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ANTECEDENTS OF CUSTOMER LOYALTY

This article presents a theory of the effects of performance quality, customer satisfaction and 
brand reputation on customer loyalty. This theory is compared to a rival theory and is tested with 
samples from four different industries. The proposed theory was supported and both customer 
satisfaction and brand reputation were found to have a positive effect on customer loyalty. The 
effect o f performance quality on customer satisfaction was also supported. The results suggest 
some contingencies that affect the nature of the influences on customer loyalty.

INTRODUCTION

Companies that sell goods and services in many developing or undeveloped 
countries often benefit from the luxury of limited or no competition. As a 
result o f such a non-competitive environment, few com panies needed to focus 
on custom er needs and little effort was made to find ways to improve 
satisfaction and retention. Instead, the level of product or service quality 
offered to customers was often dictated by the com pany’s existing capabilities, 
without much incentive to broaden or extend those capabilities (Fomell 1992). 
Companies in such markets are not accustomed to ask their customers for their 
opinions and suggestions on custom er satisfaction issues, and thus how to 
retain customers.

Accordingly, in East European countries the concept o f customer loyalty is 
quite new and today companies are being forced to learn how to augment 
loyalty among customers to compete and survive in the rapidly changing 
marketplace. Some companies in Poland (for example, Era and Plus mobile 
telephone operators) have demonstrated the importance o f customer loyalty to 
their m arketing success through loyalty programs that are aimed towards their 
best customers.

Custom er loyalty is important to a firm for several reasons. First, loyal 
customers help reduce the firm ’s marketing costs in m any ways. For instance, 
loyal custom ers are already aware of the product’s features, its benefits and 
where it is available. Second, loyal customers are less price sensitive and thus
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they are less likely to respond to competitor promotion efforts (Krishnamurthi 
and Raj 1991). Third, loyal customers decrease their search for brand 
alternatives, and thus, customer loyalty can function as an entry barrier for 
competitors (Aaker 1991). Fourth, loyal customers also provide positive word- 
of-mouth and therefore can attract new customers. As a result, customer 
loyalty can have a strong influence on a firm’s profitability. Indeed, Reichheld 
and Sasser (1990) proposed that “reducing [customer] defections by 5% boosts 
profits 25% to 85%”. Customer loyalty is also an excellent tool for the 
evaluation o f a firm’s marketing performance because it is less confounded 
with variables outside of the control of marketing managers than many other 
commonly used measures (e.g. profitability measures). Consequently it is 
important for researchers in marketing to endeavour to improve our 
understanding of customer loyalty and its antecedents.

Research on customer loyalty has identified a num ber of influential 
antecedents. Two traditional ones are customer satisfaction and performance 
quality (e.g. Zeithaml, Berry, and Parasuraman 1996; Boulding et al. 1993; 
Fomell 1992). Additionally, brand reputation has been found to be important 
to consumer decision-making (e.g. Nelson 1971; Darby and Kami 1973; 
Zeithaml 1988; Smith and Park 1992) and has also been proposed as an 
antecedent o f  loyalty by Seines (1993). Psychology theories (e.g. elaboration 
likelihood theory and theory of reasoned action) indicate that consumers do not 
form their brand attitudes based solely on careful personal assessments of the 
attributes o f different brands. As a result, influences, such as brand reputation, 
(which are not based on personal experience) can be important to customer 
loyalty. This study was designed to extend the current research on customer 
loyalty by including brand reputation as an antecedent and investigating not 
only its influence on customer loyalty but also its relationship to customer 
satisfaction and performance quality.

1. CUSTOMER LOYALTY

Definitions of customer loyalty often imply overt repeat purchase behavior 
(for an overview, see Jacoby and Chestnut 1978). Some studies of customer 
loyalty define the domain of loyalty to only include repeat purchase behavior 
(see e.g. Krishnamurthi and Raj 1991). It is clear that repeat purchases 
represent an important part of customer loyalty because they are directly 
related to business performance and survival. Additionally, data on repeat 
purchases is more easily obtained than attitudinal data (M ellens, Dekimpe and 
Steenkamp 1995). However, Jacoby and Kyner (1973) argue that a customer is 
not necessarily loyal because they continue to buy the same brand. Repeat



purchase, or lack thereof, may be a function o f factors such as inertia, 
availability, variety-seeking, the situation, and exit barriers. For example, a 
custom er may be loyal to a particular consulting firm  but may chose to use 
them only for particular tasks, and thus the custom er appears to buy their 
consulting services only occasionally. Similarly, the regular use of a particular 
airline may reflect the lack of other alternatives or exit barriers (e.g. 
membership of a frequent flier program) and does not by itself tell us the 
extent to which a customer is loyal. Thus, repeat purchase behavior is not a 
sufficient representation of custom er loyalty.

