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PART I: INTRODUCTION

Chapter I: Introduction and Overall Methodology

1.1 Setting the Scene
As with many other European societies, Algeria has moved an cconomy based on agriculture
to an acronym based on services. Asia and North Africa is becoming a predominantly service-
based economy. Ixplosive yel erratic growth in this area, coupled with decline in traditional
agn-based manufacturing, means thal whether measured by income or numbers employed,
more than 30 per cent of workers in most North Africa economies are today emploved in the
service sector. Intense competition, encouraged by deregulation as well as the application of
new lechnology, has [ueled this growth. In Algeria approximately 40% of the working
population 15 employed in the tertiary sector (American Statistic Book 2004). The tertiary
sector includes privale businesses for example banking, insurance companies, hotels,
restaurants, consulting, repair and maintenance, supermarkets, travel agencies, transportation,
and others. [n addition to the private businesses, we also find public services like hospitals

and social institutions, education, tax offices, ete.

In today's inereasingly competitive environment, quality services and customer satisfaction
arc critical o corporatc success. Delivering high quality services is closely linked to profits,
cost savings and market share. As stated by Plercy (1995), it is striking that one of the few
elements that links many of the otherwise disparate recommendations made lo managers over
the past several decades has been the necd to focus on customer satisfaction as a route to
sustained high performance. Companies should, to a much higher degtee, be aware of the fact
that customer dissatisfaction equals both defection and long-term losses. As stated by various

Authors (Ballantayne er al. 1996; Berry, 1986, Collier, 1994; Schneider and Bowen, 1995): Tt
is easier - and much cheaper - to keep existing customers than to get new ones. Additionally,
another benefit from achieving satislied customers is the fact that the willingness to

repurchase is much higher for satisfied customers than for dissatisficd and indifferent ones.

10
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Despite this awareness conceming the importance of customer satisfaction, 1t is beyond the

ability of many of today's service companies to maintain satisficd customers.

Empirical surveys concerning the proportion of satisfied versus dissatisfied customers reveal
that a large amount of service indusiries sulfer from an insufficient number of satisfied
customers. A survey conducted in the survey from a Cwropean University take Curope and
Northern Alrica reveals extreme low levels of overall customer satistaction. He exammed the
overall customer satisfaction levels in various service branches: Grocery chains (31%), fast-
food oullets & Res. (24%), and banks (15%). One can argue that these results constitute a low
range of peneral service provision. However, even companies which focus their efforts on
achieving satisfied customners, rarely excesd a customer satisfaction ratio above 30-70%
{Scheby, 1998). However, it is important to emphasize that it is almost impossible to compare
various levels of satisfaction, as the numbers depend heavily on the specific method of
measurement. As a result, it is not possible to refer to the depree of satisfied versus
dissatisfied customers in absolute lerms, but only in relalive terms.

Cascd on the reaults above, the impreasion risea that the diacipline of satiafying cuatomers ia
not always successfully translated into activitics practiced by scrvice companics. This fact has
supported our interest in conducting an investization concerning the relationship between

service providers and customer salisfaction.

1.2 Problem Formulation
From a firm's perspective 1t 1§ important 1o ensure that customers are satisfied with the
product they purchase as well as with the way the product is delivered. This is true for
compamies producing pure goods or pure services, or lor companies selling poods and
services. Customers have specific needs, expectations, and perceptions, but if a company 1s
nol able w exceed or a | least meel these expectalions, the customer becomes dissatisfied and
probably doss not consider a repurchase. One prerequisite for customer satisfaction is

therefore that the company knows their customer's needs and expectations.
According to Parasuraman ef @l {1995), the larger the gap between a company's and

customer's perception concerning both service product and service delivery the smaller the

probability of satisfying the customers, This indicates that service providing compames and to

11
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have a more profound understanding or the crucial question. An investigation of the

relationship between service provision and customer satisfaction appears therefore of interesi.

1.21 Identifying the problem

Diespite the growing awareness among North Africa service companies only have succeeded
in reaching acceplable levels of customer satisfaction. In order to explain the sources of
scrvice failure, it is of mterest to examine the theoretical relationships between service
companies and the satisfaction of their customers. A thorough investigation of all elements
constituting to this relationship is beyond the scope of this thesis, hence we have chosen to
narrow down the analysis to encompass only a specific number of elements affecting

customer satisfaction.

Wo belicve that one way 10 achicve good scrvice i3 to have motivated and eflective people
within the service organization, hence one of the clements in focus will be a discussion of the

intermal dimension of service guality and customer satisfaction.

Additionally, it is almost importance that the service providers are awate of the provider-
customer mterface. That is, how can service compames deliver external valuc to their
customer satisfaction, this concepl will be discussed and analyzed. These thoughts lead 1o the

following Topic Sentence:

TOPIC SENTENCE

The aim of this thesis is to analyze specific elements
Influencing, restricting, and enhancing customer satisfaction in
The service industry, These elewends will be excreined boik

From a theoretical and an empirical perspective.

1.2.2 Interpretation of Topic Sentence

In order to be able to conduct an in-depth analysis of the relationship between the service
providers and customer satisfaction, I have chosen 1o encompass only a specific number of
elements, in the interaction between the customer and the service provider which have

influence on customer satisfaction. I examine the internal dimension of the relationship, along
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with the customer-provider terface, that is how the service companies can deliver external
value, In addition to the internal and external dimensions of the relationship, I have chosen to
analyze the concept of customer satisfaction in the context of service guality. Finally, the
impacts and results of achieving customer satisfaction will be examined: Cusiomer loyalty

and customer profitability.

Having identificd the clements affecting customer satisfaction in theory, it is of interest to
examine these elements by conducting an empincal research. The main purpose of our
empirical research in this context will therefore be to [ind out whether the elements
mfluencing customer satisfaction in theory also prevail in practice, or whether other kinds of
problems occur. However, it has been chosen to conduet our research from the BNA's
perspective i order to gain insights imto how managers in service branches evaluate their own

perception of services, and their orientation on towards customer’s needs,

1.2.3 Research Questiona

Based on our Topic Sentence. 1 have identified a number of Research Questions which should
guide us in the theoretical discussion and analysis of the elements within the relation between
the service provider and customer satisfaction presented earlier. Hence, the Research

(Juestions are to be seen as an operationalization of the Topic Sentence.

In order to understand the factors influencing customer satisfaction it has been chosen to
take a startihg point in an in-side out approach. lo investigale which impacts internal
activities, for example management style, communication among emplovees, and emplovee
involvement, ctc. have an the external value a service company provides o their costomers,

leads to the first Research Question:
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Research Ouestion 1:

How do internad operations in service compunies

coptribute fo externad performance?

Having identified critical clements concerning intetnal operations within service
companies, which have an impact on the external performance. it is ol interest to
analyze the relation between service performance and customer satisfaction. When

purchasing physical goods it is more or less easy to determine the quality of the product.

Due to the characteristics of services, this evalvation is somehow more difficult, The
influence of service performance on customer's evaluation and perception of services needs to

be investigated. Therefore the second Research Question is formulated as follows:

Research Question 2:

What impact does the exiernal performance
of @ service organization have on customers and

their level of satisfitction?

Having identificd the factors influencing customer satisfaction, It is furthermore of interest to
analyze the consequences of customer satisfaction. The goal of most service companies is to
make prolit, at least in the long-run. In order to motivates and stimulate customers to a
repurchase, it is important for a service company to satisfy their customers, In most cases only
satisfied customers consider a repurchase, and become regular customers. It is therefore of
interest to analyze the relation between customer salisfaction and customer loyalty, which, in

return leads to profit in the long run.

14
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The third Research Question 1s stated as follows:

Research Question 3!

Which factors lead from customer satisfaction io

Tevaerlfe aved theven mwofttahifing?

All three Research Questions will be utilized as a guide for both the theoretical analysis and
the empirical research. The answers to these questions will be presented throughout the thesis

and will be summanzed m the conclusion.

1.3 Overall Method and Structure
In this sectivi the method behind the thesis will Be cutlinsd, T includes (e proness we lave
emploved in writing the thesis. Thereafter, the structure of the thesis will be presented. The

intfuniation iven i iy cleaplen will supplemenl (e Togic ol U Qi

1.4 Owverall Methodology

Based on our literature research we have identified various wavs to describe the relations
between service company’s performance, and customer satisfaction. However, most models
and theories cover only some aspects of the clements which we have identified as being
imporianl: Rlechve anlernal operabons, external valoe, costomer sahafachon and  the
profitable consequences of achieving customer satisfaction. Only one particular model - The
Service-Profit Chain - was found to encompasses all the elements of interest; thereby ensuring
a holistic view of customer satisfaction in a service context. The Service-Profit Chain -
originally developed by Heskett e «f. (1998) - 15 based on the convergence work being

carried out by Reichhild and Sasser (1996} conceming customer satisfaction and lovalty.

As the Service-Profit Chain provides a comprchengive link between profitability / growth and
cmployes antifhetion with focuy on custemcr antifaction, it hae been utilized ax a string
point for this thesis. However, having analvzed cach link of the Service-Prolil Chain, it
appeared appropriate to undertake minor modifications, ‘'hese modifications were useful m
order to find wvaluable answers to our problem [formulation, and to our three Roscarch

Questions.

L3
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In order to address the Topic Sentence, the following approach has been chosen. First of all,
cach link of the modified Service-Profil Chain has been analyzed with repard to elemenis
influencing, restricting, or enhancing customer satisfaction. Hereafter, it has been possible to
formulate success factors to each link of the chain which are either important to consider or
critical in relation to customer satisfaction. Moreover, these success factors were identified to
mirror potential problems for serviec companics {rom a theoretical point of view as well.

Having created a solid theoretical foundation on the basis of the Service-Profit Chain
illustrating factors which have an impact of customer satisfaction, the next important step is to
investigate which [aclors mfluence customer satisfaction in practice. The empirical analysis
aims therefore o fine out whether the same success factors prevail in practice as in theorv. It
has been chosen to conduct an empincal research; which, based on a questionnaire, takes the
management perspective 1n different service branches into account with respact to customer

satisfaction and the success factors.

Conducting the empirical research enables vus to draw conclusions regarding the relation
between internal operations and external performanee, the impact of external value for the
customer and their satisfaction, and handling of loval customers, Morcover, the empirical
research enables us to identify significant differences among selected service branches. By
doing this, it is possible lo compare different perceptions and opinions in different service
branches. Ti is worth emphasizing that only the firm's perspective is of interest, and no
conventional customer satisfaction analysis is conducted. Thus, no objective evalualion

concerning customer satisfaction in these particular service company of our sample is possible

1.3.2 Structure of the Thesis

The thesis starts with an introducing Part [, consisting of chapter one and two. Chapter one
includes the setting of the scene and [ormulation of the problem; which, provides information
about the purpose. and focus of this thesis. Whercas in chapter two, the Service Value Chain
will be introduced. This is donc firstly by outlining the characteristic and evolution of
services, which will provide important background informaiion no how we will deal with
services throughout the thesis. In a second step, the original-Profit Chain will be presented
and discussed, leading to our proposal of a modified chain. The various links of the modified

chain will be analyzed in Part 11, which tunctions as the theoretical foundation of the thesis.

16
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Part 11 constitutes the theoretical foundation, and consists of chapter three to six. In chapter
three the first elemeni of the modified chain, intemal service dimension, will be discussed,
This dimension deals with internal operations which have an impact on the external
performanec of a service company. The focus will be on theories dealing with internal
operation which improve the efficiency and satisfaction of emplovees in service companics.
Therealier in chapter lour, the second link of the Service Value Chain, the external value
which service companies deliver to their customers, will be discussed. By doing this strategic

marketing perspectives will be providad.

Customer satistaction or dissatisfaction as outcome of the provided external value, is the third
link of the chain, and will be investigated in chapter five. This includes both the identilication
of key parameters influencing and enhancing customer satisfaction in relation to services, and
the examination of service quality models which play an important role in this context.
Chistirner dissaiisBicalom riphi Tened oo dedieerfon inothe Tomp-run: cnsiomer sarfsfherdon,

retention and lovalty, The latter constitutes the fourth link in the Serviee Value Chain, which

will be surveved in chapter six.

Theories which explain the potential oulcome ol customer loyally will be presented, and
thereby the relation to growth and profitability from a firm's perspective will be clarified.
Each chapter of the theoretical foundation will end up with a subconclusion which contains
both the wiain ideas ol he vonesponding claplel, and 4 preseulativn ol e viilical success
tactors, and summanzes applied theoretical approaches and the most central authors wsed in

cach chapter of the theoretical section of the thesis,

Part [l constitutes the analysis of our empincal survey, and consists of chapter seven. This
part begins with seven-one which includes the methodology behind the empirical research,
delimitation, reliability and wvalidity, and finally & presentation of the service branches

participating in our rescarch sample.

Thercaller in seven-two, the internal activitics affecting customer satisfaction will be

investigated. This comsiders the factors identifiad from the corresponding theoretical

17
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perspective, such as intcrnal marketing, management siyvles, motivation, performance, control

and training,

In seven-three the research sample's service product and its development will be examined,
refernng to the external value provided by service companies. Of special interest in the
development of core-and secondary services along with the companyv's customer orientation.
In the following seven-four, the firm's assessment of service qualily and customer satisfaction
15 addressed. The last one of Part [ deals with complain management in service companics

as a tool for service recovery, and the positive consequences of obtaining satisfied customers-

lovalty and profitability.

Finally, in Part TV the conclusions of this thesis will be presented, including an evaluation of

the critical success factors provided in the subconclusions of the various chaplers of the

theoretical foundation

18
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Chapter 2: Service Value Chain

The Purpose of this chapter is twofold. First an introduction to services will be presented. This
1% done m order to provide valuable background information regarding how we deal with
services throughout the thesis. Second, because the Service-Profit Chain is used in this thesis
as a structural tool when analvzing the relationship between internal operations and customer
satisfaction in services, the model will be introduced and discussed. Having identified the

critical 1ssues of the Service-Profit Chain a medificd version will be proposed thereafter,

2.1 Introducing Scrvices

The introduction of services is subdivided into three parls. First a short historical development
of the marketing and management Hterature of services will be presented. This is done in
order to provide background information about service research, Second, service
characieristics will e oullined, and a distinction hetween variona goods and services will he
introduced. Finally, a service-good contimuum will be presented which assigns different
mdusiries on a conbmuum between pure goods and pure services. This continuum will be

utilized in Part Il of this thesis,

2.1.1 History and Evolution of Services
In the literature there has been a iremendous number of publications dealing with the
murketing and management of services, According to Fisk, Brown and Bitner {1998} the

development of service markeiing and management can be divided into three phases.

First, therc is the "Crawling-Out Phase" from 1930 to 1980, when only a few researchers
made efforts to distinguish between marketing stratepies for goods and services, These few
rescarchers proclaimed that services are different from goods, and therefore need specific

markenng and management attention. In her article.

"Breaking T'ree from Product Marketing” Shostack (1977) demanded further research interest
in services. She states that the traditional marketing and management theorics do not provide
relevant tools for the characteristics of services. This critique has been accepted later by

academicians and practitioners.
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Second, m the so called "scunying-Out Phase” from 1981 to 1983, further conceniration on
the marketing and management of services took place. With significant publications from
Gronroos (1981), Berry (1980), Zeithaml (1981}, and Shostack (1984), marketing and
management of services reccived the right to be considered as an independent discipline.
During this pertod several articles were published in some of the best known journals, ie.
Journal of Marketing, Journal of Retailing, and Harvard Business Review, New service
specific joumals also emerged, for instance the Journal of Services Marketing and
international Journal of Service Industries Management. There have heen strong efTorts to
develop marketing and management tools which arc applicable to improve services. As a
consequence, relationship markeling (Berry 1983) and internal marketing (Gronroos 1981)

have their roots in the intense research of the service scetor.

Finally m the "Walking-Hrect Phase" from 1986 until today the number of contributions in
books, articles and dissertations have increased explosively, Efforts have been undertaken in
order to improve the understanding of the heterogeneity of services, desipning and controlling
intanpible processes (Fisk af of., 1993). According to Wright {1995) the emerging interest m
services can be labeled a new service paradigm from the marketing discipling's traditional

focus on marketing purcly physical goods,
2.1.2 Characteristics of Services

Having described the development of service marketing and management, it is now important
for the overall understanding of services, to examine what actually charactenizes services.
Although service industries are themselves quite heterogeneous, there are some service
characteristics upon which it is useful to generalize, The characteristics we have chosen to
discuss are:

s [ntangibility

s [nseparability

¢ Heterogeneity

s Penshability

20



PART I INTRODUCTION Chapter 2: Service Value Chuain

2.1.2 1 Intangibilily
service are not tangible, as stated by Berry: " A zood 15 an object, a device, a thing; a service
is a deed, a performance, an cffort" (Berry, 1984). When a scrvice is purchased, there is
generally nothing tangible to show for it As argued by Berry, "Services are consumed bul not
posscssed” (berry, 1984) Although the performance of most services is supported by
tangibles, the essence of what is being bought 15 a performance rendered by one party, for
another. Most market offerings are a combination of tangible and intangible slements. [t is
whether the essence of what 15 being bought 1s tangible, or intangble, that determines its

classification as a physical good or a service.

2.1.2.2 Inseparability :
Another characteristic concerning services is that  production takes place
simultaneously with consumption. Generally, goods are first produced, sold, then
consumed. Services on the other hand are wsually sold {irst, and then produced and
consumead simultaneously, This raises a number of problems which marketers ol goods
do not face: Participation of cuslomers in the produclion process, or delivery Process,
the interaction between the service provider, the service environment and the customer, and
the merging of operations, human resource and marketing responsibilities in one mdividual.
Additionally, some service organizations such #s passenger transport companies and
restawants, produce and deliver their service for many customers simultaneously. In these
cages, customere interact not only with the service organization; but aleo with each other. Ag a

result, other customers are a part of the service consumption experience.

2.1.2.3Heterogeneity
Compared to goods service are normally less standardized and wmform. Services arc not
homogensous. Service industrics tend to ditfer reparding the extent to which they are "people
based" or "equipment-based" (Thomas, 1978). That is to say, there is a larger human
component involved in performing some services than others.
Equipment-based services vary depending on whether they are automated or monitored by
skilled or unskilled operators. People-based services also vary depending no whether they are

providad by unskilled, or professional workers.
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Figure 2.1: Tvpes of Service Business

Equipunest - Heople- baaos
Dazed servic: servies
Ao led Bofeenilored Ly Urperaled by Lrskilied Skilied Talor TProfessionals
relatively akilled Tahat
unskilios Qperaress
LB At
Cos wosher Theaters Tas Kxcovating Tawn carc. Tlurndnng Luwyers
Vending Airdings Jodfoerial Reepair Accomlanls
machines sl vies Cleingg

Source: Thomas, 1978

One of the mplicanons of this distinction is that the outcomes of people-based service
operations tend to be less standardized and uniform than the outcome equipment-based
service of goods-producing operations, Stated differently, the extensive involvement of
people in the production of a service introduces a degree of vanability in the outcome that is

not present when machines dominate,

Because the customers buying services meet face-to-face with service employees; thus
experiencing their behavior and aititudes, scrvice outputs can hardly be standardized, The
matholing issue hoie s o assuie consistent service gualily, Tno the absence of 4 (aneible
attribute, it is hard to establish objective standards of service product quality (Armistead,

19943 This imphes thal quality 1s hard for costomers th asses prior to, ar even after, purchase.

2.1.2 4Perishability

Services cammot be stored. hence services are highly perishable, g cmpty tables in a
restaurant can seen as a revenue opportunity lost for ever. Time cannot be held over for future
sule, thus, services cannot he inventonied. The Perishability of services is not a prahblem when
demand is steady, because il is easy 1o slall the services m advance, when demand fluctuates,
service companies have difficult problems. Service marketers need therelore o manage noi
only the demand, but also the supply so that a profitable equilibrium is consistently obtamed.

All of these mentioned service characteristics are associated wilh several markeling problems.

13
]
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The different marketing problems specilic [or serviee companies are illustrated and
summarized in Table 2.1

Table 2.1: Service Characteristics and Marketing Problems

Service Marketing Problems
Characteristics
Intangibility - Services cannot be stored
- Services cannot readily be displaved, demonsliated or
Communcited

- Prowess are ditficult to set and keep adjusted
- No patent protection is protestion is possible for services

Perighability - Services cannol be invonloried
Heterogeneity - Rervices cannot be standardized
= Quality control is difficolt
Inseparability - Custoimer interacts with service production and delivery

syslems and the service environment
Customer may be part of the product, production, and the
delivery svsten.

