losses that
are prevented by a successful complaint
management (e.g. prevention of switching,
negative word of mouth, etc.) and the gains
realized (increased customer equity, lifetime
value) could be compared to the cost of
implementing and maintaining a complaint
management system. This would help
managers justify their investments in
complaint management and answer the
question of “what’s a complaint worth?” In
addition, such a system would allow
managers to run fine analyses of the impact of
various service recovery strategies on firm
profitability.

SUMMARY

We explore the link between loyalty
and customer complaining behavior. We
show that loyal customers are more likely to
voice their complaints directly to the firm and
less likely to engage in negative word-of-
mouth than less loyal customers. We also find
that loyal customers are much more satisfied
with an adequate recovery compared to less
loyal customers. Given the link between
loyalty and complaining behavior, complaint
management systems should be designed to
complement effective loyalty programs.
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APPENDIX A

Scale Items

Cronbach’s a

Factor Loadings
Study One

Attitudinal Loyalty Items (Hozier and Stem 1985)

.80

I would like to continue to use my existing [movie rental provider]
(auto repair provider) in the upcoming year.

.61

| feel a strong bond to my [movie rental provider] (auto repair
provider).

.86

| feel a strong sense of loyalty to my [movie rental provider] (auto
repair provider).

.69

I will continue to use my [movie rental provider] (auto repair
provider), even if a competitor offers lower fees.

.82

Attitude Toward Complaining Items (Singh and Wilkes 1996)

.70

I am not comfortable complaining (reverse coded)

.80

People who complain are impolite (reverse coded)

87

Complaining helps the company improve

.61

Perceived Likelihood of Success (Voorhees and Brady 2005; Singh
1990)

.69

The company encourages feedback

.61

I do not think the company cares (reverse coded)

.80

The company is not responsive (reverse coded)

81
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APPENDIX B
Scenario used in Study 1
Study 1 Service Failure

Video Rental: You have friends over to watch a movie you rented from your preferred movie
rental provider. When you and your friends get to the middle of the movie, the movie stops
playing. You can not get the movie to work again. You try another movie in your video player,
and it works, so you conclude the problem is with the movie.

APPENDIX C
Service Failure Scenario

Imagine you bring your car in for a repair that is necessary for you to continue to operate your
vehicle safely. When you drop off your car at your auto repair provider, the mechanic advises
you that your car will be ready at 5:00PM. However, when you arrive, you learn from the
mechanic that the car will not be ready until 4PM tomorrow. You were counting on your car for
transportation the following day.

Service Recovery Scenario (No Redress)

You decide to complain to the mechanic about the service failure and explain that you need the
car. The mechanic does not appear interested in listening. He calls the manager, who comes out
immediately. The manager indicates that there is nothing that can be done at this time.

Service Recovery Scenario (Redress)

You decide to complain to the mechanic about the service failure and explain that you need the
car. The mechanic listens patiently and says, “I’m very sorry for this serious inconvenience.” He
calls the manager, who comes out immediately. The manager apologizes for the delay. The
manager offers you a complimentary rental car that you can use until your repairs are complete
and a 10% discount on your repair bill.




[Type text]

[Type text] [Type text]

LOYALTY’S INFLUENCE ON THE CONSUMER SATISFACTION AND
(RE) PURCHASE BEHAVIOR RELATIONSHIP

Thaweephan Leingpibul, Western Michigan University
Sunil Thomas, California State University, Fullerton
S. Allen Broyles, California State University, Fullerton
Robert H. Ross, Wichita State University

ABSTRACT

While consumer satisfaction has been
a topic of significant scholarly interest in
recent years, continued studies that further our
understanding of satisfaction and its
association with (re)purchase behavior are
valuable because such knowledge will
enhance theorists’ and practitioners’ ability to
develop more effective marketing strategies.
Interestingly, current literature indicates that
consumer loyalty may have an association
with satisfaction, (re)purchase behavior and
the predictive relationships between these
phenomena. To this end, we present here an
empirical study which finds that consumer
loyalty is two distinct constructs (behavioral
loyalty and attitudinal loyalty) and that they
mediate the predictive relationships between
the meets expectations and feeling state
satisfaction constructs and (re)purchase
behavior. The study employed two well-
known brands and Structural Equation
Modeling methodology.

INTRODUCTION

Consumer satisfaction has been a topic
of notable scholarly attention in recent
decades, and continued studies that further
enlighten our understanding of satisfaction are
warranted because of its importance to
consumers, theorists and practitioners (Oliver
1997, 1999). An insight into the satisfaction
phenomenon that is indicated in literature, but
one which has received limited empirical
study is its potential linkage with consumer
loyalty (Pritchard, Havitz and Howard 1999),
and the likely predictive relationships

between these constructs and (re)purchase
behavior (Jacoby and Kyner 1973).

In seeking to better understand the
satisfaction, loyalty and (re)purchase behavior
constructs and their potential relationships, an
in-depth literature review was conducted.
The review revealed that some (e.g. Tucker
1964) view loyalty as reflecting one’s
behavioral loyalty toward a product (purchase
frequency of the product), and others (e.g.
Berger and Mitchell 1989) suggest it refers to
individuals®  attitudinal  loyalty  (favor/
disfavor toward a product). Some (e.g.
Russell-Bennett, McColl-Kennedy and Coote
2007) view that attitudinal loyalty has a
predictive path that leads to behavioral
loyalty, and some (e.g. Dimitriades 2006)
believe that attitudinal loyalty and behavioral
loyalty merge into an overarching macro
construct. Regardless of one’s view,
however, literature appears to be consistent in
suggesting that loyalty influences the
predictive relationship between satisfaction
and (re)purchase behavior (Pritchard, et al.
1999).

Based on the importance of loyalty
(Bandyopadhyay, Gupta and Dube 2005), of
satisfaction (Pritchard et al. 1999) and of
one’s (re)purchase behavior of a product
(Reichheld 1994), we assert that additional
research is needed to further our under-
standing of these constructs and their
potential relationships. Such studies would
likely yield new knowledge that scholars can
disseminate to practitioners to help them
develop more successful marketing strategies
(Bennett and Rundle-Thiele 2004).

The empirical study discussed in this
article builds upon an exploratory study
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conducted by Ross, Broyles and Leingpibul
(2008), which revealed that consumer
satisfaction entails two distinct constructs that
are linked only by a certain degree of
covariance. Drawing from literature on the
loyalty phenomenon in order to conduct a
study that furthers our understanding of
satisfaction, this article will address the
following research questions: i) Is consumer
loyalty two distinct constructs, and ii) Does
consumer loyalty influence the predictive
relationship between the two consumer
satisfaction constructs and (re)purchase
behavior?

The article begins with a discussion of
consumer satisfaction and consumer loyalty,
after which it presents hypotheses to examine
the noted research questions. The article
provides details of a study that tests the
referenced hypotheses, using two well-known
brands, after which the findings that loyalty
is two distinct constructs is discussed, and
that their association with consumer
satisfaction -> (re)purchase behavior is one in
which attitudinal loyalty and behavioral
loyalty mediate this predictive relationship.
We close by discussing the study’s
implications, and by offering ideas for future
research.

CONCEPTUAL DEVELOPMENT
The Importance of Consumer Satisfaction

While scholars take disparate views,
extant literature contains frequent discussion
of consumer satisfaction as being an
important phenomenon. We believe that
furthering our understanding of satisfaction’s
significance, such as its predictive
relationship with (re)purchase behavior, is
important for one to fully comprehend the
phenomenon.  While scholarly studies in
recent decades have greatly enhanced our
understanding of satisfaction, we need
continued research that further expands our
knowledge of satisfaction and its influence on
(re)purchase behavior. This belief is based on

awareness that there have been an inadequate
number of studies which have studied the
outcomes of satisfaction (Szymanski and
Henard 2001; Pappu and Quester 2006).
However, we would be remiss if we failed to
recognize some consequences of satisfaction
that are noted in current literature. For
example,

i) If a firm has satisfied consumers, it
will have an enhanced ability to extend its
brand(s) to other products and product
categories, which saves the firm money by
reducing its cost of launching new products
(Reast 2005; Thamaraiselvan and Raja 2008);

i) Satisfied  consumers  exhibit
positive  word-of-mouth  (Soderlund and
Ohman 2003; Golicic, Broyles and Woodruff
2003; Lymperopoulos and Chaniotakis 2008),
which “...is one of the most important factors
in acquiring new customers” (Jones and
Sasser 1995, p. 94);

iii) Satisfied consumers enable a firm
to charge higher prices for its product(s)
because consumers will typically tolerate
higher prices (Reichheld 1996; Oliver 1997);

iv) Consumers’ (re)purchase decision
process is simplified if they are satisfied
(Jacoby, Chestnut and Fisher 1978) ;

v) And, satisfied consumers have a
greater likelihood of (re)purchasing a firm’s
product(s) in the future (Cardozo 1969; Oliver
1980, 1997; Vanhamme and Snelders 2001).

The overall significance of these
outcomes of consumer satisfaction is captured
by Oliver’s (1997, 1999) discussion that they
have predictive relationships with the level of
a firm’s sales, profitability, and market
valuation.

What is Consumer Satisfaction?

Oliver (1999) captures the need for
continued satisfaction studies by discussing
that even if a firm’s consumers are satisfied,
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their defection rates with respect to
(re)purchase  behavior toward a firm’s
product(s) can be as high as 90%. The
importance of (re)purchase behavior is
captured by Reichheld (1994) noting it is a
critical element in a firm achieving increased
sales and profitability. He states “...a
decrease in defection rates of five percentage
points can increase profits by 25% - 100%”
(p. 13).

While literature contains frequent
discussion of satisfaction and its importance,
it also includes an array of definitions of the
phenomenon (e.g. Clerfeuille and Poubanne
2003). For example, Oliver (1980) discusses
the expectancy disconfirmation satisfaction
model in which he notes that satisfaction
refers to the outcome of one’s cognitive
evaluation (disconfirmation) of whether a
product usage experience (performance)
meets their pre-usage expectations (meets
expectations). As stated by Golicic, Broyles
and Woodruff (2003), “If the perceived
performance  matches the  comparison
standard, confirmation occurs and satisfaction
results” (p. 125).

Westbrook (1987) and Bei and Chiao
(2001) take a somewhat divergent view of
satisfaction by stating that it reflects one’s
affective feeling state (feeling state) toward a
product. This view indicates that satisfaction
is an internal frame of mind tied to one’s
mental (psychological) interpretations of a
product’s performance levels (Oliver 1997).

Others (e.g. Cadotte, Woodruff and
Jenkins 1987) suggest that meets expectations
has a predictive path leading to one’s affective
feeling state, while some (e.g. Jun, Hyun,
Gentry and Song 2001) discuss that meets
expectations and affective feeling state likely
merge into an overarching macro satisfaction
construct. Oliver (1997) captures this thought
by discussing that satisfaction is a construct
that contains both “...components of
judgment (e.g. cognition) and affect (e.g.
emotion)” (p. 20).

To help clarify the satisfaction
phenomenon, Ross et al. (2008) examined

whether one’s cognitive evaluation of a
product’s performance (meets expectations),
and their affective feeling state toward a
product are two distinct constructs related by
a directional path, or whether they merge into
a macro construct. They found the meets
expectations and the feeling state perspectives
of satisfaction are two distinct constructs that
are related only by a certain degree of
covariance.

Consumer Loyalty

Insight into loyalty is found in
Oliver’s  (1997) discussion that the
phenomenon entails cognitive, affective,
conative and action aspects. He views
cognitive loyalty as a reflection of a consumer
feeling compelled to prefer “...one brand over
another” (p. 392). Regarding the affective
aspect, Oliver (1997) views this as attitudinal
and a function of one experiencing dis-
confirmation of their product usage
expectations. With respect to the conative
facet of loyalty, he discusses that it is a
“behavioral intention dimension of loyalty”
(p. 393) (referring to one’s intention or
commitment to buy a brand). Lastly, Oliver
(1997) notes that loyalty also entails an action
aspect, in that it reflects one’s purchase of a
brand. Interestingly, Oliver (1997) views
these four aspects as stages of loyalty with
his discussion that after an individual
experiences cognitive loyalty toward a brand,
they become attitudinally loyal (affective)
toward that brand, which leads to one
becoming committed to buy a certain brand,
after which they embark on the actual
purchase of that brand.

Recent literature emboldens the
consideration that loyalty entails more than
one construct. For example, Day (1969),
Jones and Sasser (1995), and East, Gendall,
Hammond and Lomax (2005) indicate that
brand loyalty includes one’s repeat purchase
of a brand (behavioral aspect), and their
attitudes toward that brand (affective aspect).
Oliver (1997, 1999), Bandyopadhyay, Gupta
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and Dube (2005), and Powers and Valentine
(2008) denote the behavioral aspect
(behavioral loyalty) by suggesting that
consumer loyalty refers to the frequency and
regularity of one’s (re)purchases of a firm’s
product(s) over time. The affective aspect is
found in Jacoby and Chestnut (1978), Berger
and Mitchell (1989), Oliver (1997), and
Powers and Valentine (2008), who discuss
that loyalty entails one’s attitudes (attitudinal
loyalty) toward and beliefs about a product
(i.e. favor/disfavor toward a product). The
importance of this attitudinal perspective is
noted in Dick and Basu’s (1994) paper, in
which the authors state that “Customer loyalty
is...the strength of the relationship between
an individual’s relative attitude and repeat
patronage” (p. 99). Interesting insights into
behavioral loyalty and attitudinal loyalty are
found in Jacoby and Kyner 1973; Jacoby,
Chestnut and Fisher 1978; and, Dimitriades
2006, who suggest they may merge into an
overarching macro construct. East et al.
(2005) appear to support this view by stating
“...our findings should cause marketers to
question whether loyalty should be seen as
some combination of relative attitude and
repeat patronage” (p. 21). With respect to the
attitudinal and behavioral aspects of loyalty,
East et al. (2005) further state that “..each
component facilitates the other and one
component on its own is insufficient” (p. 11).

Jacoby and Kyner (1973) address the
reasoning as to why literature contains
various views of consumer loyalty by
discussing that this stems from a situation in
which ~ “...inconclusive, ambiguous, or
contradictory findings are the rule rather than
the exception...which makes it difficult and
hazardous to compare, synthesize, and
accumulate findings” (p. 1) of the loyalty
phenomenon.

Similar to Bennett and Rundle-Thiele
(2004), we assert that to obtain knowledge
which can help theorists and practitioners
better understand loyalty and enhance their
ability to develop more effective marketing
strategies, it is necessary to explore whether

loyalty entails two distinct aspects (attitudinal
and behavioral) or if these aspects merge into
a macro construct.  On this basis, the
following research hypothesis is put forth:

Hypothesis 1: Attitudinal loyalty
and behavioral loyalty
are two distinct constructs.

Another perspective regarding loyalty
that is found in current literature is the belief
that behavioral loyalty and attitudinal loyalty
are connected with a predictive path, with
one’s attitudinal loyalty toward a product
leading to their behavioral loyalty for the item
(Liska 1984; Russell-Bennett et al. 2007).
Further insight into this is found in East et
al.’s (2005) notation that Day’s (1969) work
left open whether the behavioral and
attitudinal facets of loyalty are interactive (i.e.
a predictive relationship path between the two
constructs). To examine whether there is a
relationship between attitudinal loyalty and
behavioral loyalty, the following research
hypothesis is put forth:

Hypothesis 2: Attitudinal loyalty has
a predictive path that leads
to behavioral loyalty.

Potential Relationships
between Satisfaction, Loyalty
and (Re) purchase Behavior

Drawing from literature, it seems clear
that consumer loyalty has an association with
satisfaction (Pritchard et al. 1999), and with
the predictive relationship paths between the
meets expectations and affective feeling state
satisfaction constructs and one’s (re)purchase
behavior of a product (Bennett and Rundle-
Thiele 2004; Ross et al. 2008). For example,
Oliver (1980) discusses that one’s satisfaction
with a product is associated with their future
(re)purchase intention of that product, and
indicates this relationship is likely to be
mediated by one’s loyalty toward the product.
Oliver (1999) captures the importance of our
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better understanding loyalty and its potential
relationship with satisfaction and (re)purchase
behavior by discussing that a loyal customer
base positively impacts a firm’s profits, and
by stating that satisfaction and loyalty are
inextricably linked. He states that satisfaction
IS “...an essential ingredient for the
emergence of loyalty” (p. 42). Jones and
Sasser (1995) lend support to this later view
by noting that satisfied customers are more
loyal to a firm and its products.

Based on these views, this study draws
from scholars such as Oliver (1999) and
Soderlund and Ohman (2005) to ask: ‘Does
loyalty have an association, such as
mediation, with the relationship paths
between the two consumer satisfaction
constructs (meets expectations and feeling
state) and (re)purchase behavior? Before
proceeding, the reader is asked to note that
(re)purchase intent was employed in this
study as a surrogate for (re)purchase behavior
because of our belief that intent is a strong
predictor of actual purchase behavior
(Fishbein and Ajzen 1995; Jones and Sasser
1995; Keller 2003). Some might question
employment of this surrogate. For example,
in discussing findings of their consumer
loyalty study, East et al. (2005) state “...the
practice of using an intention measure as a
proxy for retention seems unjustified” (p. 22).
However, they also note that much literature
contains various discussions of intent being a
predictor of behavior. In discussing their own
study, Chandon, Morwitz and Reinartz (2004)
indicate that there is a degree of evidence that
one’s (re)purchase intentions of a product has
some level of association with their
(re)purchase behavior of that product.

Potential explanation for the mixed
views as to whether intent reflects behavior is
captured in Fishbein and Ajzen’s (1975) and
East et al.’s (2005) discussion that there has
been inadequate study of predictive
relationships that lead to one’s purchase
behavior.  In recognizing that empirical
studies of the association between
(re)purchase intent and actual behavior is

limited, it was decided to employ the intent
surrogate in this study, and to posit the need
for future empirical studies that further
examine the predictive weight of the
relationship between intent and actual
behavior.

If this study reveals that the
relationship  paths  between the two
satisfaction constructs (meets expectations
and feeling state) and (re)purchase intent are
mediated by behavioral loyalty and attitudinal
loyalty, this would enhance our understanding
of the predictive relationship between
satisfaction and (re)purchase behavior. It
would also suggest that firms should not
restrict their focus to increasing consumers’
satisfaction. Rather, it would suggest that
marketers should also strive to better
understand what contributes to consumer
loyalty, and incorporate this knowledge into
their marketing strategies. To address these
thoughts, we assert that the model shown in
Figure 1, which builds upon Ross et al.
(2008), should be employed in a study which
examines satisfaction, loyalty, (re)purchase
and the potential relationships between the
constructs.

To this end, the following research
hypotheses are put forth for determining
whether loyalty influences the relationship be-
tween satisfaction and (re)purchase intent:

Hypothesis 3:  The predictive relationship
between meets expectations and (re)purchase
intent is mediated by behavioral loyalty.

Hypothesis 4:  The predictive relationship
between meets expectations and
(re)purchase intent is mediated by
attitudinal loyalty.

Hypothesis 5:  The predictive relationship
between affective feeling state and (re)purchase
intent is mediated by
behavioral loyalty.

Hypothesis 6:  The predictive relationship
between affective feeling state and (re)purchase
intent is mediated by attitudinal loyalty.
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FIGURE 1

Structural Model for Coca-Cola and the Gap

Meets
expectations

Attitudinal
lovalty

61(.68)

Affective
feeling state

Behavioral
lovalty

(Fe)purchase
intent

00(33)

NOTE: Directional path weights are in the sequence of Coca-Cola

followed by the {Gap) in parentheses

NOTE: Directional path weights are significant at the 95%

confidence level

THE STUDY
Participant and Brand Selection

Due to their convenience, volunteer
students from a Midwestern U.S. university
were employed in this study. Qualitative
interviews were conducted with 18 volunteers
in order to identify some major brands with
which they are familiar, and at least
periodically use, which we assert are
important factors for identifying brands that
would be appropriate to use in this study. We
further assert that our preference for using
national brands in this study is supported, at
least in part, by comments of scholars such as
Aaker (1996), Yoo, Donthu and Lee (2000)
and Keller (2003) about the importance of

major brands to consumers, theorists and
practitioners.

Of the brands named by samples,
Coca-Cola and the Gap best met our
familiarity and usage criteria, and were thus
employed in this study. Support for selection
of these brands is found in literature noting
them as widely recognized by, available for
and accessible to consumers (Farquhar 1994;
Dawar 1998; Freling and Forbes 2005).

Survey Development

With regard to the measures employed
for the meets expectations and feeling state
satisfaction constructs and for (re)purchase
intent for Coca-Cola, this study used items in
Ross et al. (2008) because i.) established




42 Loyalty’s Influence on the Satisfaction and Behavior Relationship

satisfaction measures (such as found in the
Marketing Scales Handbook) do not capture
the complexities or contextualities associated
with this brand (e.g. samples noted they view
Coca-Cola as entailing one’s evaluation of the
degree to which it makes them feel refreshed,
and its sweet taste); and ii.) data and analysis
of the Structural Equation Model (SEM) in
Ross et al. (2008) indicate that the measures
loaded well to, and sufficiently reflect each
construct, and that the constructs held up
under empirical examination. Literature also
reveals that established measures do not
capture the complexities or contextualities
associated with the Gap (such as offering an
assortment of clothing desired by consumers).

To capture the contextualities and
complexities of these two brands, new
measures were developed by employing
Churchill’s (1979) guidelines.  Care was
taken to ensure that the items and the survey
instrument were easy for respondents to
understand and comprehend (Dillman 1978),
were not vague or difficult to answer (Belson
1981), were not lengthy (Payne 1951), and
did not include redundancies (Bradburn and
Sudman 1978). In a similar vein as Ross, et
al. (2008), because this study is confirmatory
in its nature, it was determined that closed-
end measures were best suited in order to
avoid problems or misunderstandings that
sometimes occur with studies that employ
open-end questions.

Data secured through qualitative
interviews conducted with volunteer student
respondents and with employees of a Coca-
Cola bottler and two Gap retail stores were
used in developing new measures. The initial
survey was reviewed by 4 subject-matter
experts (SME’s) to confirm the face validity
of the measures, and to ensure that they
adequately represent the constructs. The
SME’s also identified any measures that
should be dropped, altered, or be added to the
survey (Maurer and Tross 2000). The
resultant measures were incorporated into a
survey that uses a Strongly Disagree -
Strongly  Agree, 5-point Likert scale

throughout, with the resultant questionnaire
examined by various students to confirm that
the survey, and its instructions and measures
were easily understandable (Dillman 1978,
2000).

Pre-Test and Methodology

Employing the preliminary survey
instrument, a pre-test was conducted with 204
respondents to confirm that the instrument
and measurement items were readable, while
also evaluating the levels of content validity
and reliability.  Using the pre-test data,
descriptive statistics procedures in SPSS 15.0
were utilized for identifying whether any of
the measures were problematic (e.g. were
poorly worded or had high kurtosis). Any
measures identified as being problematic were
either corrected or removed if judged to be
uncorrectable.  Next, confirmatory factor
analysis (CFA), utilizing SPSS 15.0 was used
to identify the degree of construct validity,
and to confirm that no measures were cross-
loading onto other measures, referring to a
situation where “...a variable is found to have
more than one significant loading” (Hair,
Black, Babin, Anderson and Tatham 2006, p.
130). CFA also ensured that no measures
were loading weakly onto constructs. Results
of the measurement model were then run in
Structural  Equation  Modeling  (SEM),
employing Amos 7.0 in order to confirm that
the retained items are suitable for the actual
study. The modification indices and
normality test in SEM were also satisfied.

Conducting the Actual Study

The purified survey was completed by
298 respondents, of which fifteen were
discarded due to missing data, incomplete
surveys, outliers (using the multivariate data
screening function in NCSS), and indifferent
answer patterns. Item purification was
performed using descriptive statistic results
and CFA (confirmatory factor analysis). The
use of descriptive statistics was to identify
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any problematic measures with abnormally
high kurtosis (i.e. weak item variance) or
skewness (Hair et al. 2006). These items
were removed. CFA was employed for
ensuring the validity of the retained measures
by identifying any abnormal factor loading
(e.g. cross-loading and/or weak loading) (see
Podsakoff and Organ 1986). In addition,
results of the modification indices and
abnormality tests using the measurement
model in AMOS 7.0 satisfied the purification.