To overcome the shortcomings of the behavioral approach to customer 
loyalty it has been argued that customer loyalty should also include an 
attitudinal component, namely brand commitment (Jacoby and Kyner 1973). 
Jacoby and Kyner (1973) suggest the following definition of customer loyalty:

the b iased  (i.e. nonrandom ), behavioral response (i.e. purchase), expressed over 
tim e, by som e decision-m aking unit, w ith respect to one o r m ore  alternative brands out 
o f  a set o f  such brands, and is a  function o f psycho log ica l (i.e. decision m aking, 
evalua tive) processes.

This definition emphasizes that a loyal customer purchases a certain brand 
and that the purchase is based on a certain commitment to the brand. Kiesler 
defines commitment as “the pledging or binding of an individual to 
behavioural acts” (1971, p. 30). Copeland (1923) illustrates this through his 
notion o f consumer insistence: “When the customer approaches the purchase 
of an article with this attitude o f mind, he accepts no substitutes unless it is an 
em ergency” . Commitment of this kind reflects a high level of certainty that the 
customer will not turn their back on the brand at the first opportunity or 
inducement to do so. Accordingly, commitment is the component that 
distinguishes true loyalty from spurious loyalty (B loem er and Kasper 1995). 
Custom er loyalty is most valuable to marketers when it is reflected in repeated 
purchase and brand commitment (Jacoby and Kyner 1973; Mellens, Dekimpe 
and Steenkamp 1995). The study reported in this paper explores the 
antecedents of customer loyalty from this perspective.



2. ANTECEDENTS OF CUSTOMER LOYALTY

2.1. Customer Satisfaction

Several studies report a positive relationship between customer satisfaction 
and loyalty (Zeithaml, Berry, and Parasuraman 1996; Boulding et al. 1993; 
Fomell 1992). The rationale behind this relationship is that a satisfied customer 
will continue to use a product when they perceive that it satisfies their needs at 
least as well or better than other alternatives available on the market. This 
continued use leads to learning on the part of the custom er which in turn 
influences their attitude toward the product or firm (see Anderson, Fomell, and 
Lehmann 1994). An attitude is defined as “a learned predisposition to respond in 
a consistently favourable or unfavourable manner with respect to a given object” 
(Fishbein and Ajzen 1975:6). Since loyalty is both an attitude towards behaviour 
and behaviour intention, it is reasonable to believe that customer loyalty is based 
on customer satisfaction. Thus, in this study it is proposed that loyalty is 
positively influenced by customer satisfaction.

2.2. Performance Quality

The performance qualities of products are primarily intrinsic, however 
extrinsic characteristics also play an important role in the evaluation of 
performance (Fiore and Damhorst 1992). The evaluation of a product’s 
performance is derived from the processing of inform ation about, or 
experience with, the different attributes and features o f a product. The 
relationship between performance quality and customer satisfaction is based on 
the assumption that a rational process of evaluation has led to a degree of 
satisfaction with the product. Recent research has shown that a product’s 
performance quality alone predicts customer satisfaction better than 
disconfirmation in certain situations (Tse and W ilton 1988; Oliver and 
DeSarbo 1988), and thus it is a more robust predictor across different product 
categories. Customer satisfaction can be viewed as an overall postpurchase 
judgement o f the cumulative experiences with, or knowledge about, a product 
(see LaBarbera and Mazursky 1983; Fomell 1992; Seines 1993a; 1993b). 
Consequently the more positive the evaluation of the experience with a 
product’s performance quality, the more satisfied are the customers. This 
relationship is well-documented in several studies (e.g. Fom ell 1992; Tse and 
Wilton 1988; Oliver and Desarbo 1988; Cronin and Taylor 1992; Anderson 
and Sullivan 1993).



2.3. Brand Reputation

The reputation of a brand is a general evaluation o f that brand on some 
specific relevant characteristics (e.g. “Arthur Andersen provides excellent 
internal banking software systems”) as well as an overall evaluation across all 
characteristics (e.g. “Arthur Andersen does fine work”). T he reputation is the 
aggregate or shared beliefs within a  population, or a part o f a population, about 
these evaluations. Because it is a shared belief, brand reputation exists 
independently o f many consumers’ experiences with the brand.