« Mo clear distinetion betwean marketing, IUinan reaoune
management, and operaticns management can be made,

Source: Zeithaml, Parasuraman and Berry, 1985,

The characteristic discussed above constitule the four raditional characteristics of services;
however, in business marketing two additional characteristics can be added: Specialization
and technology. Much more than 1 consumer marketing the business marketing ol services
involves the provision of specialized, custom-designed bundles of services. The management
conisullaul fur example iWdentilics e wgue pooblens of e busioess clienl and reconuends
uiigue selutions, As Dusiness anackels lpvelve e and more coniplea liglistechiology

products, the service sector has to keep pace m meehing the customers more sophishicated

needs (Barwise, 1995)

2.1.3 The Service-Good Continuum

Having identitied the main characteristics of service, a further distinction between services
and phvsical goods will be conducted. This 1s done by presenting different definitions of
services which stress the difference between services and goods, and finalty by demonstrating

the service-good continuum.

]
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There cxdsts a large amount of different definitions regarding the concepts of service,
Gronroos (1983) defines service as:
"An activity or series of activities of more or less intangibles nature
that nommally, but not necessarily, take place in interactions between
the customer and service emplovecs and/or physical resources
or goods and / or systems of service provider, which are provided

as solutions to customer problems”.

Sasser ef al. (1978) defined another meaning for service: which, Fitzsimmons and Sullivan

{19%82) refined to read

"A service is a package ol explicil and implicit benefits perfornmed

with a supporting facility and using facilitating goods”.
Collins and Payne (1991 define service as

"Any primary or complementary activity that does not directly.
Produce a physical product - that 15, the non-goods part of the

transaction between customer and provider”.

Another commonly used definition of service 15 proposed by Kotler (1991).

"Any act or performance that one party can ofler to another that is essentially intangible and
does not resull in the ownership of anything.

s production may or may not be ted to a physical product.

One common characleristic of these definitions refers to the proportion of the intangible part
of a product. This leads to a more sophisticaied distinction between goods and services. The
service component can be a ninor or a major part of the total offer. 1n fact, the offer can ranpe

from pure good on one hand, to a pure service on the other. Generally, four categories of

offers can be distinguished (Koter, 1991).

1. Pure Tangihle Goods,
Here the offer consists primarily of a tangible good, no services accompany the product (e.g.

s0ap).
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2. Tangible Good with Accompanying Services.

Here the offer consists of o tangible good accompanied by one or more scrvices to enhanec its
customer appeal. Levitt (1976) observes that "the more technologically sophisticated the
generic product the more dependent are its sales on the quality and availability of its
accompanying customer services (¢.p. automaobile).

3. Major Service with Accompanying Minor Goods and Serviees.

Here the offer comsists of a major service along with some additional services andfor
supporling goods (e.g. airline transportation).

4. Pure Intangible Service.

Here the offer consists primarly of a service (e, g. psychotherapy)

The concepts of "pure goods" and " pure services” are not ideal concepts. They cannot be
found in the real world of business. Rather, most company' offers lie along a continuum
which combines varying degrees of goods and services. Examples of business goods and

services are illustrated in the service-good continuum shown in Figure 2.2;

Iigure 2.2 Service-Goods Continuum

Industrial Machine Waste Advertising  Management
Wiping Brokerage Management Apency Consulting
Cloths |

Equipment Plant Cash Manape- Perronnel

Leasing Security ment and Payroll Recrnitment

i # Pure

“ ¥ + v L J w ,
Pure—3 & 1 b 'y 'y & & Bervice
Good T

Equipment Flant and Ollice Soltware Consuling  Personnel

Purchase Landscapig Pesign Engineering |[Iraining
Uniform Laboratory Industrial Marketing
Rental Product Testing  Design Research

source ; Gross efal , 1993
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When moving from the "pure good" towards to the "pure service” and of the spectrum, the
proportion of tangible physical good, of the total value purchased decreases, and the
intangible element increases, In personnel training, the trainee may not receive any tangible
physical ttems, Training may be achieved entircly through verbal communication and
demonstration. For this reason, personngzl training 1s shown at the extreme right as one of the

business services that most closely approximates the "ideal” of a pure service.
2.2 Service-Profit Chain

Having iniroduced services, it is now of interest to relate services to customer satisfaction.
One way to illustrate the relation between internal operations and customer satisfaction in
services 15 proposed m the Service-Profit Chain by Heskett et al. (1994). Becanse this model
functions as the overall framework for the analysis of the relatiom between service delivery
and customer sabisfaction o services, we find it appropriate to introduce the Service-Profit

Chain.

The convergence of work being carried out by Reichheld and Sasser (1990) on customer
satisfaction and lovalty, associated with the cycle of failure in front-line human resources
management led to the creation of a broader framework with day-to-day management
relevance, Reicheld and Sasser (1990) identificd a close ielationslup between he deloclion of
customers and dissatistaction of emplovess in service companies. There indications resulted
m the Service-Profit Cham {Schlesinger and Heskett, 1991), which provides a link belween
profit and growth with emplovee satisfaction, by {ocusing on customer satisfaction (Heskett et

al., 1994; Schlesinger and Heskett, 1991).

The Service-Profit Chain also been influenced by the analyses of successful service
organizations. It is perceived as a valuable tool for managers lo largel new mvesiments and o
develop their service offerings and satisfaction levels for maximum competitive impact, as
such widening the gap between service leaders and their merely good competitors (Hesketl el
al. 1994), The Service-Prolit Chain establishes relationships between profitability, customer

lovally and employee satislaction, loyally and productivity, Tt 15 not solely the various
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elements of the chain that are of intercst, it is also the links in the chain that focus should be
placed on.
Figure 2.3: The Service-Profit Chain

Operating Strategy anid Service Concept
Service Delivery Sysiem

CLstomer
=eilovalty |

Satisfaction |
rofita-
- ility

¥ Customer

intermal Enployes
Sm']_cﬂ Satisincton
W Juinlily .

Source: Heskett ed. ¢l 1994

The links in the chain are to be seen as propositions. Each component of the Service-Profit
Chain is influenced primarily by the previous components in the chain: Profit and growth at
the end are stimulated primarily by customer loyally. Lovally in return 15 g direct result of
cuntomer oatiofoction. Customor satisfootion among othor things, 13 influenced by the valuo
which creates curtomer ratigfaction stemr from emplovess of a rarvice company who are
satisfied, loyal, and productive, A strong influence on employee satisfaction in return, results
pritnatily from high-quality support services and policies that enable employees to deliver
results to customers But it is solely the specific components of the chain which are of
importance, altention should also be paid to the links between the elements. By taking a closer
look at each link, it reveals how the Service-Profit Chain functions as a whole. Hesketl et al.
(1994} emphasize that the Service-Profit Chain 1s circular. A direct influence to each link
stems from the previous ome, but, indirectly all links are interrelated and therefore
interdependeant,

Even so, the main focus of the Service-Profit Chain is the relation between internal
operations, customer satisfaction, and loyalty, The importance of customer lovalty is stressed

by Reicheld and Sasser (1990). They suggest that companies should be aware of the
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disadvanlages concerning defection of customers on the preferable aspects of loval customers,

It 15 estimated that a 5% increase in customer loyalty can producc profit increases Irom 25%

to 85% (Reichhild and Sasser, 1990},

The importance ol customer lovalty has affected leading service firms currently to quantify
customer satisfaction, HNowever, today's customers are strongly value orientated, and research
programs have shown that it 1s extremely important to distinguish between very satisfied and
satisfied customers as they have different repurchasing behavior. Customers perceive valuc as
the resulls they receive in relation to the total costs. Therefore many organizations have
started to measure relationships between individual links in the Service-Profit Chain; but, only

a few have related for achieving lastmg competitive advantage,

23  Service Value Chain

One of the preatest advantage of the Service-Profit Chain is the fact it covers the horizontal
spectia oty TU puls atlentivn both v clewcids Tachwands and Twands, g il
encompasses both elements concemed with employees, emplovee satisfaction, and
productivity; but, alse on elements concemned with the customer. customer salisfaction, and

customesr lovally.

However, the first link of the Service-Profil Chain, which can be viewed as the starting point
constitutes the operating strategy and service delivery system, This encompasses, according to
Heskett et al. (1994}, internal service quality, employee satisfaction, employee retention, and
employee productivity. The main focus is solely on emplovee satisfaction which in return has
a direet influence on emplovee retention and productivity, According to the model, the latter

has a positive influence on the value of services provided to cxternal customers.

At the same time; this interrelation can be criticized for being too exclusive and too narrow. In
order to fit the model to the specilic problem [ormulation {ormuiation of this thesis we have
chosen to substitute the firat link of the chain. The value of services provided to customers
depends on internal operations. One important but nol sole issue, thereby is cmployee
satisfaction, Internal operations take place among employees both in fromt-line and back-
office positions and are characterized by employee interactions. A decision one employee

makes has 1 general an impact on other employees, and vice versa; which maces inter

28
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organizational bchavior complex. Looking for example at consumers, price is not the only
buying parameter; such as staff performance does not depend solely on one paramecter as
sugeested m the Service-Profit Chain, A modification of the model seems therefore necessary.
The main purpose of the modification is simply to adjust the Service-Profit Chain in a way
which serves our analysis best, thus it can be used as our overall structural model. The

modified version which we have termed "The Service Value Chain"” is {Hlustrated below.

Figure 2.4: The Service Value Chain

Emplovee issuers &
Service Deltvery Svstem;. . Service Concent: |

External !
Value 7| Customer Customer
| Satisfaction [ Lovalty

Internal Service e

b 4

Profitability

Source: Inspired hy Heskett or al., 1994, p 166

In order to take the complex structure of organizations into account, il is suggested io label the
first link of the Service Value Chain as Tnternal Service. [nternal service is concerned with
organizational behavior with focus on employees. It includes, for example decision making
processes, mtra-organizational communication, and employee motivation. The purpose of
terming it internal services is to creale a starting point [or a Service Value Chain which in not
too narrow. This will be of help when analyzing the interrelation of internal operations and
provided extecrnal value. A further invesligation concerning internal services will be

conducted in the following chapter three.

In comparison with the original chain, the final link has been modified as well. The direct

influence of customer loyalty to growth of revenue and profitability 15 still considered; but, 1t

19
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i8 lcss emphasized. It 1s argued that profit 1s caused by loval customers. This is true, but,
revenue growth and profitability have many different determinants such as for cxample, prices

of services, costs, and repurchase frequency.

As we seg the most critical issues of the Service-Profit Chain are the relations between
imtemmal pperations and customer satisfaction. which in return lead to customer lovalty,
Besides this, profit is considered to be one possible out come of customer loyalty. In order not
1o neglect the final link, profit 1s included in the Service Value Chain. It rank, however, below
cusiomer loyalty. Therewith, profitability remains an element of the chain which influences
other links, as for example internal service; but, it becomes subsequent to cuslomer lovalty.

As such, customer loyalty gains imporiance in the Service Value Chain,

The mamn elements of the original Service-Profit Chain continue, however, to prevail. Also
the circular character of the chain remains., Thic means that the interrelation between the
differant links is still emphasized. Tn order 10 analyze the relationship hetween internal
operations and customer satisfaction and lovalty, the various links of the Service Value Chain

will be further discussed in the following Part I1
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PART II: THEORETTICAL FOUNDATION

Chapter 3: Internal Service

Internal service is the first links of the Service Value Chain. By intemal service we inlerprel
the operations, processcs, and activitics which influence the behavior of emplovees in zervice
organizalions, e.g, decision making processes, communication, empowerment and employee
motivation. Hence, internal service is concerned with the service company's employees. The
starting point 15 taken in the assumpiion thal the cllective lunclioning of the personngl of
service organizations is one of the main prerequisites for its exlemal performance (Grontoos,

1985; Koller and Armsting, 2002).

The purpose of this chapler 1s to discuss concepts dealing with the human resources and
internal processes of a service organization which has an impact an the service dellvery, As a
point of departure, the internal marketing concept has been chosen because it provides
valuable insights to the role of employees and theories will be discussed dealing with internal

operations which support the performance of servics cmployers,

3.1 Internal Marketing

The first link nf the Serviee Valie Chain foenses om employee satisfaction as the driving foree
{or providing value to external customers. In the field of service marketing and management,
this basic assumption has been elaborated upon. The cunrent outcome 15 a perspective Jabeled
mnternnl marketing. Internal marketing i defined o5 a philosophy which views emplovees ag
internal customers. In relum, inlernal customers are described as anyong in an organization
whe i3 supplied with products or services by other in the organization {(Nagel and Cilliers,
1998}, By satisfying the needs of internal customers, service companics cnhance their ability

to satisfy the needs of external customers (Berry and Parasuraman,

1999, Gronroos, 1995, Hesketi, 1997, Schlesinger and Heskett, 1998, Schneider and Bowen,
1995). They all imply the provision of good intemal services to inlernal customers is crucial

to the overall performance of service companics (Gremler, Bitner and Lvans, 1998).

Lid
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Internal marketing can be scen as one way 10 achieve external perlormance by improving
internal operations. The eritical factor of cxternal performance is the inferaction belween
service companies and customers. But the quality of the external service encounter is
influenced by internal service encounters, which is the interaction between internal customers.
It is argued by Lewis and Entwistle (1990): "If these internal encounlers arc unsatisfactory,
then the external customer may end up dissaisficd, complaining, and see the [ault as lying

with the customer-contact employee"{p.50).

Various research studies have [ocused entirely on internal processes, operations, and activities
of employees wihich include human resource management, training development, and
improvement of employees motivation through enhanced communicalion, empowerment, and
involvement (Christopher, 1992, Lundberg, 1990} Whereas internal marketing approaches
internal operations with an attitude towards personnel by wiilizing cxternal marketing
activities and sirategies. The analogy between internal activities and extermal marketing is
shown by Collins and Payne (1991) and Gummesson (1987). The validity of the paramelers
determining external customer satisfaction have also been identified for internal customers
(Gremler and Bitner, 1992). The validity of the parameters determining external customer
satisfaction have also been identified for internal oustomoro(Gromlor and Bitner, 1942}
Recover - employee responses to scrvice delivery system failures, Adaprability - employee
responses to special needs and requests, Spontaneily - unprompted and unsolicited employee

behaviours.

Heskett (1997) emphasizes that successful service companies have achicved their
position by turning their strategic service vision inward, meaning that employces receive

the same attention as customers. The positive correlation between exicrnal

sueress and a supportive arganizational envitonmen| is sipparted by Payne and Clark (1995),
Fvern when the external customer is in the cenier, internal marketing is seen as a tool to ensure
cmplovee participation and involvement. Some roscarcher market, They sngeest that even
suppliers of an organization can be included in the concept of internal marketing (Uronroos

and Gummessorn, 1993, Iakonsson, 1992).

Laa
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A more holistic idea of internal marketing is presented by Gummesson (1997). [le includes
cuslomer-supplier relationships between emplovees inside one organization, the application or
marketing know -how concerning internal relations, activities involved in getting a company
1o be marketing-oriented, and finally the marketing that exists among profit-centers. Gronroos
(1990h) stresses (hal intemal marketing is an approach to develop a service oricntation and an
interest in the customer among all personnel. The aim is thereby to create moelivalion among

all persomel Lo support the goals of the organization.

Gilmore and Carson (1995} summatize the parameters of internal marketing by identifying
five tvpes of activities. First, they create the internal and external interface. It is stressed that
the human factor has a crucial cffeet on a customer's experience when dealing with a service
organization. "The interpersonal behavior of the front-line staff, their knowledge and
compelence, their responsiveness and willingness to help is obviously important from the

customer's perspective"{Gilmore and CArson, 1995, p.302).

Second, the application of an internal marketing mix to customers is seen as another part of
internal marketing aetivities (Pierey and Morgan, 1999). This approach can be criticized for
heing unrealistic. A traditional marketing slralegy may not be applicable to a employees;
because, in contrast to external customers, they do not have a purchase choice which in turn
has an important impact on the marketing strategy (Nagel and Cilliers, 1998). External
cuslomers can usually purchase their services elsewhere it they are not salisfied with the
service provided. Additionally, intemal marketing mix may fail hecanse the internal product
or the external strategy could be umwanted by emplovees. The marketing mix framework is
considerad to be ton narrow and insufficient for complex organizational structures; thus, this

approach will most likely fail in practice (Rafig and Ahmed, 1997).

Third, the functional responsibility of internal marketing is discussed. In the litcrature there is
oo consensus tegarding which department has the responsibilily for internal markeling
(Collins and Payne, 1995; Flopo, 1996; Gronroos, 1990a; Rafiq and Ahmed, 1997). Some
argue that it is a discipline of the marketing department, others perceive il as a function of
luman resource managemenl. As internal marketing refers to the whole organization this
discussion seems redundant. Every manager and every suberdinate n cach department,

business unit or profit center has the responsibility of executing the coneept, and taking part in
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a circle ol coniinuous improvement, Gummesson (1997} has created the term, part-time
marketer and claims (hal everybody in an organization is a part-time marketer; thereby, he

cmphagized the importanee of everyvone in an organization.

The fourth element belonging to the internal marketing concept is the empowerment and
involvement of personnel. Empowerment 1elers 1o the organizarional circumstances which
enable emplovees to work effectively. This includes transparency about the orpanization's
performance, provision of rewards, provision of support development possibililies, and to
ofve cmployees responsibility (Bowen and Lawler, 1998). Many managers fear concerning
emplovee empowerment, that the subordinates might get too much responsibility, and thereby
reducing their own level of relevance and power. It is reported that mainly in established
bureaucratic organizalions a reluctance against delegation prevails ((ilmore and Carson

1995},

Staff roles form the final parameter of intemal marketing, Onc aspect i3 the provision of
training programs to employees. These traiming mliatives intend to improve the inter-
emplovee communication as well as comumunication between different departments or
working groups (Tennar and DeToro, 1998). The effect is questionable; hecause sporadic
meetings are not likely to change employee's behavior or attitude. Tt is therefore suggested to
implement an environment which enables a continuous process of enhanced communicalion
rather lhan single (raining amangements. The continuous improvement of processes and

commumication is very much in the Llteatuee dealing with ‘Tatal Cmality Management (TOM).

The lant twor arpuments Tor internal marketing, employee involvement and the role of the staff
are scen as crucial arcas for internal service, and will therelore reccive special attention. By
analyzing the hackgronmd of employee's involvement and the role of the critical points will be

examinad.

3.2 Employee Involvement

Tn order to ensure a high employee commitment, researchers suggest to increase the level of
employee involvement.  Waterman (1998) identifies three central elements concerning
employee participation: Influence, interaction, and information sharing. Their model has been

improved by Marchington (1996). He classifies employce involvement into three elemenls:

Lad
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First, emploves participalion in the decision making process without the intention to quantity
their impact on the final decision. Second, employees intention o have an impact on the
decision making process and the final decision. Finally, emplovees ability to link participation

and control in decision making processes.

3.2.1Managerial Issues in Decision Making

Managers are supposed to make decisions. This is certainly wue for companies producing
goods and for companies providing services. In general, one can distinguish belween two
main streams of theories concerning decision making (Schermerhom e af., 1991). The first
one ol interest is the classical decision theory. This theory assumes that everything is certain
implyving that the manager knows all aliernatives and consequences his decision has. This

thaory has been criticized for being hypothetical, static, and unrealistic.

‘The second theory is the behavioral decision making style. This theory cxplains decision
making processes in an uncertain world, Managers make decisions with respect to their
individual perception of situations and have only lhmiled information available. They choose
the alternative which satisfies them best (3imon,1977).The key difference beiween the
classical theory where the manager makes an optimum decision and the behavioral decision
theory where the manager tends to make a satisfying decision, i1s the presence of cognitive
limitations and their impacts on our perceplion of the problem. Cognitive limitations explain

the manager's limited ability to recognize problems and solutions.

When it comes 1o decision moking, three different approaches are possible, First, the manager
makes an in individual decision. He gathers information on his own and then makes the
deeision based on this information. This style reflecls an authority management style, and the

manager's power and position within the organization

The second way to make decizions is based on a more consultative style. Here the manager
seeks to get information from their subordinates. They can be front-line employees who have
intense contact with customers or back-office employees who possess supportive tasks. The
manager discusses problems with the employess and rteceives additional information
concerning the problem, and perhaps also proposals to help solving the problem. But the main
characleristic of the consultative decision making style is that the manager makes the final

decigion himself
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Finally, group decisions are possible. The manager receives input from other employces; but,
does not making the final decision. Instead, a discussion between the manager and other

cmployees takes place which results in group consensus.
3.2.2Management Styles

The three basic decision making methods have been further expanded by Vroom and Jago
(1998). They suggesl lwo variants on the authority decision. The [irst one is that the manager
makes the decigion solely based on the information available to him at that time. The other
variant implies that the manager obtains information from employees and then decides on the

problem solution. Employees arc not directly involved in the gathering of alternatives.