AMOS 7 in SEM was used to examine
study data because of its appropriateness for
studies that entail constructs that cannot be
directly observed, but “...can only be
measured via observable measures or
indicators that vary in their degree of
observational meaningfulness and validity”
(Steenkamp and Baumgartner 2000, p. 196).
Also, this method enables examination of

Further, SEM is an appropriate method for
examining potential mediation effect on
constructs with multiple measurement items
(Holbert and Stephenson 2003). At the 95%
confidence level, SEM with bootstrapping,
and the bias-correction option was run
(Shrout and Bolger 2002; Mallinckrodt,
Abraham, Wei and Russell 2006), along with
the causal steps (Baron and Kenny 1986) and
product coefficient (MacKinnon, Lockwood,
Hoffman, West and Sheets 2002) mediation
testing procedures.

Since the model employed in this
study is new and relatively complex, the
following cut-off points for acceptability were
adopted for the model: i) CMIN/DF < 3; ii)
RMSEA < 0.08, and iii) CFI > 0.9 (Hair et al.,
2006). As shown in Table 1, the fit statistics
for each brand’s structural model met these
standards, indicating that the measures

goodness-of-fit statistics, and is apposite for ~ employed in this study are sufficient
studying a complex model such as employed (Steenkamp and Baumgartner 1998).
here (Steenkamp and Baumgartner 2000).
TABLE 1
Structural Models’ Fit Statistics
Chi-Square: DF CFI RMSEA
Target
(Hair et al.
2006) <31 >.9 <.08
Coca-Cola Gap Coca-Cola Gap Coca-Cola Gap
Results 1.90: 1 2.56: 1 0.98 0.97 0.06 0.08

As shown in Table 2 (statistical results
for Coca-Cola) and Table 3 (statistical results
for the Gap), only strong measures were
retained for each construct. All of the
retained items achieved the goal of having a
parameter weight > .7 at a confidence level of
95% (Hair et al. 2006). These results indicate
that the retained measures belong to the

construct to which they loaded (Hair et al.
2006), which provides support that the
constructs shown in each brand’s structural
model hold up as distinct constructs. Further
support that the constructs hold up is found in
Tables 2 and 3’s indication that each
construct’s Cronbach’s Alpha value met the
oft cited value of > 0.70 (Hair et al. 2006).
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TABLE 2

Statistical Results for the Coca-Cola Structural Model

Constructs and items Parameter | Mean | Standard | Cronbach | Variance
Estimate Deviation Alpha Extracted
Meets expectations: Coca-Cola:
Makes me feel refreshed 0.84 2.86 1.24
Has the sweet taste that | want 0.78 3.05 1.24 0.85 0.65
Satisfies my thirst 0.80 2.82 1.19
Affective feeling state: Typically, whenever | drink Coca-Cola, | feel:
Content with the product 0.79 3.24 1.14
Good about my decision to drink the product 0.88 2.87 1.13
Happy with my decision to drink the product 0.92 2.92 1.16 0.93 0.76
Satisfied with my decision to drink the 0.91 3.03 114
product
Attitudinal loyalty: When I drink Coca-Cola, it is because Coca-Cola:
Makes me feel good 0.79 2.77 1.31
Is a brand that I like 0.86 2.55 1.16 0.88 0.72
Has a taste that | like 0.89 3.02 1.32
Behavioral loyalty: Coca-Cola is the brand of soft drink that I:
Buy whenever | ag}i%l&/:n a choice of soft 0.95 298 141
Drink more frequently 0.92 2.23 1.37 0.96 0.89
Drink whenever | want t_o treat myself with a 0.96 296 137
soft drink
(Re) purchase intent: In the future:
I will drink Coca-Cola more often than other
brands of soft drinks 0.96 2.32 1.35
The next time | want a soft drink | am likely 0.95 244 134 0.91 0.79
to buy Coca-Cola
I will buy a Coca-Cola within the next week 0.74 2.43 1.36
Additional  evidence  that the  Churchill (1979) and Hair, Black, Babin,

constructs depicted earlier in Figure 1 hold up
as distinct constructs is found in most of the
constructs having an average variance
extracted value > .7. The only exception is
the meets expectations construct which has an
average variance extracted value of .65 for
Coca-Cola and .69 for the Gap. These two
values do not meet the target of being > .7
(Garver and Mentzer 1999), but the values are
very close to that goal. In drawing from

Anderson and Tatham (2006), we posit that a
study, such as discussed here, that examines
new models and entails new measurement
items calls for reasoned flexibility, instead of
rigid adherence to statistical goals. In
addition, because each construct’s average
variance extracted was greater than the
squared correlation between that construct
and the other constructs, discriminant validity
for all the constructs was established (Fornell
and Larcker 1981).
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TABLE 3

Statistical Results for the Gap Structural Model

Constructs and items Parameter | Mean | Standard | Cronbach | Variance
Estimate Deviation Alpha Extracted
Meets expectations: The Gap:
Sells clothes that fit me well 0.80 3.06 1.09
Sells clothing that fits my needs for work and
for leisure 0.82 3.28 1.02 0.87 0.69
Has a select!on of products that seem like 0.88 291 1.09
they are designed for me
Affective feeling state: Typically, whenever | shop at the Gap, | feel:
Content with their products 0.89 3.37 0.94
Good about buying their products 0.95 3.35 0.97
Happy purchasing their products 0.90 3.37 0.95 0.96 0.86
Satisfied with my decision to buy their 0.97 337 0.96
products
Future purchase intent: In the future:
I will shop at the Gap when | want to buy
clothes that are comfortable 0.85 2.63 1.33
I will shop at the Gap within the next month 0.86 2.31 1.23 0.91 0.78
The next time | shop for clothes, | am likely 0.94 242 130
to shop at the Gap
Attitudinal loyalty: The Gap
Offers an assortment of clothing that | want 0.85 2.99 1.16
Sells clothing that makes me feel good 0.91 2.96 1.11 0.91 0.72
Is a brand that | like 0.87 3.09 1.22 ' '
Sells products that I trust 0.77 3.31 1.06
Behavioral loyalty: Compared to other places where clothing items are sold, I:
Sho_p at the Gap whenever | am given a 0.91 542 1.20
choice
Am a loyal Gap consumer 0.86 2.08 1.19 0.97 0.81
Buy clothing at the Gap whenever | want to 0.93 234 119
treat myself with some new clothes

Drawing from Fishbein and Ajzen
(1975), it seems intuitively logical that this
study’s model would have predictive
relationship paths from the cognitive-oriented
“meets expectations” construct leading to the
affective “feeling state” construct for each
brand. To this regard, it was necessary to
explore whether the model and the directional
paths between its constructs hold up similarly
with each brand. The result was
determination that meets expectations and
feeling state are distinct constructs for each
brand that are related only by a certain degree

of covariance (standardized value of .61 for
Coca-Cola and .68 for the Gap).

Next, it was necessary to explore
whether the model and its directional paths
between the constructs hold up with the two
brands. The result was determination that the
directional paths shown in Figure 1 held up
with Coca-Cola and the Gap, and that no
different or additional paths emerged. The
conclusion is that the structural model and
findings are accepted as sufficiently strong for
this study.
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As suggested by Judd and Kenny
(1981) and Baron and Kenny (1986), causal
steps were performed to indicate a series of
requirements which must be true for the
mediational model to hold up. All
requirements for causal steps 1-3 were
satisfied for the Gap, in that the results for the
Gap showed partial mediation. At a
confidence level of 95%, two zero-order
correlations for the attitudinal loyalty ->
behavioral loyalty and behavioral loyalty ->
(re)purchase intent  were significantly
different from zero. Further, multiple
regression supports the partial effect of
behavioral loyalty (controlling for attitudinal
loyalty) at 95% confidence level. Thus,

partial mediation was revealed with the Gap
brand.

With respect to Coca-Cola, all four
causal steps were conducted, and the results
of the two zero-order correlations (attitudinal
loyalty -> behavioral loyalty, and behavioral
loyalty -> (re)purchase intent) revealed that
all paths are significantly different from zero
at a 95% confidence level. Further, multiple
regression for the partial effect of behavioral
loyalty (controlling for attitudinal loyalty)
was significant, while the predictive
relationship path weight for the attitudinal
loyalty -> (re)purchase intent was not
significant. Thus, complete mediation exists
with the Coca-Cola brand.

TABLE 4
Total Effect, Direct Effect, and Indirect Effect

Significantly
different

Standard from zero at

Standard
Total
Effect

Standard
Direct
Effect

Standard
Indirect
Effect

Indirect
(std
Error)

Lower
Indirect

Upper
Indirect

the 95%
level ( two-
tailed).

COCA-COLA BRAND

Behavioral loyalty
= (re)purchase
intent

0.718

0.718

Attitudinal
loyalty =
Behavioral loyalty

0.804

0.804

Attitudinal
loyalty

= (re)purchase
intent

0.777

(0.210)*

0.578

0.088

0.459

0.88

Yes

THE GAP BRAND

Behavioral loyalty
= (re)purchase
intent

0.587

0.587

Attitudinal
loyalty =
Behavioral loyalty

0.555

0.555

Attitudinal
loyalty

= (re)purchase
intent

0.655

0.329

0.325

0.089

0.189

0.475

Yes

* not significantly different from zero at 95% level
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As shown in Table 4, bootstrapping with the
SEM methodology indicated justification for
the indirect effect from the mediation (Shrout
and Bolger 2002; Preacher and Hayes 2008).
The p-value from SEM revealed that
behavioral loyalty serves as a mediator by
carrying the influence of the attitudinal
loyalty independent variable to the
(re)purchase intent dependent variable. The
unstandardized estimates and standard errors
for each brand were calculated, followed by
conducting of the Sobel (1982), Aroian
(1944) and the Goodman (1960) tests. With
Coca-Cola, the z-values for each of these tests
are 6.98, 6.90, and 7.00, respectively,
indicating that a mediator significantly carried
the influence of an independent variable to a
dependent variable at a confidence level of
95% (z-value > 1.96).

With respect to the Gap, the z-values
from the Sobel (1982), Aroian (1944) and
Goodman (1960) tests are 4.15, 4.13, and
4.17, respectively, indicating that a mediator
significantly carries the influence of an
independent variable to a dependent variable
at a 95% confidence level (Baron and Kenny
1986; Preacher and Hayes 2004).

FINDINGS

As depicted in Figure 1, hypothesis
testing and data analysis yielded findings that
enhance our understanding of attitudinal
loyalty and behavioral loyalty and their
influence on the predictive relationships
between meets expectations and feeling state
and (re)purchase intent). For example:

H1. Attitudinal loyalty and behavioral
loyalty are two distinct constructs. The
study found empirical support that behavioral
loyalty and attitudinal loyalty are distinct
constructs for the Gap and Coca-Cola. Thus,
H1 is supported.

H2: Attitudinal loyalty has a predictive
path that leads to behavioral loyalty. The

study found empirical support that attitudinal
loyalty does have a predictive path that leads
to behavioral loyalty (the standardized path
weights for Coca-Cola and the Gap are .80
and .55, respectively). Thus, H2 is
supported.

H3: The predictive relationship between
meets expectations and (re)purchase intent
is mediated by behavioral loyalty. The study
found that the relationship path between
meets expectations and (re)purchase intent for
each brand is mediated through a predictive
path that meets expectations leads to
attitudinal loyalty, which leads to behavioral
loyalty, which in turn leads to (re)purchase
intent (see Figure 1). For Coca-Cola the
indirect effect (Hair et al. 2006) of this
mediated path is .27 (.48 * .80 * .72), while
the indirect effect is .18 for the Gap (56 * .55
*.59). Thus, H3 is supported.

H4:  The predictive relationship between
meets expectations and (re)purchase intent
is mediated by attitudinal loyalty. The study
found that attitudinal loyalty does mediate the
relationship between meets expectations and
(re)purchase intent for each brand. As
depicted in Figure 1, the mediating
relationship differs with Coca-Cola and the
Gap. For Coca-Cola, attitudinal loyalty
mediates the relationship between meets
expectations and behavioral loyalty (indirect
effect of .28 (.48 * .80 * .72) for the mediated
path). For the Gap, attitudinal loyalty plays
a similar mediating role (indirect effect of .12
(.40 * 55 * 59)). In addition, for the Gap,
behavioral loyalty mediates the relationship
between attitudinal loyalty and (re)purchase
intent, having an indirect effect of .18 (.56 *
.55 * 59). Thus, H4 is supported. However
as indicated, the mediation paths differ for
Coca-Cola and the Gap.

H5:  The predictive relationship between
affective feeling state and (re)purchase
intent is mediated by behavioral loyalty.
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The study reveals evidence that behavioral
loyalty does mediate the relationship between
affective feeling state and (re)purchase intent
for both Coca-Cola and the Gap. However,
the relationship path with each brand is one in
which affective feeling state leads to
attitudinal loyalty, which leads to behavioral
loyalty, which in turn leads to (re)purchase
intent. The indirect effect of this mediated
path is .24 for Coca-Cola (.41 * .80 * .72),
and .13 for the Gap (.40 * .55 * .59). Thus,
H5 is supported.

H6: The predictive relationship between
feeling state and (re)purchase intent is
mediated by attitudinal loyalty. With respect
to the Gap, the study reveals empirical
support that attitudinal loyalty mediates the
predictive relationship between feeling state
and (re)purchase intent. However, there are
two paths of mediation. One path is feeling
state -> attitudinal loyalty -> behavioral
loyalty -> (re)purchase intent, which has an
indirect effect of.13 (40 * .55 * 59). The
other mediated relationship path for the Gap
is feeling state -> attitudinal loyalty ->
(re)purchase intent, which has an indirect
effect of.13 (.40 * .33). With respect to Coca-
Cola, there is only one mediating relationship
in that feeling state -> attitudinal loyalty ->
behavioral loyalty -> (re)purchase intent,
which has an indirect effect of .24 (.41 * .80 *
.72). Thus, H6 is supported. However, the
mediation paths are different for the two
brands.

DISCUSSION AND CONCLUSIONS

The fundamental necessity for studies
such as presented here is primarily based on
the need to strengthen our understanding of
the satisfaction, loyalty and (re)purchase
phenomena and their potential relationships.
Knowledge garnered from such research will
aid scholar’s and practitioners’ efforts to
develop more effective marketing strategies,
which should lead to firms being better
positioned to achieve competitive advantages,

which would then strengthen their potential to
realize enhanced long-term performance
(Woodruff 1997).

For firms with profiles similar to
Coca-Cola and the Gap, this study suggests
that satisfaction strategies designed to
increase consumers’ (re)purchase intent also
need to reinforce aspects of a firm’s
product(s) that are associated with consumers’
loyalty toward that product(s). For example,
most practitioners and theorists are aware that
Coca-Cola awakened the wrath of their
consumer base in 1985 when they introduced
“New Coke” and did away with the traditional
Coca-Cola that millions had come to love.
Fifty-seven days later they returned to the
original formula as “Classic Coke”, and
eventually withdrew “New Coke” (Collins
1995).

In addition, this study’s structural
model suggests that with a more complex
brand (e.g. the Gap, as compared to Coca-
Cola), the model becomes more complicated,

suggesting that satisfaction and loyalty
models which examine attributes and
consequences have the potential to be

dissimilar with disparate brands/products.
What might be causing this dissimilarity?
While Coca-Cola represents the soft drink
category which is fairly restrictive and
constant, the Gap represents a product class
that is multifaceted and more complex, which
is reflective of its products being more
expensive, entailing greater exclusivity, being
more conspicuous, and involving greater
consumer involvement (as compared to Coca-
Cola) (Bearden and Etzel 1982; Halstead,
Jones and Cox 2007). This suggests that
strategies for building and sustaining strong
(re)purchase behavior should differ, in part,
as a function of product complexity and
involvement.

The greater complexity and level of
consumer involvement associated with the
Gap’s products (e.g. the imagery and social
status associated with their products, the
various price levels for different products, the
quality of service by the employees, and
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cleanliness of their stores) may underlie why
the structural model indicates that the
mediating relationships between attitudinal
loyalty and Dbehavioral loyalty and
(re)purchase intent are dissimilar for these
two brands. Indeed, perhaps we should
expect dissimilar models to be revealed across
disparate product classes. Thus, marketers of
more complex products should probably focus
on (using Gap brand products as an example):

e Assuring that the quality of the
products sold, including the fit of the
clothing and the style and selection of
products available, is as the consumer
expects (attitudinal loyalty);

e Developing a shopping experience
that is as “seamless” as possible, with
product easily available, and a
purchase process that is as simple and
enjoyable as possible (behavioral

loyalty);

e Enhancing the bond developed
between the brand and its consumers
(behavioral loyalty and attitudinal
loyalty). For example, Chico’s (an
upscale women'’s clothing retailer) has
built a strong consumer following by
offering well advertised, high quality
fashionable product assortments, as
well as through the use of their
“Passport” program, which
encourages frequent patronage by

offering special promotions and
ongoing discounts to “Passport”
holders.

Based on this study, we believe that
future research should examine brands in
various product groups in order to further
enhance our insights with respect to dissimilar
product complexity and different cognitive
processes (Zinkhan and Braunsberger 2004).
Further, our limited understanding of the
relationship between one’s (re)purchase intent
and their actual (re)purchase behavior of a

brand indicates that future studies should
build upon the one discussed here in order to
strengthen our understanding of the predictive
effect of intent on behavior.

As with any study, ours was subject to
limitations. Because we employed only two
brands that are each well known and
relatively affordable, it is conceivable that
these aspects of Coca-Cola and the Gap
played a role in the study’s results. There is
evidence in the literature that the outcomes of
satisfaction vary in different sectors. For
example, it has been shown that satisfaction
can positively impact profitability for firms in
sectors such as consumer staples, but not in
the transportation sector (Yeung and Ennew
2001). By broadening the number and types
of products that are studied, the ability to
generalize the results of the consumer
satisfaction model utilized in the current study
will be enhanced. Thus, future study could
include brands that are more expensive, less
well-known, and are exclusive or con-
spicuous. This is because people are typically
less influenced by others when deciding about
purchasing and consuming brands such as
used in this study, suggesting that our
findings may not be reflective of other brands
or product classes (Bearden and Etzel 1982).
It may be that the different scales used for
Coca-Cola and the Gap may have contributed
to the somewhat different findings, and results
obtained in a study conducted with university
students may not be representative of other
age or socioeconomic groups. And, lastly, to
help address the limited amount of study that
has examined the correlation between
(re)purchase intent and actual (re)purchase
behavior, future studies need to empirically
test the predictive relationship between these
constructs.
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ABSTRACT

Scholars typically cast switching costs
as entrapments that deter customers from
exiting, thereby provoking harmful word-of-
mouth. In this article we expand this restricted
view by arguing that switching costs relate
differently to positive  word-of-mouth
(PWOM) and negative word-of-mouth
(NWOM), depending on the combinations of
switching costs and switching intentions.

The findings of our research reinforce
studies that suggest switching costs impede
switching intentions. However, PWOM
increases and NWOM decreases with
increasing switching costs. Segregating by
customer segments, calculative customers
who intend to stay but not because high
switching costs hinder switching, give the
strongest PWOM and have the most PWOM
givers. Captive customers entrapped by high
switching costs give strong NWOM and have
high numbers of NWOM givers. While both
segments perceive low switching costs,
committed customers with low switching
intentions give stronger PWOM than disloyal
customers do. Likewise, disloyal customers
with high switching intentions give stronger
NWOM than committed customers do. There
are also more (less) PWOM (NWOM) givers
with committed than with disloyal customers.

This article offers a framework to
explain the complex relationships among
switching costs, switching intentions, and
WOM. The findings should help firms to
understand switching costs’ roles in retaining
customers, identify and harness PWOM
supporters, and minimize damages with
NWOM distracters.

INTRODUCTION

Switching costs are perceived barriers
that can deter customers from leaving
especially when negative experiences occur
(Jones et al. 2007; Klemperer 1987; Sharma
and Patterson 2000). Unlike attributes, such
as service quality or value, which entice
customers to stay by enhancing loyalty,
switching costs discourage customer exits via
inconveniences and penalties. Highlighting
the importance of switching costs in customer
retention, Burnham et al. (2003, p. 119)
contend that “marketing’s pursuit of the
customer satisfaction paradigm has blinded it
to the importance of switching costs, or
worse, that the field has ‘blacklisted’
switching costs as customer harming and thus
unworthy of study.” Switching costs, the
authors continue, may be more effective than
satisfaction in retaining customers. By
ignoring  switching costs, scholars and
managers alike may over-emphasize the role
of satisfaction on customer retention
(Bendapudi and Berry 1997; Fornell 1992).

Research typically relates perceptions
of switching costs to switching intentions or
behavior, whereby consumers who perceive
high switching costs are less likely to switch
brands (Burnham et al. 2003; Patterson and
Smith 2003; Yang and Peterson 2004).
Prevented from switching, these consumers
may engage in harmful word-of-mouth
(WOM) behavior (Jones et al. 2002, 2007;
Maute and Forrester 1993).

These findings, however, offer a
restricted view of the relationship between
switching costs and WOM. The premise is
that customers who perceive high switching
costs may want to switch, and when
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prevented from doing so, they retaliate
through negative WOM. What if consumers
perceive high switching costs, but have no
intentions or desires to switch in the first
place? Likewise, consumers may perceive
low switching costs, are not blocked from
leaving by switching barriers, and choose to
stay. How would the relationship between
switching costs and WOM differ under these
situations? Furthermore, would switching
costs give rise to positive rather than negative
WOM, and under what circumstances would
this occur?

As the 2x2 matrix in Table 1
illustrates, consumers may fall into one of
four segments depending on their perceptions
of switching costs and switching intentions.
Past studies mostly focused on the top right
segment — where consumers intended to
switch but could not due to high switching
costs — and reported that consumers entrapped
by high switching costs tended to harm firms
through negative WOM (e.g. Jones et al.
2002, 2007; Maute and Forrester 1993).

TABLE 1

Segmenting Customers by Switching Costs and Switching Intentions

Switching Costs

n .
c Low High
=
c Disloyal customers Captive customers
et Hiah intend to switch, and intend to switch, but
c Mg low switching costs may are entrapped by high
o not deter them. switching costs.
c
e Committed customers Calculative customers
Q Low choose to stay choose to stay, but not
= notwithstanding low because high switching
)] switching costs. costs entrap them.
No study, however, has explored  word-of-mouth (PWOM) and negative word-

WOM behavior across the four segments.
Bridging re-emerging studies in switching
costs (Jones et al. 2007) and WOM (East et al.
2007; Sweeney et al. 2008), we offer a
framework for examining WOM behavior in
each segment. Extending research that
segregates positive from negative WOM (East
et al. 2007; Samson 2006; Sweeney et al.
2008), we further determine how positive

of-mouth (NWOM) may differ across the
segments, and seek answers to the question:
How do the combinations of perceived
switching costs and switching intentions
relate to the strength and amount of PWOM
and NWOM?

Given the influence of WOM on
consumer behavior, researchers often lament
the lack of studies in “this important but
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neglected area” (East et al. 2007, p. 183;
Sweeney et al. 2008). This study will shed
additional light on the complex nature of
WOM and the roles of switching costs in
retaining customers. The findings will help
firms understand what makes consumers give
PWOM or NWOM, tap the potential of
PWOM supporters, and minimize damages
from NWOM distracters. As WOM may be
more effective than advertising (Day 1971;
Murray 1991), the findings from this study
will also help managers to develop marketing
programs that harness WOM to increase sales.

CONCEPTUAL DEVELOPMENT

Switching Costs Can
Deter Switching

Acting as inconveniences or penalties,
switching costs are perceived barriers that can
deter consumers from changing brands (Jones
et al. 2007; Klemperer 1987; Yang and
Peterson 2004). For example, a survey of UK
bank customers found that dissatisfied
customers remained because they perceived
time, effort, and uncertainty costs as higher
than the potential benefits from switching
banks (Panther and Farquhar 2004). Similarly,
Burnham et al.'s (2003) study of credit card
and long-distance telephone customers
showed that switching costs explained more
loyalty intentions than satisfaction did. As
switching costs did not interact with
satisfaction to determine loyalty intentions,
the two factors acted independently on loyalty
intentions. The authors concluded that firms
should wuse switching costs as well as
satisfaction to maximise customer retention, a
call supported by others (Bendapudi and
Berry 1997; Patterson and Smith 2003).
While customer satisfaction makes it costly
for competitors to take away a brand's
customers, switching barriers make it costly
for customers to switch brands (Fornell 1992).