Brand reputation is an im portant part of customer decision-making because 
it serves as a simplifying mechanism, or a heuristic, that increases efficiency in 
the decision process (Payne 1976). W hile brand-based heuristics may be quite 
useful, they can lead to errors because decisions are made without a complete 
search for all of the relevant information (Tversky and Kahneman 1974; 
Tversky 1972). Despite this potential problem, consum ers commonly use 
heuristics to minimize the am ount of cognitive effort expended in decision­
making processes (Newell and Simon 1972; Tversky and Kahneman 1974; 
Payne 1982; Hogarth 1987). This is a perfectly rational behavior when one 
considers the fact that decision-making can require considerable investment in 
both time and effort. Even in the case of products that are very important to the 
consumer, (e.g. high involvement products) research has found that heuristics 
such as brand reputation are commonly applied in the decision making process 
(Newman 1977; Olshavsky and Granbois 1979; Form isano, Olshavsky and 
Tapp 1982; Rosen and Olshavsky 1987; Stewart et. al. 1985).

There are a number of factors that influence the likelihood that a consumer 
will use brand reputation in their decision process. T hese can be broadly 
delineated into factors influencing information processing efficiency and 
factors related to social context. If little difference is perceived among the 
choice alternatives, then consum ers are more likely to use brand-based 
heuristics because they feel that devoting extensive tim e and effort to the 
decision-making process is inefficient (Engel, Blackwell, M iniard 1990). If the 
decision task is seen as difficult, then a person is more likely to use decision 
heuristics (Bettman 1979; Newell and Simon 1972) and they are also more 
likely to ignore a larger percentage of available information in their decision­
making process (Svenson 1979). This occurs despite the fact that in their 
research Jacoby, Speller, and Kohn (1974) found that consumers “felt better 
with more information, but actually made poorer purchase decisions” (p. 67).



Customer behaviour is embedded in a social context; that is, customers are 
more likely to behave consistently with the norm in the social context than 
contrary to it (Bearden and Etzel 1982). Fishbein (1967, p. 488) proposes a 
person’s intention to perform any behaviour (i.e. loyalty) is affected by “the 
norms governing that behaviour in that situation and his motivation to comply 
with those norms” . Generally, the subjective norm is thought to be of importance 
in order to explain future behaviour. As proposed by Fishbein (1967, p. 490) “an 
individual is likely to have quite different beliefs about the consequences of 
performing a given behaviour in a public situation than in a private situation’. 
Bearden and Etzel (1982) indicate that consumers rely on the beliefs of reference 
groups to a great extent when they buy products that are (a) consumed publicly 
and (b) are not necessities. The motivation to comply with normative beliefs is 
suggested to be higher for such products in public consumption situations. 
However, the reference groups’ norms were also important determinants of 
behaviour in other situations. Thus, to the extent that brand reputation functions 
as a social norm, it is an influence on customer loyalty. Second, in some 
situations customers have limited ability to assess their satisfaction with the 
product and they will rely on the firm ’s reputation in the market (Zeithaml 1988). 
This may be the situation for products which are long lasting and intangible by 
nature (e.g. vacations, consulting etc.) and are therefore difficult to evaluate both 
ex ante and ex post. Supplier or brand reputation in the market can often be seen 
as more valid information since it is shared by several persons. Third, the brand 
name may act as a peripheral route to persuasion (Petty, Cacioppo and Schumann 
1983). According to Bitner and Obermiller (1985), in many cases the strengths of 
peripheral and centrally processed attitudes (i.e., loyalty) are equal. Clearly there 
are many reasons to expect that there is a positive relationship between brand 
reputation and loyalty.

2.4. The Model

The model that results from these hypotheses is presented in Figure 1. Most 
studies have analyzed the effects of customer satisfaction on loyalty without 
considering the impact of brand reputation. As a result, some of the variance in 
loyalty that has been attributed to customer satisfaction may instead be a result 
of brand reputation. The model presented here provides an opportunity to 
investigate the contribution of that relationship. This model is consistent with 
the framework of the theory of reasoned action (Fishbein and Ajzen 1975; 
Fishbein 1967), where loyalty can be viewed as a function o f intrinsic cues (as 
parallel to beliefs, expressed as customer satisfaction and performance 
quality), and extrinsic cues (as parallel to subjective norm, expressed as brand



reputation). Similarly, the model is also consistent with the elaboration 
likelihood model (Petty, Cacioppo and Schumann 1983), in which the central 
route to persuasion (i.e. loyalty) is represented by customer satisfaction and 
performance quality and the peripheral route is represented by brand 
reputation. The relationships among the constructs in the model (customer 
satisfaction, performance quality and brand reputation) are stated as the 
following three hypotheses:

HI : Customer satisfaction has a positive effect on customer loyalty.
H2: Performance quality has a positive effect on customer satisfaction.
H3: Brand reputation has a positive effect on customer loyalty.

