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ABSTRACT

Customer satisfaction is a critical component of a business’ competitive strategy. The Cane
Testing Service (CTS) division of the South African Sugar Association is operating in a
deregulated market environment and thus has to ensure that customers are always satisfied-
with the quality of service received from CTS.

This study aimed to establish the change in customer satisfaction levels between 1998 and
2003. The study set out to determine customer satisfaction levels with specific customer
groupings of combined millers and growers, millers-only and growers-only of all fourteen
Mill Group Boards. The study investigated customer satisfaction levels for each of the
sixteen service characteristics for the fourteen Mill Group Boards. Regular measurement of
customer satisfaction allows CTS to continuously improve the levels of customer satisfaction
and thereby minimise the threat to CTS of competitors entering the sugar industry
laboratory services market. Customer satisfaction levels were determined by conducting a
longitudinal, quantitative survey on one hundred and sixty-eight miller and grower members
of all Mill Group Boards using the CTS developed questionnaire, containing CTS and
customer verified service attributes.

The 2003 study shows a statistically significant improvement in customer satisfaction levels
with CTS service delivery across all customer groupings in comparison with the 1998
customer satisfaction levels.  The specific Mill Group Board analyses shows an
improvement in customer satisfaction levels for twelve of the fourteen boards. Specific
strategies are to be developed for those boards and service attributes that did not show an
improvement. It is recommended that CTS customer surveys be conducted every three
years and the Balanced Scorecard management tool be used to monitor the effectiveness of
customer improvement strategy implementation. It is proposed that future research consider
benchmarking CTS service delivery against other similar service providers and that focus
groups be employed to obtain feedback from key customers.
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CHAPTER 1 - INTRODUCTION

1.1  INTRODUCTION

The sugar industry in South Africa is a major industry and is especially important in
providing employment in the predominantly rural areas of KwaZulu-Natal, Mpumalanga
and the Eastern Cape. The South African Sugar Association (SASA) provides a range of
specialist support services to the sugar industry to ensure its profitability, competitiveness
and sustainability. The Cane Testing Service (CTS), the laboratory division of SASA,
provides an analytical laboratory service to fourteen individual Mill Group Boards (MGBs),
which comprises of local millers and local growers. This service facilitates miller-to-
grower payment and grower-to-grower distribution of revenues which amount to over R3

billion annually (South African Sugar Association, 2002).

Following the amendment of Clause 55(b) of the Sugar Industry Agreement in 1994 (South
Africa 1994:16380), the MGBs are free to choose whichever service provider to conduct the
cane testing function that determines the total sucrose entering the mill and the individual
sucrose content of sugar cane consignments. It is in the interest of CTS to maintain sound,
long-term relationships with each MGB and it is, therefore, important to measure the level
of customer satisfaction at regular intervals. Having conducted a CTS customer satisfaction
survey in 1998, which identified areas of slight dissatisfaction, areas of reasonable
satisfaction and areas of satisfaction, the current study aims to survey the present levels of

customer satisfaction with a view to identifying the extent and nature of changes in customer




perceptions from 1998 to 2003. This survey will provide an objective basis for future

review of customer enhancement activities and development of future business strategies.

1.2 BACKGROUND TO STUDY

CTS plays an integral role in the effective functioning of the South African sugar industry.
CTS is the arbiter of cane quality. With the deregulation of the sugar industry and the
devolution of responsibility to the MGBs, the miller and growers of individual MGBs
financed cane testing locally. With no other organisation available to perform this service at
the time of deregulation, all MGBs contracted CTS to perform the testing of cane. These
contracts were to run in perpetuity but included a one-year’s notice period by either party.
As a result of the pivotal function that CTS plays, it is required to have a sound, long-term

relationship with millers and growers at fourteen mills in the industry.

While CTS managers receive feedback in an informal fashion on a regular basis, a customer
satisfaction study offers an opportunity to record areas where significant progress has been
made and assists in the focusing of energies for future strategies within CTS as a whole.
The customer satisfaction survey conducted on MGBs in 1998, surveyed miller and grower
perceptions of CTS which allowed strategies to be developed that addressed negative

perceptions through overall service improvement and improved communication.