Bendapudi and Berry (1997) contend
that relationship commitments are either

dedication-based, due to customer desires to
maintain relationships, or constraint-based,
due to high exit barriers such as economic,
social, or psychological costs. Constraint-
based relationships tend to last so long as the
constraints are in place. Once the constraints
no longer apply, customers may not want or
be obliged to continue the relationships.
Switching costs are analogous to constrained-
based commitment (Gustafsson et al. 2005;
Verhoef et al. 2002). Therefore, using
switching costs in lieu of positive actions,
such as improving service quality, may fail in
the long run, particularly when dissatisfaction
persists (Jones et al. 2000).

Despite switching costs’ potential
downside with customer relationship, pre-
vious research reveals that switching costs are
effective switching deterrents. In replicating
these studies, we offer the following research
hypothesis:

H1: Overall, customers who perceive
high switching costs have
low intentions to switch brands.

Switching Costs Might Not
Engender Negative Word-of-Mouth

While studies generally report a
positive relationship between switching costs
and switching intentions, their underlying
assumption is that switching costs obstruct
what customers wish to do — switching —,
thereby giving rise to dissatisfaction and
harmful word-of-mouth (e.g., see Jones et al.
2000, 2007; Maute and Forrester 1993). The
findings may be reasonable if research
considers only entrapped customers, those
who intend to switch but could not due to
high perceived switching costs.

However, given the intensity of
competition with most consumer markets,
firms often offer benefits to customers in
exchange for locking in the customers
through switching costs. Customers may
recognize the high switching costs, but they
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may not be dissatisfied, have no intentions to
exit, and may willingly accept the high
switching costs in order to enjoy the benefits.
For example, loyalty programs, where
customers  accumulate  points  through
spending and redeem the points for goods or
services, are a form of switching costs as
customers have to forfeit their accumulated
points upon exiting a firm (Kumar and Shah
2004; Yi and Jeon 2003).

Similarly, within this study’s context,
mobile service providers often provide free or
subsidized handsets coupled with long-term
contracts  with  punitive  penalties  for
premature terminations (Choi et al. 2001;
Valletti and Cave 1998). Although customers
recognize the switching costs associated with
the contracts, they willingly accept the
contracts in order to get the handsets. Indeed,
they may even favor the firm over its
competitors to agree to be locked-in in the
first place.

Support for the argument that
switching costs need not engender NWOM
also comes from Verhoef et al. (2002), who
initially hypothesized that customers who
maintained relationships with the company
out of anticipated termination and switching
costs were less likely to make positive
referrals. However, their study involving
6,525 customers of a Dutch insurance
company found a negative and nonsignificant
result ( = —.02, p = .26). This suggests that
customers with high perceived switching
costs may indeed give PWOM. Therefore,
contrary to past studies, we expect the
relationship between switching costs and
word-of-mouth to be captured in addressing
the following two research hypotheses:

H2a: Overall, customers with high
switching costs give stronger
PWOM than those with
low switching costs do.

H2b: Overall, customers with high switching
costs give weaker NWOM
than those with low
switching costs do.

Expanding the Relationships among
Switching Costs, Switching Intentions,
and Word-of-Mouth

The twp research hypotheses above
suggest that the relationships among
switching costs, switching intentions, and
WOM are complex. It appears that past
studies mainly tackle the top right segment in
the 2x2 matrix in Table 1, where captive
consumers intend to switch but cannot due to
high switching costs, and are provoked into
giving NWOM. As is argued in the following
sections, consumers may fall into one of four
segments depending on their perceived
switching costs and switching intentions.
Then depending on the combination of
switching costs and switching intentions,
NWOM or PWOM may ensue.

Captive Customers

As research hypothesis H1 posits,
switching costs are effective switching
deterrents. Locked into relationships that they
would rather not be in, captive consumers
may become dissatisfied or even hostile, and
may retaliate by giving NWOM (Jones et al.
2000, 2007; Maute and Forrester 1993). As
Singh (1990) surmises, customers that could
not exit a firm due to high switching costs
have no choice but to seek redress through
NWOM.

Similarly, some scholars suggest that
customers are bound to a brand or firm
through either positive affect or constraints
(Bendapudi and Berry 1997; Gustafsson et al.
2005; Verhoef et al. 2002). Constraint-based
customers maintain relationships out of high-
anticipated termination or switching costs,
and they tend not to refer or may even provide
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negative referrals about a brand. This is
analogous to Dick and Basu’s (1994) concept
of spurious loyalty, where customers remain
with a brand despite possessing low favorable
disposition for the brand.

With captive customers, high switch-
ing costs may lead to dissatisfaction
(Patterson and Smith 2003) or negative
emotions (Jones et al. 2007), and
subsequently NWOM (Anderson 1998;
Richins 1983; Szymanski and Henard 2001).
We therefore hypothesize that among the four
segments in Table 1:

H3a: Captive customers give
the strongest NWOM

H3b: Captive customers have
the highest proportion of
NWOM givers

Calculative Customers

Although exit barriers may increase
the costs of terminating a relationship, they do
not necessarily bring about dissatisfaction
(Maute and Forrester 1993). Customers may
recognize the high switching costs, but they
may not be dissatisfied with the relationship
and have no intentions to switch brands in the
first place. This means that determining the
impact of switching costs on WOM without
accounting for the context in which the
switching costs take place may produce
misleading findings.

As mentioned earlier, within this
research’s context, mobile service providers
often provide free or subsidized handsets
bundled with long-term contracts with
punitive exit clauses (Choi et al. 2001;
Valletti and Cave 1998). Although these
contracts may serve as switching costs to
prevent customers from switching, customers
willingly accept the contracts in order to get
the handsets. In this sense, these customers
are calculative in that they are willing to bear
high switching costs — in exchange for

benefits — because they favor the firm and
have low or no intentions to switch in the first
place.

Lam et al. (2004) provide further
support for this argument. In a study of
customer satisfaction with courier services,
the authors first demonstrated that customer
satisfaction related directly to customer
loyalty. Then they showed that rather than a
direct relationship between switching costs
and loyalty, switching costs positively
moderated the relationship between customer
satisfaction and loyalty. That is, when
switching costs were high, the strength of the
relationship between satisfaction and loyalty
increased. Hence, among the four segments,
we hypothesize that:

H4a: Calculative customers give
the strongest PWOM

H4b: Calculative customers have
the highest proportion of
PWOM givers

Committed and Disloyal Customers

Unlike captive and calculative
customers who face high switching costs,
committed and disloyal customers perceive
low switching costs. We define committed
customers as those with no or low intentions
to switch brands, notwithstanding low
switching costs. That is, had these customers
wish to leave their current brands, the low
switching costs would not have prevented
them from doing so. We further define
disloyal customers as those who intend to
switch brands, and low switching costs are
unlikely to hinder their intentions. These two
customer segments, committed and disloyal,
are analogous to Dick and Basu’s (1994)
concepts of loyalty and no-loyalty,
respectively.

As low switching costs are less
pertinent to their behavioral intentions,
committed and disloyal customers’ intentions
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to stay or switch may stem from their
underlying disposition to a brand (Dick and
Basu 1994; Gounaris and Stathakopoulos
2004; Pritchard et al. 1999). Drawing on
literature that links satisfaction to WOM,
satisfied customers tend to give PWOM, just
as dissatisfied customers tend to elicit
NWOM (Anderson 1998; Mazzarol et al.
2007; Zeithaml et al. 1996). Hence,
comparing committed and disloyal customers,
we hypothesize that:

H5a: Committed customers
give stronger PWOM than
disloyal customers do.

H5b: Disloyal customers give
stronger NWOM than
committed customers do.

In addition, we expect that:

H6a: There are proportionally
more PWOM givers with
committed than with

disloyal customers

H6b: There are proportionally
more NWOM givers with
disloyal than with

committed customers

METHODOLOGY

A subscription service —mobile phones
— served as the research context. With
subscription services, consumers typically use
one brand for long periods, and switch totally
from the brand before adopting another
(Romaniuk and Sharp 2003; Sharp et al.
2002). This contrasts with typical consumer
goods, such as soft drinks, where consumers
may buy multiple brands at each purchase
incidence and over short inter-purchase
periods (Sharp et al. 2002). As subscription
services are intangible and consumers are tied
to a brand for long periods, WOM behaviors

may be accentuated with such services
(Murray 1991; Samson 2006). Hence, we pick
mobile phone service as the research context.

The study was operationalized in
Singapore. Common with mature tele-
communication  markets  with  intense
competition (e.g., see Choi et al. 2001,
Valletti and Cave 1998), Singapore mobile
service providers often bundle their
subscription services with free or subsidized
handsets. Customers who want the handsets
must agree to stay with the providers for
extended periods, usually two years, and face
rather severe penalties should they terminate
prematurely. As such, the lock-in contracts
act as switching costs.

To reduce location bias, mall-intercept
surveys took place in four different
geographical regions of Singapore. For each
region, data were collected at two shopping
malls, twice daily, and over three days.
Stratifying the surveys by region ensured that
the number of respondents in each region was
similar to the proportion indicated by a 2000
population census (SingStat 2000). Aided by
structured  questionnaires,  six  trained
interviewers approached people at mall exits.
After discarding 16 questionnaires for
multiple missing data or invalid responses
(such as when respondents answered all 1’s or
7’s in their questionnaires), the final sample
contained 395 cases, with 180 males and 215
females. Respondents ranged in age from 14
to 64 years (mean = 27 years; median = 25
years), owned a mobile phone, and had active
accounts with local mobile phone service
providers.

Measures

The survey adapted scales from
relevant studies, and used confirmatory factor
analyses to operationalize the constructs. To
reduce scaling effects (Sudman et al. 1996),
all evaluative questions used the same seven-
point Likert scale anchored by strongly
disagree and strongly agree. The questions
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were randomly ordered so as to reduce order
effects (Bickart 1993).

you would recommend that he/she shouldn’t
use your current mobile service provider.”

As with most WOM research, Switching costs were perceived
measuring or observing actual WOM barriers that deter customers from switching
behaviors is unfeasible as respondents can mobile service providers. Similar to

engage in the behavior at any time. Also,
simply asking respondents to recall their past
WOM behaviors may produce recall bias.
East et al. (2007) suggest that rather than
volunteering the information, people mostly
give WOM when others ask for their opinion.
Hence, we contend that subjecting WOM
measures to a condition of what respondents
would say when someone seeks their advice
may reduce recall bias as respondents do not
need to recall past behavior. Based on this
conditional willingness, the item for PWOM
was “If someone were to ask you, you would
recommend your current mobile service
provider to him/her.” Similarly, the measure
for NWOM was “If someone were to ask you,

researchers that operationalize switching costs
as a multi-item factor, we adapted the three-
item scale from Jones et al. (2000) to
operationalize switching costs as a factor of
the time, effort, and monetary costs in
switching mobile service providers. Switching
intentions were a three-item factor measuring
respondents’ intentions to switch from their
current mobile service providers. The items,
two of which were reversed-coded, stemmed
from two studies on service loyalty (Patterson
and Smith 2003; Sharma and Patterson 2000).

Correlation coefficients among the
items ranged from .08 to .55, well below the
.9 collinearity threshold (Hair et al. 2006). For
the two factors, switching costs and switching

TABLE 2

Descriptive and Test Statistics for

Switching Costs and Switching Intentions

Item Descriptive Factor Bartlett's | Cronbach's
Statistics Loading Test Alpha
Switching Costs _ -
SWC1: For me, the costs in time Mean_—4.92 XZ__ 810, df
Range=1to 7 .818 =3,p< g71
effort, and money to change _
. . . Std Dev=1.4 .001
service providers are high
SWC2: It would take a lot of time, Mean=4.68
money and effort for me to switch Range=1to 7 .850
to another service provider Std Dev=1.484
SWC3: In general, | find it a Mean=4.95
hassle for me to change service Range=1to 7 .816
providers Std Dev=1.398
Switching Intentions Mean=4.44 2 =296. df
SWI1: I intend to switch to . X B ’
another service provider in the Range=110 7 791 =3.p< 742
P Std Dev=1.664 001

near future
SWI2: | made the right choice by Mean=4.72
using MSP instead of another Range=1to 7 792
service provider Std Dev=1.222

s . . Mean=4.99
ﬁ/lvglle I intend to continue using Range=1 10 7 870

Std Dev=1.349
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intentions, confirmatory factor analyses were
carried out with Bartlett’s test of sphericity.
Cronbach’s alpha indicated the reliability.
Table 2 shows acceptable results for the
confirmatory factor analyses and reliability
assessments.

Pearson’s correlation coefficient be-
tween switching costs and switching
intentions was .289 (p < .001), below the
collinearity threshold of .9, and indicated
discriminant validity (Hair et al. 2006). We
further tested discriminant validity using
Fornell and Larcker’s (1981) procedure.
Discriminant  validity was assessed by
comparing the variance extracted estimates of
a pair of constructs with the square of the
correlation between the constructs, and
repeating the test for all construct-pairs.
Variance extracted estimates for switching
costs (VE = .686) and switching intentions
(VE = .502) exceeded the squared correlations
between the two constructs (square of r =
.083). Hence, both factors possessed
discriminant validity.

In order to test the hypotheses across
the four segments in Table 1, switching costs
and switching intentions were each divided
into terciles according to their factor scores.
The top tercile represented high switching
costs or switching intentions, while the third
tercile represented low switching costs or
switching intentions. Similar to procedures
adopted by other researchers, the middle
terciles were discarded (Price et al. 2006;
Schofield et al. 2001).

RESULTS

Pearson’s two-tailed correlation tests
indicated that switching costs related
positively to switching intentions (r = .289, p
< .001), positively to PWOM (r = .282, p <
.001), and negatively to NWOM (r = -.161, p
=.001). These results supported H1, H2a, and
H2b respectively.

Table 3 gives the mean scores and
standard deviations of PWOM and NWOM in

TABLE 3

Mean and Standard Deviations of PWOM and NWOM for Customer Segments

PWOM Mean Low Switching Costs High Switching Costs
i itchi Disloyal Captive
Fiigh SWitehing | —3 7g (SD=1.009) 3,96 (5D=0.997)
n=124 n=75
Low Switchin Committed Calculative
Intentions ’ 5.22 (SD=1.215) 5.63 (SD=1.014)
n=64 n=132
NWOM Mean Low Switching Costs High Switching Costs
i itchi Disloyal Captive
Fiigh Switehing 4.12 (SD=1.266) 4 (SD=1.252)
n=124 n=75
Low Switchin Committed Calculative
Intortions 2.55 (SD=1.391) 2.6 (SD=1.295)
n=64 n=132
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each of the four segments. A one-way
ANOVA test indicated that the mean scores
of PWOM (F-score = 84.534, df = 3, p <
.001) and NWOM (F-score = 44.016, df = 3,
p <.001) differed significantly across the four
segments.

Table 4 shows the post-hoc test results
using Tukey HSD for multiple pairs of

segment means. With PWOM, all pairs of
segment means were significantly different,
except for the disloyal-captive segment pair.
With NWOM, all pairs of segment means
were significantly different, except for the
disloyal-captive and committed-calculative
segment pairs.

TABLE 4

Results of ANOVA Post Hoc Test using Tukey HSD

Dependent Variable: Positive Word-of-Mouth (PWOM)
Mean Difference

Segment (1) Segment (J) (1-J) Std. Error Sig.
Disloyal Captive -.178 153 .650
Committed -1.436 161 .000
Calculative -1.847 131 .000
Captive Committed -1.259 178 .000
Calculative -1.669 151 .000
Committed Calculative -410 159 .050

Dependent Variable: Negative Word-of-Mouth (NWOM)
Disloyal Captive JA21 .189 919
Committed 1.574 199 .000
Calculative 1.522 162 .000
Captive Committed 1.453 220 .000
Calculative 1.402 187 .000
Committed Calculative -.052 197 .994

Table 3 and 4 reveal that among the
four segments, captive customers had
significantly ~ stronger NWOM than
calculative and committed customers do.
However, the difference in mean between
captive and disloyal customers was non-
significant. This result failed to support H3a,
which hypothesized that captive customers
give the most NWOM.

Similarly, hypothesis H3b - that
captive customers had the highest proportion

of NWOM givers — was rejected as disloyal
customers (36%) had the highest proportion
of NWOM givers. Nevertheless, captive
customers (28%) still had proportionally more
NWOM givers than calculative (8%) and
committed (3%) customers did.

The results in Tables 3 and 4
supported H4a and H4b. With calculative
customers, PWOM was stronger than and
significantly different from the other three
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segments. Calculative customers (83%) also
had the highest proportion of PWOM givers.

Compared with disloyal customers,
committed customers gave significantly
stronger PWOM, thus supporting H>5a.
Hypothesis H5b found support as disloyal
customers gave stronger NWOM than
committed customers did. Finally, H6a and
H6b were supported, as there were
proportionally more PWOM givers and
proportionally less NWOM givers,
respectively, with committed than with
disloyal customers.

In order to determine the proportion of
PWOM or NWOM givers in each customer

segment, we counted only respondents who
answered agree to strongly agree (five to
seven on a seven-point Likert scales)
regarding their PWOM or NWOM. This
method of counting WOM givers resembled
Reichheld’s (2003) Net-Promoter Score
(NPS) scale. Table 5 shows the proportion of
respondents who gave PWOM or NWOM in
each segment. As an example, out of 124
disloyal customers, 28 or 23% of them were
PWOM givers. A chi-square test indicated
that the number of PWOM (y° = 88.773, df =
3, p <.001) and NWOM givers (x° = 52.190,
df = 3, p <.001) differed significantly across
the four segments.

TABLE 5

Proportions of PWOM and NWOM Givers across Customer Segments

PWOM Low Switching Costs High Switching Costs
High Switching Disloyal Captive

Intentions 28 out of 124 (23%) 25 out of 75 (33%)
Low Switching Committed Calculative

Intentions 48 out of 64 (75%) 110 out of 132 (83%)
NWOM Low Switching Costs High Switching Costs
High Switching Disloyal Captive
Intentions 45 out of 124 (36%) 21 out of 75 (28%)
Low Switching Committed Calculative
Intentions 2 out of 124 (3%) 11 out of 132 (8%)

DISCUSSION AND CONCLUSIONS

This study provides a framework for
investigating  the  relationships  among
switching costs, switching intentions, and
word-of-mouth (WOM). It argues that past
studies provide a restricted view of switching
costs by treating switching costs as
impediments that harm customer relationships
and provoke negative word-of-mouth. It

shows that, contrary to past studies, switching
costs may relate to positive word-of-mouth
(PWOM) or negative word-of-mouth
(NWOM) depending on the combinations of
switching costs and switching intentions.

The results reinforce past studies,
which suggest that switching costs can deter
switching. Indeed, using switching costs to
help retain customers is a common marketing
strategy among firms (e.g., see Choi et al.
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2001; Valletti and Cave 1998). However,
these companies should be wary that
switching costs may also hinder customer
acquisition efforts. Potential customers may
find switching costs unattractive, and turn
away from buying the brand (Burnham et al.
2003; Fornell 1992).

Addressing the research question on
how the combinations of switching costs and
switching intentions may relate to the strength
and amount of PWOM and NWOM, we show
that contrary to past research, switching costs
need not be an entrapment that produces
dissatisfaction and NWOM. Indeed, PWOM
strengthens and NWOM weakens with
increasing switching costs.

An explanation may be that as firms
lock in customers by luring them with
incentives, customers willingly accept high
switching costs in return for the incentives.
This suggests that customers who are willing
to accept high switching costs in the first
place are probably satisfied with a brand, and
harbour no intentions to leave the brand.
These results may also help to explain why
Jones et al. (2007) initially hypothesized that
switching costs gave rise to NWOM, but
failed to find a significant relationship
between switching costs and NWOM.

Taken together, the above findings
have two implications. Firstly, switching costs
may be a dynamic two-edged knife in that
when customers have no intentions to leave,
they see switching costs in a positive light —
in exchange for benefits. However, when they
want to leave, the same switching costs that
they view positively earlier become a
burdensome and costly entrapment. The
second implication is that switching costs
should not be viewed in isolation as negative
and harmful to customer relationships.
Instead, the valence, strength, or amount of
WOM engendered by switching costs depends
on the combination of switching costs and
switching intentions.

With this study, calculative customers
give the strongest and most PWOM among

the four customer segments. Since these
customers do not intend to switch providers
and are not put-off by high switching costs
bundled with free or subsidized handset, they
probably have strong preference for their
mobile service provider over competing
providers. Hence, a high proportion of
calculative customers (83%) are strong
PWOM  givers. Cognitive  dissonance
(Festinger 1957) may also explain the
findings with calculative customers. As these
customers accept high switching costs, they
justify  their  behavior and minimize
dissonance by saying good things about a
brand.

While we hypothesized that captive
customers give the strongest NWOM, the
findings indicate that captive customers
(mean NWOM = 4) lag marginally behind
disloyal customers (mean NWOM = 4.12) in
NWOM strength, although the difference is
nonsignificant. Similarly, the hypothesis that
captive customers have the most NWOM
givers is rejected, as captive customers have
proportionally less NWOM givers (28%) than
disloyal customers (36%) do. A post-hoc
analysis revealed a nonsignificant difference
(t-value = -1.408, p = .161) between the
satisfaction of disloyal (mean satisfaction = -
.659) and captive customers (mean
satisfaction = -.504). This nonsignificant
difference in satisfaction may help to explain
why NWOM did not differ between captive

and disloyal customers, and hence the
hypotheses’ rejections.

Finally, comparing disloyal and
committed  customers, the  supported

hypotheses are unsurprising in that ample
research has demonstrated the link between
satisfaction (dissatisfaction) and PWOM
(NWOM) (e.g. Anderson 1998; Mazzarol et
al. 2007; Zeithaml et al. 1996). What is
interesting, though, is that the proportional of
PWOM givers with committed customers
(75%) is substantially higher than the
proportion of NWOM givers with disloyal
customers (36%). This finding concurs with
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East et al. al. (2007), who argue that market
competition  ensures  that  dissatisfied
customers would eventually leave. Since
majority of customers who remain are
satisfied, PWOM should be more prevalent
than NWOM. The findings also contradict
studies (e.g. Anderson 1998; Sweeney et al.
2008) suggesting the prevalence of NWOM
over PWOM because people tend to
remember negative incidences better than
positive ones.

FUTURE RESEARCH

Future research could address several
limitations of this study. Although we group
switching costs into a single factor, switching
costs may be company-imposed (e.g.,
contractual penalties) or individual-imposed
(e.g., learning effort). Consumers should have
better voluntary control over the latter type of
switching costs, and research should
determine whether WOM behaviors differ
between these two types of switching costs.

Likewise, future research could
investigagte WOM  differences  among
switching costs typologies identified by
earlier studies. For instance, switching costs
may be due to transactional, financial, or
relational (Burnham et al. 2003). Do specific
types of switching costs impact WOM
valence or strength differently?

East et al. (2007) find that people tend
to give PWOM about their current brand and
NWOM about other brands. This study did
not consider respondents’ WOM about other
mobile service providers. Studies could
consider how customers who give PWOM
(NWOM) about their current mobile service
provider are also likely to give NWOM
(PWOM) about other mobile service
providers.

WOM consequences of switching
costs may also depend on the attractiveness of
competing alternatives (Maute and Forrester
1993; Patterson and Smith 2003). Consumers

are more likely to give NWOM when
switching costs prevent them from switching
to alternatives that they perceive as more
attractive than their current brands (Lee and
Cunningham 2001; Maute and Forrester
1993). No published research, however, have
investigated the role of alternative
attractiveness across the four segments in
Table 1.

Finally, according to some
researchers, WOM are mostly elicited rather
than given voluntarily (East et al. 2007;
Mazzarol et al. 2007). Situational cir-
cumstances such as satisfying receivers’ felt
needs or coincidental conversations may give
rise to different WOM behavior (Mangold et
al. 1999). Questions remain on how these
external situations may interact with
switching costs to result in PWOM or
NWOM.
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ABSTRACT

Market segmentation has long been a
successful marketing strategy. In the recent
ten years or so, academics and practitioners in
customer relationship management (CRM)
have respectively proposed and carried out
the further segmentation of the customer base
into sub-segments to achieve further
customized service and they call it customer
segmentation. A review of the customer
segmentation literature reveals that the
customer tolerance to inferiority, an
individual difference, has not been advocated
as a base for customer segmentation. This
study empirically validates that tolerance to
inferiority is a moderator of the effect of
service failure on customer dissatisfaction,
which suggests its utility as a base for
customer segmentation. The practicality and
advantage of using such a base is discussed.