Performance
Quality

+ Customer
Satisfaction

Brand
Reputation

+

+

-► Loyalty

Figure 1: The proposed model for the study. 
Source: A uthors’ own

3. THE TEST OF THE MODEL

3.1. The Research Context

The test of this model was done with data gathered from four service industries. 
In service industries the performance quality and satisfaction with most services 
may be difficult for the customers to assess accurately (see e.g. Zeithaml 1988; 
Iacobucci 1992) and therefore customers are likely to rely on other antecedents 
such as brand reputation. The data was collected by Seines (1993a; 1993b) from 
customers in markets for (1) life insurance, (2) telecommunications services, (3)



higher education services, and (4) agricultural supply services (wholesaler). The 
four different contexts provide a good opportunity for testing the “generalizability” 
of the model across services industries. These contexts capture both business-to- 
business decision situations (i.e., telephone service and agricultural supplier) and 
consumer decision situations (i.e., life insurance and higher education). 
Furthermore, it is also possible to describe differences across situational, buyer, and 
product category variables.

3.2. Measures

Performance quality was assessed with three indicators reflecting various 
aspects of the service (measured on a six-point scale from “ little satisfied” to “very 
satisfied”). The three indicators were selected from a greater set of quality items, 
and the selection was based on the three indicants that had the highest loadings on 
the first factor in a principal component analysis. Customer satisfaction was also 
measured with three indicators. Overall satisfaction was measured both before and 
after the evaluation of performance quality. Therefore, the first measure can be 
viewed as an immediate attitude and the latter as a more formative overall measure 
of the product’s attributes. Both indicators were measured on a six-point scale from 
“very little satisfied” to “very much satisfied”. The third indicator is an evaluation 
of the company’s distance from an ideal product or service provider (measured on a 
10-point scale ranging from “the supplier is far from the perfect” to “the supplier is 
perfect”). Brand reputation was assessed with two indicators reflecting the 
company’s overall reputation. The first item assessed the absolute level of 
reputation among colleagues (for the business-to-business firms) and friends and 
family (for the consumer products firms). The second item addressed the relative 
reputation as compared with competitors. Both indicators were measured on a six- 
point scale from “very negative” to “very positive”. Customer loyalty was 
measured with two indicators. The first indicator is the likelihood that the customer 
will continue the relationship with the vendor (purchase intention). The second 
indicator addressed the degree to which respondents would recommend their 
supplier to others. The latter item reflects the brand commitment component of the 
loyalty construct. Both indicators were measured on a six-point scale (from 0%- 
probability to 100%-probability).

3.3. Analysis

Model testing can be done in several ways. The most common test 
procedure is to adopt a strictly confirmatory test. However, there are 
several weaknesses in applying such an approach. Meehl (1990) points out



that common hypothesis testing procedures can be inappropriate due to the 
fact that the observed parameters are rarely equal to zero even though that 
is the basis of the hypothesis test, and the fact that a larger sample size will 
always produce greater levels o f  significance. Therefore, in many cases it 
is too easy to get support for theories, even “false” theories (Meehl 1990). 
Furthermore, it is only rarely (if ever) that the proposed theories are 
expected to be perfect (see Browne and Cudeck 1993).

Performance
Quality

Brand
Reputation

Customer
Satisfaction

+

Loyalty

Figure 2: A rival model 
Source: Seines 1993a; 1993b

Several solutions are suggested to address these weaknesses. The 
common trait among these recommendations is an increase in the 
likelihood of falsifying the theory. This is often referred to as a “risky test” 
(Meehl 1990). The first way o f doing a risky test is to state precise 
expectations (i.e., point estim ates). If the data are consistent with the 
expectations, then it would be “a damn strange coincidence” if the theory 
is still false (Meehl 1990, p. 115). A typical approach to testing point- 
expectations is through structural equation m odelling (Jôreskog and 
Sôrbom 1989). Structural equation models can be used to test for a 
theory’s ability to reproduce the observed (sample) covariation matrix. The 
more discrepancy that exists between the estimated covariations derived



from the theory and the true covariations, the less likely the theory is to be 
true. In contrast to common hypothesis testing, in this approach the higher 
the sample size the stronger the test. Therefore structural equation 
modeling can be one way of overcoming weaknesses emphasized by Meehl 
(1990).

The second way of overcoming the weaknesses o f common theory 
testing is the phenomenon of approximation. Browne and Cudeck (1993, 
p. 137) argue that:

In applications o f  the analysis o f  covariation  structures in the social sciences it 
is im plausible that any model that w e use is anything more than an approximation 
to reality. S in ce  a null hypothesis that a m odel fits exactly in som e population is 
known a priori to be false, it seem s p o in tless  even to try to test whether it is true. If 
the sam ple s iz e  is sufficiently large in a practical investigation , it can be expected 
that even m od els that approximate the covariance matrix c lo se ly  w ill be rejected.

