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ABSTRACT

     The area of customer service has received significant attention throughout research in marketing.  This paper reports the relationship between customer service and customer defection and retention from organizations.  These primary issues are explored: 1. a conceptual framework of service quality, 2. behavioral and financial consequences of service quality, 3. favorable and unfavorable customer intentions, 4. an empirical study focusing on the relationship between service quality and customer behavioral intentions.

INTRODUCTION

     This paper examines customer retention and defection from an organization in the context of customer service quality.  Customer retention has become an enormous issue for organizations desiring to remain or become profitable.  

     Weinstein & Johnson (1999a) recommend that at least 75% of an organization’s marketing budget be spent on customer retention strategy and strengthening these relationships.  The longer customers are retained in an organization, the more profitable the organization becomes because of increased customer purchasing behavior, decreased organizational operations costs, customer referrals, willingness of customers to pay price premiums, and reduced customer acquisition costs for the organization (Pine II, Peppers, & Rogers, 1995). This paper will analyze how customer service can produce customer behaviors that can indicate whether a customer will remain or defect from an organization (Zeithaml, Berry & Parasuraman, 1996).

     Since replacing lost customers comes at an elevated cost, customer defection should be a key performance gauge for senior management and a fundamental component of incentive programs (Zeithaml et al., 1996).  Retention is important because it can cost five times more to obtain a new customer than to keep an existing one as researched by the American Management Association (Weinstein et al., 1999b).  The purpose of this paper is to explore the topic of customer service and how it relates to defection and retention in an organization. 

LITERATURE REVIEW

     These are the four components that are explored in this paper: 1. To examine a conceptual framework of how service quality affects particular behaviors that indicate whether customers will remain loyal to or defect from an organization, 2. To explore behavioral and financial consequences of service quality, 3. To discuss favorable and unfavorable customer intentions, 4. To investigate an empirical study that focuses on the relationship between service quality and customer behavioral intentions (Zeithaml et al., 1996).

Conceptual Framework of Service Quality 

     Zeithaml, Berry & Parasuraman (1996) offer a conceptual model of service quality. This service quality affects particular behaviors that indicate whether customers will remain loyal to or leave an organization.  The framework consists of numerous components:  1. Decreasing customer defection leads to organizational profitability.  2. Retaining current customers is more cost effective than attracting new ones.  3. Customer defections should be a fundamental component of incentive programs.  4. Advertising is necessary to replace lost customers.  5. Advertising, promotion, and sales costs are expenses required for attracting new customers.  6. At the beginning of the relationship, there is a period of time where customers are non-profitable.  It can take approximately four years to recover the sales costs invested in obtaining a new customer.  7. Customer assessments of service quality that are high lead to positive behavioral intentions, which strengthen the relationship between the individual and the organization.  Conversely, assessments of service quality that are low lead to customer behavioral intentions that are unfavorable and result in a weakened relationship.  Therefore behavioral intentions are indicators of whether customers will stay with or leave an organization.  

     While Reinartz & Kumar (2000) agree with Zeithaml, Berry & Parasuraman that it is beneficial to serve customers over a long period of time, their research challenges the expectations delivered from popular literature in the field. Reinartz & Kumar (2000) argue that long-term customers are not always the most profitable customers.  They believe that the contention that loyal customers are always profitable is a gross oversimplification.  Managers should not simply equate increased lifetime spending, decreased costs of service, and lower price sensitivity with retained customers. Reinartz & Kumar (2000) in their study reject the notion that long-term retained customers are associated with lower promotional costs.  The study conducted by Reinartz & Kumar (2000) concluded that long-term customers could have an inactive purchasing trend while they are retained within the organization; therefore they are not profitable in those absent time periods.  Their tests also indicated that long-term customers are important to an organization, but short-term customers may be just as significant. Cohen, Cull, Lee & Willen (2000) maintain that organizations that struggle with a single approach to satisfy all customers will end up with inefficient and inappropriate levels of service.  Organizations must customize their service to satisfy each customer’s individual needs, since these needs change from customer to customer.