1.3 MOTIVATION FOR THE STUDY

Although it is important and valuable to track and understand the satisfaction and loyalty of
customers as a group, it is equally critical to understand the attitudes and behaviour of
individual customers. Depending on their unique behavioural attributes, intensity of
satisfaction or dissatisfaction and their ability to act on their satisfaction or dissatisfaction,
customers behave in four basic ways: as loyalists, as defectors, as mercenaries or as
hostages. Turning as many customers as possible into the most valuable type of loyalist and
eliminating the most dangerous type of defector or hostage, is every organisation’s ultimate

objective (Jones and Sasser, 1995).

The CTS, until a few years ago, was operating in a monopolistic environment where
customers had no other option but to use their services, and customers were thus hostages.
Many organisations operating in this environment see little reason to respond to the plight of
hostages and their customers experience the worst an organisation has to offer and must
accept it (Jones and Sasser, 1995). These customers cannot go anywhere else and there is

thus no incentive for the organisation to correct problems.

When the source of a monopoly’s hold on customers disappears, whether the cause is
deregulation, the emergence of an alternative technology or the arrival of new competitors,
the market can become highly competitive in a short period of time (Jones and Sasser,
1995). The CTS is now operating in a deregulated environment and has to develop a
successful strategy to manage customer satisfaction. By surveying CTS customers’ level of

satisfaction and plotting the results, managers can be helped to understand just how satisfied




or dissatisfied customers are with both their dealings with the organisation in general, and

with various elements of the organisation’s service in particular. The fact that such indices
are quantitative makes them a useful tool for comparing results over different time periods,

locations and business units (Naumann and Giel, 1995).

With the removal of entry restrictions into the provision of analytical laboratory service to
the sugar industry, CTS has to ensure that customers are satisfied with the service they
receive from CTS and will remain loyal to CTS. This can only be achieved by surveying
customer satisfaction levels on the relevant service criteria. A customer satisfaction survey
was conducted .by CTS in 1998 and strategies were subsequently developed to address areas
with which customers were dissatisfied. Surveying present levels of customer satisfaction
will enable CTS to identify the extent and nature of changes in customer perceptions from
1998 to 2003. It will also enable CTS to assess the effectiveness of strategies implemented
after the 1998 survey and will provide a basis from which future customer perception
enhancement activities can be identified. It will also provide an objective basis for a future
review on the extent to which these enhancement activities have been achieved and provides

a platform from which future business change strategies can be developed.

1.4 OBJECTIVES OF THE STUDY

o Overall objective: To identify the perceived levels of satisfaction with CTS’s service

and to identify changes since the previous study.




e Sub-objective 1: To establish-the MGB members’ perceptions of CTS in general and
compare this to perceptions held in 1998.
Hypothesis 1: There has been an improvement in MGB members’ perceptions of CTS
in general when compared to 1998.

o Sub-objective 2: To determine millers’ level of satisfaction with current services
provided.
Hypothesis 2: The millers are satisfied with current services provided by CTS.

o Sub-objective 3: To determine growers’ level of satisfaction with current services
provided.
Hypothesis 3: The growers are satisfied with current services provided by CTS.

o Sub-objective 4: To identify perceived strengths and weaknesses of CTS with the

intention of addressing and improving both actual and perceived weaknesses.

1.5 DELIMITATIONS OF STUDY

This study will be conducted on the fourteen MGBs within the South African sugar industry
where CTS operates. Therefore, no other sugar industry bodies or individuals will be

researched.

1.6 LIMITATIONS OF STUDY

Data collection is by means of a self-completed questionnaire and there is thus no control

over the response rate.




1.7 ASSUMPTIONS OF STUDY

This study will assume that different racial groups within the MGBs will have the same

assumptions and this study will not measure racial differences.

1.8 METHODOLOGY

Customer satisfaction measurement serves two roles: providing information and enabling
communication with customers (Pizam and Ellis, 1999). Vavra (1997) states that the
primary reason for taking the time to measure customer satisfaction is to collect
information, either regarding what customers indicate needs to be done differently or to
assess how well an organisation is currently meeting its customer needs. A secondary, but
no less important, function of customer satisfaction measurement in service organisations, is

the demonstration of interest in communicating with customers by surveying them.

The reasons for measuring customer satisfaction may vary from organisation to
organisation, but Naumann and Giel (1995) have suggested the following five objectives that

are most common:

e To get close to the customer: understand what attributes are the most important to
customers, identify attributes that affect the customer’s decision making, the relative
importance of the attributes and to get a performance evaluation of how well the

organisation is delivering each attribute.




e Measure continuous improvement: the attributes significant to the customer are linked

directly to value-added processes in the organisation and are put into a form consistent
with the internal measurements used to evaluate the process.

e To achieve customer-driven improvement: not allk customers are an equally valuable
source of innovation. This requires creation of a comprehensive database that not only
tracks sales, but sources of innovations.

o To measure the competitive strengths and weaknesses: determine customer perceptions
of competitive choices. This is achieved by surveying possible future customers as well
as current and past customers.

o To link customer satisfaction measurement to internal systems.