Accordingly, models are fitted to data in order to understand the 
underlying processes which are operating. This is an important issue since 
testing structural equation models is a more accurate a test of over­
identified restrictions (i.e. the more degrees of freedom the stronger, and 
more risky, the test of the theory). The difficulty with this approach is that 
the fit o f the model can be improved by increasing the number of 
parameters. Therefore, there is a conflict between the parsimony of a 
model and its goodness of fit. Two solutions to this problem are suggested. 
The first is to estimate the approximation error of the theory. According to 
Browne and Cudeck (1993, p. 146) a test of close fit with a corresponding 
statistical test is most realistic. The test procedure provided by Browne and 
Cudeck is called the root mean square error of approximation (RMSEA), 
which rewards parsimonious models. RMSEA has a known sampling 
distribution and can, therefore, be applied as a test statistic. Therefore, the 
RMSEA-test is a test of the likelihood that the theory is an acceptable 
approximation of the data (i.e. the real world phenomenon).

A second aspect of the model testing approach applied here is parallel 
to the logic behind the error of approximation. This approach is to test 
theories by comparing them to an alternative theory. By doing so, theories 
can be used to make scientific progress, that is, to substitute proposed 
theories for existing theories if a better approximation to the data is found 
in the proposed theory (Browne and Cudeck 1993; Joreskog 1993; Bollen 
and Long 1993; Morgan and Hunt 1994). The model proposed here is 
compared with a rival model from Seines (1993a; 1993b) on the effect of 
product performance on brand reputation, satisfaction and loyalty (please 
see Figure 2). The Seines’ model has the same variables and the same 
purpose as the model proposed here. However, the S eines’ model is more



saturated (has more parameters) since it includes a path from customer 
satisfaction to brand reputation, and one from performance quality to brand 
reputation. The differences between the models can be argued for as 
follows. First, individuals are assumed to be influenced by their social 
context more than the other way around. The impact o f  an individual on a 
social group will be, on average, absent. Therefore, any empirical effects 
might be attributed to confounding effects more than to the theory. Second, 
reputation might be believed to be a function o f performance quality 
assessment from all the customers in the market. However, this is a multi­
level approach to the problem, which requires numerous brands within the 
same industry to be possible to undertake. Here the problem is overcome 
by assuming that brand reputation is correlated with performance quality.

4. RESULTS

The four samples contained 187 observations from life insurance 
customers, 395 observations from telephone services customers, 325 
observations from business school students (customers), and 125 observations 
from salmon-feed supply customers. A complete description of the sampling 
procedures and results is provided in Seines (1993a; 1993b).

The procedure of the test is first to assess the overall model fit, and then 
to assess the parameter estimates o f the models with satisfactory fit (see 
Bollen 1989; Bagozzi and Yi 1988). The estimation o f  the overall fit was 
done using both the maximum likelihood estimation and generalized least 
square estimation. The fit index used is the chi square value for a given 
number o f  degrees of freedom. As reported in the goodness of fit indices 
(see Table 1), the model has a reasonable fit to the data. The chi-square 
measures the degree of exact fit between the predicted covariance matrix 
and the sample covariance matrix. Additionally, as discussed previously 
the phenomenon of approximation o f a theory, root mean square error of 
approximation (RMSEA) is also reported. Schwarz’s Consistent Akaike’s 
Information Criterion (CAIC) is an index used to assess the parsimony of 
the theories by adjusting for the sample size and the number of free 
parameters. Generally, CAIC w ill penalize models with small sample sizes 
and large number of free parameters. CAIC compensates for the 
weaknesses of the chi-square measure of fit (see Joreskog 1993; Bollen
1989). The results of the fit estimations are shown in Table 1.



Table 1
Fit indices for the theory and the alternative theory for each o f  the four samples

SAMPLE X2/d f
P-VALUE

(x2)

RMSEA

(e)

P-VALUE
(E)

CAIC

C O L L EG E
(N=325)

Theory MLa 23.99/31 0.81 0.0 1.00 186.81
Theory GLb 23.48/31 0.83 0.0 1.00 186.29

Alternative theory 
ML

23.27/30 0.80 0.0 1.00 192.86

Alternative theory 
GL

INSURANCE
(N=187)

22.91/30 0.82 0.0 1.00 192.50

Theory ML 129.40/31 0.00 0.13 0.00 278.94
Theory GL 116.36/31 0.00 0.12 0.00 265.91

Alternative theory 
ML

103.06/30 0.00 0.11 0.00 258.84

Alternative theory 
GL

AGRI (N=125)