Conceming the consultative decision making style Vroom and Jago (1998) propose two
further distinetiony. The (st vacianl is that the manager gets information and ullernotive 1deas
for solving the problem from different cmployess, thereafier, making the final decision
himself. The key factor is that those employees are not brought topether, indicating that no
discussion or joined alternative gathering takes place among the manager and subordinates.
The second variant of the consultative decision is that the manager initialcs a discussion
between employecs concerning a problem. Suggestions and ideas are obtained collectively,

but the manager makes the final decision by rellecting on the discussion,

None of the outlined managerial decision styles can be seen as a general tool. For
different problem attributes, there are different ways to obtain suitable solutions. The
drawback of the authority declglon 15, that only o lled mnount vl wfeibatlan 14
aoLessible. Due 1o a distance from ihe roal probloms which necur during productinn or
with customer relations, it can be a disadvantage for the organization, when Lhe
manager decides individually, This can provoke misunderstanding between the manager
and employees and can thereby create employee resistance because they have not been
involved in the decision making process. The main drawbuack ol the authorily decision 12 the
advantage of the group decision. When people are involved in a decision lnaking process,
they can identify with the solution. As a result they tend to support and exceute the decision in

their work place.
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In order for the employee to be able to get involved in some of the everyday decisions it is
important that the managing staff of service companies arc awarc of the way they manage
their organization. Today it is not sufficient for the managers to manage in the older and more
"traditional" way. The traditional management style builds upon disciplines like planning.
organizing, directing, coordinating, and controlling. Tf managers of today's service companies
want to have success, they need to cxeeute the mansgement disciplines i a much broader
perspective, They need o focus much more on the "modemn” management disciplines like
empowering, coaching, caring, and focusing on the company's wvisicn. However, it is
important to note that the modern management disciplines are supOplementary to the more

traditional management disciplines, and therefore not a substitute.

This change in focus concerning the management disciplines is in apreement with the change
we have seen concerning the organizations onentation. The past lrend has been for
companies, o become very result. This implics that the managers of today's service
companies need to be concemed with the more " softer” element of the organization (Tanner

and DeToro, 1996).

We apree on the need [or this change in focus. It 18 however, by improving the organizations
processes that one can influence and affect the overall result of the company and not the other
way around. Ancthar argument for this changed focus is that in service companies the
satisfaction of the cmployees is of so huge importance, that 1l makes no sense just to look
upon the financial results. One hos to encompass the various processes of a service
organization, ag these proccsses are seen as the means of reaching salisfying resulls. As
cmpowerment i3 to be seen as probably one of the most important factors of the modern

management disciplines, it will be fuither claborated wupodn in the following section.

3.2.3 Empowerment

Having examined different managenial decision making siyles where employees are parily
invoelved, it is of inlerest Lo invesiigale methods which encourage personncel 1o take part in
decision making processes. One method is found to be of crucial relevance which relates to

the empowerment of eniployees.
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Empowerment can mainly be found in the service indusiry. Tor example companies such as
south west Airlines, Marriott, American Express, and Federal Express use the term to describe
their success (Schneider and Bowen, 1995). In service companies, empowerment corrcsponds
to both providing front-line personnel with their own responsibility when handling customer
and encouraging and rewarding cmployces to exercise initiative and imagination (Zemlke and

Schaef, 1989,

Firms like e.g. Southwest Adrlines have cnhanced their service ofler by getting front line
personnel involved in essential decisions. The approach chosen goes even further (o cuslomer
involvement when, for instance recruiting stcwardesses, Frequent fliers are invited to present
their opinien and preferences regarding service personnel (Hesketr et al., 1994). It is more ot
less swprising that this offer is widely accepted by passengers who can be assumed to be
heavily occupied with their own business. However, this example demonstrates that service
companies are on their way to laking other people’s opinions into account, and not solely the

opinion o execulives.

Empowerment is a question of balance: Giving employees control over their own work
processes without loosing the over them. This twofold aspect requires limitations to
empowerment which is the real challenge when providing employees with sclf management
and authorily (Ford and Fottler, 1995), One prerequisite for empowerment is that information
is shared Dbetween emplovees and management "which cnables them to understand ond
contribite fo arganizational performance, rewarding them based on the organization's
performance, and piving them the authority to make decisions that influence organizalional

oucotnes” (Ford and Fouler, 1995, p.22).

When decentralizing making employees have to share information which is a prerequisite for
controlling their own word processes (Pleffer et al, 1994). Thercby it is stressed that
participation increases both satisfaction and employee productivity. Burack et al. {1554) call
this development "A new paradigm”. They do not focus solely on the freedom to make
decisions, but emphasize a shared vision throughout the organization. [t is not only the top
management that is concermed with the organization vision. Employees also share the idea.
What used (o be an exelusive task for the top management, thercby becomes a task for the
lower levels of the organizations. This indicaies that hierarchical distances in "new paradigm
orgenizations” are minimized, and a closer co-opcration among all employees and

management is established.
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Ford and Tottler (19935) propose the employee empowenment grid which demonstrates the

different relaled stages concerning decision-making authority over fob content and context

Figure 3.1: The Emplovee Empowerment Grid
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Decision-Making Authority over Job Content

Source! Ford and Fouler, 1995

According to Ford and Fottler (1995), all jobs have two dimensions: Content and context. The
job content includes tasks and prescription necessary 1o cxecute a job, Job context refers to
the both organizational overall mission and vision, as well as the organizational setting and
structure, and how the particular job is carried out. Decision making processes are divided
into five stages: Tdenlifying the problem, discovering alternative selutions, evaluation, making
a choice and, finally, implementing and follow-up on the impact of that choice, The ligure
above illustrates five dilTerent combinations of empowerment where employees are involved

in decision making processes in the joh content! context dimensions.
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The involvement of employces in making processes requires an exchange of informalion
among all participants. T'o make valuable decisions it is necessary obtain as much information
as possible concerning poszible outcomes of a decision and polential alternatives. Thus, the
level of empowerment and provided information depends on Lwo aspects. First, the dimension
{content/context) the cmployee is involved in the decision making process and second, the
service business. Where service is customized or personalized, relalionships are long-term,
and emplovees have high growth and social needs and strong interpersonal skills, the potential

gains from empowerment can be significant (Bowen and Lawler, 1992)

Examples, where gervice companies fail to inlegrale their employees are not dillicult to fine,
Pfeffer ef al. (1994) report "When Robert Beck was head of human resourees for the Bank of
America, he perceplively told the management commiltee, rcluctant to disclose the bank's
strategy and other information to its employees, that the compelilors almost certainly knew

(e Lforadion alicady, Lypically, the vuly peuple Qe dak e e Ton's own cmployees.

Bowen and Lawler (1992) gummarize the advantages of empowerment as Iollows: Quicker on
line reposes to customer needs during service deliver; quicker on line responses to dissatisfied
cuslomers during servige recovery; employees will interact with customers with more warmth
and enthusiasm; empowered employees can be a grear source of service idcas; and finally;

great word of month advertising and customer retention.

I'he modsl above euppeete that motivation has its source in being energized, drecred | and
persistent. Emplovees are energized by needs. They arc dirceted by the pursuit of goals which
vield rewards that gratify needs, and they are persistent in behaviors that regularly yield
rewards which gratify their needs (Schncider and Bowen 1995). The theory which supports

this approach is Maslow's needs theory as examined betore.

3.3 The Role of Staft

As (e second boporaul dspect ol udeal wakelog, Qs wole ot the taft has been idendfied,
According to Bmmds et al. (1994), roles are important determinants of managerial
performance for managers throughout the service organization. Roles are the responsibilities,
behaviors, or performance accomplishments expecled of a person in a particular position.
"Formal roles” are prescribed, and list task, requirements, and responsibilily. Very soon after

a person begins a new job, "informal roles” which may differ from tormal roles, evolve to suit
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social and personal preferences. Leaders arc responsible lor putting in place, systems that
chsure people are competent for continuous improvement of responsibilities. These include

systems for selection, placement, education, coaching and ongoing developmeni.

Ome evident example of a changed set of roles is the change in focus with regard to
management style, where today's leaders arc expeeted to handle disciplines like coaching,
empowering, and caring as the more traditional Toles like plarming, organizing, coordinating,

and controlling.

According to Schemerhorn et al. (1995) roles arc clesely related to communication,
especially in an organizational context between managemenlt and staff, but also among
cmpleyees. Roles are defined as a set of activities expected of a person holding a
particular office or position in a group or orsanization (Katz and Kahn 1978). The role
expeclations are mutually based, the manager has role expectations to his subordinaies and
visa versa, It is stressed by Schermerhorn et al. (1995) that role cxpectations are
contnunivaled awong all members of an organization. Thiz might result in o number of

problemns.

One "role expectation problem” refers to human resources. Every employee needs to know
the role expectation the superior manager has concerning him. This is important in order (o
satisfy the superior by executing tasks well, but when the employee has not received enough
information about both hiz tagk and role, he can hardly live up to the superior's expectarions
This conflict is termed role ambiguily. In order to avoid these kinds of misunderstanding, it is
necessary Lo communicate the role expectations one has. There can also occur another kind of

comtlict which refers to the Inability of fulfilling the expecled role,

Role conflicts can have different causes. Schermerhom ef al (1995) suggesl five basic types of
role conflicts. First, intrasender condlicl. This refers to role expectations which cannot be
fulfilled. Second, interceder role conflict. The expectation is underslood, but different
opinions are prevailing between sender and receiver. 'Third, person role conflict which is
rooted in a conllicting value difference. Finally, interrole conflict where role expeclations ol

lwo Of MOre persons are in conflict.
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3.4 Subconclusion

Chapter three is concerned with the internal service of service companiss. First of all the
managers of scrvice companies have to pay a great amount of allention (o their emplovees, in
arder for the companies to survive in the fierce competition that they are facing in the service
industry. They have to recognize that one way to achieve good service is by having cilcetive,
productive, and salisfied employees within the organization and especially in customer

cuntact positions.

The managers have treat their employees in the same way as their exlernal cuslomers, as
internal satisfaction is a prerequisile for external performance. If the internal cncounters are
unsatisfactory, the external customer may end up dissalisfed and complaining, The managers
of service compamies have to encompass the various processes into the owverall sirategic
vision, which implies thal they have to turn the strategic vision inward. Moreover, they need
to equally emphasize both processes within the organization and the overall result of the
service operations. They have lo keep in mind that the processes are the means to the end, and

that they must not be neglected.

[n order to ensure a high cmployee commitment 1t 18 suggested to increase the level of
employee involvement. Employees feel much more satisfied with their work if they zet a
change to influence some of the various everyday decisions, or if they get a sufficient amount
of information. ‘| hey most important job for managers ol service organtzalions 1s 1o empower
aind voach e viployees stead ol just doing all he work themselves, Inservice companics,
empowerment corresponds to providing front-line personnel with their own responsibility
when handling customers, and also encouraging and rewarding employvees to exercise

initiative and imagination.

Howwever, for serviee companics, cimpowcrment 15 a guestion ol balance. Giving emplovecs
control over their own work processes without loosing the control over them; hence, the real

challenge 1s to provide the employees with self management and authority.

If one of the overall goals of a service organization is to provide their customers with high

quality services, then it is of utmost importance for the mangers to build the provisin of
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Chapter4: External Value

Having examined infernal processes which have an impact on external performance, it is
necessary to focus on the relation service companies and their customers, The objective of this
chapter is therefore fo investigale the service provider-cuslomer interface. Iirst, a strategic
service marketing perspective will be presented which is considered to be useful tool for
marketing scrvices w customers. Therefore the service delivery process will be analyzed by
distinguishing core service products, peripheral and delighting services, and finally the service
encounicr which is defined as a dyadic interaction between a customer and a service provider

{(Swrprenant and Solomon, 1997) will be analyzed.

1.1 Strategic Service Marketing:

Traditionally the function of marketing has been divided into three main components (Pavne
and clark, 1995). First, is the marketing mix which includes clements that determine the
service company's markeling program, second, the market forces which constitute the
environmental comditions, which as such, have an mmpact on the marketing program, and
Imally, the matching process which is the strategic and managerial process to cnsure that

market forces are taken into account when developing a marketing strategy.

The marketing wix has its origin in (he marketing of goods for consumer markets and consists
of the well known 4T, Price, Prowwlivn, Place, Product. The markeling mix approach has
T vidieiveed T being incommplewe, because 1 daes nor B2ar b oniond aurtommer oo i 1
industrial marketing (Bitner. 1995, Gronroos, 1990a; Gummesson, 1997). Judd (1997)
proposes the fifth element as People and takes thereby the human resourec factor into accounl.
PBooms and Bimer (1981) create 7P's by adding Participants, Physical Evidence, and Process

ter the original 4P's,

Their creation aims to include service in the marketing mix, and therefore the additional P's
ate called "dervice F's. Another solution 1s suggested by Baumgarmer (1991). |le identities 15
clements for a complete specilicalion of the marketing mix adding ameong others probe,
partition, priorily, position, profit, plan, performance, positive implementations to the

lraditional mix.
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Howover, Gummesson (1994) poinls out that the approach of filling a markeling mix only
with a single letter P is too resirictive. Instead he prefers relationship marketing as a more
useful tool to [ulfilling marketing tagks. Relation marketing is defined as the understanding,
explanation and management of the ongoing collaborative business relationship between
supphiers and customers. For Porter (1993), "relationship markeling is the process whereby
the buver and provider establish and effective, efficient. enjovable, enthusiastic, and cthical
relationship” one that is rewarding lo both parties." Betry and Parasuraman (19913 regard
relationship markeling as the preferred approach to marketing services. There can be
ulentified 30 relationships which need to be considered when conducting markeling sirategies
(Gummesson 1991). However, a more detailed discussion of relalionship marketing will be

provided in chapter six.

1.1.1 Service Marketing Mix

Sall, the expanded marketing mix suggested by Booms and Ritner (1981) gas been considered
to be a valuable tool for marketing service. Payne and Clark (1995) support Booms and
Biter's 7P's but they propose one minor modilication which leads to their expanded marketing

mix for services.

Figure 4.1.: The 7P’s Model
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Source: Payne and Clark, 1995
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Paync and Clark (1993) argue that the fraditional 4P's model is insullicient for service
markeling because it does not consider the complexity of scrvices. In addition, the 4P's model
does nat tale into account the prevailing interrelulions in service businesses. The cxpanded
niodel can be utilized for service markeling sue o its cross-functional character and thereby is
typically more concerned with "keeping the customer (relationship marketing) than catching

the customer (ramsaction marketing)” (Payne and Clark, 1995, p.339),

Having identified the expanded marketing mix as an important concepl lor strategic service
marketing, it appropriates to address the three additional elements: People, processes, and
customer service. However, in the previous chapter the human factor in service organization
has been elaborated upon, and will therefore not be discussed in this section, Next processes

and costomer service will be investigated.

4.1.1.1 Processes

Delivering services is characterized hy processes. This is mainly due to the characteristics of
services, as such the mscparability between consumption and production, The service delivery
becomes part of the purchase. Gronroos {1990b) refers to the functional quality of services
which refers 1o kow services are delivered. In contrast, the service product is the technical

quality, and refers 1o what is delivered.

The consideration of processes in the service marketing mix is justified because it includes
procedures, tasks, activitics and operations which are ot importance tor the mteraction
between the service provider and customer. A large number of activities supports the actual
service delivery which afien is invisible o the cugtomer. Payne and Clark (1945) emphasize
that a close cooperation is needed between the markering and aperations stall who invalved in

[ricess managemeit,

There are found & large number of rescarch siudies studies which aim to identify the processes
in service operations. One of the "pioneers" in this field is Shostack. Her carly contributions
have influenced the way service proccsscs can be illustated. The objective of service
blueprinting is to structure processes for service companics (Shostack, 19843 Tt is seen as a
practical tool to "engineer" services at the drawing board, as well as a ool for identifying
gaps, analyzing competitions, aiding in markel research, and controlling implementation

(Shostacl, 1987). Moreover, the adequate process design is then a mechanism ihal can
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substantially increase the impact and role in the service scotor, One example llustraies he

breaking down of scrvice processes.
Figure 4.2: Sub-processes of the Service Delivery Process
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Figure 4.2 indicates that internal processcs arc invisible to the customer, It is possible to

liacilitating goods and services

divide the service delivery processes into subprocesses in order to identify potential sirength
and weaknesses, Schneider and Bower (1995) stress that the breaking down of service
processes as shown shown above produces a picture of the components of service delivery
system which can help o weave together the competing logic of different organizational
functions. Another way to structure service processcs is to analyze the degree of
complexity and divergence as suggested by Shostack (1987). Thereby complexity is
concerned with the nature of the steps and sequences that constitute the service

process. On the
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other hand, divergence refers to the variability of the steps and sequences. This distinction
enables a scrvice company to position itself on the relevant market and to determine the

direction it is gning to chosc in order reinforee the position or establish 2 new position,

Figure 4.3 Complexity and Divergence

it L

Source: Shostack, 1987

There are four divergence/complexity combinations possible (Shostack, 1987): First, reduced
divergence, which is coneerned with lowering the costs and increasing the elfectively of the
service company. The negative impacts might be seen in a reduced focus on individual
auptomer's needs. Positive effeets are a standardization of scrvice delivary, Sevund, incisised
divergence, This is concerned with the customization of services., Service processes aim to
meet the customer's individual needs, On the other Liwd, Wiy reguites additions] resuurces
which n retuwin have i inpucl vn inercasing costs, thus higher prices.

The third option iz the reduced complexity. This focuses on making the service delivery easier
by omitting steps and activilies ffom the service process. Finally, increased complexity. This
is concerned with the augmentation of the service business, More kinds of scrvices are offered
lo customers in order to cover more customer's needs. It is thereby not necessary that the
additional service products are directly related to the "original business”, for example grocery
shops ot car dealers offer financial scrvices. The option aims to penetrate the market and to

create a competitive advantage. ‘The stratepic aspects will be examined in section 4.2,
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4.1.1.2 Customer Service

Customer service is the heart of the service marketing model in Figure 4.1 (p.45). Lspecially
in service providing firms, the nceds of the customer should be the primary focus. Customer
service can be defined as "being concerned with the building ol bonds with customers and
other markets of groups to ensure long-lerm rtelationships of mutual advantage which
reinforce the other elements of the marketing mix" (Payne and Clark, 1995, p. 357).

The goal of service companies is to add value to their cuslomers which is a prerequisite for
customer satisfaction. But in order to meet customer needs, it is first of all necessary o
understand what their needs are. Tn a second step, services need 1o be designed and developed,
which fulfill the requirement of adding value to customers. Payne and Clark (1995) point out
that "customer scrvice can be regarded as a process which provides time and place for the
customer, and which also involves pre-transaction and post-transaction considerations relating
to the cxchange process with the customet” (p.357). They propose the following model for
dapproaching cuslomaer service.

Figure 4.4: lllustration of Elements of Customer Service.
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Figure 4.4 breaks down the delivery of customer service into three phases: Pre-
transaction clemoents, the transactions themselves, and post transaction clemoentis. Il should be
stressed that the actual transaction - the delivery of services to the customer — includes less
clements than the phases before or afler the purchaze. From a strategic point of vicw,
Christopher (1992) ollers [our steps of how service companies, could creale customer service:
First, the identification of a service mission. Serviee companics have to develop a mission
which sets customer necds into [ocus, thereby reflecting the company's philosophy and
commitment to customer service. Second, customer service objectives need to be set. When
sefting the objectives dimensions of service qualily should be considered. Further discussion

of service qualily will take place in the following chapter.