A longitudinal study was conducted into the present levels of customer satisfaction in CTS
with a view to identifying the extent and nature of changes in customer perceptions between
1998 to 2003. The survey took the form of a self-administered questionnaire and all
members of the fourteen MGBs were included in the study. Sixteen service characteristics
were measured using a seven point Likert scale. The data analysis was quantitative and the
findings were conclusive. Whilst the questionnaire was subjected to face validation, content
and construct validity was also discussed. This study was conducted on CTS MGB

customers only.




1.8.1 Research Design

The research was classified as conclusive research since the information needed was clearly
defined and the research process was formal and structured (Cooper and Schindler, 2001).
A census was taken of all MGB members and the data'analysis was quantitative. The
findings were conclusive and could be used as input in future decision making. The
research design applied was descriptive as it described market characteristics and identified
perceptions. The study was a longitudinal study since it was a repeat of the study carried

out in 1998 and was used to track changes in customer perceptions of satisfaction.

1.8.2 Target Population

A census was taken of the fourteen MGBs and included all members of each MGB since the

population was relatively small and this would confer high accuracy and sampling precision.

1.8.3 Data Collection

The method selected for the current study was the communication approach, specifically a
self-administered questionnaire that involved questioning or surveying individuals and

recording their responses for analysis (Cooper and Schindler, 2001).

A Likert scale was used in this study and consisted of a statement expressing either a
favourable or unfavourable attitude towards the object of interest. The respondent was

asked to agree or disagree with each statement and responses were given a numerical score




to reflect their degree of attitudinal favourableness. The scores were totalled to measure the

respondent’s attitude. Each characteristic measured in the survey was scored on a seven
point rating scale, indicating the extent of the respondents’ agreement or disagreement with

the statements presented.

The questionnaire used in this study was the same as that used in the survey of 1998 as the
attributes being measured were still a key component of the relationship between CTS and

MGB:s.

1.9 STRUCTURE OF THE STUDY

Chapter 1 provides an introduction to the study. The rationale for the study is presented

together with its objectives. The structure of the dissertation is also clarified in this chapter.

Chapter 2 is an overview of the industry and market in which CTS operates. The sugar
industry macro-environment and market structure are described. The South African Sugar

Association and its marketing approach are briefly discussed.

Chapter 3 offers a review of the related literature on service quality and customer
satisfaction. The concept of service quality is defined and the SERVQUAL measurement
instrument is critically assessed. This chapter further defines customer satisfaction and
includes the concepts of customer expectations and customer perceptions. The concept of

customer loyalty is also briefly reviewed.




Chapter 4 presents the design of the research undertaken and includes the service attribute

selection and importance ranking by pilot testing. This chapter discusses the sampling

method used, the questionnaire design, the data collection procedure, the selection of the

method of statistical analysis and the limitations of the study.

Chapter 5 presents the research findings and the interpretation of these results.

Chapter 6 presents the overall conclusions reached from the research, as well as

recommendations for the CTS business and for further research.

Having introduced the study in Chapter 1, the next chapter provides an overview of the

South African sugar industry.
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CHAPTER 2 - INDUSTRY OVERVIEW

2.1 BACKGROUND

CTS plays an integral role in the effective functioning of the South African sugar industry
(South African Sugar Association, 2002). This chapter discusses both SASA and CTS
within the sugar industry environment, and describes the sugar industry environment and
market structure, together with the milling companies that operate in the industry. As a
specialist service provider to the South African sugar industry SASA, and its marketing
approach in relation to its environment, is also described. Finally, CTS, and the market in

which operates in, is discussed.