92.74/30 0.00 0.11 0.00 248.52

Theory ML 43.51/31 0.067 0.057 0.36 183.39
Theory GL 40.99/31 0.11 0.051 0.45 180.87

Alternative theory 
ML

42.26/30 0.068 0.057 0.35 187.97

Alternative theory 
GL

TELE (N=395)

40.01/30 0.10 0.052 0.44 185.72

Theory ML 37.60/31 0.19 0.023 0.97 205.09
Theory GL 34.80/31 0.29 0.018 0.99 202.30

Alternative theory 
ML

36.16/30 0.20 0.023 0.97 210.63

Alternative theory 
GL

33.13/30 0.32 0.016 0.99 207.60

Source: Own computation
Note, a: M aximum likelihood estim ation o f  the fit function (F0); b: General least 

square estim ation o f  the fit function (F0)

Using RM SEA, the college sample and the telephone sample provide a 
good fit. According to Browne and Cudeck (1993) RM SEA-values within a 
sampling error of .05 can be interpreted as reasonable fit. Consequently, 
the proposed theory has a reasonable fit in the agricultural sample, the 
telephone sample, and the college sample. However, neither that theory nor 
the alternative theory have a satisfactory fit in the insurance sample.



CAIC is used to assess the models’ relative fit. The findings in the study 
support the proposed theory in all samples except from the life insurance 
sample. Notably, the measurement model accounts for of 89.5 with 28 
degrees o f freedom. According to Anderson and Gerbing (1988), the 
measurement model is not good enough for testing the structural model (i.e., 
the GIGO-problem). Life insurance is, however, difficult for customers to 
evaluate due to its nature, and might also be a low involvement product for the 
time between purchase and consumption (e.g. death). Furthermore, the 
customers’ knowledge of insurance products is generally low (Formisano et 
al., 1982), and the quality of an insurance product is often first evidenced when 
the conditions in the contract come into operation (e.g. age, injury, and death). 
The life insurance product is assumed to be difficult to evaluate due to the 
customers’ lack of both involvement and experience with the core product (see 
Petty, Cacioppo and Schumann 1983; Bitner and Obermiller 1985). Despite the 
lack of fit in the model, the proposed theory, compared to the alternative 
theory, treats the effect of customer satisfaction on customer loyalty 
differently. Contrary to the alternative theory, the proposed theory is supported 
in that this effect is positive and significant. However since the model in the 
life insurance sample does not fit well it is inappropriate to assess its parameter 
values. As argued by Joreskog (1993), the model should either be accepted or 
rejected as a whole. As emphasized by Meehl (1990) post hoc explanations 
(i.e. respecification of the model to the data) are not desirable.

ML and GL estimates of fit get systematically different results. GLS 
estimation gives the best fit for all the models. Particularly, the GLS seems 
to penalize models with lack o f fit less than ML. As reported by Joreskog 
and Sorbom (1989), ML and GL give the same estim ates o f fit as well as 
parameter values. However, when the fit is not satisfactory, there might be 
a systematic difference between the methods of estim ation. In a simulation 
study by O lsson, Howell and Troye (1999), it was found that ML gives a 
relatively accurate estimation o f even severely m isspecified models. The 
larger the discrepancy between the true model and the theory, the greater 
the difference in fit between the estimations by ML and GL. Consequently, 
it might be possible to use the difference as an indicator o f the amount of 
approximation error of the model (compared to the true model). The 
greatest discrepancy between ML and GL was found in the insurance 
sample (i.e ., an average estimation discrepancy between GL and ML of .42 
%2 per degree of freedom) and the smallest discrepancy was found in the 
college sample (i.e. an average o f .016 x 2 per degree o f freedom).



Table 2
Unstandardized parameter estim ates o f  the theory and the alternative theory

Parameter COLLEGE
SAMPLE
(N=325)

LIFE
INSURANCE

SAMPLE“
(N=187)

SALMON FEED 
SUPPLIER 
SAMPLE 
(N=125)

TELEPHONE
COMPANY

SAMPLE
(N=395)

Perfo rm ance 
quality—C u s t o ­
m er Satisfaction

Theory M L 1.93 (t= 10.38) 1.53 (t=7.06) .61 (t=2.80) 2.30 (t=8.02)
Theory GL 1.92 (t= l0.51 1.45 (t=7.52) .62 (t=2.74) 2.29 (t=8.85)

Alternative theory 
ML

1.88 (t=l 0.11) 1.43 (t=6.87) .57 (t=2.73) 2.16 (t=7.31)