Behavioral and Financial Consequences of Service Quality

     The research suggests that most employees have a true customer orientation, understand customer needs, and possess empathy and respect for their customers (Bitner, Booms & Mohr, 1994).  Quality service sustains customer faith and is essential for maintaining competitive advantage (Berry, Parasuraman & Zeithaml, 1994).  Superior service quality leads to favorable behavioral intentions, which leads to retention, which leads to ongoing revenue, increased spending, payment of price premiums, and generation of referred customers (Zeithaml et al., 1996).  Excellent service is a profit strategy because the results include new customers, increased business with existing customers, fewer lost customers, more cushioning from price competition and fewer mistakes requiring the services to be repeated (Berry et al., 1994).  Listening to the customer is a part of providing excellent service.  Listening and responding to the customer’s needs in a quality way has a direct effect on the quality of service provided (Berry & Parasuraman, 1997).  To maximize long term customer and shareholder value, organizations must develop customer retention strategies (Weinstein et al., 1999c).     

     Inferior quality leads to unfavorable behavioral intentions which leads to customer defection from the organization which leads to decreased spending, lost customers, and increasing costs associated with attracting new customers (Zeithaml et al., 1996).  Customer switching behavior can damage market share and profitability.  Switching can cost an organization the customer’s future revenue stream (Keaveney, 1995).  Evidence that customer loyalty makes an organization more profitable makes it imperative that complaints and other unfavorable behavioral intentions are handled effectively to ensure the stability of these relationships (Tax, Brown & Chandrashekar, 1998b).  It is important for organizations to also realize that customers may also switch because of the attraction of competitors that are providing better service, more personable service or higher quality.  In this case, the customer is not switching because of unsatisfactory service.  Managers of service firms should know that some customers would switch services even when they are satisfied with a former provider (Keaveney, 1995).   

Favorable and Unfavorable Customer Intentions 

     Customers display favorable intentions such as praising the firm, expressing preference, increasing purchasing volume, paying premiums willingly, saying positive things about the firm to others, making recommendations to others, and continuing purchasing when they are satisfied (Zeithaml et al., 1996).  Satisfied customers stay loyal longer with an organization, pay less attention to the competition, are less price sensitive, offer service ideas to the organization and require less costs for the organization to service them (Weinstein et al., 1999d). 

     When disatisfied, customers display unfavorable intentions such as eagerness to leave the organization, decreasing spending patterns, complaining to the seller, complaining to others outside of the firm, taking legal action such as reporting to the Better Business Bureau, and decreasing the amount of business they do with the organization (Zeithaml et al., 1996).  When customers do leave an organization, sometimes they do it silently with the intent to get even with the firm by later making negative comments to others (Tax & Brown, 1998a).   

     Analyzing defection problems is vital.  Properly identifying disloyal customers and understanding why they left can be valuable tools for implementation of a customer retention program.  Strategies must be implemented to overcome non-loyal purchasing behavior (Weinstein et al., 1999e).  As soon as an organization acquires a new customer, retention efforts should be set in place.  The organization should try to learn what the customer’s needs are, make sure to provide fast response, make sure that the customer feels cared for, and resolve any complaints quickly (Weinstein et al., 1999f).  There are many ways to build loyalty to increase favorable behavioral intentions.  Organizations could send sales people to work at the offices of their best customers, participate in their customer’s events, interview the customer’s customers, have a retreat with major customers to share best practices, invite customers to participate in training seminars, develop a preferred customer pricing strategy, reward customers for referring new business, develop a three to five year business plan with customers, and even partner with key accounts on industry research projects (Weinstein et al., 1999g). 