INTRODUCTION

Service failure can cause customer
dissatisfaction (Hedrick et al. 2007), which in
turn can lead to complaining behaviors, brand
switching, and negative word-of-mouth
(Hirschman 1970; Singh 1988). Although
service failure is to be avoided, it is inevitable
(Hart et al. 1990). The chance of occurrence
of service failure can only be minimized;
hence, the question is, to what extent? A close
to 100% failure-free rate would, of course, be
preferable, but the cost would be very high.
Indeed, to try to achieve an even higher
failure-free rate when it is already high would

increase costs exponentially.  Hence, an
opportunity exists to segment a customer base
into more tolerant and less tolerant segments.
For customers in the former segment, a
relatively less failure-proof service delivery
process could be adopted and less
experienced service employees be deployed.
This does not mean more tolerant customers
would be treated unfairly, since the cost saved
could be passed on to them through a
preferential pricing scheme or used for the
enhancement of other attributes of the same
service to the same customer. Moreover, it is
assumed that, regardless of the tolerance level
of the customers, service failure is to be
backed up by service recovery. So the aim is
to achieve more customized service, which is
one of the most important objectives in
customer relationship management (i.e., CRM,
a management philosophy in marketing).
Surprisingly, there is a dearth of research
exploring such a segmentation possibility.
Therefore, we attempt to empirically validate
that tolerance to inferiority is a customer
disposition, or individual difference, that
moderates the effect of service failure on
customer dissatisfaction. Then we recommend
its use as a base for customer segmentation
and discuss its practical use in a service
context.

LITERATURE REVIEW

Market segmentation has been so
important a topic in marketing that after
Smith (1956) suggested it as an alternative
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marketing strategy, more than 400 scholarly
journal articles have been devoted to the study
of it. Bases for market segmentation have
been frequently discussed in these articles and
divided by Kotler and Keller (2006) into four
categories: geographic, demographic, psycho-
graphic and behavioral. In the last two
decades, with the fast growing popularity of
CRM in both academic studies (e.g., Rootman,
Tait and Bosch 2008; Valos, Bednall and
Callaghan 2007; Zineldin 2006; Mitussis,
O'Malley and Patterson 2006; Kamakura,
Mela, Ansari and Bodapati 2005; Sin, Tse and
Yim 2005; Rust and Verhoef 2005; Agrawal
2003-4; Taylor and Hunter 2003; Cho and
Hiltz 2003; Feinberg and Kadam 2002; etc.)
and practical discussion (e.g., Read 2009;
McKay 2008; Lassar, Lassar, and Rauseo
2008; Kale and Klugsberger 2007; Britt 2006;
Gillies, Rigby and Reichheld 2002; etc.),
scholars have proposed and practitioners have
undertaken further segmentation of a com-
pany’s customer base (i.e., the company’s
targeted segment[s] resulting from market
segmentation). The objective is to achieve a
higher degree of customization to enhance
customer satisfaction, which in turn leads to
customer retention (Lemon, White and Winer
2002) and higher purchase intention. For
example, Taylor and Baker (1994, p.172)
asserted that the highest level of purchase
intentions are observed when both service
quality and satisfaction are high. Recently,
Carrillat, Jaramillo and Mulki (2009) found
support for the indirect effect of customer
satisfaction to purchase intention through the
mediator attitudinal loyalty.

Whereas published research into
market segmentation is abundant, that into
customer segmentation is less so, and that
specifically related to bases for customer
segmentation even less so. This may be due
to the short history of CRM (less than two
decades); also, customer segmentation does
not work as well if it is not part of a CRM
program. A review of the -customer
segmentation literature reveals that customer
profitability or value (or potential value) to

the company is the most poplar segmentation
base (e.g., Garland 2005; Marcus 1998;
Emmelhainz and Kavan 1999; Reinartz and
Kumar 2000, etc.). Examples of other bases
include, but are not limited to, the strength of
the customer relationship with the company
(Hulten  2007); price-sensitivity  (Raju,
Narahari and Ravikumar 2006; Barone and
Bella 2004); gaming behavior (Ip and Jacobs
2005); the time dimension (Badgett and Stone
2005); loyalty and potential growth of
customers (Grisaffe 2004); switching cost,
product importance and purchase uncertainty
(Wangenheim 2003); service satisfaction
(Athanassopoulos 2000); the goodness-of-fit
criteria of various rating tools (Baestaens
1999); and customer shopping cost (Bell, Ho
and Tang 1998). Moreover, individual
differences can also be used for segmentation.
For instance, customers can be segmented
according to their strength of extraversion and
degree of openness (Matzler, Bidmon and
Grabner-Krauter 2006) and extent of
maximizing trait (Chowdhury, Ratneshwar
and Mohanty 2009). They can also be
divided into four personality orientation
segments: “thinking”, “material”, “feeling”
and “intuitive” segments (Gountas and
Gountas 2007). After an exhaustive attempt
to review the literature in segmentation, we
have found that tolerance to inferiority — a
personality trait that belongs to psychographic
segmentation — appears never to have been
advocated as either a customer or market
segmentation base.

While people are motivated to
withdraw from threat, they are able to sustain
it to some degree. Tolerance captures the
individual response pattern in the face of
perceived threat, which is physical or
psychological distress (tolerance to distress)
(e.g., Daughters, Lejuez and Kahler 2005).
Different tolerance constructs have been
developed for different threats, such as vague
and uncertain situations (tolerance to
ambiguity) (e.g., Budner 1962; Frenkel-
Brunswik 1949; Frone 1990; Keenan and
McBain 1979; Keinan 1994; Norton 1975)
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and dissimilar others (tolerance to out-groups)
(e.g., Greenberg, Simon, Pyszczynski,
Solomon and Chatel 1992; Guindon, Green
and Hanna 2003; Martin and Westie 1959).

Among these tolerance concepts is the
tendency to endure or accept unfavorable
situations. Although the general concept of
tolerance has been developed in the
psychology literature and embraced within the
consumer behavior community, there has
been no application related to inferiority in
consumer marketing. Consumers are dis-
positional entities (Baumgartner 2002). Their
dispositional characteristics greatly influence
their behaviors. Tolerance to inferiority is
introduced in this paper to capture individual
response patterns under a different kind of
threat — poor product performance. A con-
sumer tends to accept poor product
performance if he/she has a high capacity to
withstand the psychological discomfort that
arises from it. Tolerance to inferiority is
viewed as a personality trait and thus is
defined as the tendency of a consumer to
withstand the psychological discomfort that
arises from poor product performance and
thus accept that poor product performance.

Personality traits refer to the enduring
tendencies that one acts or reacts in certain
ways (Lazarus 1971). They are presumably
carried around from situation to situation and
imply a certain likelihood of behaviors.
Tolerance to inferiority is a dispositional
concept because it describes individual
characteristic  responses to substandard
performance. For example, when consumers
with high tolerance to inferiority experience
poor product performance, they are less likely
to get irritated and more likely to continue
and even repeat the consumption.

Tolerance to inferiority is distinct
from involvement. First, the former captures
one’s capacity to sustain poor product
performance, whereas the latter refers to one’s
perceived personal relevance of a product
(Zaichkowsky 1985). A consumer is involved
with a product to the degree that he/she
perceives the product to be self-related or

instrumental in achieving his/her personal
goals and values (Celsi and Olson 1988).
Second, tolerance to inferiority is an
individual dispositional characteristic, where-
as consumer involvement is specific to
product categories or purchase occasions
(Laurent and Kapferer 1985).

One seemingly similar segmentation
base is customer expectation of service
quality (Diaz-Martin, Iglesias, Vazquez and
Ruiz 2000; Thompson and Kaminski 1993;
Webster 1989) but tolerance to inferiority is
distinct from expectations. Zeithaml, Berry
and Parasuraman (1993) suggested a
hierarchy of consumer expectations. On the
top is desired service, which captures
customer ideals about service performance;
predicted service, which reflects customer
estimations of what will be delivered, follows;
at the bottom is adequate service, which is the
minimum level of service customers can
accept. While tolerance to inferiority is a
personality trait, consumer expectations
reflect a set of goals pursued in a consumer
context. Although one’s tolerance to
inferiority may influence the minimum level
of a particular service he/she can accept, by
nature, they are two distinct constructs.

Another seemingly similar segment-
ation base is tolerance to risk suggested by
Nairn (2005). It is specific to the investment
context and not conceptualized as a
personality trait. Moreover, risk is essentially
different from product inferiority in that
perceived risk is typically a pre-purchase
perceptual phenomenon while  product
inferiority is learned after the purchase has
been made.

In this article, we advocate the use of
tolerance to inferiority as a customer
segmentation base in the service context not
only because it is original [not surprisingly, a
review of literature also reveals that the
moderating effect of tolerance to inferiority
on the effect of service failure on customer
satisfaction and/or dissatisfaction has not been
tested before], but because it may contribute
to more effective CRM. To demonstrate why
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tolerance to inferiority can serve as a
customer segmentation base, we attempt to
develop theory and formulate hypotheses
based on the literature. We then empirically
test the hypotheses to see whether (or how)
tolerance to inferiority moderates the effect of
service failure on customer dissatisfaction. In
the concluding discussion section of this
article, we will explain how tolerance to
inferiority can contribute to more effective
CRM.

CONCEPTUAL MODEL AND
HYPOTHESES

Satisfaction IS considered a
“consumer’s fulfillment response” (Oliver
1997, p. 13), which represents “a feeling
developed from an evaluation of the use
experience” (Cadotte, Woodruff and Jenkins

favored the notion of satisfaction as an overall
affective response to an evaluative response.

Lazarus’ (1991) appraisal theory
suggests that people interpret events in terms
of the relational meanings of the events with
regard to their personal goals and
consequently experience discrete emotions.
Thus, it provides an ideal framework to
understand the impact of service failure on
customer dissatisfaction, an overall negative
affective state that results from customer’s
need fulfillment judgment, and its underlying
process.

It is against this backdrop that we
offer Figure 1 to summarize our conceptual
model. H1, H2 (a, b and c), H3 and H4 are
hypotheses to be explained shortly. Based on
appraisal theory (Lazarus 1991), it is
hypothesized that customer tolerance to
inferiority affects the way in which

1987, p. 305). Giese and Cote (2000) further ~ consumers interpret service failures and
suggested that most customers used a variety ~ whether they will become dissatisfied
of affective words to describe and define afterwards.
satisfaction and that more recent literature
FIGURE 1
The Conceptual Model
Service H2(a) The Perception of H2(b) Customer
Failure +— | Service Inadequacy ———»| Dissatisfaction
A
H1
—
L A
H3 H4

Tolerance to Inferiority




72 The Service Failure—Customer Dissatisfaction Link

Service Failure and
Customer Dissatisfaction

Lazarus (1991) argues that human
emotions are the products of the cognitive
evaluation of events. Specifically, an event-
appraisal-emotion link exists in which the
evaluations and interpretations of an event
determine whether an emotion will be felt and,
if so, which one it will be. Goal relevance
and goal congruence are two components of
the primary appraisal of an event. The former
concerns whether an event is relevant to
personal goals. No emotion is elicited if the
event is irrelevant to any of the appraiser’s
goals. The latter concerns whether the event
that is encountered matches the personal goals
of the appraiser. Positive emotions will be
elicited by events that are goal congruent and
negative emotions by those that are not.

Service failure is an error or other
problem that occurs in the delivery of service
(Hedrick, Beverland and Minahan 2007), that
is, when service performance falls below
customer expectations (Hess, Ganesan and
Klein 2007). Customers experience loss
during service failure, and the magnitude of
the experienced loss is called failure severity
(Hart, Heskett and Sasser 1990; Hess,
Ganesan and Klein 2007).

Service failure is an event that
customers are likely to appraise. It is
considered to be motivationally relevant
because it is a source of pain and customers
are personally concerned with service
performance, and to be motivationally
incongruent because the performance level is
not congruent with customer expectations.
Such evaluations lead to negative emotions
and contribute to customer dissatisfaction —
an overall negative affective state (Giese and
Cote 2000). For example, Steven gets in a
cafeteria for lunch. He is seated and then
orders a dish. If later the dish comes with a
dead worm in it, Steven must be very
dissatisfied. Steven’s consumption experience
at the cafeteria goes against his personal goal
of living a hygienic and healthy life. So he is

obviously dissatisfied with the cafeteria
service.  Taking the above-detailed into
account, then, the following research
hypothesis is proposed:

H1: Service failure leads to customer
dissatisfaction.

Mediating Effects of the Perception
of Service Inadequacy

Because adequate service is at the
bottom of Zeithaml, Berry, and Parasur-
aman’s (1993) expectation hierarchy, it is
most salient in the appraisal process of service
failure.

Appraisal theory (Lazarus 1991) holds
that negative emotions are elicited when goals
are both relevant and incongruent. As
adequate service is a relevant goal, service
inadequacy reflects the degree of goal
incongruence. When service failure s
appraised to be so severe that it cannot even
live up to the adequate level, service
inadequacy is perceived. The more severe the
service failure, the more likely it is that a
customer will perceive the service to be
inadequate and thus feel dissatisfied. Hence,
it is logical to believe that the perception of
service inadequacy mediates the relationship
between service failure and customer
dissatisfaction.

Johnston (1995) and Santos and Boote
(2003) proposed that adequate performance
and service inadequacy are related to
dissatisfaction but did not empirically test for
relationship, but we will. Indeed, we posit the
following research hypotheses.

H2 (a): Service failure leads to perception of
service inadequacy.

H2 (b): Perception of service inadequacy

leads to customer dissatisfaction.
H2 (c): The relationship between service
failure and customer dissatisfaction is
mediated by the perception of

service inadequacy.
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Moderating Effects of
Tolerance to Inferiority

Appraisal theories (e.g., Ellsworth and
Scherer 2003; Lazarus 1991) suggest that
appraisal processes and emotional
experiences vary with individuals. Several
individual differences have been proposed to
moderate how people respond to service
failure. For instance, in the event of service
failure, customer satisfaction and loyalty are
lower among customers that have no or a
weaker relationship with the service provider
and the relationship between customer and
service provider moderates the effects of
failure on consumer satisfaction (Priluck,
2003). Marquis and Filiatrault (2003) found
that public self-consciousness moderates
customer’s response to waiting. While
waiting in line with strangers at a movie
theater, high public self-consciousness
customers have an attentional focus directed
toward time, attribute more control to service
managers, and evaluate the theater more
negatively.

Personality  traits  have  been
considered as important individual differences
that intervene in the appraisal processes.
Appraisal theories (e.g., Ellsworth and
Scherer 2003; Lazarus 1991) maintain that
personality affects the appraisal process,
which means that the emotions that are
generated vary with the individual (Lazarus
1991). It is thus argued that tolerance to
inferiority, which is an individual
dispositional  characteristic, affects the
customer appraisal process of service failure.

According to Weber’s Law, the just
noticeable difference between a stimulus and
a standard increases as the standard increases
(Coren and Ward 1979). Therefore, if
customers have a high tolerance to inferiority,
then the service failure needs to reach a
severe level before they notice that it is
greater than they can tolerate. In contrast, if
customers have a low tolerance to inferiority,
then even a small failure is enough for them
to conclude that the service is inadequate.

Thus, the perception of service inadequacy is
more likely to occur in customers with a low
tolerance to inferiority.

This implies that intolerant customers
are more sensitive to service failure and
tolerant customers are less sensitive to service
failure in the formation of perception of
service inadequacy. This can be captured by
the following research hypothesis:

H3: The effect of service failure on customer
perception of service inadequacy is stronger
(weaker) in customers with lower (higher)
tolerance to inferiority.

The perception of service inadequacy
is a reflection of goal incongruence. Hence, if
customers have a high tolerance to inferiority,
then a large increase in service failure is
necessary before they perceive service
inadequacy and goal incongruence. Because
customer dissatisfaction is an outcome of goal
incongruence, a severe service failure is
necessary for tolerant customers to feel
dissatisfied, whereas only a small failure is
enough to make intolerant customers feel
dissatisfied.

This implies that intolerant customers
are more sensitive to service failure and
tolerant customers are less sensitive to service
failure in the eventual forming of customer
dissatisfaction, which in turn can be captured
by the following research hypothesis.

H4: The effect of service failure on customer
dissatisfaction is stronger (weaker) in
customers with lower (higher)
tolerance to inferiority.

RESEARCH METHOD

The hypotheses were addressed in a
laboratory experiment with a 2 (high versus
low tolerance to inferiority) x 2 (presence
versus absence of failure) between-subjects
full factorial experimental design. Two
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hundred and forty-two undergraduate students
(56% of whom were males) participated in the
experiment and were paid for their
participation.

Stimulus

Accommodation service (apartment
renting) was chosen as the stimulus in the
study. There are several reasons for this
choice. First, focus group discussions with
the students indicated that they were familiar
with apartment renting service. Second, these
discussions indicated that accommodation
was one of the greatest concerns of students
and therefore motivationally relevant to them.
Motivationally relevant issues are necessary
to elicit emotions and dissatisfaction out-
comes. Third, the discussions also revealed
that the level of tolerance to inferior
accommodation varied among the subjects.
Fourth, accommodation features could be
clearly presented with pictorial and audio
descriptions so that the manipulation of
service failure would be effective. Eight
aspects that were identified in the focus group
discussions were used to characterize the
features of the accommodation: building age,
building  safety, decor/furniture, home
appliances, electricity/water supply, drainage,
neighbors and air quality.

Procedures

Each subject’s tolerance to inferiority
was measured before the experiment. In the

experiment, the subjects were given a
contrived market research report that
contained a tolerance to inferiority

manipulation. They were then exposed to an
apartment that was presented in a flash file, in
which the service failure was manipulated,
and asked to imagine that they had rented it.
Finally, they were asked to complete
dependent and demographic measures and
manipulation checks were taken.

The Moderator: Tolerance to Inferiority

Tolerance to inferiority represents the
capacity to accept poor performance. In this
study, it was operationalized as the extent to
which an individual could accept various
inferior situations in accommodation services
(refer to Appendix 1 for the measures).
Before the subjects were exposed to the
experimental setting, their tolerance to
inferiority was measured. They were asked to
express to what degree they could tolerate
various inferior situations in an apartment
renting context: the renting of a bad apartment
in an old building, dangerous building
conditions, poor decor/furniture, outdated
home appliances, an irregular electricity/water
supply, ineffective drainage, bad neighbors
and low air quality. Items were rated on a 7-
point Likert-type scale ranging from 1 (“not
acceptable at all”) to 7 (“totally acceptable”)
with 4 (“neutral”) as the midpoint
(Cronbach’s alpha = 0.78, n = 238). A
confirmatory factor analysis showed that the 8
items were indicators of one common factor
and the model fit was acceptable y2 = 162.70
(df = 20, p < .05; SRMR = .09; IFI=.88; CFI
= .88). It is difficult in a laboratory setting to
change a tolerant person into an intolerant one
or vice versa. Therefore, based on their pre-
test scores, the subjects were divided equally
into  high-tolerance and  low-tolerance
treatment groups. A manipulation was used to
strengthen the pre-existing disposition of the
subjects. They were exposed to one of two
different contrived housing bureau market
research reports about young people’s
tolerance to inferiority of accommodation
services. The high-tolerance version reported
that most young people were very tolerant of
various inferior situations in apartment
renting. The low-tolerance version reported
that most young people were not at all
tolerant of such situations. After the
manipulation, the subjects were asked again
to express to what degree they could tolerate
the various inferior situations of the apartment
renting service (Cronbach’s alpha = 0.84, n =
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215). There was a significant difference
between the two treatment conditions. The
subjects under the high-tolerance treatment
condition were more tolerant (M = 3.25) to
inferiority than those under the low-tolerance
treatment condition (M = 2.00, t(201.87) =
17.19, p<0.01).

The Independent Variable:
Service Failure

Since different subjects have different
latitudes of acceptance/rejection towards a
particular stimulus (Sherif 1963), they were
randomly assigned to presence or absence of
failure treatment conditions. They were
exposed to one of two video and audio
descriptions of an apartment renting service.
Eight features of apartment were manipulated.
The failure version presented a poor
apartment with few appliances, old age,
unsafe structure, furniture hazardous to health,
unsteady electricity and water supply,
drainage sometime clogged, unfriendly
neighbors and bad air quality; while the
absence of failure version presented an
apartment with normal conditions.

The manipulation was created based
on two independent sessions of focus group
with 16 undergraduate students. The
participants discussed their experiences of
renting apartments and were directed to talk
more about the experiences they considered to
be service failures. The frequently mentioned
failures  were incorporated into  the
manipulation. We pretested the failure-present
and failure-absent scenarios with 90 different
undergraduate students and found that the
former [M=2.28] was evaluated worse than
the latter [M=5.79, t(25) = 7.92, p < 0.01].
Then, the manipulation was used in the
experiment with confidence.

In this experiment, the manipulation
was checked by asking the subjects to indicate
the degree to which they thought that failure
was absent in the apartment renting service on
a 7-point Likert-type scale ranging from 1
(“not at all”) to 7 (“totally”) with 4 (“neutral”)

as the midpoint. The manipulation was
effective: the subjects under the absence of
failure condition perceived nearly no failure
at all in the apartment renting service [M =
6.20], whereas those under the presence of
failure condition perceived failure [M = 1.94,
t (215) =53.00, p < 0.01].

The Dependent Variable:
Customer Dissatisfaction

Customer dissatisfaction is a negative
affective state (Giese and Cote 2000). In this
study, it was measured with 12 items
(dissatisfied, displeased, frustrated, terrible,
angry, cold, bad, down, unpleasant, tense,
disappointed and unimpressed) that were
adapted from Cadotte, Woodruff and Jenkins
(1987), Spreng, MacKenzie and Olshavsky
(1996) and Spreng and Page (2001). Subjects
were asked to indicate the degree to which
they agreed that they had these feelings about
the apartment renting service on a 7-point
Likert scale ranging from 1 (“strongly
disagree”) to 7 (“strongly agree”) with 4
(“neutral”) as the midpoint (Cronbach’s alpha
=0.98, n = 214).

The Mediator: Perception of
Service Inadequacy

Perception of service inadequacy
refers to the perception of a discrepancy
between actual and adequate performance. Its
measure was adapted from Oliver (1997).
Subjects were asked to compare the presented
performance with the worst performance that
they would accept and then to rate the
difference between the two on a 7-point
Likert-type scale ranging from 1 (“much
worse”) to 7 (“much better”) with 4 (“exactly
the same”) as the midpoint.

RESULTS
The subjects in the four treatment cells

exhibit remarkable similarity in age [F(3, 230)
= 0.69, p = 0.56], family income [F(3, 238) =
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0.88, p = 0.45] and sex distribution [chi
square = 2.96, p = 0.40]. Thus, there is no
need to account for demographic effects when
addressing the research hypotheses. The
results of hypothesis testing are presented in
Table 1.

Results of H1 and H4

The ANOVA results of customer
dissatisfaction reveal that the main effect of

service failure on customer dissatisfaction is
significant [F (1, 210) = 1337.51, p < 0.01]
and the “service failure x tolerance to
inferiority”  interaction effect is also
significant [F (1, 210) = 21.82, p < 0.01]. It
can also be realized by eyeballing Figure 2
where the two tolerance lines are obviously
not parallel, to the extent that they cross each
other at a particular point.

FIGURE 2

ANOVA Results of Customer Dissatisfaction
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Simple effect analyses (Keppel and
Zedeck 1989) were performed. At high
tolerance to inferiority, dissatisfaction is
lower in the absence-of-failure than the
presence-of-failure treatment group [M (absence)
=1.95, M (presence) = 4.96, F (1, 210) = 493.25,
p < 0.01]. At low tolerance to inferiority,
dissatisfaction is also lower in the absence-of-

T
Failure Presence

failure than the presence-of-failure treatment
group [M (absence) = 1.86, M (presence) = 5.76, F
(1, 210) = 878.23, p < 0.01]. These results
demonstrate that when service failure is
present, customers are more dissatisfied than
when it is absent, thus H1 is supported.