Alternative theory 
GL 

C ustom er 
S atisfaction  
—»Loyalty

1.88 (t=l 0.25) 1.34 (t=7.36) .58 (t=2.67) 2.14 (t=7.97)

Theory M L .53 (t=7.05) .12(t=2.37) .23 (t=0.92) .57 (t=3.33)
Theory GL .53 (t=7.17) .09 (t= 1.61 ) .41 (t= l .61 ) .60 (t=3.42)

Alternative theory 
ML

.53 (t=6.92) -.11 (t=0.50) .20 (t=0.76) .56 (t=3.14)

Alternative theory 
GL 

B ran d  
R epu ta tion—» 

L oyalty

.53 (t=7.01) -.03 (t=-0.24) .39 (t= 1.45) .59 (t=3.17)

Theory M L .46 (t=3.42) .51 (t=3.82) .53 (t=3.54) .64 (t=2.47)
Theory GL .46 (t=3.46) .54 (t=3.78) .47 (t=3.54) .59 (t=2.26)

Alternative theory 
ML

.45 (t=3.23) 1.00 (t=l .82) .54 (t=3 .34) .65 (t=2.41)

Alternative theory 
GL

.45 (t=3.33) .69 (t=2.44) .47 (t=3.32) .61 (t=2.20)

Source: Own computation.
Note, a: According to the previous discussion o f the inappropriateness o f assessing 

parameter estim ates o f a model with non-satisfactory fit, the life  insurance sample is 
excluded in the further hypotheses test and estimates assessm ents.

These findings are consistent with the evaluation o f the theories’ fit. 
Moreover, since several different models are expected to obtain a reasonable 
fit, it is not sufficient to only assess the model’s fit to the data (MacCallum 
1986). Additionally, one can assess the degree of discrepancy between the ML 
and GL estimation. All samples except for the life insurance sample have an 
acceptable amount of similarity between the ML and GL. Finally, Olsson, 
Howell and Troye (1999) indicate that:



It seem s quite clear that the “underestimation” o f lack o f  fit by GLS in misspecified  
models is a result o f  more severe bias in the parameter estim ates. That is, GLS is able to 
achieve an apparently “better” fit by estimating parameter values quite different from 
population values. ML, on the other hand, portrays a more accurate picture of the 
degree o f  misspecification while estim ated parameters in the m isspecified model are 
closer to their values in the generating population under the true m odel.

This can be observed in Table 2, where different parameter estimates under 
the two estimation techniques can affect whether a hypothesis is supported or 
not (for example, see the effect o f customer satisfaction on loyalty in the life 
insurance sample and in the salmon-feed supplier sample).

The effect o f performance quality on customer satisfaction is positive 
and significant (p<.01) in all samples. As proposed in both models, 
customers derive their satisfaction from their assessm ent o f the attributes 
of the product. The effect o f customer satisfaction on loyalty is positive 
and significant in all samples except from the agricultural wholesalers. The 
lack o f a satisfactory t-value might partly be attributed to the small sample, 
compared to the other samples in the test. The effect o f brand reputation on 
loyalty is positive and significant in all samples. It is also worth noting that 
the effect o f brand reputation on loyalty is of equal strength compared to 
the effect o f  customer satisfaction.

5. IMPLICATIONS

The strong effect of brand reputation on loyalty is notable. The effects of 
extrinsic cues, brand name, and subjective norm, have been emphasized in the 
marketing literature (Lutz 1991; Petty, Cacioppo and Schumann 1983). The 
recent attention to the brand effect and brand value (Aaker 1991; Keller 1993) 
is also relevant in this case. However, some parts o f the literature indicate that 
attitudes that result from thoughtful considerations (e.g. experience with the 
product) are stronger than those resulting from extrinsic cues (Petty, Cacioppo 
and Schumann 1983). No studies have provided support for the proposition 
that extrinsic cues (e.g. brand name) have less impact on attitudes than 
intrinsic cues (e.g. customer satisfaction) (see Bitner and Obermiller 1985). 
This study found that both kinds of cues might be o f equal importance. 
Consequently, the significance o f reputation as an important determinant of 
loyalty supports the notion that maintaining the firm’s reputation in the market 
is important to customer loyalty. For products such as services, which are 
difficult to evaluate by customers and where comparison standards for



performance are not always readily available, reputation is highly important for 
the customers to assess with the firm (Darby and Kami 1973). However, this 
varies by product category. When the customer faces product differences, 
brand reputation can be useful to reduce the risk o f choosing an inefficient 
product alternative. On the other hand, when the product alternatives are 
similar, brand reputation will facilitate loyalty due to both the role of evoked 
set and the role that brand reputation serves as a buying heuristic. Additionally, 
brand reputation may function as a social norm, particularly when the products 
are exclusively and public consumed (Bearden and Etzel 1982).