The third step is the development of a customer service strategy. In order to do this four
additional steps are suegested: Identification of service seoments idemification of the most
important products and customers prioritization of service strategy, and the development of
the service package. The final step of the customer service stratecy 1s the implementation. The

service package then vacuums a part of an infegrated marketing mix.
4.28ervice Delivery

Having outlined specific strategic service marketing issues this analysis will now address the
delivery of services. Service can be distinguished concerning the importance they have to the

vy i wtrrnprany uned the custormers, The (ollawing Dpaee chosen the theee levels o servicer,

T'igure 4.2; Core /secondary and Delighting Services
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IVirst the core service product will be analyzed. As every service company has a prime
service i.e. an initial business purpose which they deliver to customers the most
important aspects in this context will be discussed. Therealler secondary or peripheral
service allributes will be analyzed. The sceondary services can be seen as a supportive
means in order to deliver the core service product. Finally, delighling services will be
cxamined. Those are elements in the service delivery, which exceed the standards of the
service business or cxceed the expectation of customers, Often the competitive advantage ol a
service company is not grounded at the core service but in the provision of provision or

delighting services.
4.2.1 Core Services

Core services relate to the basic customer benelit receded or the primary customer reason for
the sarvica trimsaction (Gornroos, 1990, Normann, 1984) For cxample a hotels core zervice
product relates to overnight stays. However in today's competitive cnvironment offcring a
valuable core service is not sufficient to survive. In addition to the core services organizations

need continually to ereate and ofler new atoracting secondary services.
4.2.2 Secondary Services

In contrast to core services sceondary services are facultative or ancillary the core service.
These secondary or perpheral services support the delivery ol the core service product.
Today, the success company is highly related to the number and quality of the secondary
services attributes offered to the customers. Secondary services encompass many different

aspects. We will clarily the term with the [ollowing example.

A hotel has overnight stays as the core scrvice product. There can be [ound different
institutions which support the delivery of overnight stays, for instance, hall, quick check-in,
groomed personnel and guests, elevators, technical equipment in a clean hotel room such as
television, telephone, VCR, sale, and furthermore a beach, etc. This example shows that one

core service {overnight stays) is coupled with many secondary services.

Schoeider and Bowen (1995) distinguish between the core service and service bundles.
"Service bundles have longer lives because I is dillieull for competitors duplivate the bundles

even though they may duplicate the core services themselves” (P.192). Accounting to the
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given example, the competilive advantage of a hotel i based upon the service bundle which it
offers to its customers. The provision of & room [or overnight stays is very casy to imitate, but

its combination of all the secondary services causes a competilive advantage.

As n consequence of the Herce competition between service companies, it has become
necessary, in addition to delivering high quality core and secondary services, to create and

delivery delighting scrvices Lo the customers as well.
4.2.3 Delighting Services

The final distinetion of services refers to service attributes which delight customers. Service
companies can delight customers when customers when the ollered service attrilutes are
beyond customers expectations. Ta come back to our illustrating example; in addition to
secondary services, a hotel can delight their customers by offering welcome drinks,
immediate [ulfillment of individual desires, i.e. water-bed, delivering special video films,
serving dinner at the hotel room. The delighting offers are difficult to imitate because they are
the outcome ol a service design process which is tailored 1o the specific service provider and

its customers,

To sum up, core services describe the basic service provision which in most cases are easy 1o
imitale. Those core services are supplemented by secondary ones. Those service levels are
regarded to support the delivery of core services. In general, customers expect secondary
gervices when purchasing services. If service providers do not live up to thosc cxpeetations it
will e hiardd Ton thes servlee srgantzaton o galn o competive advantage,

In industries of ficree compelilion, secondary services become often expected atiributes which
soonct or later turn into standacds in the particular industry, Moreover, if a service provider is
able to offer a service product which delights custorcrs it can be seen as a source for

sustaining a competitive advanlage.

5]
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Figure 4.6: Competitive Advantage on Three Service Levels
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Figure 4.6: lllustrates the relation between core, secondary, and delighting service. It should
be cmphasized that the three levels are closely interrelated and difficult to differentiate
between. The gray shaded area indicates the area where a service company is able to create

anel suzlnin g competitive advantage in a particular industry.

1.2 Provider-Customer-Interaction

Having outlined specific strategic marketing issues and a distinction between core,
secondary, and delighting serviees, it is important to orienlates services to the
cnstomer's needs  The perind of ima during which the cnstomers and the service
provider internct, over the phone, or through other media is defined as the gervice

envinimier (Shosiack, 1984 The service enconmtar i3 a digerete fvent anonrring nver A

Delinable peniod of tme. Carlzon (1987) emphasizes the importance of the service encounter
for the provider because this is the moment when the service company has to perform well in
order to satisfy the customer. As the customer cannot directly assess the 1mernal operations of
the provider, the encounler becomes one of the determining factors for the customer when
evaluating the service perlommance., This 15 why the service encounter often is called "the
moment of truth".

Schwenner (1995} includes three dimensions which have an impacl on the service cncounter:
Scrvice task, service standards, and service delivery system. ‘I'he suggested dimensions are

interrelated and circular, This gives the model a more dynamic character.
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I'igure 4.7: The three Dimensions of the Service Fncounter
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First, there 1s the service task which explains why the service exiis in the marketplace
and what the customer expects {rom (he service- il can also he called the "voice of the
cusiomer". Second, the service standards which define whal elleclive service provision
is to the customer and thereby refer o controls, the quality, and cost efficiency in the
service firm. linally, the service deliverv system which specifies how the service is
produced. including how It 1s conmtrolled for quality, cost, and cuslomer satislaction,
Schwenner (1995) tresses that the service delivery system need to be coordinated with the
other two dimensions and that the service encounter is strengthened  when those three
dlinmensivna A IIIIH'IH”_-,- Caiiisislenl,

Concerming the interaction between the service provider and customer, Bilner (1990)
developed a comprehensive model to explain the impaets of the physical surrounding and
participants, the so called fronl-line employess in service companies, during the service
encounter, She points out that service companies, during the service encounler. She points out
thal service companigs should manage and control every single service encounter because this
is the period of time which has most influence on the customers evaluation of the provided
service product. Figure 4.8 shows the relationship between service encounter and service

quality.
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Figure 4.8: A Model of Service Encounter Evaluation
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Figure 4.8 Illustrates insights to how the service encounter is cvaluated by customers. It iz
waorth mentioning that the traditional marketing mix, consisting of price, place, promotion,
product elements, and the contextual clues, representing people. physical surrounding, and
processes, have a direct influence on the service expeclations and the perceived service as
well as on the attributions. The latter describes the level of control the service provider has on
specific incidents in the service delivery eontext, such ng: Wag the gervice company able to
avold a delay; is it likely that a scrviee [alure will happen again; did the service provider
cause dissatisfaction purposely, etc. Through their influence on expecied and perceived
service and atlributes, the traditional and service marketing mix have an indirect impact on the

customer's cvaluation of the service encounter..

Eifective management of the service encounter involves understanding the complex behaviors
of employees which determine the level of customer sabisfaction or dissatisfaction, and it
includes as well, training. motivation and reward systems to cxhibit their behaviors {Bilner,

Booms and Tetreault, 19890). Their study shows critical service cucounters in three service
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industries (airlines), hotels, and restaurants) where particular cvents or related behaviors of
conract employess hehavior during the scrvice encounter cannot be overemphasized.

1.3 Subconclusion

In Chapter four the external value ol service companies has been analvzed from a strategic
point of view. First of all the service marketing mix for services has heen presented. Tt argues
that in addition to the traditional price, place, promotion, and product, it is necessary, when
managing a serviee company, Lo encompass additionally three clements in the marketing mix.
The three elements being: Participants, physical evidence, and process. By taking all these
clements into account, it is possible for manapers of service organizations to handle the

complexity of services and the interrelations which are prevailing in service businesses.

[m order to identify potential strengihs and weaknessas for service companics, it would be
valuable to divide the various processes into sub processes. Managers of service companies
must never forgel the fact that the customer should always be in [ocus. Every process within
the company should in some way or the other - directly or indirectly - provide value to the
customer. Service companies should be fully occupied by customer service, which means that
they should be concerned with the building of bonds with customers and other markets or
groups to ensure long-tcrm relationships of mutual advantage. However, in order for the
companies to meet or even exceed the customers needs, it 13 neeessary for the company to

identify and understand the various needs and expectations of the customer.

Nlisi e, i seryvive provicder » costomer ioleeCace by been examined, Companies should
put a [ot of emphasia on the service encounter, aa it ia the mameant when the service company
has to perform well in order to satisfy (he cuslomer - it is the "moment of truth”, Here it is
nnportant that the service delivery system is coordinated with the service lask and the service
standards. Scrvice task explains why the service exists, and service standards define what
effective service provision is to the customer. Elfective management of service encounters
requires an understanding of the complex behaviors of cmployee and customers which
determine the level of customer satisfaction or dissatisfaction.

The following proclamations are to be seen as Success ["actors which arc considered as

critical in the context of cxlernal value provided to customers,

Success Factor 1:
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The service delivery is divided into a technical part and a functional part. A service company
has to consider both aspecls when satisfying their customers.

Success Factor 2 :

serviee can be distinguished into three levels: Core, secondary, and delighling service. The
competitive position 1s delermined by the service company's ability 1o provider secondary and

delighting service attributes which are in accordance with customer needs.
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Chapter 5: Customer Satisfaction

Having cxamined strategic issues of service markeiing and a distinction of services, and
having pwesented the interrclation between service companies and their customers, the
purposc of this chapier will be to analvze the reasons behind customer satisfaction and

dissalis(action concerning service delivery.

Firsl, a presentation f consumer buying behavior will be provided in order to create a
background for how 1o achieve customer satisfaction. Thercaftcr, the parameters causing
customer value will be defined which in return have an impact on customer satislaclion.
Having determined reasons behind achieving customer satisfaction, the concept of service
quality will be examined, what is of utmost importance in the context of customer satisfaction
in relation o services. Lhe service quality discussion will be based upon the gap model
intreduced by Parasuraman ef «f (1985), and a presentation of the dimensions which
comstitute service quality (SERVQUALY). Finally elements in the context of service recovery

will be mvestigated which is of importance when dissatisfaction oceurs among customers.

5.1 Consumer Buying Behavior
Consumer buying behavier can be distinguished botween purchase decision processes and
purchase learning processes. The process of purchase decision will be outlined first.

Thereafter specific learning behaviors will supplement the consumers buying behavior.

3.1.1 Purchase Decision Processes
The buying deeision processes and buying behavior are different for consumer and end-users
than for organizations, As we are solely dealing with consumers the discussions in this section

will focus on consumer buying behavior, and thereby eliminating organizational buying

hehaviors.

The have been strang elTorts by researchers to analyze the buving behavior of consumers,
both with respect to product and service purchase. One of the proposed models will be
discussed in detail. Kotler (1991) identifies diffcrent stages in the consumers decision and

buying process. This model illustrates that consumers pass through five stapes, and thereby he



PAEKT II: THEORETICAL FOUNDATION Chapter 5: Cusiomer Satisfaction

emphasizes that the buying process starts long hefore the actual purchase, the so called "post-

purchase behavior” take place which has consequences long after the purchasc,

Figure 5.1 The Consumers Decision and buying process
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source: Kotler, 2002

The buying process starts when buyer tecognizes a problem or need. The buver senses
a difTerence belween his aclual slate and a desired one. Henee, the marketer, both in
production and service organizations, needs to identify the circumstances that trigger a
parlicular need. An aroused consumer will be inclined to search for more information. One
can distinguish between heightened attention or a phase where the consumer the consumer

may feel like going into an netive and more profound informatien acarch (Kaotler, 2002)

Mo buying aitwations are whke, thus, the buying decinion pracenson vary with tho typo of
product/service the consumer hag intended to buy. There are great differences in decision
muking provemies as related to, for cxample buying daily procerics, consumcr durable goods
or choosing a restaurant. Complex and expensive purchases are likely to involve more buyer
deliberalion and more participation, Assael (1997} distinguishes lour iypes of consumer
buving behavior based on the degree of buyer behavior based on the degree of buyer

invelvement and the depree of differences among brands,
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Figure 5.2: Four types of buying Behavior

Low Involvement

High Involvement

Signiticant Differences |
netween Brands

Few IMifferenccs
between Brands

Source: Assael, 1997

Figure 5.2 indicates that in cases ol high involvement and significant brand diffcrences the
buying behavior can be characierized as being highly complex. With respect to services it
uighl be for exmnple the selection ol a holel for the purpose ol holding a business conference.
In other cases for example choosing a restaurant for the daily lunch break or driving with a

taxi habitual buying prevails.

However when in comes to evaluating the information it turns out that there is no single and
simple evaluation process used by consumers in all buying situations. There are scveral
decision evaluation proeesses the conceming several parameters, e.g., price location,
appearance, purpose, time, experience, reputation, ete. One theory which explains consumer
evaluation process as a cognitive leaming processes will be examined in the section hereatter.
The evaluation of alternatives will lead io o purchoge intention und lnolly purchwie decision,
Having purchased the product or service the comsumer will experience some level of
satialaction or dissatisfoction which in relurn will influenee his post-purchase actions and,

hence, his repurchasc decision.

Koler's live slages considers very well the phases before the purchases; but, insufficiently
considers the ones aller the purchase. According to the customer service model presented in
Figure 4.4 {(p. 30) a service company has (o make several elforls aler the actual service
delivery in order to satisfy their customers and to gel customers (o repurchase their service
product. With respect Lo services Kotler's stage model needs to be extended. The re-purchase
phase especially necds to be specified.
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5.1.2 Consumer's Learning Processes

Having presented dillerent kinds of stages the consumer gues through when buving services,
the consumer's learning processes will be addressed. this is important in order to enhanec the
understanding of customer's behavior. Services often involve cuslomers in some kinds of
routines. These routines have to be learned over time as the customers get better in the usage
of the particular service. Hence, the customers pass throuph a leaming process. We interpret
the term "learning” as a relatively permanent change in behavior that is caused by experience.
Lhe consumer's knowledge about the world 1s constantly being revised as they are cxposed to
new stimuli and receive ongoing feedback, hence learning has to be seen as a continual
Process.

The concept of learning covers a lol of ground, ranging from a consumers simple association
between a stimuli and a response, o a complex series of copnitive aclivitiss. Additionally,
sometime learn even when they are not rving, e.g. consumers recognize many brand names
and can hum many product jingles, this casual, unintentional acquisition of knowledge is
know as incidental learning (Solmon, 1996) Psychologists who have studied learning
behavior have developed several advanced theories to explain the learning process. These
theories range from thosc [vcusing on simple stimulus-response connections, These theorics
range from thnse Meusing on simple stimulus-response connection, to perspectives that regard
consumers as complex problem solvers who learn abstract rules and concepts by obscrving

ulhwers {Sulomen, 1996).

We have chosen to concentrate our discussion of the leamning process upon three dominating

leaning processes:

4 Bchavioral Learing P'rocesses
¢ Cognitive Learning Processes

4+ Observational [.earning Processes

According to behavioral learning consumers simply respond to various stimuli. Hence, the
behavioral lcarning theories assume that learning takes place as the result of response to
external events. No attention 18 paid (o the mind of the consumers, instead the mind of the

consumers are referred to as a 'black box'. Therefore, consumers who receive compliments on
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a service choice will be more likely o purchase this particular service again, while those who

have had expericneces probably would not consider a repurchase.

The second dominating learning process is copnitive learning, which oceurs as a result
of mental processes. In contrast to behavioral theories of learning, cognitive learning
theory siresses the importance of internal mental processes. This theory views people
ag problem solvers who actively use informaftion [rom the world to master their
environment. Supporiers of this viewpoinl slress the role of creativity and insight during the
learning process (Schermerhorn ef al,, 1991). The cognitive learning theories expand the
concept of behavioral learning one step further, as they tryv to explain what is happening inside

the mind of the consumers, they try to explain the "black of consumers.

The third learning process is observational learning. Thig kind of leaming oecurs when c
people watch the actions of others and note the reinforcement they receive for their behavior.
This kind of learning is a complex process, people store these nhservations in memory as they

accumulate knowledge. This process of imitating the behavior of others 15 called modeling.

According to Bandura (1986) attention is created when the customer focuses on a model's
behavior. The customer retains this behavior in memory, and thereby retention is evoked.
After having stored the particular behavior, the customer, might experience a situation where
the bchavior i3 uacful to the customer. Tinally, obscrvational leaming occurs when the
customer acquires and performs a behavior which was earlicr demonstrated by a particular
model., Inoservices, observational learning might ocour when a customer orders a meal inoa

restauranl. His choice of meal might be influenced by what other ouests are eating.

5.2 Service Evaluation

Having investigated buying behavior it is now of interest to analyze how customers
evaluarte scrvice and the service encounter. It is assumed that one ol the overall
purposes of service companics i1s 1o conlinuously enhance their ability to meetl the
customer's needs and expectations, and thereby increase customer satisfaction. Many

managers however, begin at the end of the buyer behavior model by measuring
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custemer satisfaction, It would be much more beneficial for finms te begin by planning a
value strategy, learning customer neads, or measuring product quality, than to use measures of
customer satisfaclion and dissatisfaction to assess their firms performance (Dounds ef af.,

1994),

The use of customer satisfaction measurement are naturally of utmost importance for
manager; but, the managers should not rely on these measurements exclusively. In past years,
dissatisfaction measures have hecome more popular, as managers have realized the
importance of pursuing customer satislaction in an organized, disciplined manner. But still,
managers remain confused about the meaning of the varies types of measures. According to
Hausknecht (1990), more ihan thirly different measures of the phenomenon have been
documented.

Customer satisfaction is highly based on the concepl ol customer value. Companies have 1o,
in one way or lhe other, deliver value to the customer; either by expanding the amount of

product attributes, or by fulfilling other customer needs, sce Figure 5.3.

Figure 5.3 Antecedents, Consequences and Realized End States of Satistaction
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source: Bounds ef al., 1994
Fignre 5.3 illustrates the main elements influencing customer satisfaction, hath concerming

antecedents and usage consequences. In order to realize the benefits of a customer value

strategy, the concept of customer value must be made operational for a service company.
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According to Schonberger (1996) one way to render the concept operational is to devise
methods to measure value and use the information to make better strategic and operational
decisions. To meet this imperative managers must develop a comprehensgive system for
measuring each point of the customers meanness model i.e. Antecedents, usage consequences,

and realized end slates. (Bounds ef af, 1994

IHence, in order tor managers of scrvice companies to clearly undersiand their market and to
nnprove their opportunities, they should measure separately each of the different aspects of
the model, i.e. customers needs, wants and preferences, scrvice quality, customer value, and
customer satisfaction. "This compichensive approach usually  leads to much better
understanding of unmet needs, important quality attributes, the relative value of various
dimensions ol service o the customer, and any (dis)satisfied customer derive from dealing
wilh the firm" (Bounds er @, | 1994, p. 256)

As eustomer value constitutes such a central and valuable point in the chain illustrated in

Figwe 5.3, he concept ol cuslonier value will be analyzed Do e Tolloiwing seciioi.

3.3 Customer Value

The lerm "value”" has many meanings and thereby produces confusion. The conceplt of
customer value is defined as the summation of benelits and sacrilices and results as a
comsequence of 2 customer using a product/service to meet certain need {Bounds ef al, 1994,
Focusing on customer value can yield big results. Various researchers have wrillen about the
concepl of cuslomer value. However, in order W realize the benelits ol a customer value
strategy, the concept of customer value must be made operational as stated previously.
However, the task of measurements is not simple one. In addition to understanding which
aspect is being measured, managers musi identily the dimensions of each aspect that arc most

important to customers (Bounds et al., 1994).

Some marketers erroneously define value lo mean low cost or a price cul [Power, 1991). Of
course, value always has a cost component, but consumers usually define value to inelude
other parameters they want bevond the core service. Morcover, value for customers is not a
fixed size, it is rather dependent on various factors, not least the physiological aspects of the
customer, The specific value components are also depended on which industries/branches the

organizations operate in. It is important 1o note that valoe Tor customers does not always equal
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guality. In Table 3.1 the value- and guality-components of selected service branches are

ilhastrated.

Table 5.1: Value versus Quality Components

Caregory Falue Compaonents Crualtiny Componerls
Bank Wariely of services Financial stability
Ease of understanding TPersomal interest in customers
Supermarkets Ttems easy to find Clean
Variety Auractive interior
Well-stocked Selection
Checle cashing Specialy depmtments
Restaurants Salad bar Taste of the food
Kids Menu Atmosphere

Tast service

Source: 'ﬁf:-iapted from Bounds et al., 1994

5.4 Service Quality

The single most researched area in services marketing to date, is service quality. According to
Fisk ef el (1993) carly research in service quality disclosed ils subjective nature, but it was
not until several vears later that the eoncept of service quality as the result of differences
between actual and cxpeeted levela of aervice bogon to emoerge. The interest in service quality
has its roots in the arca of qualily, more specifically total quality management dominating. the
last decade. The roots of the serviee quality research reside in early conceptual work from e.g.
Gromroos (1983). and Lehtinen and Tehtinen (1982), customer satisfaction theory, e. g.
Horovitz and Jurpens-Panak (1992) and Oliver (1980).