The impact of service failure on
customer dissatisfaction is stronger in the low
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TABLE 1

Results of Hypothesis Testing

Sum of Mean Sig

Squares Square
ANOVA of Customer Dissatisfaction:
Failure 629.90 1 629.90 1337.51 .00
Tolerance 6.54 1 6.54 13.89 .00
Failure * Tolerance 10.28 1 10.28 21.82 .00
Error 98.90 210 .47
Presence vs. Absence of Failure at High Tolerance:
Contrast 232.30 1 232.30 493.25 .00
Error 98.90 210 .47
Presence vs. Absence of Failure at Low Tolerance:
Contrast 413.60 1 413.60 878.23 .00
Error 98.90 210 .47
ANOVA of Service Inadequacy:
Failure 337.33 1 337.33 501.09 .00
Tolerance 4.05 1 4.05 6.02 .02
Failure * Tolerance 9.18 1 9.18 13.63 .00
Error 143.39 213 .67
Presence vs. Absence of Failure at High Tolerance:
Contrast 116.14 1 116.14 17252 .00
Error 143.39 213 .67
Presence vs. Absence of Failure at Low Tolerance:
Contrast 231.84 1 231.84 34438 .00
Error 143.39 213 .67
ANCOVA of Customer Dissatisfaction:
Service Inadequacy 2.56 1 2.56 5.55 .02
Failure 153.11 1 153.11 332.15 .00
Tolerance 5.16 1 5.16 11.19 .00
Failure * Tolerance 7.48 1 7.48 16.22 .00
Error 96.34 209 .46
Presence vs. Absence of Failure at High Tolerance:
Contrast 105.64 1 105.64 229.16 .00
Error 96.34 209 .46
Presence vs. Absence of Failure at Low Tolerance:
Contrast 127.22 1 127.22 275.98 .00

Error 96.34 209 .46
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tolerance to inferiority than high tolerance to
inferiority treatment group [MS (low) = 413.60,
MS (highy = 232.30, where MS = Mean
Squares]. Combining these results with the
significant interaction effect [F (1, 210) =
21.82, p < 0.01], H4 is supported.

Results of H2 (a) and H3

The ANOVA results of perception of
service inadequacy reveal that the main effect

of service failure on perception of service
inadequacy is significant [F (1, 213) = 501.09,
p < 0.01] and the “service failure x tolerance
to inferiority” interaction effect is also
significant [F (1, 213) = 13.63, p < 0.01]. It
can also be realized by eyeballing figure 3
where the two tolerance lines are obviously
not parallel, to the extent that they cross each
other at a particular point.

FIGURE 3

ANOVA Results of the Perception of Service Inadequacy
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Simple effect analyses (Keppel and
Zedeck 1989) were performed. At high
tolerance to inferiority, perception of service
inadequacy is lower in the absence-of-failure
than presence-of-failure treatment group [M
(absence) = 2.50, M (presence) = 4.60, F (1, 213) =
17252, p < 0.01]. At low tolerance to
inferiority, the perception of service
inadequacy is also lower in the absence-of-
failure than presence-of-failure treatment
group [M (absence) = 2.37, M (presence) = 5.28, F
(1,213) = 344.38, p < 0.01]. Thus, H2 (a) is
supported.

T
Failure Presence

The impact of service failure on the
perception of service inadequacy is stronger
in low tolerance to inferiority than high
tolerance to inferiority treatment group [MS
(low) = 231.84, MS (highy = 116.14].
Combining these results with the significant
interaction effect [F (1, 213) = 13.63, p <
0.01], we assert that H3 is also supported.

Results of H2 (b) and H2(c)

Baron and Kenny’s (1986) approach
was used to test the mediating effect of the
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perception of service inadequacy on the
relationship between service failure and
customer dissatisfaction.

The ANCOVA results of customer
dissatisfaction show that the perception of
service inadequacy is a significant covariate
[F (1, 209) = 5.55, p = 0.02; perception of
service inadequacy and customer
dissatisfaction are positively correlated: r =
0.82, p<0.01].

The perception of service inadequacy
reduce the main effect of service failure [from
F (1, 210) = 1337.51, p< 0.01 to F (1, 209) =
332.15, p < 0.01, and a 76% reduction in the
mean squares from 629.90 to 153.11].
Specifically, it reduces the effect of service
failure treatment at both high tolerance to
inferiority [from F(1, 210) = 493.25, p < 0.01
to F(1, 209) = 229.16, p < 0.01, and a 55%
reduction in the mean squares from 232.30 to
105.64] and low tolerance to inferiority [from
F(1, 210) = 878.23, p < 0.01 to F(1, 209) =
275.98, p < 0.01, and a 69% reduction in the
mean squares from 413.60 to 127.22].

These results demonstrate that
perception of service inadequacy leads to
customer  dissatisfaction and that the
relationship between service failure and
customer dissatisfaction is partially mediated
by the perception of service inadequacy.
Therefore, H2 (b) and H2(c) are supported.

DISCUSSION

We use students as customers and
accommodation as service in an experiment to
examine the moderating effect of tolerance to
inferiority on the relationship between service
failure and customer dissatisfaction. We
believe that we have achieved realism in the
experimental setup because students are
customers of accommodation services in real
life. Therefore, we assert that the results can
be generalized to real-life situations and thus
have valuable implications for managers. The
empirical results confirm that 1) there exist
customers who are tolerant and those who are
intolerant to inferiority, and 2) tolerance to

inferiority moderates the effect of service
failure on customer dissatisfaction in such a
way that the higher is the tolerance of
customers, the less is the dissatisfaction
resulting from service failure, and vice versa.
Hence, we have addressed the five criteria for
effective segmentation of Kotler and Keller
(2006), who state that resulting segments
should be 1) measurable, 2) substantial, 3)
accessible, 4) differentiable and 5) actionable.
We advocate the use of tolerance to inferiority
to segment one’s existing customer base in a
CRM program (i.e., customer segmentation),
so the resulting segments are, of course, 1)
“measurable”  because  key  customer
information is available in an adequate CRM
program, 2) “substantial” because no segment
is ignored after the segmentation and 3)
“accessible” because a customer database is
available in any CRM program. The empirical
results of our experiment confirm that the
resulting segments are 4) “differentiable”
because tolerant and intolerant customers
respond differently to service failure. To
demonstrate how the last criterion, 5)
“actionable,” is achieved, we explain what
actions service managers can take to get the
most out of the advocated segmentation base
in their CRM program.

Managerial Implications

The cost of retaining existing
customers is much lower than that of
attracting new ones (Marcus 1998). Service
failure is a major source of customer loss
(Hirschman 1970; Singh 1988); thus,
avoiding service failure is a major task of
service managers. Unfortunately, service
failure is inevitable, and the lower the failure
rate the higher the cost of the service. In the
past, we can only operate an acceptable
failure rate in service delivery for all
customers. Now, using customer tolerance to
inferiority to segment one’s customer base
into tolerant and intolerant segments, at least
two service failure rates can be managed: a
higher failure rate (and thus lower cost) for
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tolerant customers, and a lower failure rate

(and thus higher cost) for intolerant customers.

For instance, in deciding whether to
deliver a service through process A (pA) with
a lower cost but higher failure rate or through
process B (pB) with a lower failure rate but
higher cost, managers could consider the
tolerance level of their customers. Delivering
a service through pA to tolerant customers
and through pB to intolerant customers would
help to minimize costs, customer dis-
satisfaction and switching. Likewise, in
deciding whether to provide training program
A (tA), which is less rigorous and thus less
costly, or training program B (tB), which is
more rigorous and thus more costly, for
frontline service employees, managers could
consider the tolerance level of customers.
Providing tA for frontline employees serving
tolerant customers and tB for those serving
intolerant customers would also help to
minimize costs and customer dissatisfaction.
By the same token, deploying more
experienced staff members to serve intolerant
customers and less experienced staff members
to serve tolerant customers would have the
same effect on costs and dissatisfaction.

This could appear to be an unfair
treatment to customers. Does it represent a
kind of discrimination against tolerant
customers? No! The purpose of such
segmentation is not to take advantage of but
to deliver an even higher level of customized
service to customers. The cost so saved from
serving a tolerant customer could be used to
enhance other attributes of the same service
for the same customer or passed on to him or
her through a preferential pricing scheme. The
cost saving would be especially significant if
the service is a kind of professional service.
Consider an advertising agency that deploys
less experienced and less rigorously trained
service employees to deliver the service
through a relatively less failure-proof service
delivery process and then offers a lower price
to tolerant customers. In such a case, the price
difference could be substantial enough to turn
around the affordability of the service (i.e., a

service currently unaffordable to some
customers could be made affordable). Of
course, in our proposition, service failure is to
be backed up by service recovery, regardless
of whether the customer is tolerant or not.

It is a subject of debate if the cost
saved from serving a tolerant customer is not
transferred back to the customer but
transformed into higher company profitability.
Although such practice may not be seen as
unethical today as even offering different
prices for customers with different price
sensitivities has become normal in many
industries (e.g., Kurata and Bonifield 2007;
Raju, Narahari and Ravikumar 2006), we
strongly advocate that tolerance to inferiority
be used as a customer segmentation base to
achieve a higher degree of customization
rather than higher profitability.

Until tolerant and intolerant customers
can be identified through demographic
variables such as age, income, education level
and so forth, tolerance to inferiority as a
segmentation base is useful in only customer
segmentation but not market segmentation. In
a CRM program, a customer database exists
that can also be used to store information
about the tolerance level of customers. The
tolerance of a particular customer can be
measured through a questionnaire embedding
in other routine measurements such as service
quality and/or customer satisfaction level
survey. Frontline service employees can also
be trained to assess the tolerance level of a
particular customer after each service
encounter (especially when the service is not
perfectly delivered) and record it in the
database. Content analysis of customer
complaints could also be used to assess the
tolerance level of customers. Putting together
all of this information, a customer base could
be divided into two groups according to
tolerance  level, which means the
segmentation process is then complete. It
should be emphasized that in any particular
CRM program, tolerance to inferiority is not
to be the only segmentation base. Rather, it
should be treated as an additional
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segmentation base in the existing multilevel
segmentation of a company’s customer base
to achieve even greater customized service.
Other segmentation bases more important to a
company, such as “profitability of customer”,
should still serve as the primary level
segmentation base.

CONCLUSION

In the last decade or so, CRM has
become the major battlefront for many service
industries including hotels, banking and
insurance, among others. Service companies
compete with each other in terms of their
ability to maximize customer satisfaction and
minimize customer dissatisfaction, for which
customization of service is an antecedent. To
obtain  high  customization, multilevel
customer segmentation should be conducted
to divide a company’s customer base into
many small groups, or segments, within
which the demand should be as homogenous
as possible. High within-group homogeneity
can only be achieved when different and
appropriate segmentation bases are used for
multilevel segmentation. The empirical
findings of this study support the use of an
additional segmentation base — tolerance to
inferiority. This new way of segmenting the
customer base has the benefit of lowering the
level of customer dissatisfaction in service
failure and delivering an even higher degree
of customized service to customers.

LIMITATIONS AND FUTURE
RESEARCH

Until research is carried out to identify
tolerant and intolerant customers
demographically, tolerance of inferiority can
be used only in customer, not market,
segmentation, because it is able to satisfy the
five criteria of effective segmentation (Kotler
and Keller 2006) only in the former, as
explained previously. Therefore, one research
direction is to relate tolerant and intolerant
customers with demographic variables such as

age, income and occupation, so that tolerance
levels can be observed and predicted when
they cannot be measured. When such
relationships are established, the possibility
and benefit of using tolerance to inferiority in
market segmentation can be explored.

In this study, we focused our
discussion on the primary appraisal
components (i.e., goal relevance and goal
congruence), which are sufficient for
producing overall positive or negative
feelings. We did not explicitly measure and
test the discrete emotions that may be
immediate to service inadequacy and
antecedent to customer dissatisfaction. Future
research should further look at other appraisal
components in Lazarus’s (1991) and other
researchers’ [see Ellsworth and Scherer (2003)
and Scherer and Johnstone (2001) for a
review] appraisal frameworks that are
necessary for producing discrete positive or
negative emotions, such as joy, anger,
surprise, etc.

Another direction for future research
is to explore how customer emotions and
dissatisfaction generated through the appraisal
process suggested in this study influence
customer judgment and decision making.
Dissatisfied consumers may take no action,
complain to sellers, create negative word of
mouth to family or friends, switch patronage
to another firm, or take legal third party action
(e.g., Bougie, Pieters and Zeelenberg 2003;
Hirschman 1970; Maute and Forrester 1993;
Singh 1988; Singh and Pandya 1991). The
innate action tendency of each discrete
emotion (Lazarus, 1991) may provide
implications on customer behaviors. Also,
Loewenstein and Lerner’s (2003) immediate-
expected emotion model and Taylor’s (2008)
model of emotion, attitude, and goal directed
behavior may serve as good frameworks for
understanding the roles of emotions in
consumer  decisions on  post-purchase
behaviors.

Tolerance to inferiority was treated as
an undifferentiated construct in this paper.
Nevertheless, cognitive and affective
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tolerance may be its two separable
dimensions. Cognitive tolerance is the
tendency to endure poor performance as the
result of rational thinking. It can be traced
back to the cardinal trait — conscientiousness
(socially prescribed impulse control that
facilitates task- and goal-directed behavior).
Affective tolerance is the tendency to endure
poor performance as the result of emotional
feeling. It can be traced back to a different
cardinal trait — neuroticism (as contrasted to
emotional stability and even-temperedness
with negative emotionality). Future research
should continue to develop the construct and
study its dimensionality.

The operationalization of tolerance to
inferiority is also a limitation of the study. It
is operationalized here within a housing
context. Although this context does allow for
a variety of situations, such operationalization
cannot fully depict the dispositional property
of tolerance to inferiority. This is reflected in
the marginal fit of its CFA model. Our study

takes the first step in developing the construct.

Future research should continue to work on it.

In addition, although the use of
students as customers and accommodation as
service in this study can capture real-life
situations, further external validity can be
achieved through the replication of this study
by using different respondent types, services
and/or research methods.
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APPENDIX 1

Tolerance to Inferiority Measures

please circle a corresponding number to reflect your feeling.

Not Acceptable
At All

The building is old. 1 2 3

The decoration/furniture materials 1 2 3
are harmful to health.

The home appliances are outdated. 1 2 3

The electricity/water supply is 1 2 3
unstable.

Water pipe of the apartment is 1 2 3

always clogged or broken.

The building structure/condition is 1 2 3
dangerous.

The neighborhood is terrible. 1 2 3

The air quality is low. 1 2 3

Neutral

4

To what degree can you tolerate the following apartment features? For each question,

Totally
Acceptable

7




SIMULTANEITY IN THE RELATIONSHIP BETWEEN
SALES PERFORMANCE AND COMPONENTS
OF CUSTOMER SATISFACTION
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ABSTRACT

The widespread use of customer
satisfaction metrics has prompted researchers
to investigate the relationship between
customer satisfaction and sales performance.
Earlier studies, however, have ignored an
important aspect of the relationship — the
simultaneity between sales performance and
some components of customer satisfaction.
This article shows that the bias produced by
ignoring simultaneity can significantly alter
the conclusions drawn from the analysis.
Results from a model that links sales
performance with individual components of
customer satisfaction, ignoring simultaneity,
contradict intuition. Our results from a
reformulated model provide evidence of the
simultaneity between the components of
customer satisfaction and sales performance.
The results also document that estimating a
model ignoring  simultaneity  produces
estimates that are biased. The authors suggest
the need to use simultaneous equation models
for future studies that examine the role of
customer satisfaction in determining sales
performance. The implications of the study
are also relevant for managers who use the
results of such analyses in the formulation of
marketing programs.

INTRODUCTION

Many firms are interested in using
insights from customer satisfaction to enhance
outcomes such as sales performance. This has
led them to spend considerable amounts on
tracking customer satisfaction through sur-
veys. To understand the linkages between

customer satisfaction and sales performance,
though, it is imperative to correctly estimate
the relationship between customer satisfaction
and sales performance. Recent research
directs attention to the need for minimizing
errors made in such estimations that can lead
to suboptimal managerial decisions (Gomez,
McLaughlin, and Wittink 2004).

Firms measure customer satisfaction
and use this information in formulating
marketing strategy centered on the measure
(Zeithaml, Berry and Parasuraman 1996).
Implicit in this emphasis on customer
satisfaction is the intuitive notion that
increasing customer satisfaction engenders
customer loyalty, resulting in higher sales
revenue for the firm. But, like other marketing
programs, it is important for managers to be
able to quantify its effect on financial
performance (Wiles 2007; Mittal et al. 2005;
Kumar and Shah 2004; Rust and Zahorik
1993). With this aim, researchers have
empirically examined the impact of customer
satisfaction on sales revenue. While prior
research has focused on the impact of
customer satisfaction on sales revenue,
increased traffic associated with higher sales
revenue may also, in turn, impact some of the
components of customer satisfaction. Most
prior studies use recursive or single-equation
models to describe the relationship between
customer satisfaction and sales performance
treating the relationship as uni-directional
from customer satisfaction — sales per-
formance. This methodology assumes
implicitly that customer satisfaction is
exogenous and tries to evaluate the response
of sales performance to differences in
customer satisfaction. If, in fact, a feedback
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loop exists between customer satisfaction and
sales  performance, wherein  customer
satisfaction impacts sales performance and
also where sales performance affects
customer satisfaction, then the relationship
between the two variables is non-recursive or
simultaneous, and needs to be modeled
appropriately. Ignoring the simultaneity is
likely to lead to a downward bias in the
estimated coefficient of customer satisfaction
and inefficient allocation of resources by
managers based on the modeled impact of
customer satisfaction on sales performance.

Much of the earlier research on
customer satisfaction has focused on
fundamentally understanding the construct.
But, as several authors have observed, it is
important to understand what satisfaction
levels of customers mean for the economic
success of the enterprise. Some studies have,
thus, focused on understanding the economic
outcomes of customer satisfaction (Anderson,
Fornell and Lehmann 1994; Anderson,
Fornell and Rust 1997; Rust and Zahorik
1993). These studies present evidence that
customer satisfaction has a positive impact on
sales revenue, market share and intention to
purchase behavior of customers.

In order to make the results of
measuring  customer  satisfaction  more
meaningful to managers, it is important to
determine what aspects of the service
proposition impact customer satisfaction, so
that managers can tailor marketing programs
to affect the dimensions of customer
satisfaction that have the maximum impact on
sales revenue (Zeithaml 2000). Much of the
literature on customer satisfaction, thus,
focuses on developing scales that measure
customer satisfaction on different dimensions
that would aid managers in identifying
specific components of satisfaction that have
a positive impact on sales performance.

But, while specific dimensions of
customer satisfaction, such as customer
service, may impact sales revenue, it is also
likely that higher sales revenue affects these
dimensions. For instance, in a department

store higher sales revenue implies more traffic
in the store. Thus, for a given level of staffing
and physical resources, higher traffic may
imply fewer resources available per customer,
leading to greater congestion and longer wait
times, and hence lower customer satisfaction
(Grewal, Baker, Levy & Voss 2003; Kumar
2005). Therefore, when estimating the
importance of the different components of
customer satisfaction and sales revenue, it is
essential to account for the simultaneity in the
relationship which, if ignored, could bias the
results (Haavelmo 1943).

In this article, we examine the
relationship between different components of
customer satisfaction and sales performance
utilizing data obtained from a national
department store chain. In doing so, we show
that the insights provided by the empirical
results change materially if simultaneity in the
relationship is taken into account in the
empirical model. This article also contributes
to the literature in understanding what drives
different components of customer satisfaction.
In our empirical models we aim to include
measures that explain and control for different
characteristics that affect the sales per-
formance and customer satisfaction of
individual stores.  The results from our
empirical models provide insights into the
drivers and correlates of satisfaction that are
useful both for practitioners involved in
implementing satisfaction programs as well as

researchers interested in building more
accurate models explaining  customer
behavior.

The remainder of this article is
structured as follows. The next section
discusses the related literature in detail which
is used to motivate the research hypotheses.
The section following that describes the data
and the research site. The next section
examines the relationship between the
components of customer satisfaction and sales
performance. The section following that
describes the results recognizing the
simultaneity in the relationship. Then a wrap




90 Simultaneity Between Sales Revenue and Customer Satisfaction

up section concludes with a discussion of the
main findings of the study.

LITERATURE REVIEW AND
RESEARCH HYPOTHESES

With marketing programs being
increasingly  designed based on the
measurement of customer satisfaction,
researchers have examined the economic
consequences of  customer satisfaction
(Anderson and Sullivan 1993; Zeithaml,
Berry and Parasuraman 1996; Bolton 1998,
Kamakura et al. 2002). Using customer
satisfaction data from Swedish firms,
Anderson, Fornell and Lehmann (1994) find
that customer satisfaction leads to improved
financial performance. But Anderson, Fornell
and Rust (1997) find that while customer
satisfaction leads to improved productivity for
manufacturing firms, there is a tradeoff
between satisfaction and productivity for
service firms. Niraj et al. (2003) examine the
relationship between individual customer
level satisfaction and profitability at a
beverage distribution company and find that
increased customer satisfaction does not
necessarily translate to increased net
profitability of customers when all allocated
costs are factored in.

In establishing links between customer
satisfaction and sales performance, analysis of
specific components that drive sales provides
greater insight for the purpose of directing
resources for specific marketing programs.
One stream of the literature has focused on
identifying these components of service
quality and customer satisfaction. Using
customer surveys of subjects that had shopped
at a department store, Westbrook (1981)
measures customers’ satisfaction with specific
retailer-related experiences. Using factor
analysis of customers’ evaluative responses
he finds that they load on eight factors. In
order to determine the most influential
components in determining overall customer
satisfaction, he regresses the overall
satisfaction measure on factor scores.

Wolfinbarger and Gilly (2003) develop scales
for the measurement of service quality for
online retailing.  Similarly,  Srinivisan,
Anderson, and Ponnavolu (2002) identify
different factors that impact e-loyalty and
develop scales to measure these factors. A
widely discussed scale for measuring service
quality is SERVQUAL, a scale designed to
measure five dimensions of service quality:
tangibles, reliability, responsiveness, assur-
ance and empathy (Parasuraman, Zeithami
and Berry 1988). These scales have been
validated by others in the field by analyzing
identifiable components of customer satis-
faction or service quality through factor
analysis, and examining the fit with the
proposed scale structure (Finn and Lamb
1991; Cronin and Taylor 1992).

Researchers have observed that the
purpose of measuring service quality and
customer satisfaction is to provide inform-
ation that can guide managerial actions to
enhance customer loyalty and improve overall
financial performance of the firm (Oliver
1981, 1997; Rust, Zahorik and Keiningham
1994). The first step in establishing a reliable
customer measurement system is to link these
constructs to objective measures of per-
formance. Some studies have examined the
relationship between these components of
customer satisfaction and various outcome
variables. Dabholkar, Thorpe and Rentz
(1996) examine the predictive ability of
different dimensions of a retail service quality
scale by studying their correlations with
‘intention to shop’ and ‘intention to
recommend’. In a study based in the retail
environment, Hurley and Estelami (1998)
examine the efficacy of various service
quality indexes by studying their relationship
with sales revenue and store customer counts
as performance measures that should be
related to service quality.

Surveying the literature dealing with
the economic consequences of customer
satisfaction, Zeithaml (2000) observes that we
still do not know much about the key drivers
of customer satisfaction, customer retention
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and sales revenue. An essential step towards
understanding these links, is to examine the
relationship between different components of
customer satisfaction and sales revenue. Rust
and Zahorik (1993) provide a mathematical
framework to determine which customer
satisfaction components have the greatest
impact on business outcome measures. To
illustrate this framework, they use a pilot
study of retail banking and find that customer
responses load on three factors. Also, they
investigate the link between customer
satisfaction components identified in the
factor analysis, and customer retention using
logistic regression analysis. They find that
only one of the components is significant in
explaining customer retention. Using the
results from the mathematical model they
estimate the impact of the individual customer
satisfaction components on market share and
contribution.

Recent research has begun to address
some of the issues that need to be addressed
while understanding the linkages between
customer satisfaction and sales performance
such as asymmetries and nonlinearities in the
links (Anderson and Mittal 2000; Mittal and
Kamakura 2001; Gomez, McLaughlin and
Wittink 2004). A critical element, though, that
has been overlooked in the literature is the
simultaneous relationship between customer
satisfaction components and sales perform-
ance. While some authors have hinted at the
possibility (Rust and Zahorik 1993; Bolton
and Drew 1994), to our knowledge no study
has tested this premise.

The setting of our study is a chain of
department stores. We focus on three
components of customer satisfaction that are
likely to be important in a retail setting based
on prior research: (a) satisfaction with cus-
tomer service (b) satisfaction with quality and
availability of merchandise, and (c) satis-
faction with physical characteristics of
individual  stores. We examine the
simultaneity in the relationship between these
individual components  of  customer
satisfaction, and sales performance.