Empirical Study 

     Zeithaml, Berry & Parasuraman (1996) developed the following hypotheses to carry out their research.  For hypothesis 1, the service quality-relationship is positive (negative) for favorable (unfavorable) behavioral intentions.  For hypothesis 2, favorable (unfavorable) behavioral intentions are highest (lowest) for customers experiencing no service problem.  Next highest (lowest) for customers experiencing problems that are resolved and lowest (highest) for customers experiencing service problems that are not resolved.  

     In the empirical study conducted by Zeithaml, Berry & Parasuraman (1996), four service providers that provide service to end users sponsored the study.  Questionnaires were mailed to customers of a computer manufacturer, retail chain, automobile insurer and a life insurer.  The sponsoring companies generated mailing lists from their client base.  Customers were asked to complete the survey that included a cover letter on company letterhead, and return it in the postage paid envelope.  After two weeks, a reminder card was mailed. 

     The response rate to the survey instrument was 25% overall.  Company specific responses were: 30% for the computer manufacturer, 22% for the retail chain, 24% for the auto insurer, and 17% for the life insurer.  Managers of the respective companies reviewed the demographic profiles.  The survey instrument was used to measure service quality.  The overall single item rating was 1 (for extremely poor) to 10 (which indicated extremely good.)  There were two components to measure whether respondents had experienced a recent service problem with the organization and if the issue had been resolved.   A multiple-item scale was used which was derived from an expanded version of SERVQUAL (Zeithaml et al., 1996).

     Cronin Jr. & Taylor (1992) bring to light that Parasurman, Zeithaml, and Berry are the original developers of the SERVQUAL. Chase & Stewart (1994) explain that the SERVQUAL is an instrument that is widely used for measuring service quality.  Five critical dimensions are measured which are: reliability, responsiveness, assurance, empathy and tangibles.

     The major findings and conclusions of hypothesis 1 were that the relationship of quality with loyalty and switch was stronger for the two service organizations than the two product companies.  This was the behavioral intentions dimension.  The reverse was true for the quality-pay more relationship where it was stronger for the product companies than the service companies.  The quality-pay more relationship was weaker than the quality-loyalty relationship in all four organizations.  The study concluded that the better a company’s service-quality scores were, the higher the loyalty and pay more intentions were, and the lower the switch and external responses were.  For the retail chain, customers were less loyal, and were unwilling to pay more and were eager to switch and complain outside of the organization than the auto-insurer’s customers (Zeithaml et al., 1996). 

     For hypothesis 2, results concluded that customers experiencing no service problems had the highest levels of loyalty intentions and the weakest switch and external response intentions.  Customers that experienced service problems that were resolved satisfactorily had not much higher pay more intentions.  Customers that experienced recent service dilemmas that were resolved displayed higher pay more and loyalty intentions and lower switch and external response intentions than customers with unresolved problems.  Customers rated service lower if they had experienced billing problems that were handled with poor resolution.  The authors concluded that service recovery significantly improves all facets of behavioral intentions.  They also indicated that there might be possible exceptions in the pay more dimension (Zeithaml et al., 1996).               

      Tax & Brown (1998) agree that handling complaints effectively is vital to maintaining of customer satisfaction and loyalty.  Satisfaction with effective complaint handling procedures can improve the evaluation of service experiences and result in increased retention.  Effective complaint handling can also decrease the spread of negative comments outside of the organization, and improve bottom line performance (Tax et al., 1998b).  Bitner, Booms & Mohr (1994) suggest that the proof of service quality is in its flawless performance.  This concept is parallel to the idea of zero defects in the manufacturing industry.  

     There is a necessity for more rigorous empirical evidence on the lifetime-profitability relationship though (Reinartz et al., 2000).  As examined earlier, it is important to determine each customer’s individual needs.  At the one end of the spectrum, corporate customers demand same-day service since their computers are mission critical.  These customers are willing to pay for the on-site, same-day service.  However, at the other end of the spectrum, there are customers who are completely satisfied with three-day delivery service or in some cases longer.  These customers would therefore not be willing to pay the premium for same day service (Cohen et al. 2000).  This is a valuable insight since there is possibility that organizations will over spend to provide service to some customers who have lower levels of service expectations.  Sometimes providing the best service possible is not always the most profitable way to satisfy all customers.  