Most of the recent work within the aren of service qualily can be credited to Parasuraman,
Berry and Zeithaml (1995). Their ongeing research has produced the well-known "Gap
Model" (see Figure 5.5), and the measurement instrument "SERVOQUAL" for assessing
service quality, Since the start of the 1990s service qualily has become the central agenda

point for services marketing,
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In today's increasingly compelilive environment, quality service is critical to corporate
suceess, In the past the focus was mainly on meeting internal gquality or technical standards.
The locus today has shifted to qualifying customer assessments of services, and (ranslating
these measures into specific internal standards (Brown, Hitchcock and Willard, 1994).
Delivering high quality service is closely linked to profits, cost saving and markcet share.
Improved service quality cuts cost because companies have fewerd customers 1o replace, less
corrective work to do, fewer inquiries and complaints to handle and less employee turnover
and dissalis(action with which 1o deal.

service quality is the level of service that ig delivered by the operation (Sasser gt al., 1978)
Service qualily is concerned with the ability of a company to meet or exceed customer
expectations. The measure of performance is performance is perceived service guality. It has
been argucd previeusly that the quality of a service has two important components
"Technical Quality" and Functional Quality " (Gronroos, [990a). "The technical quality refers
to the outcome dimension of the service operation process whereas functional quality refers to
the process dimeosion in ooy of e nleraetons between the customer and e service

provider" (Payne, 1993 p, 220).

Customers judge service quality relative to what they want. They view a company's service
quality by comparing their perceptions of service experiences with their expectations of what
the service performance should be. A service quality gap results when serviee pereeptions fall
short of expectations. Zeithaml, Parasuraman and Berry ([ 985) have developed whar is called

" A Service Quality Model" which is shown below in Figure 5.4,
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Figure 5.4: A Service Qualily Model

Source: Delving and Dong, 1994

However, the gap between expected and perceived service Is just one potential pap, Based on
finding from their cxploratory research, Parasuraman, Berry, and Zeithaml (1993) have
developed a conceptual model linking customer perceived qualily deficiencies lo inira-
company deficiencics or gabe. In thie conceptual model, they have identified five potential
gaps. Besides the gap presented in Uigure 5.4 there exist poiential between service delivery
and external communications o consumers. The various potential paps are illustrated in

Figure 5.5,
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Figure 5.5. Conceptual Model of Service Quality
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Perceived service quality; the wore perceptions are than expectation; the lower the level of
perceived service guality is (Parasuraman, Zeithaml and Berry, 1993). The danger is that if
the service company has customers who do not complain, then the company moves on,
thinking that they arc meeting the customers expectations. Hence, the necessary first step for
management in improving quality of scrvice is to acquire accurate information about
customers cxpectations, i.e. closing or minimizing gap 1.

(Gap 2: The Wrong Service Quality Standards.

This pap illustrates (he potential gap between management perception and service quality

specilication. Munagement's correct perceptions of customer expectations are necessary, but
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not sufficient for achieving superior quality service. Another prerequisite for providing high
service quality is the presence of performance standards mirroring the management's
perceptions of customers expectations. In fact the real reason lor the potential gap between
awareness into appropriate scrvice standards, may he the absence of management
commitment to service quality (Parasuraman, Zeithaml and Berry, 1995).

However, the main advantage of specilications and standards is that they provide signals to
front-line personnel of what the management priorities are and which type ol performance
really counts. When service specifications and standards are absent or when the standards in
place do not reflect cusiomer expectations, the quality of scrvice as perceived by customers is
likely to suffer. In contrast, when there are standards reflecting what customers expect, the
quality of services they receive is likely to be enhanced. Henee closing gap 2, by setting
performance standards thal relleel customer expectations, should have a favorable impact on a

clustomers service gquality perceptions, i. ¢. gap 5.

Gap 3: The Service Performance Gap.

This refers to the sap betwsen the service quality specifications and the service delivery
process. Hence, it represents the discrepancy between serviee quality specifications
documented in operaling and fraining manuals and their successful implementation. In the
research by Parasuraman, Zcithaml and Berry (1995) executives mentioned a varety of
reasons for this discrepancy. Most of these reasons pertain to the willingmess or inability of
front personnel to meet the standards. Even when guidelines exits for good performing
services and proper customer treatment, high guality service performance 15 not guarantoead.
To be effective, service standards must not reflect customers cxpectation, but they also need
to be backed up by adequale and appropriate resources, i.e. people, system, and technology
(Parasuraman ef @l , 1990). When the service-delivery performance [alls short of the standards
(gap 3), it falls short of what customcrs cxpect as well {gap 5). Henee, as a conscquence of a
association between gaps 3 and 3, it is possible for managers to reduee gap 3 by ensuring that

all the resources needed to achieve the specifications and standards arc in place.

zap 4: When Promise Do Not Match Delivery
This gap illustrates the misfit between service delivery and the external communications to
consumers. Hence, it illustrates the potential discrepancy between actual service delivery

during the service encounter and the external communications to the customers. The customer
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should not be promised a certain type and level of service quality unless he service delivery
gvstem can achicve or cxceed that level. A discrepancy between the actual service and the
promised service in gap 4, has an adverse effect customers perceplions ol service quality in
gap 3. Hence external communication, through sales force or advertising, can effect not only
customer cxpeclations about a service bul also customers perceplions of the delivered service.
By cffectively coordinating actual service delivery and external commumications, gap 4 is
narriovwed and, henee, favorably afloels gap 5 as well (Liljander, 1995).

The critical issucs between service delivery and customer satisfaction are explained by the
gap model. Bitner and TTubbert {1994) present a more comprehensive approach to serviee
quality. They suggest the following distinction which refers to three different stages in the
customer's evaluation of services. First there is a service encounler satisfaction. The consumer
cvaluates a discrets service encounter and is satisfied or dissatisfied. Secomd Lhe customer
feels an overall service salislaction. The conswmer is overall (dis)satisfied with the
organization based on all encounters and experiences with that particular organization, the
final stage is service quality . T'he consumer has an overall impression of the relative
inferiority/superiority of the organization and ils services. In conirast o be provided gap-
maodel, Bitner and Hubbert {1994) regard service guality as an integrative part of an overall

[rameworl, which consists of the evaluation of all service encounters.

5.5 Service Quality Dimensions

Having discussed the gap model which provides valuable insights reparding the relation
Delween eapeuled ail peicsived seivice as o delenniitaul L vustomer satisfaction the
analysis will now address the dimensions of service quality. This is necessary m order to
supplement the understanding of customer satisfaction in relation o services.

The term of service qualily 1s a complex, mullidimensional concept. [t has been argued that
the quality of a service has two important compenents: Technology quality and functional
quality (Grontoos 1990a). Where technical service quality refers to the outcome dimension of
lha service operations process, and functional service qualily refers to the process dimension
in terms of the interaction between the cuslomer and ithe service provider. In addition to the
technical and functional dimensions, service quality is further composed of various umgue
dimensions which cover both the process of producing the service as well as the outcome. In
recent vears rescarch has been undertaken in an effort to understand the factors which

influcnee service quality.
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The meost important contibutors to the rescarch within the field of service quality are
Zeithami, Berry and Parasuraman. In their exploratory rescarch which dates back to 1995 they
revealed that the criteria used by customers in assossing service quality fit ten, potentially
overlapping dimensions. A listing of the dimensions, along with cxamples of the types of
evaluative criteria falling under each, is shown in Table 5.2 below,

Table 5.2: The Dimensions of service Quality

Dimension Examples of Evaluative Criteria

Tangilbles Appearance ol physical facilities and personnel

Reliability Performing service right the first time

[SSpPUISIVENLES Willingness and ability to provide prompl service
Communication Explaining service lo customers in language they can understand,
Credilility Trastworthiness of customer-contact personnel

Becarily Confidemiality of nansactions

Compelence knowladge and skill of custlomer-conlact personme]

Courteay Fricndliness of customer- contact personnel

Asgess Fase of contacting service firn

Understanding Ilaking an effor to ascertain a customer specific raquirements

Konwing cusiommers

Source: Parasuranman, Zeithyaml and Berry, 1995

The authors used these ten dimensions as the basie structure of the well-known SERVOUAL
which is considered to be a uscful tool to determining service quality. In 1998, these ten

dimensions have been narrowed down o [ive key ureas, see Table 5.3,

Table 5.3: the Five Dimenaiona of Scrvice Quality

Dimension Niustratlve Examples B

langibles The physical tacilities, equipiment, appeatances ol persoine]

Ralihility The ability to perforto the desired service dependalbly, accuratsly and
consistently

Rosponsivencss Willingness to provide prompl service and help customers

Assurance Employess knowlcdge, courlesy, and ability to convey trust and
comfidence,

Hmpathy Caring, indi%vidualized attention to customers,

Source: Parasuraman, Zeithaml and Berry, 1998.
From table 5.3 it can be seen that three of the original 10 dimensions remain intact in the five
service quality dimcnsions. These Uree dimensions are tangibles, reliability and

responsiveness, The remaining seven dimensions are summarized into two  broader
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dimensions which cover according Lo Pavasuraman ef gf. (1998) the corresponding conlent.
‘The two broader dimensions are labeled assurance and empathy.

The live dimensions mentiomed in Table 33 provide valuable knowledge concemning
enstomer satisfaction before, during and atter the cervice encounter. To provide services of
high quality which in retwn leads of satisfied customers each dimension has to be considered.
Payne (1993) stresses that human performance plays a critical role in the customers
pereeption of service quality. Looking at the five above suggested SERVOQAL dimensions the
impact of service contact personnel on each dimension is tremendous. Bilner, Booms and
Tetreault (1990} found out that the behavior of service emplovees whe have direct contact to
customers is critical for the evaluation of the service delivery, and thus, for customer

satislaction.

5.6 Diszatisfaction

Adter purchasing a product or a service, the customer will expencnce some level of cither
suteslaclon gr dessabislaciion, The cuslomers (dissabislachon wath subseguently mlluencs bs
behavior. If the customer is satisfied, then he will exhibit a higher probability of purchasing
the produol aguin, The sutivfied owtomer will oloo tead wosay pood thingys obout e supplie
to theirs. A dissatisfied customer on the other hand responds differently. The dissatisfied
customer will try to reduce the dissonance beeause human beings strive to "establish internal
hartmony, consumers will resort to one or two courses of action. They may try to reduce the
dissonance by abandoning or returning the product, or they may try 1o reduce the dissonance
Ly secking Tnfirengalion Qual imiplil conlien e gl value (Boller, 2007,

In handling customer dissatisfaction, it is of utmost importance to be aware of the [ull rangs

of ways consumers handle dissatisfaction, see Figure 5.6.
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Figure 5.6: How Customers Handle Dissatisfaction
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Figure: 5.6 Hlustrate that dissatisfied customers have two alternatives to chose from. Taking
action or to remaining passive. When the dissatisfied customer decides to react he can chose
o take either public or private actions. It can be seen that dissatisfied customers, when they
reael upon service fuilure, might hove o nepatively impuol on the cervice campany on severol
different levels. it 12 therelore indicated to amalyze how dissatisfied customers should be

handled by service companies.

5.7 Service Recovery

Typically service companies sirive for "zero deleciion” in their service delivery, i.e. 100 per
cent customer satisfaction, however, on matter what companies do to prevent these defections,
problems and mistakes oceur. Despite the TOM's call for "zero defeets” and "Doing it ripht

the first time" serviee providers typically cannot meet these high expectations.

Mlakes are a critical part of every service. hard as they try, even the hest service companies

canmid prevent e.g. the occasional late busses, burned steak or missed delivery. The Fact 1s, in
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services which are olien perlormed in the customers presence, errors are inevilable, Whilc
companies may not be able to prevent all problems they can learn to recover successfully
Irom them. A pood recovery can turn angry, frustrated customers even into loval ones. It can
in fact, create more goodwill than if things had gome smoothly in the fivst place (Hart, Heskeu

and Sasaer, 1990),

The challenge for the service provider, therefore, iz to recover the problem or mistake and
ltherehy tuming frustrated customers inte loyal ones (lhe conceptl of lovally will be further
cxpanded in chapier six). According to Lewis (1993) service recovery 18 defined as: "A
planned processistrategy of returning an dissatisfied customer to a state of satisfaction with a
company/service’. When problems oceur, companies have 1o expedile service recovery to
meet customers recovery expectations- which in some cases may be even higher than
compared (o the initial expectation. As Hart et al (199U0) express it. "Service recovery 18 both
cmotional and physical repar.”.

When a customer experiences a service problem, three possibilitien arige: in the [irste,
the customer complains and is satisfied with the company's response. Second, the
customer complains and is not satisfied with the response, and finally, the customer does
not complain to the company and remains dissatistied. In the first case, the service company
has the opportunity to turn a dissatisfied customer into a satisficd onc. Bitner, Boomsand
Tetreault (1991) report that an appropriate service recovery is able to indtially delight

dissatisfied customers.

Berry, Zeithaml and Parasuraman (1995) offer three prescriptions for excellent serviee
TELOVETY. F'i'l'?-;l., CTICOLITELR S cuslomers Lo L',-E}T'I'Ir.lltl'i It tl]"ll'_:l. H]tll(l._: 'il. il rl'.}]' lIIL:l]'I [43 L[U okl Gl]]._':f'
waen the company gets feedback by dissatisfied customers it is possible to improve the
sorviee  delivery  and  provent  customer  defection. Sceond, make  timely, personal
cormmunications with customers a key part of the strategy. This proposition aims to deliver
quick and dircet improved resolution to the problem which cased dissatisfaction. Finally,
encourage emplovees to respond effectively to customer problems and give them the means to
do so, Derry ef af (1990) argue that service employees need to have a freedom lo scrve

customets: "thick rule books service the customer nol beiter than employees” (p 32
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One the other hand Schneider and Bowen (1993) state that some customers prefer that their
complaints are handled "by the boolk." This means that it is not always desirable that service
cmplovees develop thelr individual solutions o resolve a service failure. It is reported that
customers Teel they are treated maore fairly when they have the impression that the service
company provides epecific recovery activities which (hey can rely on. The dissatisfied
customer tends to evaluate the whole service company, and honorates when his complaints
are treated by plan, not by the coincidence of perting to a particular employee who carrics out
his own Tecovery.

Opportunities [or service recovery abound. Any problem that emplovees who work
close o the customer can discover and resolve 15 a chance o 2o beyond the call of
duty and win a customer tor life. Some service managers might tind it tempting to
dismiss the oceasional problem as petry, and complaining customers as cracks: bul, mangers
should resist those easy outs. No business can afford to lese customers, when it costs much
more to replace a customer than 1t does to retain one.

Many company makes the mistake of regarding complaints as a time consuming necessary
evil. Instead they should realize that by handling complaints effectively it is possible to
convert dissatisfied customer into loyal ones, All service companies need lo lake recovery
seriously. Customers may differ in their preference, but one thing is sure, all customers [eel
service companies ought lo fix things when service 15 delivered improperly, However, as
staled by Bowen and Lawler (1992), "service managers should nol be seduced into too oreat a
focus on recovery, us service companies thal rely on rgcovery, may end up losing oul W

service companies that do it right the first time" (p. 35).

[owever, the need for a service recovery strategy is twofold as pointed out by Schmenner
(1945}, ‘The first goal is to keep the customer from walking away [Tom a potentially
relationship ending situation, because the cosls of gelling new customers are higher than those
of keeping existing customers. It is said that a satisfied customer is likely to tell his positive
capericnces to five or six other people, whereas a dissatisfied customer tell his negative
experiences to an average of 14 other people (Nommann, 1994). The loss of image which
keeps potential customers away from doing business with the service company, 15 therefore

lhe szcond main reason for a service recovery stratcpy.

70



PARTIL: THEQRETICAL FOUNDATION Chapler 5: Cuslomer Satisfaction

5.8 Subconclusion
In this scetion the varous issucs discussed in chapler [ive, conceming the coneept of customer

satisfaction will he summarized.

As  illustrated in the buying model, it is important Tor manager of service orgamzalions to
keep in mind that the customers buying process starts long before the actual purchase of a

product or consumplion of a scrvice, and the customer " post-purchase behavior" has
consequences long after the purchase. In relation (o how customers buy, managers should be
aware of the fact that no buying sitvation is alike, They need to identify exactly what kind of
purchase sitnation their customers might execute.

it is widely recognized that one of the overall purposes of anv company, is to continucusly
erhance the ability w meet the customers necds and expectations, thereby increasing customer
satisfaction. Therefore it is important for service companies to keep track of their delivered
service, as well as a need for continuous service evaluation. As customer satisfaction is highly
bazed upon customer value, service companies need to identify very carefully, who their

customers are and what customer value means to them.

Howover, in order o realize tho beneliw of o vustomer volue otrategy the concept of customer
value must be made operational for a service company. Une way to render the concept
operational, is to devise methods (0 measure value and use the inlormation lo make better
srrategle and operadonal declslons. Hence, the managers ol service compunies must develop
comprehensive svstems to measure both customer needs, wants, preferences, and additionally
service quality, customer value, and customer satisfaction. This comprehensive model leads to
much beller understamding of all aspects concerning customer satisfaction, Focusing on
customer value can yield big results.

In loday's mercasingly competitive environment, quality service is critical to corporate
success. In the past the focus was mainly on mecting infernal quality or technical standards.
The focus today has shifted to qualifying customers assessments of services and translating
these measures into specific internal standards. Delivering high quality service is elosely
linked to profits, cost saving, and market share. Customers judge service quality relative to
whal they want. They view a company's service quality by comparing their perceptions of
service experience with their expectations of what the scrviee performance should be.

Therefore it is important for service companies to control the signals they send to the
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customers, thus, it is dangerous to promise more then they arc capable to deliver. The service
companies need to known in detail what the customers expect, and they need to ger the

promises to match the actal delivery.,

Additionally, the mangers of service companies need to be aware of the complexity ol service
guality. They need to focus both on the technical and functional parts of scrvice quality, They
need to focus both n the technical and functional parls ol service quality, hence they need to
be able to handle the outcome of the service operations as well as the processes in terms of the
mteraction between the customer and the provider. They should keep in mind that the
customers judge the quality of the delivered service in terms of tangibles, reliability,
responsiveness, assurance, and empathy. Finally, the manager necds lo be realistic. Deapite
the TOM's call for "zero defections” and "Doing it right the first time "service providers
carmol prevent defections from happening, hence, problems will occur and mistakes will
happen. The real challenge for managers of service compunies is lo learn to recover
successiully from problems. A good recovery can turn angry frustrated customers inlo loyal
ones, sometimes it can even create more goodwill than if things had gone smoolhly in the first
place. Several opportunities for service recovery exist. Any problem that employees who
work close to the customer can discover and resolve is a chance (o go beyvond the call of duty

and win a customer lor e,

Some service manager might find it tempting to dismiss the occasional problem as petty, and
complaining customers as cracks, but managers should resist those casy outs. No business can
affored to lnse enstomers, eepecially eansidering the fact that it costs much more (o altract now
cuctomers than it does to retain existing cnes, All gervice companics necd to take servics
recovery seriously.

The flowing proclamations are to be seen as Success [actors which are considered as critical

in the conlext of satisfying customers.

Success Factor 1:

Knowing customer's specific needs and requirements enables scrvice companies to approach

customer satisfaction.
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Success Factor 2

Closing the gap between customer expectations and management's perception of customer

expectation, increases the level of customer satistaction.

Success Factor 3

Service quality can be measured on five dimensions: Tangibility, Reliability, Responsiveness,
Assurance, and Empathy. Improving cach dimensions in accordance wilth customer's

expectations enables the service company to increase the level of customer satisfaction.

Suceess Factor 4

A customer who complaing about a service failure provides the scrvice company with the
opportunity both to satisfy a dissatisfied customer and to improve future service delivery.

Hence, service companies need to have an effective complain management.
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Chapler 6: Customer Loyalty

Having examined reasons and concepts behind customer satisfaclion, jt is now important to
analyze the outcome of satisfied customers. One purpase ol service companies is to satisfy
their customers, and to do repeat business with them. To approach the term of repeat business
It., is first of all important to outling the coneepl of customer loyalty. Hereafter swilching
costs will be investigated, which provides insights in the degree of customer lovalty towards a
service provider duc to satisfaction or bartiers to switch o a competing service company.
Herealter the concept of relationship marketing will be discussed as an Important element in
the long-term relationship and repeated business between customer and service companies,

Finally, the outcome of repeated business, which is long-term profilability, will be explored.