Customer Service and
Sales Performance

There is ample empirical research that
supports the linkage between customer
satisfaction and greater repurchase intentions
(Anderson 1994; Anderson and Mittal 2000;
Zeithaml, Berry, and Parasuraman 1996) as
well as to actual repurchase behavior (cf.
Bolton 1998). Studies have also shown that
overall customer satisfaction is a function of
performance on various attributes that are
important to customers. In the retail setting,
customer service has been found to be one
such attribute (Babakus, Bienstock, and Van
Scotter 2004). Thus, we should find that
satisfaction with customer service has a
positive effect on sales performance. In a
retail setting, higher sales performance is
associated with greater traffic and more
transactions. All else remaining equal, higher
traffic will result in fewer resources, such as
customer service personnel, being available
per transaction. This can lead to longer wait
times for customers to obtain service. Several
studies have shown that waiting for service in
a retail store can lead to consumer
dissatisfaction (Grewal, Baker, Levy and
Voss 2003; Davis and Heineke 1998; Katz,
Larson, and Larson 1991). This is even more
critical for a department store since customers
need service not just for executing the actual
transaction but during the entire shopping
process. Also, higher customer density (or
crowding) in the store affects customer
perceptions of store atmosphere and hence,
can negatively affect customer satisfaction
(Eroglu and Machleit 1990; Grewal, et al.
2003). Thus, while we expect satisfaction
with customer service to result in higher sales
for a store, presence of a feedback loop would
suggest that higher sales, in return, will affect
customer satisfaction with service negatively.
This leads to our first set of research
hypotheses related to the links between
customer satisfaction with service and sales
performance:
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H1la: Customer satisfaction with the quality
of customer service will have a positive
effect on the sales revenue of a store.

H1b: Higher sales will result in lower
customer satisfaction with the
quality of customer service.

Merchandise and Sales Performance

Satisfaction ~ with  quality  and
availability of merchandise is another
component of customer satisfaction that has
been found to be important determinant of
overall customer satisfaction in a retail setting
(Ghosh 1990; Grewal et al. 1998). As with
customer service, we expect that greater
satisfaction with the merchandise will
positively affect sales performance. If sales
are higher, a store may be able to turn over its
merchandise inventory more quickly, al-
lowing the store to keep fresh stock and the
newest and latest merchandise. It has been
shown that perceived merchandise quality has
a positive influence on customer satisfaction
(Babakus, et al. 2004). In other settings, such
as online auctions, job-search or match-
making sites, if sales increase, customers may
also benefit from network effects from a
larger customer base. Thus, higher sales
revenue may have a positive impact on
customer satisfaction with merchandise. This
leads us to our second set of research
hypotheses that examines simultaneity in the
relationship between sales performance and
satisfaction with merchandise:

H2a: Customer satisfaction with the quality
and availability of merchandise will have a
positive effect on the sales revenue of a store.

H2b: Higher sales will result in a higher
customer satisfaction with the quality and
availability of merchandise.

Physical Characteristics and
Sales Performance

Satisfaction ~ with  the  physical
characteristics of a store has been found to be
another important determinant of overall
customer satisfaction in a retail setting
(Dabholkar, et al. 1996; Baker et al. 1994;
Parasuraman et al. 1988). Hence, we expect
that that satisfaction with physical aspects of
the store will lead to higher sales revenue. All
else being equal, greater traffic in the store is
likely to negatively affect the appearance and
cleanliness of the physical facilities. This, in
turn, will result in lower customer satisfaction
with physical characteristics of the store. Our
third set of research hypotheses can thus be
stated as follows:

H3a: Customer satisfaction with the physical
characteristics of the store will have a positive
effect on the sales revenue of the store.

H3b: Higher sales will result in lower
customer satisfaction with the
physical characteristics of the store.

The framework of our study, along
with the hypothesized linkages, is presented
in Figure 1. If the relationship between sales
performance and the components of customer
satisfaction is in fact simultaneous, and not
uni-directional as has been implicit in the
literature, ignoring this simultaneity is likely
to bias the coefficients on the components of
customer satisfaction when sales performance
is the dependent variable (Greene 1997). The
direction of bias in the coefficients estimated
using single equation least-square methods is
not always readily apparent. The direction of
this bias would depend on the sign of the
reverse relationship between sales and
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FIGURE 1

Overview of Research Hypotheses

Customer Satisfaction Components

the customer satisfaction component, and the
variance-covariance matrix of the error terms
obtained from the system of equations that
depict the “true” relationship between the
variables (Greene 1997). Notably, the
potential for downward bias in the estimation
of coefficients measured using OLS
techniques while ignoring simultaneity is a
potential reason why some earlier studies may
not have found significant relationships
between customer satisfaction and sales
performance. We proceed to analyze our
research hypotheses using data from our
research site which is described in the next
section.

RESEARCH SITE AND DATA
The Research Site

Our research site is a department store
chain (hereafter referred to as RETAILER).
We collected data from more than 1000 stores
of RETAILER (the actual number of stores is
not disclosed to ensure that RETAILER’s true

identity is not revealed). The chain has
positioned itself as a fair-priced department
store catering to consumers who are looking
for quality merchandise at affordable prices.
This particular category of department stores
has seen an increasing amount of competition
from discounters as well as newer specialty
stores. In order to track the attitudes of its
customers more closely, it has begun a
program of measuring customer satisfaction
on an annual basis. The program consists of
administering a customer survey through two
sources — mailers sent to existing customers,
and mall interceptions. RETAILER also has
plans of using the customer satisfaction
measures in the performance evaluation and
compensation of store managers. In doing so,
the management believes that the focus of the
program should be on those components of
customer satisfaction that are linked to the
overall strategy of the firm, rather than an
overall measure of customer satisfaction.
There are several ways in which
customer satisfaction may impact sales.
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Customers who are satisfied would be willing
to pay a higher price for the same
merchandise, buy in larger quantities and
more frequently. Also, satisfaction leads to
positive word-of-mouth which increases
overall sales volume. But there are different
dimensions that may lead to higher customer
satisfaction. Customers may be satisfied with
the quality of merchandise at the store or with
the attentiveness and friendliness of the staff
on the shop-floor. Customers may also be
satisfied or dissatisfied with the physical
characteristics of the store such as store layout
and cleanliness. On the other hand, there are
several ways in which higher sales may
impact the different dimensions of customer
satisfaction. Higher store traffic implies
longer lines at the sales registers, less
shopping space, and less attention paid to
each customer by sales associates. Higher
store traffic also means that the merchandise
would have quicker turnover, implying more
fresh updates in merchandise, thus leading to
higher satisfaction with merchandise. Thus,
the causal relationship between customer
satisfaction and sales revenue may be bi-
directional.

An increase in customer satisfaction
may not have an immediate impact on sales.
There may be a lag between an increase in
customer satisfaction and its impact on sales,
and also a lag in the impact of increased sales
revenues on satisfaction. Since the relation-
ship between customer satisfaction and sales
in both directions develops over time, each
one of them is an aggregation of a series of
influences that have occurred over time.
Estimating the relationship in two directions
modeled as reciprocally related equations
using cross-sectional data is likely to pick up
the ongoing processes of change and
influence (Maruyama and McGarvey 1980).
Hence, we use contemporaneous annual data
on sales and customer satisfaction.

Customer Satisfaction Data

We were provided access to
RETAILER’s customer survey data for one
year covering all stores. An objective of this
article is to model the links between the
different components of customer satisfaction
and sales performance. Since the sales
performance data is only available at the store
level, we aggregate the individual level
customer satisfaction data to the store level
for analysis. The surveys contain questions
relating to satisfaction with the quality and
value of merchandise, the level and quality of
customer service, and the cleanliness of the
store. All responses to the survey questions
are on a 10-point scale. Our data consists of
mean responses to each question for
individual stores.

In the first stage of our analysis, we
conduct factor analysis of responses to all
questions to identify different components of
satisfaction. Since this particular survey
instrument has not been studied before in the
literature, we performed exploratory factor
analysis with varimax rotation which revealed
three factors with eigenvalues greater than
one. The individual items load on to three
clearly interpretable factors of satisfaction:
customer service (Factor 1), merchandise
(Factor 2) and physical characteristics (Factor
3). The factors correspond to some of those
found by Dabholkar, Thorpe and Rentz
(1996) and Hurley and Estelami (1998).

The hypothesized model consisting of
these three factors was then tested by
confirmatory factor analysis using the Linear
Equations (LINEQS) model developed by
Bentler and Weeks (1980). Initial tests
conducted by including all question responses
suggested an over-fitted model due to the lack
of parsimonious use of survey items.
Accordingly, some items were dropped after a
careful analysis performed using
recommended Wald tests. The final
measurement model chosen consists of 3
items measuring satisfaction with customer
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service, 3 items measuring satisfaction with of stores. These survey questions are
merchandise, and 2 items measuring  described in Table 1.
satisfaction with the physical characteristics
TABLE 1
Description of Items Used to Measure the Customer Satisfaction Factors
Average
Cronbach’s Factor Variance
Scale/ltem(a) Alpha Loading(b) | Extracted(c)
Customer Service 0.920 0.797
Thinking of the sales service in this RETAILER
store, how satisfied are you on having
salespeople who....
* Provide you with useful fashion/product knowledge 0.958
about the merchandise they sell
* Allow you to make a purchase in a timely manner 0.890
* Thank you by name for shopping RETAILER,
whenever possible 0.826
Merchandise 0.927 0.808
Thinking of the RETAILER store at which most
frequently shop, please rate your satisfaction
on....
0.886
* Having the merchandise that you want in stock 0.845
* Having good value merchandise for the price paid 0.962
» Having the merchandise that is advertised
Physical Characteristics 0.841 0.763
Thinking of customer service conveniences in
this RETAILER store, how would you rate it
on....
0.725
* Having clean and well-maintained restrooms 1.000(b)
* Having an overall clean and well-maintained store

(@ All items are measured using a ten-point scale anchored by “very dissatisfied” (1) and “very satisfied” (10).

(b) All coefficients are significant at the 1% level.
(c) Parameter fixed at 1 for identification purpose

Adequacy of the three-factor
measurement model was evaluated using the

CFI (Comparative Fit Index), GFI (Goodness

of Fit Index), NFI (Normed Fit Index), and
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the Non-normed Fit Index (NNFI). Ideally, a
statistically non-significant chi-square statistic
is desirable. However, our sample size is not
within the range recommended (100 < n < 200)
for this statistic (Hair et al., 2006). Hence, the
chi-square statistic is not an appropriate
measure for testing our measurement model.
The fit indices for the measurement model
(CF1=0.92; GFI = 0.90; NFI = 0.92; NNFI =
0.92) were all above the recommended
thresholds for an adequate fit to the data (Hu
and Bentler, 1999). Moreover, the t-values for
each loading are statistically significant at p <
0.01. Accordingly, we use the survey item
means to capture the three customer
satisfaction scales. We will refer to these
scales as CUSTSERV, MERCHANDISE,
and PHYSICAL, respectively.

Following Gerbing and Anderson
(1988), we carried out additional tests to
evaluate the reliability and validity of the
multi-item constructs. The coefficient alpha
for all three constructs exceeded 0.7, the
threshold typically proposed in the literature
(Hair et al. 2006; Nunnally 1978). In
addition, the average variance extracted for
customer satisfaction scales exceeded the
squared correlation between them. This
indicates discriminant validity of the three
customer satisfaction scales (Fornell and
Larcker 1981). The results appear in Table 1.

Sales Performance Data

We measure the sales performance
(SALES) of each individual store as annual
sales revenue per square foot of store space.
SALES revenue is measured net of discounts
and markdowns. This measure of perform-
ance has been commonly used both in the
research literature on retailing as well as in
practice (Berry and Lusch 1996; Donthu and
Yoo 1998). Also, scaling by store space con-
trols for effect size in our empirical models.

Other Variables Used in Analysis

While the main contribution of this

article perhaps is in examining the

simultaneous relationship between com-
ponents of customer satisfaction and sales
performance, we Dbelieve that another
significant contribution is in understanding
the drivers and correlates of different
components of customer satisfaction. This
understanding can then be employed to
control for exogenous factors that may impact
the dependent variables in our empirical
model, which is important since we rely on
cross-sectional analysis. In this section, we
describe the other variables that are used as
control variables in our estimation models.

e Employee turnover (TURNOVER): We
measure the employee turnover for each
store as the proportion of regular
employees leaving during a particular
year. Employees in a retail store play a
key role in providing valued service to

customers and hence may impact
customer  perceptions  of  service.
Employee  retention can influence
customer satisfaction because more

experienced employees may have greater
knowledge of customer goals (Schneider
and Bowen 1985). In a similar vein,
Ostroff (1992) reported a negative
relationship between high school teacher
turnover and students’ satisfaction. This
leads to the following research hypothesis:

H4: Employee turnover has a negative
association with satisfaction with
customer service.

e Relative wages (RELWAGE): Several
studies in psychology have found that
there are strong links between employee
attitudes and customer perceptions of
service quality (Schneider and Bowen
1985). Also, these studies have
established that a key determinant of
employee  attitudes is  monetary
compensation provided to them (Schmit
and Allscheid 1995). Based on these
findings we expect that if employees are
paid higher wages, they would be more
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motivated to provide a higher level of
service, thus  affecting  customer
perceptions. We measure RELWAGE as
the mean level of wages for a store, scaled
relative to the median income of the
region in which the store is located. This
leads to the following research hypothesis:

H5: Relative wages of store employees
will have a positive association with
satisfaction with customer service.

Average length of employment of sales
associates (AVGEXPER): The longer an
employee has been working with a store,
the more likely is it that she is
knowledgeable about the store’s products
and in understanding what customers
want. Dabholkar et al. (1996) emphasize
the importance of personal interaction
between the customer and service
employees in customers’ evaluation of
service quality. In building their scales,
they reference earlier studies that have
tested the SERVQUAL dimensions of
responsiveness and assurance. The
rationale for using this construct is that
service employees that inspire confidence
and are helpful to customers will have a
significant impact on service quality. This
ability of employees is likely to be
influenced by the level of experience that
they have. This leads to the following
research hypothesis:

H6: The average length of employment
of sales associates will be
positively related to satisfaction
with customer service.

Average length of experience of
supervisors (SUPEREXPER): The
managerial staff of the store has control
over the ordering and management of
merchandise inventory. Hence, their
experience with the job may impact the
availability of merchandise and customer
perceptions thereof. This leads to the

following research hypothesis:

H7: The average experience level of
supervisors will have a positive
association with customers’
satisfaction with store merchandise.

Age of the store (LNAGE): The age of a
store is likely to influence sales revenue
per square foot, since a store that has been
in existence for a longer period would be
known to a larger base of customers.
Thus, the age of the store will have a
positive association with sales
performance. In addition, the age of the
store is likely to affect customer
perceptions of the physical characteristics
of the store. Retail literature suggests that
store appearance is important to retail
customers (e.g. Baker et al. 1994). Thus,
customer satisfaction is likely to be
affected by the appearance of the physical
facilities of a service business (Dabholkar
et al. 1996). Since older stores are more
likely to wear a more tired look than
newer stores, we expect customers to be
less satisfied with the physical aspects of
the store for older stores. This leads to the
following research hypothesis:

H8: The older the store, the higher will
be the sales revenue per square foot,
but the lower will be customers’
satisfaction with physical
characteristics of the store.

Sales potential per square foot
(POTENTIAL): RETAILER calculates
the total sales potential for each store
using demographic data including total
household expenditure on selected
categories of goods sold by RETAILER.
Household expenditure data is collected
for the primary trade area of the store,
which consists of zip codes accounting
for the highest percentage of sales of the
given store. The sales potential per
square foot, POTENTIAL, thus, is
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intended to capture differences in
demographics across store locations
believed to be relevant in explaining
variations in sales per square foot
between stores. Since this is a proprietary
measure used by RETAILER we were
not provided further details on how it
was measured. To validate that this
measure is based on demographic
differences across store locations, we
regress POTENTIAL on variables
measuring the population in the primary
trade area and the median income of this
population. We find that 81% of the
variation in POTENTIAL is captured by
these two variables. The coefficients on
both the wvariables are positive and
significant. The result confirms that
POTENTIAL does in fact capture
differences in demographics across store
locations. Ceteris paribus, the sales per
square foot of a store in a location with
higher POTENTIAL is posited to be
higher. Thus, we use the POTENTIAL
measure as a control variable in the sales
performance model. This leads to the
following research hypothesis:

H9: The higher the sales potential of
a store, the higher will be sales per
square foot achieved by the store.

Soft-line  (SOFTLINE): RETAILER
owns two categories of department
stores. One category of stores (soft-line)
carries only soft merchandise such as
apparel, accessories and cosmetics, while
the other category (hard-line) includes
durables like furniture and household
appliances in addition to the soft
merchandise. Since customer perceptions
of the quality and value of the different
categories of merchandise may vary, we
introduce a dummy variable to capture
the type of store: SOFTLINE is 0 for
hard-line and 1 for soft-line stores.
Nearly half of all stores are hard-line,
while the remaining are soft-line. We

introduce this variable as a control in the
model explaining customer satisfaction
with store merchandise, but we do not
have any directional expectation for the
relationship between the control variable
and the component of satisfaction.

e Store location (MALL): While most of
the stores (93%) are situated in malls, the

rest are stand-alone stores. Since
customers’ perception of  store
cleanliness and physical facilities is

likely to be influenced the general
appearance of the mall, we introduce a
dummy variable to control for store
location without any expectation on the
sign: MALL is O if store is stand-alone
and 1 if it is situated in a mall.

REGRESSION OF SALES
PERFORMANCE ON
CUSTOMER SATISFACTION
COMPONENTS

Model Specification

To examine the importance of the
three components of satisfaction in terms of
their impact on sales, we regress sales
performance on  customer  satisfaction
components. This is similar to other studies in
the literature that have followed the same
procedure (e.g. Dabholkar, Thorpe and Rentz
1996; Hurley and Estelami 1998). We add
POTENTIAL and LNAGE as control
variables that may have an impact on sales of
individual stores. Here is the model:

Sales; - 2+ Q:CUSTSERV,
+(Q,MERCHANDISE; + 2:;PHYSICAL; +
QPOTENTIAL; +2:sLNAGE; + & (1)

If the relationship between sales
revenue and the individual satisfaction
components involves simultaneity, this would
suggest that the estimated coefficients of the
satisfaction components in equation (1) may
be biased.
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TABLE 2

Results of OLS Regressions Examining the Relationship between
Sales Revenue and Components of Customer Satisfaction
(t-statistics in parentheses)

Model: Sales; - 2 o+ Q,CUSTSERV: +Q,MERCHANDISE; +
Q3PHYSICAL: + Q,POTENTIAL; +2sLNAGE; + ¢

Dependent Variable: SALES

Intercept 37.1944 13.8294
(0.95) (0.33)
CUSTSERV -22.3696*** [ -35.1598***
(-4.98) (-7.29)
MERCHANDISE | 32.1207*** | 33.7860***
(7.43) (6.28)
PHYSICAL 1.0490 4.3983
(0.26) (1.12)
POTENTIAL 4.6355*** 6.4153***
(8.94) (12.02)
LNAGE 11.1157*** | 9.7415***
(5.97) (4.90)
TURNOVER -0.0590
(-1.28)
RELWAGE 8.8405***
(9.92)
AVGEXPER -1.2528
(-1.16)
SOFTLINE -4.5208
(-1.25)
SUPEREXPER -0.1816
(-0.87)
MALL 11.5066*
(1.83)
Adj. R-square 0.2089 0.2759

*** and *** indicate statistical significance at 10%, 5% and 1% levels (two-tail) respectively.

Econometric Considerations

To address potential heteroscedasticity
in the estimation of (1), the dependent
variable SALES is appropriately scaled using
square footage of the store. After this

transformation, we used White’s (1980) test
to confirm that the homoscedasticity

assumption is not violated in the estimation
model. We used the Belsley, Kuh and
Welsch’s (1980) criteria to identify influential
observations that may drive the results. No




100 Simultaneity Between Sales Revenue and Customer Satisfaction

such observations were found. Since the three
components of customer satisfaction were
obtained using an orthogonal transformation,
collinearity is not of concern in the
estimation. Examination of Belsley et al.
(1980) condition indices confirmed that
multicollinearity was not a problem.

Results

The results from estimating equation
(1) are presented in Table 2. As can be seen,
one of the components of customer
satisfaction, MERCHANDISE, is estimated to
have a positive and significant relationship
with SALES (coefficient = 33.7860, t = 6.28).
But another component of satisfaction,
customer service, is estimated to have a
significantly negative relationship with sales
performance (coefficient = -35.1598, t = -
7.29). The estimated impact of the physical
component is insignificant (coefficient =
4.3983, t = 1.12). A naive interpretation of
these results would suggest that the quality
and value of merchandise is the only
component of customer satisfaction that is
important in influencing customers’ purchase
decisions. Better customer service appears to
lead to lower customer satisfaction. Since we
do not expect negative signs on any
component of customer satisfaction, the
results suggest that the likelihood that the
estimated coefficient we obtained is biased
downward because we have ignored the
simultaneity between the components of
satisfaction and sales in the simple regression
model in (1).

SIMULTANEITY BETWEEN
CUSTOMER SATISFACTION AND
SALES

Model Specification

In this section, we examine the
simultaneity  between  components  of
customer satisfaction and sales performance.
We re-estimate model (1) after taking into
account the possibility of simultaneity in the

relationship. To do so, we need to formulate
instruments for each of the components of
satisfaction. Since each of the components of
customer satisfaction may have an impact on
sales revenue, and sales revenue may, in turn,
impact each of the components, our model
consists of a system of four equations — one
equation in which sales revenue is determined
by the three components of customer
satisfaction, and one equation each for the
individual customer satisfaction components
that are influenced by sales revenue. The new
model is specified at the top of Table 3 on the
next page. Note that this simultaneous model
is identified.

Econometric Considerations

The two-stage least squares method
can be used to obtain consistent and efficient
estimators of a system of simultaneous
equations if the error terms across the
equations are uncorrelated (Theil 1971). In
this case, though, the error terms across
equations are likely to be correlated since they
refer to the same set of stores. In fact, the
correlations between the error terms range
from -0.47 to 0.74 and are significant at the
5% level. The magnitude of these correlations
exceeds the cut-off of 0.33 for using two-
stage estimation suggested by Kennedy
(1987). To obtain a more efficient estimator
of the parameters in the model when the error
terms are correlated, Zellner and Theil (1962)
suggest using three-stage least squares (3SLS)
to estimate the parameters. We conduct the
Hausman (1978) test to compare 2SLS with
3SLS methods of estimation for the system of
equations. The test procedure compares the
estimators produced by 2SLS and 3SLS under
the null hypothesis that both estimators are
consistent but only the 2SLS estimator is
asymptotically efficient and under the altern-
ative hypothesis that only the 3SLS estimator
is consistent. The results of the test indicate
we can reject the null hypothesis (y2 = 139.1,
df = 18, p < 0.0001). Thus, the 3SLS estim-
ation method is better than the 2SLS method.
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Results of Three-stage Least Squares Regression Examining the Relationship between

TABLE 3

Sales Performance and Components of Customer Satisfaction
(t-statistics in parentheses)

The New Model:

SALES; =@, +§CUSTSERV; + $,MERCHANDISE; +,PHYSICAL, + 9, POTENTIAL, + 9. LNAGE; + £

CUSTSERV; =aty+ 4 SALES, + &, TURNOVER; + . RELWAGE, + a, AVGEXPER, + ¢,
MERCHANDISE, = 5, + ,BlSALESi +B,SOFTLINE, + B,SUPEREXPER, +¢
PHYSICAL, =y, +¥,SALES, + ¥,MALL, +y,LNAGE; +¢,
System R-square = 0.3464

Dependent Variable

Independent SALES CUSTSERV | MERCHANDISE | PHYSICAL
Variable
Intercept -597.8800*** [ 7.0020*** 7.2927%** 8.8551***
(-2.77) (79.66) (94.71) (88.81)
SALES -0.0013*** 0.0026*** -0.0035***
(-3.00) (6.89) (-6.46)
CUSTSERV 32.9130***
(2.69)
MERCHANDISE | 56.7207***
(6.72)
PHYSICAL 6.6390
(0.26)
POTENTIAL 5.3464***
(7.31)
LNAGE 8.7065 -0.1865***
(1.32) (-12.45)
TURNOVER -0.0006*
(-1.94)
RELWAGE 0.0637***
(13.08)
AVGEXPER 0.0164***
(2.64)
SOFTLINE -0.3347***
(-19.03)
SUPEREXPER 0.0017
(1.55)
MALL 0.1312%**
(2.60)

*** and *** indicate statistical significance at 10%, 5% and 1% levels (two-tail) respectively.
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Results

The results of estimating the model specified
in equations (2) to (5) using 3SLS are
presented in Table 3. As can be seen, the
results change considerably from those
obtained in Table 2. All three coefficients on
the components of customer satisfaction in
the sales equation have the expected positive
signs, and two of them are significant:
CUSTSERYV (coefficient = 32.9130, t = 2.69)
and MERCHANDISE (coefficient = 56.7207,
t = 6.72). Thus, CUSTSERV, which was
significantly negative when estimated using
OLS, is now significantly positive. Note that
the coefficient on PHYSICAL is insignificant
(coefficient = 6.6390, t = 0.26). The
PHYSICAL variable is constructed using two
survey items that assess cleanliness of
restrooms and stores but may not be
comprehensive enough to capture the totality
of the physical facilities in the stores. This
could be a possible reason for the lack of
significance. Also, it is evident from the
results that sales does, in fact, have a
significant impact on all three components of
customer satisfaction. As expected, the impact
of sales on satisfaction with customer service
and on satisfaction with physical components
is negative, while that on satisfaction with
merchandise is positive.