DISCUSSION

     Improving service quality in an organization is a complex process (Berry et al., 1997).  A major implication for Zeithaml, Berry & Parasuraman’s research is that behavioral intentions are an imperfect proxy for behaviors.  Behavioral intentions do not always indicate actual behaviors.  Also, most research studies focus on intentions to engage in behaviors that are beneficial to a company rather than intentions to engage in behaviors harmful to an organization (Keaveney et al., 1995).  Another issue raised by Keaveney (1995) is that the process of customer switch in service industries is still unknown.  Customers sometimes switch because of external forces.  

     As discussed in the literature review of this paper, retention of customers does not always result in the desired profitability and success of the organization. The available evidence suggests that the lifetime-profitability relationship between customers and an organization is positive, but there is a possibility that it may not be if the cost of servicing the customer becomes greater than the profit margin generated by that customer (Reinartzet al., 2000).  This idea ties into the other research that suggests that retention is not the only way for an organization to remain or become profitable.  Customers can have inactive periods where their buying decreases, so they are in effect not profitable.  Sometimes short-term customers can be more profitable than long-term retained ones.  

     The research conducted by Zeithaml, Berry & Parasuraman does not take into account other types of customers other than external customers.  Firms that want to improve their service need to listen continually to three types of customers, not just one type.  First, there are external customers who have experience with the firm’s service.  Second, there are competitors who the firm would like to attract for their own.  And third, there are internal customers (or employees) who depend on internal services to provide services to other types of customers (Berry et al., 1997).

     Another implication of this research is that results to another study indicate that employers often report many of the same sources of customer satisfaction and dissatisfaction as that of their customers.  However, there sometimes can be significant differences (Bitner et al., 1994).  If the perceptions of customer service satisfaction are different for the customer than the organization, the service provided has a chance for not being effective.  It can be difficult to truly understand what is being done right or wrong when there are conflicting differences in perception, and only the organization’s perception is known or available.

     Future research in this area that could be potentially desirable and profitable could include researching how teams within an organization provide different levels of customer service quality and how team dynamics impact that service.  Since many organizations are moving into a more flat structure, teams have been growing in number within organizations.  Looking at team leadership, empowerment, and interrelations and how these aspects affect customer service quality would be fascinating.  

     A possible research design for teams and how they service customers follows. H1: There is a positive correlation between a successfully functional organizational team and the level of superior customer service value that it provides. H2: There is a negative or no correlation between a successfully functional organizational team and the level of superior customer service value that it provides.  H3: There is a positive correlation between an unsuccessfully functional organizational team and the level of inferior customer service value that it provides.  H4: There is a negative or no correlation between an unsuccessfully functional organizational team and the level of inferior customer service value that it provides.  

SUMMARY AND CONCLUSIONS

     The area of customer service and how it relates to customer defection and retention in an organization is an area that is growing in marketing research.  

     This paper examined customer retention and defection from an organization in the context of customer service quality.  These are the four components that were explored in this paper: 1. A conceptual framework of how service quality affects particular behaviors that indicate whether customers will remain loyal to or defect from an organization was examined, 2. Behavioral and financial consequences of service quality were explored, 3. Favorable and unfavorable customer intentions were discussed, 4. An empirical study that focused on the relationship between service quality and customer behavioral intentions was investigated (Zeithaml et al., 1996).    

     Customer retention branches off into many other significant areas such as value-added services, supply chain relationships, use of information systems to service customers better, and very importantly perceived and expected performance.

     Organizations have a chance to learn from their customers.  The more customers teach the company the more effective it becomes at providing exactly what they want and the more difficult it is for competitors to lure them away from the organization (Pine II et al., 1995).  Learning about customers is what this whole retention topic is about.  The customers tell the organization what to do to keep them.  The strategy is for the organization to learn how to listen and respond.
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