6.1 The Concepl of Lovalty

Loyalty refers to repeat busincss. A customer is loval when he is frequently repurchasing a
product or service fio a particular provider. The aim of a service company is to satisly their
customers in order o siimnlate them to retain and to repeat their serviee purchase. It iz argucd
by Reicheld and Sasser (1990) that the costs of losing a customer are very high. They point
out that the customer who is continuously repurchasing, provides the largest revenue Lo a
company. The reason is obvious; a service provider spends a lot money on delivering services

to its cuslomers.

To cover the cost, many customers are ncoded. Just to alltact new cuslomer Tequires
advertising expenditures, image improvements, enhancements on the five quality dimensions,

e1C. Il takes 1u average some years before the invested money 1s paid back.

Losing a customer after one single transaction, represents in peneral a loss, On the uther hand,
& customer whe repeats the service purchase several times represents a revenue provider, and

a profit generator. The link between loyalty and profit will be dealt with in section 6.4,

6.2 Switching Costs
Switching costs in service are defined as the costs incurred in changing from one service
provider to another service provider (Campell, 1985). The higher the switching costs, the

greater the specific investments each parly has made in the relationship. Switching cost can
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resull [rom human as well as physical investments, Customers and service companies invest
n getting to know cach other. The customer needs 1o know the service provider, the [ront-line
personnel, procedures, and their particular way of doing husiness. Whereas the service

provider needs to get to know the customer and their specific needs and expectations.

lowever, switching costs in services are perceived as being high when the customer is
siromgly involved in the business relation to the service provider. The feeling of involvemeant
might be enforced by either personal sympathy, or by specific service attributes which tie the
customer to the service company. Personnel sympathy provokes customer lovalty to a service
company, and is based only upon personal prelerence, for example habitual buving,

reputation, or knowing the service personally.

Un the other hand by offering specific attributes which make the customer dependent on the
service company switching costs can be increased. Hxamples can be found in the financial
sector Pavments services, home-banking systems, credit cards, rabbets-arrangements, and
mortgages, etc.  All these examples imply that shifting business to a competing service
provider, is associated with additional costs and thereby motivate customers to repeat business

with the specific service provider.

When high switching costs prevail the customer is more likely o accepl service [ailures
becausc it is either inconvenient or expensive to switch business to another service provider.
Therefore the zone of tolerance 1s most likely to be high when a customer is tied o a service
company duc to high switching costs. It is worth mentioning thal switching costs prevail only
when alternative scrvice providers exist within a service branch.

However, according to Heskett ef af . Posilive incentives often involve the creation of some
kinds ol "membership" mentality in customers. For example frequent travelers need only sort
throngh their wallet cards designalion membership in airline, hotel, rental cars and other
"clubs" to verify the increasing usc ol incentives to encourage repeated use of a service. Such
incentive makc cach repealed use more valuable the moving the customer closer to some
promised payoff as a specilied service level. Once customer invest in switching costs they are
hard to entice back to their former service. That is why outstanding service providers invest so
much effort in building switching costs in the first place.

As oulined ahove a close relationship between service providers and customers iz ofien

cxistent. It 1s now of interest to analyze how this relationship can be marketed,
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6.3 Relationship Marketing

It was in the 1970s thal the main inspiration to marketing was grounded. Tt was hased
or the establishment and management of relationships and has emerged within two
streams of research. These streams ol research are the Nordic School of Service (cf.
Gronreos and Gummesson, 1995, Berry and Parasuraman, 1991} which looks at
management and marketing from a scrvice perspective and the IMP Group (cf
Hakonsson, 1992) which takes a network and interaction approach o Underslanding
industrial businesses. The building and managing of relationships has become a
philosophical comerstone of the Nordic School of Service and the IMP Group since the lale
1970s. However, "relationship marketing” as a term was not usced unlil the later part of the
1980s (Gronroos, 1995).

In the literature there 1s no exact agreement on a definition of relationship marketing,
Altheugh most definitions have common denominators, there are difTerences in scope. An

early definition is provided by Berry (1993).

"Reluttonship marketing is the ottraction, mmntmiming and  enhancing  customer
relationships. The muarketing mind set iy that he attraction of new customers is merely the

Jirst step in the marketing process'”

A recent and more comprehensive definition is suggested by Gronroos (1995):
Retatlonship marketdng I to tdendfy and establish, maintuin and enhance relationships
with customers and other staleholders, at a profit, so that the objectives of all parties are

miet; and that this is dome by medund exchange and fulfillment of promises”

This definition is further supplemented by a statement which argues that such a marketing
approach should lead to a trusting relationship between the parties involved. Key aspects of
such an approach to marketing arc thal not only getting customers and creating transactions
are important, but alse maintaining and enhancing ongoing relationships should be
emphasized. Internal marketing becomes a critical issuc in rclationship marketing if the
company is to be well prepared for its new marketing tasks (Gronroos, 1993). The latter part
af the above definition of relationship markeling is emphasized in a recent article about

relationship marketing written by Bitner (1995), She emphasizes the need for a [irm to
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manage not only the lask ol giving and fulfilling promises but also the task of enabling the
fulfillment of promises if marketing is to be successful.

Despite the variations in broadness and emphasis, most of the definitions on relationship
marketing offcred in literaturs have a similar meaning as the above definitions. For example,
Sheth and Parvalyar (1954} state relationship marketing is "the understanding, cxplanation
and management of the ongoing collaborate business rclationship belween suppliers and
customers” {p. 257), whereas Gummesson (1995) delines relationship marketing as a

marketing approach that is based on relationships, interactions and networks.

6.3.1 The Evolution and Development of Relationship Marketing

Orver the past few decades we have scen the focus of the formal study of marlketing direeted
at an increasing number of specific sectors. [n the 199355, consumer goods companies were
recognized as the most sophisticated marketers. They were often the first companics to
develop formal markeling plans. In the 1970z marketing in non-profil organizations and the
associaled areas of public sector and sociclal marketing received attention. [t was only in the
1980s that services marketing started to atiract altention which is surprising considering the
size and rapid growth of the service sector. In the 1990s. a new emphasis on markeling has
emerged - relationship marketing (Payne, 0993). Relationship marketing has the potential to

draw together the various streams of marketing into an integrated whole, as shown in Iigure

Iigure 6.1: The Changing Emphasis on Marketing

Conzumer Marketing -
Industrial Markeling n
Belationship
Noo-Profil and Sovietal Marketing n Marketing
. Service Marketing o
| |
1995 19%6s  1997s  1980s 19505

Source: Payne, 1993, p. 30
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There are wvarious differsnce between the traditfional ™ransaction markeling" and the
"relationship marketing". Iransaction marketing focuses more on single sale and on product
foaturcs whercas relationship marleeting puts focus on customer retention and on product
benefits of features. Transaction marketing involves a moderale coslomer contact and limited
customer commitment, whereas relationship markeling involves high cuslomer contact and
high customer commitments, The two marketing paradigms are also different when it comes
lo guality and time horizon. In transaction markeling, qualily 13 primarily a cencern of
production, and it ig operating within a rclation short time scale, Un the other hand in
relationship marketing quality is the concemn of all, and it is operating in accordance with a

relatively long time scale (Christopher ef al. , 1991).

6.3.2Developing and Enhancing relationship

The focus on relationships has been fully adopted by some service providers, but still it is
wrong to assume that every service company has adopted this relationship focus.
Unfortunately, many companies still pursue the transactional route. Service companies today
are starting to recognize that existing customers are easier lo scll greater cmphasis and
resources are often devoted to aftracting new customers, cxisting customers are taken for
aranted, Tt is only when some breakdown in scrvice quality ocours, and the customer leaves
ar is on the point of defection, that the existing customer becomes important (Payne, 1993),
This i not to say that new cuslomers or clienls are not important - indeed. they are vital to the
funure of most serviee providers. Rather, a balance is needed between the effort directed
toward existing and new customers. Figure 6.2 shown the "Relationohip Markoting Lodder” of

customer loyally which emphasizes this argument.
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Figure 6.2: The "Relationship Marketing Ladder”
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Source: Payne, 1993, p. 33

Figure 6.2 illustrates the distinclion between customer catching and cuslomer
keeping. Payne (1993) argucs that a large percentage of service providers put their
main emphasis on the lower rungs ol identilving prospects and attempting to tun
them into customers, Instead, focus should be on the higher and ultimately more rewarding
rungs of lrning customers into regular clients, and subsequently inle strong supporters and

eventually active advocates for the company and its service.

However, the process of moving (he customers up the "Lovalty Ladder” is not simple.
Essentially, the only way to change someune [om customer o advocate is to replace
customer salisfaction with customer delight - by offering service quality that exceeds
cuslomer's expectations instead of just meeting the mecling the mnimum requirements. The

financial benefits of delivering high service quality will be examined in the lollowing section.
6.4 Link between Customer Loyalty and Profitability

Customer lovalty and profitability go hand in hand as the costs of servicing repeat customers

are: less than the coast of atrracting new customers as stated previously, As arpued [eskell ef
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al (1990) the process of getting new customers is associated with noticeable start-up costs.
This may be in the lorm of a reduced price of costs associated with learning aboul the needs
and charactenistics ol a new customer. Because repeat customers know a service, they are less
costly to serve. This is because expectation levels are established which minimizes the
eapenditures used on conducling customer surveys. Furthermore, loval customers know the
role that they are expected to play in the service delivery process and how to play it, which

implies a decreased need for information and support, compared (o [Irst-tine users.

ITolding on to existing customers costs less than aftracting new ones. One study conducted
shows that the cost of retaining a loval customer is only one-fifth of attracting a new one
(Seller, 1989). Another study carded oul by Reichheld and Sasser (1990), supports the
findings by documenting the dramatic impact of customer retention on profits in a sample of
service-producing firms, They argue that the paltem ol profits over the life of a customer

relationship can be estimated as follows.

Figure 6.3: The Impact ol Customer Retention on Prolits
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Source: Reichheld and Sasser, 1990 Relationship in Yoars

The Various components of the company profit pattern will now be further claborated upon.

Customer Acquisition Cosis. As mentioned earlier, the process of replacing a former
customer with a new customer is connected with a cerlain amount of acquisition costs. Very
often acquisition costs are higher than the earnings of the customer in the first years of the
relationship. The acquisition cost consists of expenses with regard (o sclling marketing , and

administration costs.
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Base profitiInitind Sales. This amount of profit refers o customers buving services the first
time. It is assumed that over a period of time, new customers are constantly acquired.
Therelore this component 1s the only profit element which is not influenced by the length of
the relationship between customers and the service providers, hence, the bast profit remains
conslantly over time.

Profit from incregsed Puarchases and Higher Bolance. In the early siage of a relationship
between the customer and the service provider, it is only natural that the customer place only
a limited amount of his total purchase with the new serviee provider, One rcason for this
caution is the fact that it 15 sometimes associated with a great amount of costs and nisks Lo
change suppliers. owever, if the customer foels comtent and satisficd with the new service-
provider, he reacts by pradually increasing purchase from the new provider. As the trust and
corfidence to the service company increase the customer 18 ready o expand the amount of
purchase. The size ol ths prolil component 15 therefore augmenting over time.

Profit from Reduced Operating Costs: The era of mass-production of standard products and
services leads Lo the theory of economies-of-scale and "learning effects”. Today we have seen
a tendency that these assumptions have gradually become obsolete. The main reason behind
this is that today's customers tend to prefer individual and customdized products over mass-
produced standard services.

This is in accordance with the main emerging irends ol the 1990s - customization and
individualism. Today's customers expect more than just high-guality products at favorable and
competitive prices, they want tailored servicez which provide them with some degree of
value, Hence, in order for the companies to swvive in toeday's competitive environment they
need to change [ocus [rom "economies-ol- scale” lo pulling more effort in establishing,
maintalning, and enhancing customer relations. Dy supplying a specific customer with an
individualized product, the service providers are able to cut-down the operating costs by
providing the same customer with even more products instead of expanding the range of
customers (Elling and Jorgensen, 1996).

Profit from Referrals: This profit component 15 a direct resull ol whal cam be lermed the
"Ambassador-effect”. It is extra amount of sales, which is bhrought about positive
recominendations from loval customers. This effect is of utmost importance especially

to service companies. The more satisfied customers remain, the more loyval they become, As
stated by Hesketl et al. (1994) an "Apostle” 1s characterized by being one hundred per cent
loval and very satisfied. These apostles possess the abilily to mflucnce polential customers

through positive tecommendatioms. The impact of the ambassador effect varies from one
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industry to another. Additionally, the cffect is also highly influcnced by the kind of service -
the effect is much smaller in rogard to low involvement services than (o hi gh involvement
SCTVICES,

Profit from Preminm. Anolher positive effect of having satished customers with high
semority is the fact the these customers become much less price sensitive than new and less
satislied customers. The customers with whom the providers have development a sound and
deep rclationship do not need or expect introduction discounts and other kinds of discounts.
However, on the country, some of the customers having high seniority might demand
"quantity-discount” (Elling and Jorgensen, 1996).

Profit from price Premium: Another positive effect of having satisfied customers with high
seniorily is the fact the these cuslomers become much less price sensitive than new and less
satisfied cusiomers. The customers with whom the providers have developed a sound and
deep relationship do not need or expeet inroduction discounts and other kinds of discount.
However, on the contrary, some of the customers having high seniority might demand

"quantity-discount" (Elling and Jorpensen, 1996).

Reichheld and Sasser (1990) argue that by making use of the philosophy behind these profit
eslitialions, 1L 1y possible fot service companies to tind out how valuable an increase in
retention rate is. To further expand the usefulness of their modcl, they have ealeulated the
unpact of a five per cent increase in retention rate far various service branches. While the
power of retention depends upon the shape of the curve in Figure 6.3 and the pointl on the
cwrve at which a company finds itself, the percentage increases in prolil ranged from 25 per
cent experienced in the ineurance industry, to 122 per cent in the credit card Tndust ¥ (TTeskell,
Sasser aud Harl, 190), Henee. the process of retaiming a customer should be of stralegic focus

to all service providing companies.

6.5 Subconclusion

In chapter six the concepts behind customer lovalty and profit have been discussed. Any
service manager should wreat customer loyalty scriously, as loval customers imply repeat
business, which is of ulmost importanee for the service industries. The overall aim of any
service company should be o satisfy and thus stimulate their customers conlinuing their
service purchase with a particular service provider instead of swalling to another compeling
provider. From a swategic point of view, an increase of switching costs duc to personal
preferences and other atiributes can tic customers to a specific service company, therchy

having a posilive impact on customer rotention and lovalty.
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Customers who are  continuously repurchasing, provide the largest revenue 1o a company,
hence managers should keep in mind that the costs of losing & customar are very high, A
customer who repeats the service purchase [reguently, represents a revenue provider and a
profit gencrator.

For service providers, it is neccessary to understand and adopt the philosophy  hehind
relationship marketing. In the past only a few service providers have approved the focus on
close and extensive relationships to their customers, The majorily of service companies on the
other hand preforred the transactiomal route which focuses on single and short-termed

lransactions,

Today more service companies are starting lo recognize that their cxisting customers arc
casier Lo sell to and generate higher profitability in the long-run. llence. one immense
challenge for service managers is to avoid taking existing customers for granted. Preferably
they should spend more resources on existing customers than devating all resources to
alimacting new customers, By adopting the relationship marketing philosophy it is possible to

turn prospects into customers, and lale into supporters and advocates.

Customer loyalty and profitability go hand in hand as the cosis of serving repeat customers
are less than the costs of altracting new customers. The costs of retaining a loyal customer is
only one-filth of attracting a new onc. Hence, the process of retaining customers should be a

stralegic focus of all service providing companics.

The following proclumations arc to be szen as Success Faetors which are considered as

critical in the context of customer loyalty and profitability.

Success Factor 1:

Understanding the importance of long lasting relationships to customers provides service

companies with opporlunity to gain profitability in the long run.

Success Factor 2

The costs of atracting new customers is relatively higher then the ancs of keeping existing
ones. In order to ensure profitability in the long run, scrvice companics should have customer

relenlion as a strategic focus.
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Chapter 7: EMPIRICAT, ANAT.YSIS

Fel Impirical Methodology and Research Sample

7.1.1 Purpose of the Empirical Study
Having examined the elements which influence customer satisfaction in services BNA from a
thenretical point of view, the pupose of the empirical analysis is twofold. First il is of inlerest
1o analyze the clements which have an impact on cuslomer salisfaction from a practical point
ol view. This will provide valuable information abour potential problems of service
enmpanicg The seeond aim of the empirical research is o identify reasons behind the outlined
potential problems. Thereby, it is of iterest whether the characteristics of specific service

branches have sygmilicant influence on the potential problems.

7.1.2 Focus of the Empirical Study

In order to investigate how services BNA evaluate the rclation berween their own service and
customer satislaction, it has been chosen to focus the emphiical rescarch on elements which
have been identified from a theoretical point of view. Hereby it is of main interest to look at
tour dimensions: hirst, mternal operations, wliuch have an impact on the external value.
Second, the service product and development which considers need. Third, service recovery
and customer lovalty, Bach of the four dimensions will be analyzed with respect to the

elements which have an influence on or are influenced by customer satisfaction.

7.1.3 Research Design and Proceedings

As the focus of the empirical study is to investigate elemenls affecting customer satisfaction
in praclice, il has been necessary to approach services Bank directly. In the selection of
services Bank we faced a lot of barriers. The optimal research design would have been to
conduct our investigation encompassing a very large amount of bank services in many

different branches. This demonds a certain amount of time and some costs elge, telephone and
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travel which exceeded owrs resources. This problem forced us to limit our analyvsis

geographically to the arca of Gum Ll bouaghi when T born.

Having defincd the geographical area we decided to include service branches bank. These
branches represent in our opinion the service industry, In order o receive comparable
conclusions we decidad to keep a balance in the amount belonging to cach branch. However,

it has been choscen to seleet the 4 best known employees in each of the service branches,

7.1.4 Data Collection

Having detined out targer group tor the empirical analysis we developed a questionnaire
which was delivered to the selected service branches. The questionnaire was designed (o
provide angwers to our Research (Juestions, and to cover the theoretical success factors. The
guestionnaire was reformulated several limes n order to ensure that the participants m our
survey were able to understand them. When rtedesigning the questionnaire we received
valuable input by "test persons” to whom we presented the questionnaire lor testing its
comprehensibility.

When having questionnaires, usually it can be caleulated with a response rate of 30 per cent or
below (Amsden, 1989). In order to increase the response rate in out survey we decided 1o
deliver the questionnaire to the selected bank services personally. As the bank were located in
the area of Oum elboughi it weren®t easy to reach. The questionnairs was handed =into the
managing cmployee branches. This was considered to be important becansc the questions in
our questionnaire include issues which are closely related to managerial [ssues.

However, 100 per cent we picked-up personally. All in all we have contacted 4 services bank.
Besides the fact that the managers felt committed (o relurn the questionnaire due te the
personal delivery, we tried to keep the language used in the questionnaire as simple as
possible in Arabic but after | have franslaled it in English. This ensured that alse those service
managers who do not have a higher theoretical edueation understood the questionnaire and we
can [ound it predominantly in Alperia.

The questionnaire consists of three main parts which are in accordance with our Research
Questions: Internal operations, service product and concepl, and lnally the relationship to
customer and their satisfaction. All in all we lormulated many statements, of which ones
relate to internal operalion issues, and other ones relate to the bank's service product and

concepl, and [inally ones relate to the bank's relation 1o customers and their satisfaction,
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The statement were o he answered on a scale tram 1 to 4, wherchy 1 indicates absolitc agreements; 2
relates to agreament, 3 stands for disagreentent and 4 represent absolule disagreement concerning the
corresponding statement. The reason behind using this scale was o provide the emploves managers in
vanous bank branches with the possibility of giving the answers within a limited range, which s
comsidered to be easier than having a range of, for example, seven possible answers which is
suggested in the SERVOQUAL model by Parasuraman, Zeithaml & Berry (1995). On the other
hand we regard this scale as being sufficient engugh to express the respondent's points of vies.
However, in those cascs when we picked-up the questionnaire personally, we supplemented
the quantitative questionmaire with a qualitative dialogue with the respondent, The dialogue
provided us with background information and additional details concerning various issucs
relating to the questionnaire. These additional comments we considered when analyzing the
questionnaires and contributed therefore (o an improvemen! of the empirical analysis and its
comprehensibility,

The analysis of the questionnaire is mainly based upon the statistical finding which in some
inslances are supplemented by information gathered during dialogue with some ol employees.
The statistical after-math applied throughout the empirical analysis is attached in Exhibit I and
Exhibit IL.