In addition to the effects of supplier reputation, a positive effect of customer 
satisfaction on loyalty was found in this study. As suggested in the marketing 
literature, customer satisfaction entails loyalty. Therefore, it is no surprise that 
there was a significant and positive relationship in two of the samples. 
Furthermore, satisfaction can be viewed as a function of performance quality of 
the experience with the product, which also was supported in this study.

There are two additional issues in the study that should be addressed. The 
first issue is the brand reputation and customer satisfaction relationship. There 
is a better fit for the model when brand reputation and customer satisfaction 
are treated as two independent constructs. There are positive and significant 
effects with both of the loyalty drivers. One way o f explaining this is by 
drawing a parallel to the theory o f reasoned action (Fishbein 1967; Fishbein 
and Ajzen 1975), in which the attitude toward behavior is a function of the 
social context as well as the individual’s own thoughtful considerations. One 
should expect a particularly strong effect on loyalty when brand reputation and 
customer satisfaction are consistently perceived (positively or negatively). A 
second possible explanation (i.e. post hoc explanation) is provided by Lefkoff- 
Hagius and Mason (1993). A product consists of three kinds of attributes: 
characteristic, beneficial, and image. In their study, Lefkoff and Mason (1993) 
found that beneficial attributes are relatively most important in evaluating 
preference, and that characteristic and image attributes are relatively most 
important for distinguishing among products (i.e. judgment of product 
similarities). Consequently brand reputation might be an important information 
source regarding product similarities (e.g. brand image and product 
descriptions), and the customer’s own experience might be an important 
information source regarding the product’s use benefits (Nelson 1970). It is 
expected that the use of benefits is more idiosyncratic because customers are 
different, the use situations are different, etc. Therefore, it might appear that 
the two sources of loyalty included in this study are complementary in nature.

The other issue is why the theory does not behave equally with all samples. 
As indicated in Tables 1 and 2, there might be some systematical differences



among the samples. As proposed in the product classification literature (e.g. 
Murphy and Enis 1986; Iacobucci 1992), products differ across many 
dimensions. This heterogeneity of services and contexts might affect the 
customers’ buying decisions and loyalty formation. Traditionally, involvement 
and risk have been important variables for explaining differences among 
decision processes (Petty, Cacioppo and Schumann 1983; Murphy and Enis 
1986). However, other characteristics can be added to “the list”, for example 
whether the products are services or goods, the credence or experience 
characteristics of the products, their complexity, intangibility, standardization, 
etc. (Iacobucci 1992; Nelson 1970; Darby and Kami 1973). If we consider the 
college and the telephone company samples as experience products, the life 
insurance sample as credence product, and the agricultural wholesaler sample 
as search products, we might be able to provide some post hoc explanations for 
why the model behaves differently for those three groups of samples. For 
example, the credence nature o f life insurance products makes it difficult for 
the customers to evaluate the products before and even after purchase. 
Consequently, the traditional approach to modeling antecedents of loyalty may 
no longer hold. This can further be extended by including situational factors 
(e.g. time pressure, decision reversibility, personal accountability), and person 
variables (e.g. need for cognition, individual differences in sensitivity to 
peripheral cues, knowledge) (see Bitner and Obermiller 1985; Bloemer and 
Kasper 1995). Therefore, the theory proposed in this paper will most likely 
perform differently for different products, situations, and persons. An 
extension of the model might increase the amount o f variance explained, and 
contribute toward a contingency theory of routes to loyalty. It should, however, 
be noted that the theory presented in the paper has a satisfactory overall fit, and 
therefore it is viewed as being not rejected.

6. LIMITATIONS AND FURTHER RESEARCH

This study has several limitations. First, the hypotheses are deduced from 
the theory, but the research design does not provide any support for the causal 
directions among the variables. Second, the lack of control variables may result 
in possibly spurious covariations. Possible control variables could be: product 
involvement, product knowledge, and product experience. Third, the measures 
could be further developed. Measure development research on true brand 
loyalty versus spurious brand loyalty (Bloemer and Kasper 1995; Zeithaml,



Berry, and Parasuraman 1996), product performance, and customer satisfaction 
(see Oliver 1997) could be taken into account. Furthermore, since supplier 
reputation has a great impact, a more fine-grained construct and appropriate 
measures should be developed in order to capture additional facets of 
reputation. Such measurement improvement also includes a multi-level 
analysis to reduce the threat of confounding effects. Fourth, if the effects in 
this study vary across services industries, further studies should explore more 
moderating effects. Fifth, in order to improve the cross-validation of the theory 
comparison, new samples should be added.
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