The results are important for managers
who rely on analysis of the relative
importance of different components of
customer satisfaction when formulating
strategy. If the simultaneity were ignored in
the case of RETAILER, for instance, the
results would show that improving customer
service would have a negative impact on sales
performance. The strategic implication for the
entire organization can be substantial —
managers may focus only on improving the
quality and value of merchandise in order to
generate sales revenue while ignoring the
importance of customer service and store
cleanliness even though they may actually
have a significantly positive impact on sales

revenue. Our results indicate that when
simultaneity is considered in the model, sales
revenue has a significantly negative impact on
customers’ satisfaction with service and
physical facilities. The implication for store
management is that achieving higher sales
traffic would have a negative impact on
certain dimensions of customer satisfaction,
making it essential to bolster resources
allocated to improve customer satisfaction on
those dimensions.

In addition to finding evidence for our
main premise, the results also provide
interesting insights on the drivers and
correlates of different components of
customer satisfaction. For instance, we find
that sales potential is significantly (t-statistic
= 7.31) related to the actual sales achieved by
a store. Moreover, relative wages paid to sales
associates and their average experience are
both positively associated with the service
dimension of customer satisfaction (t-
statistics = 13.08 and 2.64 respectively). This
finding supports the argument that more
motivated and experienced employees are
likely to provide better customer service
leading to higher customer satisfaction. Also,
customers seem more satisfied with hard-line
stores that sell a broader line of merchandise
(t-statistic = -19.03) which may enhance
convenience for the shopper due to the wider
assortment of goods carried by these stores.
Finally, for the PHYSICAL component of
customer satisfaction, we find evidence in line
with our expectation that customers are less
satisfied with older stores (t-statistic for
LNAGE = -2.45) and more satisfied with
stores in a mall rather than stand-alone stores
(t-statistic for MALL = 2.60).

DISCUSSION

Our primary objective in this article
has been to empirically document the
simultaneous relationship between compon-
ents of customer satisfaction and sales
performance. The implications of the results
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are useful to researchers as well as managers
in gaining a more meaningful understanding
of the relationships between these constructs.
In examining the relationship between the
components of customer satisfaction and sales
performance, earlier studies had ignored the
possibility of simultaneity between them.
This may distort conclusions drawn from the
results because the coefficients estimated
from the misspecified model may be biased.
Using customer survey data more than
1000 stores of a department store chain, we
examined the simultaneous relationship
between the components of customer
satisfaction and sales performance. We used
factor analysis of customer responses to a
satisfaction survey and found that the
responses load on three factors, which could
be identified as customer service, merch-
andise and physical characteristics. The
results obtained from a model that ignored the
simultaneity between the satisfaction com-
ponents and sales performance contradicted
intuition. Theory suggests that if, in fact,
simultaneity does exist and is ignored, results
of the estimation will be biased. We found
evidence indicating the existence of
simultaneity — while the components of
customer satisfaction had a significant impact
on sales performance, sales, in turn, had a
significant impact on the satisfaction
components.  If  simultaneity in the
relationship is ignored, decisions based on
biased coefficient estimates may lead to
suboptimal allocation of resources by
managers. The results of this study, thus, have
important implications for future studies that
model the relationship between customer
satisfaction and sales performance, as well as
for managers who base strategic decisions on
the results of such analyses. In addition to
providing support for our main argument in
the article, the results also identify several
important drivers and correlates of different
components of customer satisfaction. While
the addition of these variables enhances the
robustness of our results by controlling for
exogenous factors, they also provide

managers and researchers insights into the
different determinants of various components
of customer satisfaction.
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TAXONOMY OF THE INFLUENCE OF OTHER CUSTOMERS
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ABSTRACT

Most research in consumer complaint
behavior (CCB) emphasizes the motivations
for making complaints, complaint responses,
and subsequent behavior; however, the role of
interpersonal influence on CCB has drawn
little attention.  This study investigates CCB
from a social-psychological perspective
according to social facilitation effects and
interpersonal influence literature. Based on a
qualitative study via a modified critical
incident technique, this study identifies four
major  categories  consisting of 17
subcategories of interpersonal influence on
CCB. The findings suggest that the mere
presence (physical and mental) of other
customers (acquainted and unacquainted) may
play a critical role in consumers’ decisions to
make complaints in the service context.
Sources of others’ influences on complaint
decisions are identified.  Theoretical and
managerial implications are discussed.

INTRODUCTION

Marketing researchers have attempted
to better understand consumer complaint
behavior (CCB) in the past three decades due
to the fact that it is an important
post-evaluation  response of  consumer
dissatisfaction (Liu and McClure 2001).
Within the service/product context (e.g., Liu
and McClure 2001), past research on CCB
has mainly focused on consumers’
motivations for making complaints (e.g.,
Morel, Poiesz, and Wilke 1997), complaint
responses (e.g., Day and Bodur 1978;
Hirschman 1970; Singh 1990), effects of
complaining (e.g., Nyer 2000), subsequent
behavior (e.g., Blodgett and Anderson, 2000),

consumer complaint handling (e.g., Estelami
2000), and non-complaining (e.g., Chebat,
Davidow, and Codjovi 2005).

A neglected area in CCB is the
potential effect of other customers on an
individual’s complaint behavior. It is
possible that the mere presence (i.e., simply
“being there” with no interaction) of and/or
interaction with acquainted or unacquainted
others at the time of service failure may
influence consumers’ complaint decision-
making processes and, ultimately, their
complaint behavior.  Although no known
research has directly investigated this issue,
there is evidence to suggest such a
proposition.

First, the importance of social
significance in consumer satisfaction was
mentioned by Day (1977). According to
Day (1977), people have the desire for the
approval of others for publicly- or jointly-
consumed products. The reaction of other
consumers to a purchase may have influence

on the purchaser’s satisfaction and/or
dissatisfaction level with respect to a
purchase. This social factor seems to play a

critical role in satisfaction.

Second, the importance of social
presence (i.e., presence of other customers)
has been investigated in the field of consumer
research (e.g., Argo, Dahl, and Manchanda
2005; Dahl, Manchanda, and Argo 2001; Luo
2005; McGrath and Otnes 1995). With
respect to the level of acquaintance, McGrath
and Otnes (1995) examined different types of
influence among unacquainted consumers in
the retail setting by using the framework of
interpersonal influence.  They concluded
that strangers are sometimes a source of
inspiration and frustration during the
shopping process, depending on consumers’
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shopping activities and how they perceive
challenges  of  accomplishing  tasks.
Regarding the type of presence, through the
use of a field study approach, Dahl et al.
(2001) found that social presence of another
individual or group of individuals (either real
or imagined) during purchase can create
embarrassment for consumers (Dahl et al.
2001). Recently, Luo (2005) further applied
the concept of social presence in
understanding consumer impulse buying
behavior.

Third, Zajonc’s  (1965)  social
facilitation theory recognizes the importance
of the social environment on individuals’
behavior and posits that the mere presence of
others (i.e., without interaction between
individuals taking place) can affect an
individual’s behavior. Some studies have
been conducted to understand consumer
shopping behavior and online auction
behavior in relation to this theory (e.g.,
Sommer and Sommer 1989; Rafaeli and Noy
2002). This study further proposes that
consumers’ decisions to make complaints
may be dependent on their perceptions of
other customers’ presence.

The purpose of this research is to
investigate the role of other customers in
CCB, in the service context, from a
social-psychological  perspective. The
service context is chosen because of its
inseparability property (Zeithaml and Bitner
2003), i.e., the simultaneous production and
consumption of services, requiring the
involvement of the customer. As the
customer is taking part in the commingled
production-consumption process, the same
customer is often exposed to other customers.
In addition to precepts from CCB literature,
the present investigation utilizes the
interpersonal influence literature (e.g., Dahl et
al. 2001; McGrath and Otnes 1995) and
theory of social facilitation effect (Zajonc
1965) as its frameworks.

The exploratory study addresses the
question as to whether the presence (physical
and mental) of other customers (acquainted

and unacquainted) influence dissatisfied
customers’ decisions to make complaints.
Specifically, we seek to answer the following
questions: “Do others in the service
environment, acquainted and unacquainted,
affect consumers’ voicing complaints to
service providers? “Can others influence
consumers’ voice complaint behavior even if
they are not physically present with the
consumer?” If so, how do acquainted or
unacquainted others who are present or not
present in the service environment affect
consumers’ complaint behavior? In other
words, what are the sources of influence? In
order to answer these questions, we attempt to
identify and categorize the potential types of
influence via a qualitative method (i.e.,
modified critical incident technique) in hopes
that existing knowledge related to CCB as
well as interpersonal influence is enhanced.

This article consists of four sections.
First, past literature in CCB and social
influences will be discussed with an emphasis
on two theories that help guide this research,
including interpersonal influence and social
facilitation effect. Second, the methodology
section explains data collection, nature of
respondents, and the coding technique used to
obtain meaningful results pertaining to this
research. Third, results will be presented.
Finally, discussion and conclusions will be
presented as well as future research
directions.

REVIEW OF LITERATURE
Consumer Complaint Behavior

Complaint behavior is generally
related to the emotional reactions of
dissatisfied consumers due to a product and/or
service failure. According to Jacoby and
Jaccard (1981), it is defined as “an action
taken by an individual which involves
communicating something negative regarding
a product or service to either the firm
manufacturing or marketing that product or
service, or to some third-party organizational
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entity [such as the Better Business Bureau or
the Federal Trade Commission] (p.6).” Past
research categorizes complaint behavior on
two levels. At the first (behavioral) level,
dissatisfied consumers would take actions and
express their unhappiness toward the
seller/service provider, their family, and
friends, or even a third party (Crie and
Ladwein 2002; Singh 1988). They make
complaints in order to achieve certain goals,
including seeking redress and boycotting the
product or service (Day 1984). At the
second (non-behavioral) level, no specific
action is taken by the displeased consumer
due to several reasons, such as no desire to
voice complaints or not being able to recall
the incident (Crie and Ladwein 2002).

Researchers have investigated
different factors that determine complaint
behavior, and findings indicate that perceived
dissatisfaction is a necessary antecedent (Crie
and Ladwein 2002; Oliver 1987). However,
complaint behavior does not always take
place when dissatisfaction is experienced
(e.g., Chebat et al. 2005; Crie and Ladwein
2002). Consumers’  perceptions  of
cost/profit ratios with respect to complaining,
types of purchase, loyalty to the brand and/or
store, individual personality, and
demographic variables are likely to have an
impact on how consumers respond (Crie and
Ladwein 2002). Crie and Ladwein (2002)
utilized commitment theory to explain
complaint behavior and proposed that the
buyer-seller relationship may shape the
response style of dissatisfaction.  Other
research suggests that CCB varies by store
characteristics, attitudes toward complaining,
perceptions of likelihood of success, and
factors related to stability and controllability
(Blodgett and Anderson 2000; Chebat et al.
2005). As stated, no known studies have
examined the role of interpersonal influence
as a determinant of complaint behavior.
However, Folkes (1984), in a study on the
effects of attribution on consumers’ reactions
to service failures, acknowledged the possible
influence of others’ presence on consumer
reactions to product failure.

Interpersonal Influence on
Consumer Behavior

The importance of social influence has
been addressed in the field of consumer
behavior with the focus on interpersonal
influence from acquainted customers with
whom the consumer has a certain relationship,
such as family (e.g., Moschis 1985), peers
(e.g., Childers and Rao 1992), and reference
groups (e.g., Bearden and Etzel 1982). For
example, Lascu and Zinkhan (1999)
examined how consumers conform to other
people’s influence in marketing settings and
recognized several factors that influence
consumer  conformity, including group
characteristics, task difficulty (i.e., clarity of
outcome), past experiences, and personality
traits. In terms of group characteristics, they
found that the size of group, leadership,
likelihood of future interaction with the

group, and extent of consensus affect
consumers’ desire to conform.
Researchers have also recognized

interpersonal influence from unacquainted
customers (e.g., McGrath and Otnes 1995).
McGrath and Otnes (1995) studied stranger
interaction in the retail setting and concluded
that interactions among unacquainted
consumers do, in fact, take place; these
experiences can either help or hamper
shopping experiences in both overt and covert
manners. The authors defined overt
influences as actual face-to-face interactions
between strangers; covert influences are
referred to as the situation in which only one
customer is conscious of the influence during
the encounter.

While the importance of physical
social  presence of acquainted and
unacquainted others has been recognized, a
scholar suggests that it is not necessary for the
social audience to be physically present to
have an impact (Miller 1996). Consumers
may be alone and imagine that others in the
surrounding environment are watching them
and their actions. The imagined action of a




110 Influence of Other Customers in Complaint Behavior

social presence may be associated with a
person or a group of people (Latané 1981),
which has been found to affect consumers’
levels of embarrassment during purchase
processes (Dahl et al. 2001). It is also
posited that imagined social presence may be
associated with  word-of-mouth (WOM)
communication. People are likely to make
inferences based on information received
through WOM communication (Wilson and
Peterson  1989). Sources of WOM
communication, regardless of the level of
acquaintance, may be regarded as social
audiences which are not physically present.
Thus, it is proposed that consumers imagine
the presence of others and recollect the
information that they have learned from them
(i.e., WOM communication), which, in turn,
may have an effect on their complaining
decisions.

Social Facilitation Effects

According to Zajonc (1965), the tenets
of social facilitation theory predict that the
mere presence of others influence individual
behavior and performance. That s,
influences may occur even when the
individual does not interact with other people
in the surrounding environment. The
presence of others may either enhance or
impair an individual’s performance.

Academicians have developed three
major explanations for the social facilitation
phenomenon (Aiello and Douthitt 2001).
Drive theory suggests that the mere presence
of others may increase physiological arousal
(or drive) within an individual, which, in turn,
makes a simple task or well-learned task
easier to accomplish. Conversely, the same
arousal could render a complicated or new
learning task more difficult (Aronson, Wilson,
and Akert 1999). The premise is that others
may have some significance to the performer
(e.g., potential for reward/punishment) that
may affect an individual’s performance
(Zajonc 1980). Based on drive theory, social
comparison theorists suggest that individuals

may be affected by others due to their concern
that they are being -evaluated. Thus,
according to this theory, arousal or drive is
only elicited when an individual’s
performance is thought to be assessed by the
others (Cottrell 1972).  Lastly, cognitive
process theory explains the effects of the mere
presence of others on the attention to and
processing of different types and amounts of
information. For instance, rather than
processing information about the task at hand,
the mere presence of others may cause an
individual to redirect his/her attention to the
others in an effort to assess whether or not
they are monitoring his/her performance or
may pose a threat. This theory extends
influencers on drive or arousal, and ultimately
on performance, to include situational,
individual, and group size factors (Paulus
1983).

In a comprehensive review of social
facilitation literature and research, Aiello and
Douthitt (2001) offered a unifying framework
that identifies five major factors that affect
how the presence of others influences a
performer’s behavior. These factors include
type of presence factors (e.g., type of
presence, relationship of other with performing
individual), situational factors (e.g., feedback
from others), individual factors including
perceptions and reactions of individual as
well as their characteristics, task factors (e.g.,
complexity of task), and performance factors
(e.g., cooperation/competition).

Social Facilitation Effects
and Consumers

Grounded in the social-psychology
field, social facilitation effects have been
found in the field of consumer behavior.
Depending on situations, social facilitation
can have both positive and negative effects on
consumption behaviors (Gaumer and LaFief
2005).  For example, past research has
revealed that consumers who are
accompanied by others spend more time
shopping in stores. Sommer and Sommer
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(1989) found that the presence of others
extends consumers’ length of stay and, thus,
increases purchases. Rafaeli and Noy (2002)
harnessed the theory of social facilitation for
understanding online auctions and concluded
that participants of online bidding tend to stay
longer in the auction activity and perform
better during the auction when exposed to a
higher level of virtual presence of other
bidders. On the other hand, Gaumer and
LaFief (2005) proposed that social facilitation
theory indicates that crowding may influence
the customer’s purchase decision as well as
result in negative emotions and behaviors
(e.g., deindividuation). Consumers may buy
items that they usually would not or vice
versa when they perceive others as evaluating
them and, thus, behave differently.

METHOD

The influence of other customers on
CCB is explored through a qualitative
methodology similar to the critical incident
technique (CIT). Critical incidents refer to
the descriptions of events and behaviors.
CIT is a method of classification that helps
determine categories based on an analysis of a
specific set of data. It is especially useful
when the purpose of the research is to
enhance knowledge of a phenomenon that has
not been extensively documented (Bitner,
Booms, and Tetreault 1990). While CIT has
been mainly adopted to analyze data from
interviews or observations, the current study
utilizes a modified version that allows
respondents to provide answers to relevant
questions in written form.

Data Collection

In order to explore the role of other
customers in CCB, critical incidents were
collected from a convenience sample of
undergraduate  students  majoring  in
business-related programs at a southwestern
university.  This sampling technique is
deemed appropriate when the research is
exploratory in nature. The students were

requested to answer the following questions
outside of class and to submit them to the
researchers within a two-week period. In
order to gain more insights into the topic of
interest, the students were encouraged to
complete the questions by being given extra
credit incentives in their respective classes.

o Please think of a
situation in which you have
experienced poor service in the
service setting (e.g., airlines,
restaurants, hotels, etc.) and
thought about making a
complaint.

o Please describe the
situation. Why did you feel
dissatisfied?

o Did you finally make a
complaint? If yes, then please
think back, 1) Why did you
decide to complain? 2) How
did you complain? and 3)
What were the processes and
the outcome? If you did not
complain, then please give
reason(s) why you decided not
to complain.

e Do you think the presence of
other customer(s), including
those you knew and those you
did not know, had any impact
on your decision to complain
or not to complain? Why?

e How difficult/easy did you feel
it was to make a complaint in
your situation? What made it
so difficult/easy for you?

The above questions required the
respondents to recall past experiences
regarding complaint behavior, including the
situations and  possible  factors that
encouraged and/or discouraged their decisions
to make complaints. More specific
questions regarding the presence of other
customer(s) were posed to ensure that
sufficient information about the influence of
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others in a complaint behavior setting would
be obtained.

A total of 97 respondents, 82 females
and 15 males, documented their dissatisfying
experiences which resulted in 97 incidents.
Of the 97 incidents, 34 were in the context of
restaurants, 20 in airlines, 11 in phone
services, 13 in retail services, and the balance
in automobile rental, hotel, and other service
industries. Of the total sample, 27
respondents were dropped from further
analysis due to the fact that no relevant
information regarding other customer(s) in the
setting was mentioned, culminating in a
useable sample of 70 incidents.

Classification of Incidents

For the purpose of this research, a
similar analytic technique to the one used by
Bitner, et al. (1990) was employed. This
study’s data analysis involved several stages.
First, on a separate basis, each of the
researchers carefully read and sorted the
incidents into categories. [Each researcher
reviewed the critical incidents for similarities
and differences that pertained to the influence
of other customer(s) in reported experiences.
Second, the researchers compared the results
of the initial stage of analysis, identifying the

similarities and differences between
researchers’ classifications. Each incident
was assigned to only one category.

Thorough reading of incidents and the actual
words used by the respondent were
considered in category assignment in cases
where potential overlapping might occur.
Interjudge agreement on the assignment of
incidents into  categories was 87%.
Differences in categorical results were
discussed until a consensus on categories was
achieved.  Third, the researchers labeled
categories through further discussion.

RESULTS

Four major categories of influence of other
customers emerged from this study. The

first dimension is concerned with the
relationship the consumer has with other
customers in the service context (i.e.,
acquainted versus unacquainted customers).
The second dimension is involved with the
type of social audience surrounding the
consumer (i.e., physical presence versus

mental presence) (see Figure 1). The first
category, Acquainted Customers with
Physical Presence, consists of three

subcategories:

(1) Encouragement/Confidence/Support,
(2) Embarrassment Avoidance, and
(3) Obligation.

The second category, Unacquainted
Customers  with  Physical Presence,
encompasses eight subcategories:

(1) Encouragement/Confidence/Support,

(2) Embarrassment Avoidance,

(3) Altruism,

(4) Problem Awareness through Service
Comparison,

(5) Leadership,

(6) Diffusion of Responsibility,

(7) Accessibility, and

(8) Revenge.

The third category, Acquainted
Customers with Mental Presence, includes
three subcategories:

(1) Confidence/Support,
(2) Supplemented Annoyance, and
(3) Heightened Anticipation.

Finally, the  fourth
Unacquainted  Customers  with
Presence, addresses three categories:

category,
Mental

(1) Supplemented Annoyance,
(2) Altruism, and
(3) Sympathy.

The following is a description of the
major categories and respective subcategories
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with respect to respondents’ descriptions of
how other customers, present at the time of
service failure, influenced their CCB.

FIGURE 1

Taxonomy of the Influence of Other Customers in Consumer Complaint Behavior

Level of Acquaintance
Acquainted Customers Unacquainted Customers
(family, peers, friends, etc.)
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Acquainted Customers with
Physical Presence

Past research indicates that interpersonal
influence occurs through family, peers, or
reference groups (e.g., Bearden and Etzel
1982; Childers and Rao 1992; Moschis 1985).
According to the findings, acquainted
customers include family members, peers,
friends, and significant others.

Encouragement/Confidence/Support

Encouragement/confidence/support
refers to the strength from family members,

peers, and friends given to customers in the
wake of service failures. The transference of
strength results in customers feeling right and
correct about their decisions to voice
dissatisfaction. The data show strong
evidence that family members, especially
parents, can have major influence on
respondents’ complaint behavior. For
example, two different female respondents
mentioned the impact that their parents had on
them when encountering  dissatisfying
experiences.

“My dad had a huge impact in my
complaint. He had such an impact because
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he told me how the situation turned out was
completely unfair....”

“...I was a little disappointed because
| was craving a juicy rare steak. However, my
mother finally convinced me to speak up
about my order...."”

In addition to family influence,
findings reveal that the large size of the group
of acquaintances helped some respondents
feel more confident and supported, driving
their decisions to complain. This finding is
consistent with the study by Lascu and
Zinkhan (1999). Being accompanied by a
large group is likely to help consumers have
greater confidence in voicing their dis-
satisfaction to the service provider.

“My party had about 17 people in it
and all of us were very upset...Having a large
group definitely encouraged us to complain
because we out-numbered the manager and
waitress.”

Embarrassment Avoidance

Embarrassment avoidance occurs
when consumers feel uncomfortable in
making complaints because they are

accompanied by other acquainted customers
and do not want to bring perceived negative
attention to themselves. The lesser tendency
to make a complaint appears to be caused by
the potential damage to the consumer’s
self-image and/or reputation.

“I just don’t want to look ‘difficult’ in
front of my friends and family...Their
presence had a great impact on why | chose
not to complain. I didn’t want to make a scene
or gain a reputation with the group....”

The dampening effect of others on
vocalizing dissatisfaction may also be
associated with the potential reaction of
acquainted others.  For example, being
accompanied by a person who is highly likely

to cause a raucous when a complaint is
registered may reduce the customer’s desire
to voice dissatisfaction. In an incident
related to airline services, a respondent stated
that her reasoning behind the decision not to
complain was the fear that it might ignite her
friend to respond in an embarrassing fashion.

“I didn’t want to get her involved as
well. This was due to her sometimes getting
carried away if she becomes upset. So to
avoid a scene and added frustration, |
decided to walk away.”

Obligation

Obligation is defined as complaints
made due to the customer’s consideration and
concern for his/her acquaintance’s service
experience in the hope that it will turn out
satisfactory. Most incidents related to this
subcategory took place in a restaurant setting.