7.1.5 Delimitation

This thesis deals with service providing bank. The focus will be solely on privale services and
not on public ones. It appears for us more atlractive to analyze the service provided by private
companies because thev are profit oriented and are therefore more or less forced o be
cuatomer oriented. This is moinly due to alternotive euatomers having Lo awiteh their purchase
o a compeling company. Because the allernative 15 missing [rom public service providers,
there iz no definite force to be customer oriented. The empirical analysis will therefore be
conducted in selecled privale service providers.

In the szlection of service providers we have choscn to look solely at services provided on the
CONSUMEL.

The empirical analysis is based upon 4 selected services bank in different service branches. In
our opimion the selected branches are representative for the privale service indusiry, operating
on the consumer market. The conclusions of the empirical analysis, however, are first of all
true for the selected services bank. But is our viewpoint, due 1o their representatives, there can

be conclusions drawn on service mdustry as a whole.
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7.1.6 Reliability and Validity of the Empirical Research

The specific choice of research design hag an influence on the validity and reliability of the
rescarch. When analyzing the guestionnaires answered by the scervice managers, it is
necessary to keep in mind the following drawbacks. The managers where asked o give their
asscssments concerning different managerial issues. Hereby, it is possible that the answers, in
seme instances, mitror rather the desired and "ideal” condition thal the "real” one.
Furthermore, it is important to remember that most of the answers from the services managers
are based upon subjective assessments and not on objective, and maybe more 1eliable, source,

The usage of questionnaires as the foundation ol the research discloses the opportunity of
comduction qualitative dialogues with the respondents, thus there is a polential risks that the
respondents interpret the questiong differently than originally intended. This risk of
misunderstanding depends on the researcher's ability to formulale questions in a concise and
unambi guous manncr,

I'he: queshommaire provndes different aptions to answer the statements on a scale from very
agree o very disagree. When comparing the response from different branches managers there
is a potential risk that the evaluation ol a specific statement is inconsisient among the
respondents. This means, two branches manager’s who have the same opinion conceming

onc-problem might differ in their evaluations of the problem,

Somc questions relate to the branches manager's perception concerning the bank's strengths
and wealnesses. It should be kept in mind that there exists the risk thal some braches
gy are mote fucus o s sbeeogll an on weaknesses, The mamager's potentinl Inele

of self-criticism implies that their answers need to be analyzed with caution.
It has heen intended to encompass in our sample an equal number wilhin each service
branches. However, as the response rate is below 100 per cent, it revels that the amount of

scrvice hranches is not enough but the amount of the time too short to do a long-run study.

This eircumstance should be kept in mind when review in the statistics in Lixhibit T

7.1.7 Presentation of the Research Sample
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Algeria has in recent years, significant changes have entered the banking business but their
owil, despile these developments, it is still considered one of the countries that have not vet
caughl the pace of other countries that are Raidr in the use of means of payvment

Therefore we will [ocus on a sample of the Algerian banking system by doing a field visit of
the Algerian National Bank BNA 1o see modemn developments that have taken place on the
banking system, cspecially in the area of means of payment and in particular the most
important way lo the bank a letter of credil

Betore the study, we first provide the Algerian banking system, as well as the headquarters
that we had the internship BNA316 then in the latter study; we applied two about the portfolio
znd foreign trade.

7.1.7.1 The Algenan banking system and payment system

A-The stages through which passageway the Algerian banking system:

The Algerian banking system during the occupalion was an extension of the French system,
but after independence and since 1962, banks have witnessed sweeping reforms in view of the
contradiction which exists between the banking system inherited from France and based ow
liberalism, and decided v approaclt e new socialist ollowers in Algerian polities.

For this was to Algeria you resort to nationalization of banks and this is what actually reflect
the vears 1966 and remained Algerian banks are going according to the rules of which was the
central system planned break them up to cconomic change, where a law 90/10 dated
14.04.1990 containing the Code of Money and loan, which gave more impens and dynamism

of the: Alperian hanks and has the Algerian hanking system over several phases:

A -1 the first phase (1962-1966);

Known Algerian banking system since 1962 in the evolution of the struclure and functions,
allowing banking institutions to carry oul ils [unctions to the fullest, because during this phase
was the Algerian banking system consists of the existing branches ol foreign banks, especially
French.

* Central Bank of Algeria (BCA) was established on 13/12/15962.

+ Algerian Tund for Development (CDA) was established on 07.05,1963 and then later turned
to the Algerian Development Bank (BAD) as of 30/06/1971.

* National Endowment for the provision and the reserve was cstablished on 10/08/1984.

+ Alperian nationalization of the banking systein in 1965,

* lustrumient of (he wational currency - Lhe dinar Algerian - in April 1964,
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And what distinguishes this stage is thal ai the beginning of the existence of the Alperian
Central Bank and the Couneil of the loan, the banking system is subjoel 1o the requitements of
the external market and does not respond to the needs of local development because the
existing linancial institutions at that time do not contribute effectively, but that its funding is
very limifed in the area of economic growth, Faced with this reality emerged an urgent need
lo need to change the banking system, and this is what vou will learn aboui it in the next
phase:

A-2 - The second phase (1966-1970):

Characterized the banking system during this period, the establishment of the following:

« Algerian National Bank (BNA) at 19/06/1966,

* Algerian Popular Credit (CPA) in 19/03/1966.

+ External Bank Algerian (BLAY 1 19/10/1967.

‘This phase is characterized as the birth of national banks, capable of responding to the
requirements of the state and based on economic and social development, as marked by the
central system schema.

And at this stage was the National Bank take care financing in the agricultural seetor while
the World Hank interested in the external [inancing of public institutions of an industrial base,
and the Algerian public loan take care financing transport scctor, tourism and building
institutions.

Then came the stage of cconomic relorm in 1970

A-3 - e thisd phase (1970-1990).

This stage is the stage of restructuring of the Algetian banking system, and had been
characterized by the establishment of

a - Bank of Agriculture and Rural Development (BADR) 13/03/1982 in the funding of the
total agricultural sector.

b - Local Development Bank (BDL) 30.04.1985 interested in the {inaneing of local public
institutions.

And starting from the year 1986 has assumed the Algerian banking system and a new face as

it became consists of the following:
v [ive commercial banks: BDL / BADR / BEA f BNA / CPA

« Development Bank Algerian BAD

+ National Endowment for the provigion and reserve CNEPR
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And tasks were distributed as follows:

* Public Works and industrial activity CPA

» heavy indusiries BNA / BEA

» amputation and the chemistry o BEA

= the encrgy scotor, BEA

+ Agriculture sector BADR

« Transporl Scetor CPA F BEA

* Local Development BDL

[t this distribution did nol give positive results and that refer to the structural imbalance
from one seclor 1o another.

During 1986. the latest reform at the legislative level on the banks reflected in the issuance of
o Texts:

» Law 86/12 on the banks and loans.

* Law 90/10 on the cash and loan.

And this stage is the stage ol restructuring of the Algerian banking systam, giving greater
autonomy to the banks in the area of management and helped to raise productivity, and this
stage was marked by the establishment of the currency board and the loan, with the
knowledge that the law 90/10 dated 04.14.1990 of the loan and Cash had been changed by
decision of the President of the Republic starting in 2000, in gencral, what notes on the
Algerian banking svstem that 1s characterized by some advantages, including that he
ciganized i e Toun of {(Oligopoly) consists of lve conpueicial baks, saviogs Tuod ad
reserve and Development Bank in addition to banks with a special character as a BARAKA

hank.

B - The definition ol BNA bank:
Mational Bank is an institution of a commercial nature, in general, specialized in financing
investment projeels where small with 30 workers, and middle turn of 100 workers in

particular, without cxecption, large institutions, which includes 1000 workers.

- Inception:

Algerian National Bank was established on 13.06.1966, afier the problems raised sharply, and
iz not the problem of financing social scetor, and founded the Bank to be a member to
implement the government policy wag the bepginning specialized in the financing and meet the

needs of the industrial sector, trade and agriculture and i 1982 Open Bank of Agnculture and
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Rural Development BADR cven take the latter in turn finance the agricultural sector has been

allocated and (he Algerian National Bank in (he [inuncing of commercial and industrial scctor

sinee it 15 the sole supplier of private instilutions and for economic agents, and this is what
constilutes a circle savings and investmenl [or the Algerian banking system, the banking and
[inancial circle comes on top Algerian Central Bank (Bank of banks).

In the end, the Algerian banking system remains the properiy of (he stale in spite of sharp
competition on the privatization of banks and opening capital Algiers and figure below

consists core, secondary and delighting services in BNA bank

Figure 7.1.7.1 Core, Secondary and Delighting Services in BNA Bank

Banks

Delighting Service

Core Service Secondary Service

Source: BNA BANK

7.2: Internal Service

The purpose of this chapter is to investipate specific issucs conceming the inlernal scrvice
applied of service branches in BNA bank in our research sample. The main arsas of interest

are their internal marketing and their preferred manapement styles, Thereafter, the effects on
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motivation and service performance of cmplovess will be investigaled. Finally, the SERVICE
managers application of confrol and training measurcments will be discussed.

7.2.1 Internal Marketing

This section aims 1o analyze clements of internal marketing applied in the selected service
companies. In the theoretical foundation of this thesis it has argued that internal marketing is
concerned with regarding employees as internal customers, implving that the role of
cmployees 1s equally important as the role of external customers, Ii 15 therelore mlerpreted
that one prerequisite for internal markeling is a sirong interest in the employees showed by the
service mangers. Keeping in mind that customer satisfaction is one of the central goals of any
service company, it appears necessary to satisfy the emplovees as well, [ovestigations
concerning the degree of employee satisfaction will provide information about the catimated
level of internal marketing. It can thereby be assumed that there cxist a positive correlation

between emploves satisfaction and a successlul handling of internal marketing.

In our empirical study of internal marketing the first issue of interest is the
management's aititude lowards their subordinates. Every manager in all of the four
branches regards their subordinates as their most important asset, T'he important role of
employees is mostly stressed, but also service branches which have been characterized by
Loty mwoe techuisal based, Tor exanple Teel the inpuortance of thetr huinan resources, This
indicates that in all serviee branches of our sample the prerequisite for successful internal

marketing is fulfilled

The sccond 1ssue of interest in the context of internal marketing is the level of employee
satisfaction. The employee’s branches managers were asked to evaluate the level of
salisfaction of their subordinates Y5 percent of the responding managers are convinced that

their subordinales are satisfied with their waork.

All in all it can be said with one minor exception, thal all service mangers of our sample [uliil

the prerequisite of successtul internal marketing.

7.2.2 Management Styles
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Having analyzed the issues ol internal marketing in our research sample it is now of inlerest
to investigate the applied management style. Tn our theoretical foundation a distinction of
different decision making processes has been prosented: Authority, consultative, and group
decision. Authorily decision style corresponds to a rather result oriented management style,
whereas consultative and group decision styles reler Lo a mote process oricated management

atvle.

The authority decision style is characterized with an extensive vertical dislance between
management and its subordinates, an insignificani exchange of information between
management and its subordinates, which is primarily based o formal communication, and
finally a preference for making decisions themselves without encompassing emplovees'

opiniom.

Upposced to this, the consultative and group decision style can be identified with 2 relatively
small vertical distance between management and its subordinates. Botl: styles focus on an
intense exchange of information, which is primari Iy based on personal contacts, and
firthermore subordinates’ opinions and thoughts are considered. In the consultative decision
making afyle the manager has the final decision, wherens the group decision maling atyle
motivales employees to participate actively in the actual decision making. The letter requires
a high degree of information exchange among emplovess in order to function etfectively.

Here is organizational stioeture of the Algerian Mational Bank 13N A
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Figure 7.2.2.1: Organizational

structure of the Algerian
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Approximately three quarters of all respondents perceive the vertical distance between them
and their subordinates as being rather small. In contrasl, our sample BNA hank is
characterized by having a relatively large organizational size with many hicrarchical levels,

which in return make a close cooperation difficult and enlarge the vertical distance.

Tu the question whether the information exchanpe takes place a more personal basis, 83 per
cent of all services managers in our bank agreed. The numbers indicate that the vast majority
of the service managers cxchange information with their subordinates on a personal basis. On
the other hand, it reveals that branches managers which do not exchange information on a
personal basis scem to have a rather formal communication pattern primarily based on wrilten
material. Finally it is of interest 1o investigate the degree of exchanged information among,

employvess.

All in all can be said that all four decision making styles can be identified in our
rescarch sample. In our bank there is a tendency 1o pursuc a rather authority decision
style whieh corresponds to a more result oriznted management style, This is rooted in
the high hierarchical distance and formal communicarion patterns and only a limiled
exchange of Information both between management and subordinates and among employees.
Potential problems concerning this management and decision malking style are to be seen ina

lack of Mexibility to adjust to adjust to employee's needs and requirements.

7.2.3 Motivation and Performance

Having identified difterent management styles among the services bank of our sample, il is
now of interest to analyze the impact of a specilic management stylec on employec's
motivation. It has been argued that self’ management and responsibility have a significant
influcnce on the cmplovee's level of motivation and job satisfaction which in return have an
impact on the external value delivered to customers. By asking all branches managers to
evaluate whether their employees work hard for satisfyving the customers and the level of
employse satisfaction conclusions can be drawn upon the cffeets of a particular managemenl
slyle.

Concerning the level of motivation 87 percent of the responding scrvice managers believe that
all employees arc doing their best to satisfy the customers. Tn various branches there is 2

relatively short distance between management and subordinates which enables them to
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monitor the employee's performance themselves. The close contael and interaction seems o
motivate employees to conduct their jobs as expected. Also bank managers svaluate their
employees to perform adequately in order to satisfy customers. In this case the high
hicrarchical distancc seems to have no negative influence on the molivation of serviee
emplovees. One possible explanation is the high educational level of bank service branchag in
our research sample,

All'in all it can be said that the very majority of service manages evaluate the level of
molivation and performance of employecs as being satisfactory. It has been shown that there
1s a pogitive correlation between job satisfaction and motivation, Moreover, taking the
managemenl style into account the empirical analysis reveals that no significant correlation
can be found between management style and the cmplovee's motivation to satisfy the
customers. But 1t is important to keep in mind that the empirical survey 1% solely based on the

branehes manger's point of view which is not to be seen as an objective measurement,

7.2.4 Control and Training

Having analyzed the service branches manager's perception concurring employee's
level of motivation and satisfaction it is now if interesi to invesligate whether
managers have the ability to control subordinate's performance. Recause the role of
front line employees is crucial when customers evaluate a service encounter, thus
having an impact on the service quality, it is neccssary for branches managers to
monitor their employec’s service delivery performance. Examining whether managers
control the performance of employees will enable us to evaluate the validity of
branches manager's perceptions concerning employee's motivation levels. Only when
control procedures are prevailing managers are able to assess the emplovee's performance and
mehvation adequately. Moreover, when it turns out that the service delivery is unsatislactory
the management has the choice to provide training programs to their service emplovecs and
thereby enhance the quality of the service delivery.

The empirical survey shows that the majority of service companies (82 per cent) control the
performance of their employees. Mostly in  service branches managers in BNA bank
cmphasize their ability to control the service delivery performance of their cimployees. In this
context it is believed that the performance control relates to cconomic numbcrs, for example

Er0Ss margins.
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All those service branches in our sample which state that they measure the performance
provide training programs to their emplayees. | lowever, il is inleresting o observe thal some
service branches which do not measure the performance ol their employees also provide
training programs. And the manager’s branches seem to be able to assess the need for service

mprovements.

7.3: Service Product

The purpose of this chapter is to analvze the responders answers concerning the service
product they deliver. Firstly it will be investigaled how the sample distinguishes between core
and sccondary scrvices. The further distinction into delighiing scrvices has not been
considered in the analysis because it has been too difficult to determine the delighting service
attribules lor the service managers, Thersafter it wall be ol mterest how service providers
dovelop their service offer. Special focus will be on the source of inspiration behind the
development, Finally, a potential gap between management's and customer's perception
concerning service quality will be analyzed.

7.2.1 Corc Scrvicca and sccondary Scrvices

In chapter five services have been characterized with core service and secondary service. The
services branches managers in our sample of different service companies were asked to
describe their core service and hereatter their secondary service, This is considered to be of
interest because secondary service allributes were identified to create and sustain a
competitive advantage. Being aware of ones secondary service attributes can be helpful to
determine the competitive position of a service bank. Service companies which concenlrale on
mproving and developing their service attributes have in peneral more possibilitics o

increase their service value and structure the service offers.

Cly a few branches managers were able o recognize their service core product and
sceondary altribules, One explanation might be that the bank business is rather complex (from
loan to investment advice, financial consulting including tax and insurance issucs) which
makes it difficult 1o determine one single core service. Despite this unawareness it is not
likely that the competitive position of BNA bank is threatened. The main reason it is seen first
of all in the high switching costs due to personal and technical dependency which prevent

customers from defection. Secondly, the bank branch is characterized as being rather complex
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and knowledge based which represent another entry barrier. The need for idemifying the
various service levels seems 1o be a of minor "compelitive" importance in the BNA bank
branches,

7.3.2 Service Development

Having examined the branches mangers ability to detcrmine the various service levels, it is
now of intercsl W analyze how the specific service atbibutes are created and developed.
special focus will be put on the sources of inspiration behind the development. This provides
insights on whether the management dictales new atlribules or other sources of inspiration are

involved, for example employees, cuslomers, or competitors.

It is helieved that when customers or emplovees arc involved in the development of new
service altributes, it is more likely thal the needs and expectations of the cuslomers are
encompassed in the service delivery. By taking the opinion of customers and front-line
emplayees inte acenunt when developing the service oflers, it is possible tor the manaper to
minimize, or eventual close, gap | of the Conceptual Model of Service Quality (p.70). Gap |
refers to the dillerence between customers expectalions and management perception of

customer expectations.

The empirical rescarch shows that the very vast majority of the respondents {93 per cent)
emphasize that they arc constantly developing new service olfers or improving the onisting
ones. It1s now of interest to investigate which parties are involved in the product development
process. The survey indicates that 25 per cent of all responding branches bank managers, slate
that they themselves participate actively in the creation of new service offer. 85 percent
stressed that front Ione employees who stay in direct contact with the customer are involved
when developing and enhancing service offers.

7.3.3 Customer Orientation:

Having analyzed how the branches bank mangers create and develop their service offers, it is
now ol interest to analyze the manager's own perception of their ability w0 mect cusiomer's
needs and expectations. The managers were asked to delermine the difference between their
perception ol good service and the expectations of customers. The answers will provide

insights to the potential gap 1 in the Conceptual Model of Service Quality.
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In the pervious section it has been shown that the vast majority of the service MANAZETS in
BNA bank take various parties, cmployees, customers, and competitions, into account when
developing new service oflirs or when improving the existing services. It is now questionable
whether the branches managers and customers regard as good serviee, scen from the
management’s point of view. It is worth mentioning that the actual size of the gap requires a
comparison hetween the customer's and management's viewpoeinis which has not been
possible based on the chosen rescarch design,

The empirical survey reveals 93 percent of the responding managers is convinced that their
service offer iy in coherence with the customer's expectations. All branches managers in BNA
bank point out that their perception of good service corresponds with the one of their
customers. This indicates that those managers are quite surc that they service satisfy their
customers, Furthermore, it appears that the managers in these branches helisve to reccive
sullicient inputs concerning customer necds.

All in all, the impression arise that managers are in general convineed about their ability to
meet customer's expectations and thereby satisfying the customcrs. They assess the size of
gap ol gap | to be minimal, but as stated earlicr, the assessments do not reflect the "real’ size
of the service quality gap.

7.4 Customer Saiisfaction

Having examined the service product and the determinants behind its development, as well as

an assessment of the overall customer otientation, it appears of Interest to evaluale the degree
of customer satisfaction from the management's viewpoint. This is done by firstly looking at
the general altitude towards customers. Sceond, potential problems concerming the quahty of
the delivered services will be estimated hy wvsing the various service quality dimensions as
outlined in the theoretical foundation.

7.4.1 Attitude towards Customers

In order to satisfy customers it has been argued Lhat service companies need 1w spend strong
efforts 1o delermine customer's needs and expectations. One prerequisite js seen in having the
"right" atltitude towards customers. This implies that services banks have o pul their customer
in focus of their service operations, both wilh respect to service development and service
delivery. It can be assumed that satisfied customers can only be achicved when (he

management regards the process of achieving customer satisfaction as their overall goal. Tt is
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believed that having short-termed [inancial objective as the overall goal does not conlribute to
the highest possible degree of customer satisfaction.

The cmpirical rescarch demonstrates that almost 100 percent of the responding branches
managers regard their customers as the most important assst. Morcover, all responding
managers stress that their overall goal is to satisly their customers. The results indicate that
there seems to be a fremendous awareness concerning the importance ol customers in the

service industry.

7.4.2 Measurements of Customer Satislaction

Having analyzed the attitude of manager concerning their customer the next point of interest
is to delermine how managers assess the actual level of customer satisfaction concerning their
service delivery. Morcover, it is essential to find out whelher these asscssments are based on

objeclive measures or on the branches manager's own individual opinion.

Almost all managers of our research sample (97 pereent) perceive their customers as being
satisfied with their serviee performance. This indicates thal nearly all managers seems to
succeed in fulfilling their overall goal of satisfying their customers. But as these answers
rellect the branches BNA manager's perception it is now necessary (o find out whether
objeetive measurements are behind their statements.

All in all 47 percent of the responding scrvice branches use professional research inslitudons
Lo comdiet enstomer gatistaction survey,

All in all it can be said that only a limited number of service companies can base their
perception of customer satisfaction level on objective fisures. However, the actual level of
customer satisfaclion is very dillicull w esiiate. These difeuldes ate reinforced both by the
various dimensions of scrvice quality and by the fact that service characteristics are dilficult
to evaluate from a customer perspective. Determining the actual level of customer satisfaction
depends heavily on the applied methodology and therefore an overall assessment seems to be
out of seap.

7.4.3 Service Quality

It has been outlined that determining the overall level of customer satisfaction is a difficult
discipline. The objective of this section is therefor to analyee Lhe quality of scrvices in a more
detailed manner. As 97 per cent of the responding service branches managers in BNA bank

claim 10 be aware of their strengths and weaknesses with respect to the quality of service
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deliveries it is appropriale to approach the manager's perceived level of service quality. Tt has
been pointed out in the theoretical foundation that the SERVQUAL framework encompasses
live distinctive dimensions: Tangibles, Reliability, Responsiveness, Assurance, and Empathy.
Asking the service managers o evaluate cach of the five dimensions will provide valuable
insights concerning the strengths and woaknesses when safisfying their customers. Again, it is
worth mentioning that only the management's perception has been encompassed, but in the

fmal end it is only ihe cuslomer who is able to determine the "real” quality of services.

7.5: Service Recovery and Customer Loyalty

Having analyzed the service quality from the branches managers perspective in BNA bank, it
is now of inferest lo investigate the situation where customers are dissarisfied with the
delivered service quality. Two issues appear thereby of interesi. First, how services bank
handle the complaints from dissatisfied customers. Secondly, in cases where the customer
does not complain, the objective will be Lo find out whether the service compames have
procedures for registering customer defections. In additdon this, as it has been argued in the
theoretical foundation that loyal customers are profit pencrators for service companies it is
therefore of interest to investigate the attitude of bank services towards loval customers.
Hereby assessing their awarcness concerning the importance of having loyal customer for a
long-term profitability is in focus, which will provide the opportunity to identify the preferred
marketing stratcgy ol a particular service branch.

7.5.1 Complaint Management

In theory it has heen argued that effective service recovery procedures can turn a dissatisfied
customer milo a satisfied one. Hereby the importance of complain managemenl was
emphasized. Asking the service managers about their proceedings in handling complaints will
provide valuable insight in the clfectiveness of service recovery among this bank of our

research sample.

The vast majority of the bank service managers (97 per cenl) points out that they take
customer complaints seriously. They stress that they use complaints in two different ways.
First of all a direct reaction to a service failure takes place, and hereby tuming one specifie
dissalishied customer into a satislicd one. Secondly, manages staic thal the complaints are

secn as sources of inspiration and are used o constantly enhance future service deliveries.
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7.5.2 Customer Defection Registration

It has heen shown in the theorctical part that not every dissatisfied customer chooses to
complain. It is therclore of interest to analyze whether service companies have procedurcs for
rogistering customers defections. Having cffective procedures enable the bank services 1o
identity potential customer dissatisfaction, and thereby possibilities for enhancing the quality

of their services.

'I'he empirical indicates that 58 per cent of all service managers claim to have procedures 1o
register customer defeetion. This implies that 42 per cent of the bank services does not posses
the opportunity to conduct servive recovery, in cascs where the customer does not complain.
It has heen argued thar a dissatisfied customer informs other people about his bad service
expericnee, which can have a negalive effect on the reputation of the service gompanies, and

thus on polential customers,

In the BNA bank, approximately 80 per cent of the managers claim Lo have procedures to

register customer defection.

7.5.3 Customer Lovyalty and profitability

Tn (he theoretical part of this thesis it has been outlined that customer satisfaction ends-up in
customer refention. Furthermore the outcome of long-ierm customer relationships has been
deseribed as prolitability for bank in the long run. The purpose of thie scetion is therefare o
cxomine the service manager’s interest in long term telaiinnships to their cystomers. This i
viewed as a prerequisite for satisfying customers. Furthermore it neads 1w be analyzed
whether the loyal customers receive adequate allention by providing them with special
mreatment. Finally, it is of interest to investigate the service managers readiness o accept short
valuable indications in how far the importance of customer lovalty is prevailing among

sorvice managers in BNA bank.

The survey reveals that 100 per cent of all service managers in our sample stress their interest
in developing long lasting relationships to their custemers. This indicates that all branches
fulfill one prerequisite for satisfying customers in the long-run. It appears of interest whether
the managers are able to live-up to their strongly cxpressed inlerest in loyal customers. T'o the
question rogarding the share of loyal customers almost 100 percent claim that a large fraction

of their customer base consists of loval eustomers. [l scums therefore that all responding
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service managers are able to fulfill their ambiguous ohjectives concerning a loyal customer
base.

Tt is gignificant that 100 percent of bank offer special treatment to their customers. The strong
efforis o keep customers corresponds Lo the fact that these branches have been characterized
as having an intcnse customer contact an providing high involvement services. On the other
hand, those branches which have been characierized as having low contact interaction with
their customers and providing a rather low invelvement service products have a clear
tendency hot to distinguish between new and existing customers. This is mainly due to their

inability to identify regular customers, as mentioned before.
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PART IV: CONCLUSION
Chapter 8: Conclusion

The purpose of this chapter is to outline the elements, which inlluence, restrict, and enhanec
custamer satisfaction. The elements identified in the theoretical foundation will be reviewed
and compared to the findings of the cmpirical research, First the issues relating to the internal
operations will be outlined. 'hese issues contribute 1o the external perlormance of service
companies. Secondly, the external value for service customers and their sarislaction will be
reviewed from a strategic point of view. Finally, the relation to customer loyalty and

profitability will be illuminated,

L have identified intemal services as the crucial element which infuences the exte rnal
performance ot service companies. B ¥ internal services we interpret the various operations,
professes, and activities which influence the behavior of service employees. The relevance of
uplimizing the intemal services 15 tonnded in the service marketin 2 and management
proposition. This proposition argues that external success is rooted in a well functioning
organization. It has been shown thar the following issucs are or importance for the
optimization of internal services: Internal marketing, management and decision making styles,
motivation and rewards systems. The main ideas behind each issue will be revised bail from

the theoretical and the empirical perspective.

The coneept of infernal marketing pescribey that the employecs regard their colleagues us
internal customers, This implies that every employee strives o satisty their co-workers. One

prerequisite is that the management facilities internal

Customers. This implies that every employee strives to salisfy their co-workers, One
prerequisite is thal the management facilities internal markeling by expressing their strong
interest in their subordinates. The purpose is to create a working environment, which supports
the close cooperation between all members of an organization, It has been argucd that a
favorable working environment has positive cffect on cmployee’s job satisfaction.

Consequently, their satisfaction stimulates employees to perlorm well in their service task,
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In practice il appears that almost every manager in our sample of four service branches in
BNA scems to fulfill the prerequisite of successful intermal marketin £. The manager’s interest
in their subordinate provide valuable indications concerning their preferences for a favorable
cnvironment. As the managers evaluate the level of job satisfactiun very high it is concluded

that an effective internal marketing is prevailing.

Another issue which affcets the inlernal services were recognized as the applied management
style. The following distinctions appeared as useful. First there is the authoritv decision
making style which is characlerized by the manager’s prefercice to make decigion on his own
without consulting other members of the organization, This decision making style which
implies that the cconomic bottom-line is in foeus without paving attention to the employees

welfare.

Sccoundly, there 1s the consultatve decision making style which implies that the managers take
their subordinates opinion into account when making decisions. This kind of decision making
style regards emplovee’s inputs and feedhack as a soiree ol inspiration which sun bo used to
enhance the service delivery process, but in the end of the day the manager makes the final

decision,

Fmally, there is the group decision making style which is characterized by the IANEZer’s
preference to delegate tasks to subordinates who ure activel ¥ involved in the actual decision

making process. The final decision is made upon a oroup

consensus, Doth e consullabive and the group decision making styles correspond to a rather
process oriented management style. This style requires that the manager motivate his
subordinates to identify themselves an important assel of the organization. This implies thal
manager cmpower and integrale their employees by coaching, supporting, and invelving them
in the delivery of services, Opposed to the result orienied management styles the process

ariented style fovuses on the softer elements of the organization.

Regarding decision making and management styles in practice, the empirical research shows

that all these decision-making styles can be ideniified among the four selected service
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branches. In BNA bank there has been identified a lendeney to pursue a rather authority

decision making style which corresponds to a more result oricnted management slyle.

The linal element which intluences internal serviee is the telation between mutivation and
employee’s performance. In theory it has been argued that managers have Lo recognize
employse’s needs and expectations in order to stimulate them the best possible manner,
Several different ways 1o motivate emplovees have been outlined. Special attention should be
paid to respect emplovees and strengthen their self-esteem. The key of employee molivalion
12 o create an environmenl, which provide employees with the frecdom to develop personal
and professional skills. Both have been considered to increase the overall job satisfaction and

performance,

This theoretical assumption has been proven n the etnpirical research, It has been shown that
there is a positive correlation between job performance, motivation, and e¢mployee
satisfaction. However, Lhe empirical survey did not provide any proofs concerning the relatinn

between the degree ol employcee satisfaction and the applied management approach.

In addition te internal services the external value has been identilied as crucial for influencing
customer satisfaction. When designing services a distinetion belween three levels of services
has been done. Core services relate to the basic customer benefit Irom the service transaction,
The delivery of core services is suppotted by secondnry nnd delighting scrvices, As e core
serviee is casy inilawe e provislon of sccondary and delighting services is necessary in order
Lo create and maintain 1 competitive advantage. When developing thosc services various

sources of inspiration can be considered: Front-line employees, customers, and competitions,

In practice il has been shown thal only a minority of manages is able to recognize their core
and secondary service attributes, only hotel manages succeeded in making this distinetion.
The research reveals that all branches make use ot all three sources ol inspiration, Tt is
helieved that the company’s ability to mect customer needs and expectations has a direct

nfluence on the overall customer satisfaction.,

It the theorctical foundation the Conceptual Madel of service Quality has been discussed.

This model provides comprehensive insights to potential reasons for customer being
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dissatisfied with a service performance. By minimizing the various gabs it is possible 10
increasc the probability of meeting customer expectations and thereby increasing the level of

customer satisfaction.

The difference helween management’s pereeption of customer needs and customars
expectations represents pap 1. The empirical research thal the service managets in general are
convinced about their ability to meet customer’s needs and expectations and thereby
satisfying the cusiomers. From the management’s point of view it is estimated that the gap 1
i< of limited size. This remforees the overall impression that mangers in all serviee branches

ate sure about having the appropriate sources to develop high qualiry service.

Having presented the Conceptual Model of Scrvice Quality which outlines various reasons for
potential service failures in an overall manner it is valuable to examine the crileria behind. Tt
has been argued that service quality can be made more operational by introducing five service
dimensions: Tangibles, Reliability, responsivencss, Assurance, and Empathy. Bused un (liese

dimensions the cusiomers are able to evaluate the service encouttar,

The empirical research reveals that managers have different apinions about their strengths and

wealnesses concerning cach service quality dimension.

In the hark sector all manages see their tangibles, reliability, and empathy as their main
girengfhs “Teamgibles in hanks relate to a luxurious interior, which creates a trustworthy
almosphere. The strength concerning reliability Is seen in their trustworthiness, aceuracy, and
consistency in the delivery of service. The sirength in relation to empathy refers to their
friendly und polite front-line cmployees and to their ability to understand customer needs and
expectations. Conceming responsivensss and assurance the weaknesses in the bank sector arc
seen in restrictive opening hours which is evaluated as a barrier when serving cuslomers.
Moreover, some banl branches managers claim that the skills of other employees are a
weakness, which is mainly duc to the complexity of bank businesscs, This complexity makes

it difficult for all bank employees to develop a specialized expertise.

Delivering services is a complex process, despite the strive for “zero defeetion™ it is

impossible lor the service provides to aveid service failures o happen. In the theoretical part
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of this thesis is has been outlined that service recovery iz a valuable tool to achicve customer
gatisfaction. Scrvice recovery aims w compensate a service failure and thereby turning

dissatisficd customers inio satisfied ones.

A prerequisite for effective service recovery is that the service provider gets feedback from
the customer about the reason behind his dissatistaction, In order for the service branches to
receive these information it is necessary to posses complaint procedurcs which motive the
customers to complain, [n cases where dissatisfied customers defeet without complaining, the
companies need to implement mechanisms which menitor customer defection. These
mechanisms enables (he service companies to detect the reasons behind delection, and thereby

provide them with the opportunily to recovery potential service Taihires.

The empirical survey shows that the vast majority of the service branches managers treat
enstomer complaints seriously. The managers point out that the complaints can be used in two
distinctive ways. First of all a direct reaction to a scrvice failure takes place, and hereby
turning one specific dissatisfied customer into a satisfied one. Secondary, mangers s¢e
complaints as sources of information and use them to enhance further service delivers.
Moreover, the research reveals that service branches which have a low customer contact and

provide a low involvement service.

The generul renson behind the companics intense foems on customer satistaction 1s that
customer satisfaction leads to customer rerention. Tt has been denoted that loyal customers
provides the largest revenue to the service companies, as the costs of serving regular
customets are lower than the ones of allracting and serving new customers. The long tern
relationship between the service provider and their customers is considerad in the concept of

relationship marketing, which focuses on customer keeping instead of customer eatching.

The empirical research discloscs that BNA bank have a tendency to emphasize building of
long term telationships to their customers, hence, it is concluded that service companies in
these branches tend to pursue relationship markcting. This conclusion is founded n the
overall impression that bank branches managers puts a lot of efforts in stimulating customers

lo repeat their service purchase, by providing them with special care and attention.
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The Result of the Empirical Rescarch



Question 1: We regard our employees as the mast important asset.

25%

75%

‘llfe-ry Agree
M Agree !

Question 2. Our employees are all familiar with the company’s overall mission

and goals

EVery Agres
B Agree ‘ :
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Question: 3: All our employees have a strong feeling of being member of a
team.

B%
3%

(O'zry Agres |
I Agrae i
[ODisagree |

61%

Question 4: We are convinced that our employecs are satis fied with their
Working environment.

3%

HVery Agrea

M Agres
] Disagreg




Question 5: The Vertical organizational distance between the management and
the employee is small.

3%

Byery Agres
Iy Agree

O Disagres
|Otery Disagrse

38%

Question 6: There is an intense exchange of information between the
management amd the amplayees,

W Very Agree |
B Agree
O Disagree

183
49%




Question 7. There 1s an intense exchange of information between the employees
and the various depariments.

|EVery Agree
DAgree

M Disagree
‘WVery Disagres |

[mNo Respanse

T —

21%

Question 8. The communication between the management and the employees
are primarily based on personal contact.

15% = .
- *‘x\
hY
.Y
\|41% |Ji|"\..l'er}.r Agrea
| H Ayi e
/ \O Disagree

44%




Question 9: ‘The management formulates detailed standards concerning how the
customers should be served,

15%

41% 'Tvery Agree
| Agree
'O Disagree

Question 10: The management formulates detailed standards concerning how
the customers should be served.

1:3%,

‘;‘l}erﬁ Agree

OAgree
a Digagr‘eﬂ (i

54%
33%




Question 11: The ability of the employees to satisly the customers is continually
controlled.

![I Very Agree :
49% ‘W Agree

ODisagree

Question 12: We have estoblished internal training programs where the
employees are being trained in satis{ying the customers.

5%

By Agres
438 |OAYiee

B Disagres |

OVery Disagree

M No Response |




Question: 13: When recruiting new enmployees the personality is more important
than professional competencies.

34

BVery Agree |
B Agree

O Disagree

W Very Disagree

| @ No Response |

38% 2
- faE%

Question 15: New service offers are created in cooperation with the front line
employvees.

10%

'mVery Agree
‘ OAgree |
ODisagree |

s




Question 16: Both existing and potential customers are part of the development
of the new service offers.

HVery Agree
Ll Agree |
HE isagree
OVery Disagree
W No Response

23%

Question 17: When developing new service offers we consider our compeltilors
service package.

B Very Agree
H Agree

Il Disagree

[ Very Disagree
T No Response




Question 18: When enhancing our service package we take “the best practice”
nto account.

10%

| Very Agree
HAgree

O Disagree
OVery Disagreel
@ No Response |

Question 19: We constanily develop new service attributes and improve the
existing ones

ga, 270

M ery Agree
W Agree
‘ODieagrea

‘Ei"u'ery Disagree ;'.

W No Response |
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Question 22: The management dictates exclusivelv all new service offers.

3 0%

._"u".Erj,l' Agree !
B Agres

O Disagres |
BVery Disagres
B No Response

Question 23: There is coherence between the management’s and the cuslomers’
perception of good service.

| 3%

i ery Agrae
B Al
‘O Disagree i

‘BVery Disagree '
| B Mo Respunse |
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Question 24: Our service offers are nmuch better than our competitors,

&%

8%

|i‘iu*ar;.r A;gree

‘| Agres ‘
{m Disagree
EVery Disagres
W No Response ‘

Question 25:We regard our customers as being most important.

gog 3%

B Very Agree |
W Agrea
H Disagree

. J'_




Question 26 We treat our customers equally and individually, independent o
their profitability.

{I Vary Agree
B Agrae |

ODisagree

445,

Question 27; We provide our cusiomers with a friendly treatment from the very
first contact.

4T B Very Ayes

53% Ilf&M




Question 28: We are interested in developing long-lasting relationships.

B'ery Agree |
iHAgree |

Question 29: A large share of our customer base is loval.

8%

56% 0 Digegree




Question: 34: Our overall goal is satisfied customers.

3%

Question: 35: We measure customer satisfaction.

31%

] Uﬂ; :ﬂ-.g ree
B Agres
OCisagree
O%ery Disagrees ||
il Mo I?._e§pnnse :

B6%

T e |
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Question 36: Professional agencies conduct our customer satisfaction schemes

OVery Agree ‘
HAgree
ODisagree

B Wery Disagree '
B Mo Rosposne

18%

Question 37: We posses all necessary resources to satisly our customers.

!E!"u"er;.r ﬁgrﬁe_r
‘W Agree |

O Disagres .
OVery Disagree |




(Juestion 38 We arc aware of our strengths and weaknesses in relalion (o
service quality.

| ﬁé-ry Agree
= Agree
ODisagree |

Qucstion 3% We believe thal vw customers are sutisfiod with our religbility
("we keep our problems ).

W ary Agr-a:-a-
[ Ay e
ODisagres |
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Question 40: We believe that our customers are satisfied with our employees,

Question 41: Our physical surrounding are in coherence with the wishes of our

customers.

goy 2%

76%

W Very Agree

'H Agres :
O Disagree

13%

I".;ér.].,r.ﬁlgree - !
O Agres

o Disagree
(@Very Disagras |
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(Juestion 42: We constantly try to minimize the waiting time.

E%h
jetzt
mery Agres |
| Agree
T Disagrae
S4%
|

Question 43:; We take the received complaints into account, and use them as a
snuree ol ispiration

A%

O%eiy AQl e |
519, M Agree
ODigagree

45%




Question 44: We have procedures to register the customer defection.

123%

26%

3%

15%

) Vary Agrée _I
|00 Disagree

Im_ﬁespanae 'l

B Agree

HVery Disagres
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