“...my friends did have an impact on
my decision to complain (to request for faster
service for the vegetable dish). Since my
friends are a middle-age couple, | respect
them since they are older than me. | wanted to
make this dining experience enjoyable for
them. Also, since they really wanted to try
this vegetable dish, | did not want to
disappoint them...”

The obligation can also be expanded
to include the notion that respondents feel the
responsibility to help relieve the stress of
those accompanying them. In the following
example, a respondent reported a very
unpleasant dining experience in a café in
which the waitress’s rude behavior was
upsetting a companion.

“My sister’s friend became extremely
embarrassed, and almost to the point of
tears...I decided to complain because | could
not believe such behavior was going on.
Furthermore, 1 feel sorry for my sister’s
friend who was very upset...The presence of
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my sister and her friend definitely compelled
me to complain....”

Unacquainted Customers with
Physical Presence

Through in-store observations,
McGrath and Otnes (1995) investigated
stranger interactions in the retail setting and
detected that strangers can influence
consumer behavior via both overt (i.e., actual
face-to-face interaction between two custom-
ers) and covert (i.e., awareness of influence
on the part of only one customer) effects. In
this category, eight subcategories were
identified. Some of the critical incidents
reported by the respondents illustrate how
unacquainted customers play different roles in
determining complaint actions.

Encouragement/Confidence/Support

Similar to the encouragement
provided by acquainted customers (e.g.,
parents), the findings reveal that unacquainted
customers are likely to make the consumer
feel confident and supported. This support
sends signals to the consumer that it is
appropriate to take a stand when a service
failure occurs.

“I was unsatisfied because the airline
did nothing to remedy the situation...talking
to the other customers helped gain more
confidence in knowing that |1 was right and
that what the airline was doing was wrong.”

Similar to the context of “acquainted”
customers, larger groups of unacquainted
customers seem to be associated with greater
perceptions of support, potentially resulting in
a greater probability that a complaint will be
levied.

“They also have the same problem
and we thought if more people complain
maybe the problem would get fixed...”

The results also reveal that the consumer
tends to look for specialized help from other
customers in terms of complaining to service
providers. The help may take several forms
including unacquainted customers serving as
witnesses and/or providing testimonials about
the severity of the service failure. This is
similar to overt stranger influences (e.g.,
help-seeker; proactive helper) identified by
McGrath and Otnes (1995). Here is the
example:

“The customers around me which
totaled well over 150 people not only
acknowledged my argument with the
supervisor but were agreeing with me and
making comments to him about the rude
treatment.”

Embarrassment Avoidance

Embarrassment avoidance, also found
in the “acquainted” customer category, refers
to the situation in which consumers feel
uncomfortable in making complaints because
they are surrounded by other unacquainted
customers and do not want to make a scene.
The fact that these consumers choose not to
complain in the presence of other customers,
unknown to them, may point to the
importance of their public images.

“..if I hadn’t been in a crowded
airport I might have caused more of a fuss
and demanded to make them let me on the
plane. Because of the amount of people
around I did not want to cause a huge scene.”

The embarrassment resulting from
being surrounded by a group of unknown
customers may reflect negative feelings
examined in Argo et al.’s (2005) study.
They found that the size of the group may
increase the negative emotions of customers
especially within close proximity (e.g., in the
airport).
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Altruism

Altruism, similar to “obligation” in the
acquainted customer category, refers to
customers’ genuine concern for other present
customers. The hope appears to be that, if
the customer complains, other customers’
suffering will end.  This subcategory is
labeled altruism rather than “obligation” to
help differentiate and reflect the fact that
these individuals are willing to complain for
others with whom they have no relationship
(i.e., unacquainted customers). As suggested
by Batson (1991), altruism can be defined as a
motivational state with the ultimate goal of
increasing another’s welfare (p. 6). For
example, one respondent who experienced an
airline service failure reported the following
experience.

“...the other customers’ presence
helped me want to complain more. | did not
like to see how the other customers were
being treated....”

Problem Awareness through
Service Comparison

Problem awareness through service
comparison is an experience in which
customers’ decisions to complain, on their
own behalf, are influenced by comparing their
own service with that of unacquainted others.
The comparison focuses on the equality or
inequality of service treatment. In some
instances, this comparison precipitates cus-
tomers’ awareness that, indeed, they are
recipients of poor service. Through a com-
parative evaluation of the service provided to
other unacquainted customers, consumers
may realize it is necessary for them to speak
up about their plight.

“The thing made us all mad was that
the table next to us, which had five people at
it, got their food before we did and they sat
down after us. They had all ordered full meals

and we didn’t understand why it was taking
our three mini pizzas so long.”

Customers may also make inferences
about the cause of the unequal service pro-
visions. For example, some respondents felt
that the reason for their receiving poorer
service, as compared to other customers, was
their younger status.

“I think the fact that I looked young
and like a student had a lot to do with why |
did not get the help | needed. I saw many
older people who looked like they had money
get helped...I complained because [ was
treated unfairly...”

Although in the abovementioned
instances comparisons resulted in complaints
being registered, it is possible that comparison
helps the consumer to realize that other
customers are also experiencing the same
level of service, preventing him/her from
voicing dissatisfaction. The following
example reveals how consumers may choose
not to complain after experiencing an
unpleasant service failure.

“...the pilot and everyone working
aboard the flight were trying to calm
everyone down. We were all really annoyed
and wanted to complain but it is obvious that
the situation affected everyone ...everyone
was going through discomfort...”

Leadership

Leadership is an influence that occurs
when it becomes apparent that, in order to
receive attention from service providers who
may correct the situation, someone in a group
of people must to take the initiative to make a
complaint on behalf of the group. Unlike the
influence of “problem awareness through
service comparison”, which pertains to the
degree of fairness with one’s service in
comparison to others’ service and the decision
to complain for one’s self, leadership arises
when the consumer realizes that everyone is
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experiencing the same problem and feels that
he/she must emerge as a leader to inform the
service provider about the situation.

“I think all the other customers that
had this woman as a waitress wanted to
complain. | decided to take the initiative
because working in retail myself I know how
important it is to be courteous to
customers....”"

Diffusion of Responsibility

In contrast to the leadership influence,
the findings revealed that some consumers
decide not to make complaints because they
think other customers will do so in their place.
This subcategory is referred to as diffusion of
responsibility.  Diffusion of responsibility
influence occurs when an individual’s sense
of responsibility is diminished in the presence
of other onlookers (Crooks and Stein 1991).
In the CCB context, when other customers are
present, some individuals believe that those
around them may take the lead in
complaining, relieving these individuals of
this unpleasant duty.

“... | figured that someone out of our
group would complain and that would be
enough for me that the airline is aware of
what went on.”

Accessibility

Accessibility is defined as the
perception that physical presence of other
customers may make the task of approaching
the service provider a more difficult one.
According to the results, some consumers
tend to perceive complaining to be more prob-
lematic as the number of customers increases.
The other customers, acting as physical
barriers, pose challenges to individuals in
accessing employees. The lack of
accessibility, due to the crowding, may deter
consumers from finally complaining.

“I think the presence of other
customers had an impact on my decision not
to complain. First off the pickup area was
very crowded and noisy. I didn’t want to have
to fight my way to the front...”

Revenge

Revenge relates to the consumer’s
desire to hurt the business by vocalizing
complaints within the hearing distance of
other present customers. The complaints are
expressed when complainers can be sure that
their efforts will result in making other
customers aware of the service provider’s
failings. One male respondent sought such
revenge on a national retail chain.

“I voiced my complaint loud and
proud! | wanted the other customers to know
what happened.”

The influence discussed in the fol-
lowing  section  involves  dissatisfied
consumers whose decisions to make com-
plaints were based on the mental presence,
rather than physical presence, of other
customers, either acquainted or unacquainted.

Acquainted Customers with
Mental Presence

Confidence/Support

This subcategory indicates that
acquainted customers who are absent from the
service setting may also provide mental
support for consumers’ decisions to make
complaints. Without being accompanied by
their acquaintances, dissatisfied consumers
may imagine the presence of their family or
friends and what their family or friends would
have suggested. Then, they choose how to
deal with the situation based on their
imagination. In this case, family and peers
tend to lend support and provide reasons for
having to make complaints even though they
may not be physically present. A female
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respondent stated her problem with the local
phone company and decided to complain.

“...it was easy to complain because
we had support. Many other people we
knew had the same problems...”

Supplemented Annoyance

The  subcategory,  supplemented
annoyance, addresses the situation in which
consumers may get angrier with the service
provider due to the recall of their
acquaintance’s disappointing experiences and
finally choose to complain even when the
acquaintances are not physically present in
the situation. The consumer might feel more
annoyed simply because they recall how their
friends had been treated by the same service
provider and know that the service provider
had not done much to rectify the problem.

“The negative experiences some of my
friends had with Sprint influenced me to make
the complaint because | was fed up with the
company.”

Heightened Anticipation

Communication with family and/or
friends regarding appropriate levels of service
may heighten the individual’s anticipation as
to how the service should be provided. With
expectations influenced by acquainted others’
previous communications, complaints may be
levied when they otherwise would not have
been made. Here the expectations are
formed based on information obtained from
WOM communication through acquaintances,
such as family and friends.  This sub-
category is termed heightened anticipation.

“I decided to complain because I was
told (by friends) that usually beer companies
are pretty good about customer satisfaction
and it might be worthwhile to let them know |
was unhappy.”

Unacquainted Customers
with Mental Presence

Supplemented Annoyance

Effects similar to supplemented
annoyance in the acquainted customer context
may also take place when consumers’
decisions to complain are influenced by un-
acquainted customers who are not physically
present. According to our findings,
consumers may seek information provided by
other customers from various sources (e.g.,
consumers’ complaints made to Better
Business Bureau, online consumer reviews),

which  can be regarded as WOM
communication (e.g., Chatterjee 2001).
After investigating relevant information

provided by unacquainted customers and
realizing how poor the service was for other
customers, dissatisfied consumers may decide
to express their frustration with their own
service  experiences. In this case,
confirmation may be what consumers are
seeking from other unknown customers.

“But after all of this | was searching
online for consumer complaints and found
many people who too experienced the same
terrible service with Dell...these complaints
made me want to express my frustration as
well and therefore I am writing the formal
complaint.”

“The next thing I decided to do was to
contact the Better Business Bureau to see if
there were any complaints about Jiffy
Lube....”

Altruism

Altruism, similar to “altruism” in the
unacquainted-present  customer  category,
refers to customers’ genuine concern for other
imagined, future customers. Similarly, the
customer hopes that complaints made by
him/her would help these other customers
from suffering in the future. For example,
two respondents who experienced airline/auto
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service failures reported their experiences and
explicitly mentioned that they did not want
other customers to suffer similar failures.

“I complained not only for myself, but
also for the other customers of this airline. |1
did not want anyone to have to go through
what | went through in the future.”

“I do not know any other customers at
this particular dealership. However, | do
hope that my complaining did some good for
other customers like myself.”

Sympathy

Sympathy, the last subcategory in this
research, refers to genuine concerns for the
service provider when a consumer perceives
that the business is experiencing a downturn
due to physical absence of customers. That
is, the consumer may make inferences about
the viability of the business from the fact that
there are no customers in the service setting.
Dissatisfied consumers may choose to ignore
the service failure and decide not to make
complaints due to sympathetic thoughts
toward the service provider. This is
especially true when the consumer has built a
close relationship with the provider.

“We decided not to complain because
we had met the owners before and felt bad
because the business wasn’t  doing
well...considering that we were the only ones
in the restaurant...”

In an attempt to provide a preliminary
framework of findings relative to the sources
of effects of others on consumers’ complaint
behavior and whether these sources appear to
encourage and/or discourage complaint
decisions, Figure 2 is presented. Figure 2
provides a summary of factors or sources of
different types of influence revealed in this
study that may explain social facilitation and
interpersonal effects of others on complaint
behavior. These sources are communication
from others, group size, perceptions,

individual characteristics, and concern for
others. This summary is used as a guideline
for the following section.

DISCUSSION AND CONCLUSIONS

The objective of this research was to
investigate the role of other customers at the
time of service failure in CCB. Justification
for this exploratory investigation was based
on theories of social facilitation effects from
social psychology and interpersonal influence
from consumer behavior. Four major cat-
egories consisting of 17 subcategories of
influences of other customers in the complaint
setting, i.e., acquainted and unacquainted
customers with physical and mental presence,
were identified in this study. This study not
only confirms the precepts of social
facilitation theory which underlines both
positive and negative effects of presence of
other customers, i.e., customers can be
affected by others even when they have not
interacted, but also applies the
characterization of mere presence into the
context of complaint behavior.

Supportive  communication  from
others, acquainted or unacquainted and
present or mental, appears to be a powerful
tool in encouraging consumers to complain.
Specifically, encouragement, confidence, and
support from others were cited as encouraging
factors in decisions to complain in three of the
four categories, i.e., acquainted/physical,
unacquainted/physical, acquainted/mental. In
addition, when acquainted and unacquainted
others were physically present and provided
positive feedback about the service failure,
large group size appeared to be a joining
positive force in decisions to complain.
Social support from friends and family in
service establishments has been documented
in the literature (Stephens and Gwinner 1998;
Wills and Shinar 2000).  Although not
recognized in the context of complaining,
McGrath and Otnes (1995) identified a
consumer category they termed “help-seeker.”







FIGURE 2

Social Facilitation and Interpersonal Effects and Consumer Complaint Behavior

Source of Influence Subcategory of the Level of Acquaintance/Type | Effect on Complaint
Influence of Social Presence Behavior (i.e.,
encourage or
discourage
complaint behavior)
Communication from | 1. Encouragement/ Acquainted/Physical Encourage
Others Confidence/Support Unacquainted/Physical Encourage
Acquainted/Mental Encourage
e Feedback from
Others 2. Heightened Acquainted/Mental Encourage
Anticipation
3. Supplemented Acquainted/Mental Encourage
Annoyance Unacquainted/Mental Encourage
Group Size 1. Encouragement/ Acquainted/Physical Encourage
Confidence/Support* | Unacquainted/Physical Encourage
2. Embarrassment Unacquainted/Physical Discourage
Avoidance*
3. Accessibility Unacquainted/Physical Discourage
Perceptions 1. Embarrassment Acquainted/Physical Discourage
Avoidance Unacquainted/Physical Discourage
e Concern about
Impressions of | 2. Problem Unacquainted/Physical Encourage/Discourage
Others (or Self | Awareness through
Image) Service Comparisons
e Social
Comparisons 3. Revenge Unacquainted/Physical Encourage
e Desire to Make
Impression
Individual 1. Leadership Unacquainted/Physical Encourage
Characteristics
2. Diffusion of Unacquainted/Physical Discourage
e Leadership Responsibility
Ideology (or
Dominance
Personality)
Concern for Others 1. Obligation Acquainted/Physical Encourage
o Selfless, 2. Altruism Unacquainted/Physical Encourage
Genuine Unacquainted/Mental Encourage
Concern for
Others 3. Sympathy Unacquainted/Mental Discourage

*Group size in conjunction with other factors
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This type of customer seeks
information and advice from unacquainted
McGrath and Otnes (1995) also identified two
types of helpers, i.e., reactive and proactive
helpers. In the complaint context, these
categories may translate to categories of
others who may react to the verbal call of
support (i.e., reactive helper) from individuals
others in order to reduce risk, e.g., risk in
purchasing the “wrong” product. (i.e.,
help-seeker) or volunteer support without
prompting (i.e., proactive helper) from
individuals. It is not clear from this study’s
results whether or not consumers actively
sought support from those present in the
service setting.  Future research is needed to
better understand, in the context of complaint
behavior, how consumers and those present
may interact with one another to seek and/or
provide support in service environments.

Interestingly, communications and
feedback of family and friends, as well as
strangers, can be reproduced in the
imagination of the consumer. Largely, this
input serves to bolster the consumer’s
decision to complain. These communic-
ations stem from past conversations with
family and friends about appropriate service
provisions (i.e., heightened anticipation) in
which disconfirmation of expectations likely
occurs, imagined words of support for and
acknowledgement of a service failure (i.e.,
encouragement/ or confidence or support),
and remembrances and/or knowledge of
similar service failures experienced by family
and friends and unknown customers (i.e.,
supplemented annoyance). In the latter case,
companies should take note that complaints
by unknown others through online customer
reviews, blogs, etc. may serve to elicit voiced
complaints to company representatives.
This sheds light on the existing word of
mouth communication literature (Harris,
Baron, and Ratcliffe 1995; Wilson and
Peterson 1989) in that complaining behaviors
may be the outcome of word-of-mouth
communication which has not been addressed
widely in the existing literature. The

findings regarding the influence of other
customers with mental presence under the
mentioned categories strongly suggest that
customers who judge the service performance
based on their knowledge obtained from some
personal ~ marketing  sources  (Steyer,
Garcia-Bardidia, and Quester 2006) tend to
view the service failure even more severely
culminating in a complaint.

Genuine concern for others appears to
elicit complaints from consumers to service
providers.  This concern can extend to
family and friends accompanying the
consumer at the time of service failure (i.e.,
obligation), strangers in the servicescape that
are perceived by the consumer to be victims
of a service failure (i.e.,, altruism -
unacquainted/physical), and imagined future
consumers that are thought to likely
experience the same service failure fate (i.e.,
altruism - unacquainted/mental). Alternatively,
the absence of consumers may discourage
voice in a concern for the service provider
(i.e., sympathy). Thus, in this situation, the
target for concern is not others in the service
environment but rather for the service
provider.

In general, the present research
findings suggest that others, in particular
acquainted others who are present or
imagined, may induce consumers to
complain. However, the results also imply
that others, under certain conditions, can
impede consumers’ complaint behavior.
Acquainted and unacquainted  others,
physically present, who may not have
verbalized support and/or who, in some
manner, are perceived to be non-supportive
of complaining in the particular situation,
may elicit a consumer’s avoidance response
in an attempt to minimize potential
embarrassment. In other words, consumers
appear to be fearful that others may formulate
unwanted impressions of them if they choose
to complain. In the case of unacquainted
others, large groups of strangers may enhance
this effect. These findings are consistent
with  social comparison theory which
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supports the notion that social influence
affects behavior because individuals may be
concerned how others view them (e.g.,
Carver and Scheier 1978, 1981, 1982) or that
others may be evaluating them (e.g., Cottrell
1972). Lastly, rather than concerns about
embarrassment, consumers may be dissuaded
from voicing complaints due to strangers’
physical presence impeding accessibility to
the service provider. Consumers may feel
that it would be too difficult to reach the
service provider given the obstruction
presented by the mass of others. This
suggests that practitioners should be
cognizant of how waiting lines and service
areas are configured so as not to block
consumers from accessing service providers
in these situations.

Some types of influence from others
seemingly both encourage and discourage
voicing complaints to service providers. In
the “problem awareness through service
comparisons” category, respondents indic-
ated that comparisons of their poorer service
to that of those unknown to them and present
in the service setting instigated complaints.
As is the case with embarrassment avoidance,
this social facilitation effect type aligns with
the social comparison theory (e.g., Carver
and Scheier 1978, 1981, 1982). Conversely,
in the same category, the knowledge that all
consumers were suffering in the same
circumstances seemed to squelch some from
complaining. Investigations about own
comparisons of service with that of others,
e.g., service comparisons that are perceived
to be similar or different, and how they
impact voicing dissatisfaction would helpful
in better understanding this phenomenon.

Feelings of leadership and respons-
ibility, or lack thereof, to unfamiliar others
also seem to have an effect on whether
complaints are encouraged or discouraged.
Interestingly, some felt responsible for
speaking up for others experiencing a service
failure (i.e., Leadership) whereas other
consumers believed that someone from the
audience would relieve them of this
responsibility (ie., Diffusion of

Responsibility).  According to personality
research, individuals may be described and
identified by their personality characteristics
in various dimensions, one of which is
dominance (Gough 1957). Dominance
includes aspects of “leadership ability,
dominance, persistence, and social initiative”
(Robertson and Meyers 1969, p. 165). It is
likely that individuals who possess
dominance personality characteristics tend to
take the initiative to make a complaint. In
an attempt to understand “Diffusion of
Responsibility,” one stream of research that
explains how presence of others may reverse
social facilitation effects may be helpful
(Harkins  1987). Specifically, “social
loafing” supports the notion that some
individuals are less motivated to perform
well when in the presence of others in
comparison to situations in which they are
alone.  Harkins and Szymanski (1988)
found that social loafing effects can be
eliminated when individuals have a tendency
to evaluate themselves or perceive that others
are evaluating them. Future research is
needed to explain why some consumers
defect to others in the service arena to
complain whereas other consumers undertake
the responsibility for complaint actions.
Perceptions of others’ evaluations and/or
tendency to self evaluate should be noted as
possible factors in explaining these different
reactions.

In general, the present study’s
results confirm some theories and findings
provided in interpersonal influence and social
facilitation literatures.  For example, the
number of present others was mentioned by
some respondents in the present study, in
conjunction with other factors, in explicating
their complaint decisions. This is consistent
with Lascu and Zinkhan’s (1999) study in
which size of group was found to affect
consumers’ intentions to comply.  Also,
individuals’  “imagined” communications
from strangers and family and friends appear
to influence their complaint behavior (Wilson
and Peterson 1989). Social comparison
theory (Cottrell 1972), purporting social
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effects as being driven by evaluations, is
supported by this study’s findings through
such  categories as  “Embarrassment
Avoidance” and “Problem Awareness
through Service Comparisons.” Commun-
ication from acquainted and unacquainted
others, instrumental in supplying support to
consumers undergoing service failures,
seemingly has influence on decisions to
complain. Aiello and Douthitt (2001), in
their review of social facilitation literature
and research, cited “feedback from others” as
a subcategory of one of five major factors
(i.e., situational factors) that may impact how
others affect an individual’s performance.
Despite the abovementioned confirm-
ations, questions remain.  For instance,
concern for others is not known to be
specifically identified in interpersonal or
social facilitation literatures for having a role
in how others affect individuals’
performances.  Yet, the present findings
clearly suggest that these concerns may play
a role in how others affect consumers’
complaint decisions. In addition, Tombs
and McColl-Kennedy (2003) propose that
consumers read others’ emotions which may,
in turn, affect their behavior. However, this
study’s findings did not corroborate this
concept. Lastly, according to social
facilitation theory, this study does not reveal
whether or not “drive” was heightened
through the presence of others and/or
whether the perceived complexity of the task
of complaining is influential in how others’
presence influence complaint performance.
Research in these areas is warranted.
Practitioners can use the information
gleaned from this study relative to
interpersonal influence and social facilitation
effects in designing strategies related to CCB.
First, in illustration, evidence from this study
implies that service managers wishing to
glean complaints from customers, rather than
facilitating their permanent exit, should be
sure to implement complaint processes in
multiple ways, e.g., one strategy may allow
would-be complainers to be accompanied by

supporters; whereas, another strategy may
offer an environment in which no others are
present.  Secondly, service providers that
deal directly with consumers may be trained
to identify different types of interpersonal
influence on CCB. They may be instructed
to manipulate the aspects of the different
types of effects so as to encourage
complaining behavior among their customers.
Thirdly, the findings regarding the influence
of other customers with mental presence
strongly suggest that customers who judge the
service performance based on their
knowledge obtained from personal marketing
sources (Steyer, Garcia-Bardidia, and Quester
2006) tend to view the service failure even
more severely culminating in a complaint.
This information confirms extant WOM
research and addresses the importance of
managing WOM  communication  for
marketers. Fourth, the subcategory
“sympathy” has certain implications. When
building relationships with customers, the
service provider is encouraging dissatisfied
customers to make constructive suggestions
so that improvements can be made; however,
the service provider must note that there is a
possibility that disgruntled customers could
be less willing to voice complaints due to
their concerns for the service provider.
Therefore, practitioners should not only build
good relationships with their customers but
also encourage feedback from customers so
that their opinions can be heard.

As is true of any research, the
limitations of this study should not be
ignored. First, this study uses students as a
convenience  sample; therefore, the
generalizability is limited in scope. For
example, the absence of reports of influence
by work colleagues (e.g., peers, superiors) is
notable. Also, due to limited experiences,
students may be less independent than older
counterparts in which case they may have a
stronger need to elicit support of others in
making decisions about voicing complaints to
service providers.  Second, this research
employed a modified critical incident
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technique based on retrospective reports. It
is possible that recall bias could have
influenced the results. Third, this research
only addresses voicing complaints to service
providers. However, it does not explain how
the mere presence of others might affect other
types of complaint behavior such as exit.
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