2.2 THE SOUTH AFRICAN SUGAR INDUSTRY AND ITS MACRO-

ENVIRONMENT

The South African sugar industry is one of the world’s leading cost competitive producers
of high quality sugar. It is a diverse industry combining the agricultural activities of
sugarcane cultivation with the industrial factory production of raw and refined sugar,
syrups, specialised sugars and a range of by-products. Based on revenue generated through
sugar sales, the South African sugar industry is responsible for income totalling over R6
billion per annum, of which over R3 billion is distributed by CTS between millers and
growers. Based on actual sales and selling prices in 2002, it is estimated that the South
African sugar industry contributed R2.38 billion to the country’s foreign exchange earnings

(South African Sugar Association, 2002).
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The sugar industry makes an important contribution to direct employment in cane
production and processing, and provides indirect employment for numerous support
industries in the three provinces where sugarcane is grown, namely KwaZulu-Natal,
Mpumalanga and the Eastern Cape. Employment within the sugar industry provides
approximately 85 000 jobs. Direct and indirect employment is estimated at 350 000 jobs.
There are approximately 1 million people dependent on the sugar industry. In addition,
there are 53 000 registered cane growers (South African Sugar Association, 2002). It can
be seen that the sugar industry makes a significant contribution to employment rates within

South Africa.

The South African sugar industry functions as a proceeds-sharing partnership between
growers and millers. This structure is common amongst sugar industries around the world
as a result of the nature of the crop and the processing requirements (Ardington, 2001).
Given the nature of the industry, government intervention is necessary to regulate the
relationship between millers and growers. For this reason, the Sugar Act 9 of 1978,
Section 4(1)(c) (South Africa. Sugar Act 9 of 1978), which contains supporting legislation

in the form of the Sugar Industry Agreement (South Africa 2000:21139) was established.

The basis of payment between millers and growers is termed the recoverable value (RV)
formula and Clause 134 (b) of the Sugar Industry Agreement (South Africa 2000:21139)
allows a laboratory service provider to enter into contracts with each of the MGBs to
undertake sampling and analysis to determine the recoverable value of cane delivered by
growers to the mills. The MGBs are the local mill area bodies charged witﬁ determining

which service provider can perform the cane testing function. The selected laboratory

12




service provider offers a specialist service under contract to individual MGBs to determine

the quality of individual grower’s cane deliveries to the mill for cane payment purposes.
This service provider will also provide a technical audit of the distribution between millers

and growers, thereby ensuring a fair and equitable division of proceeds.

2.3 MARKET STRUCTURE

Armstrong and Kotler (2000) define a market as consisting of all the actual and potential
buyers and sellers of a particular product, and define a market structure as the competitive
environment in which the buyers and sellers of the product operate. The structure of the
market strongly affects the process by which price and output are determined in the real
world. Although markets can be very different, economically they are classified under four
types of market structure. These can vary from the situation where thousands of firms
compete (perfect competition), to the situation where there is no competition (monopoly).
Monopolistic competition refers to the case where there are many sellers of a differentiated
product whilst oligopoly is the case where there are few sellers of a homogeneous or
differentiated product (Parkin and King, 1995). The South African sugar industry operates
in an oligopolistic market structure for retail sales of refined sugar and in an oligopsonistic
market structure for the relationship between millers and growers in the purchase and sale

of sugar cane.
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2.3.1 The South African Sugar Industry and its Market Structure

The South African sugar industry is one of the world’s leading cost-competitive producers
of high quality refined sugar (a homogeneous product). The industry is a proceeds-sharing
partnership between millers and growers and has been established since 1935 (South African
Sugar Association, 2002). The milling sector is concentrated around fifteen mills: seven
mills are owned by Illovo Sugar Limited, five by Tongaat-Hulett Sugar Limited, two by

Transvaal Sugar Limited and one co-operative mill owned by growers.

2.3.2 Oligopoly: Meaning and Sources

Oligopoly is the case where there are few sellers of a homogeneous product. Therefore, the
retail market of the sugar industry can be described as a pure oligopoly as the product
(refined sugar) is homogeneous. As there are only a few firms selling a homogeneous
product in an oligopolistic market, the action of each firm affects the other firms in the

industry and vice versa.

The sources of oligopoly are the following:

o Economies of scale may operate over a sufficiently large range of outputs to leave few
firms supplying the entire market.

o Huge capital investments are required to enter an oligopolistic industry and this acts as a
natural barrier to entry.

e Few firms may own a patent for the exclusive right to produce a commodity or to use a

particular production process.

14




e Established firms may have a loyal following of customers based on product quality and
service that new firms would find difficult to match.
e Few firms may control the entire supply of a raw material required in the production of

the product (Salvatore, 2001).

Two decades ago there were over twenty sugar mills and currently there are only fifteen
mills supplying the entire retail sugar market (Ardington, 2001). It is estimated that,
currently, it would cost over R1 billion to erect a large sugar mill (Simmonds, 2001). The
fifteen sugar mills have approximately 53 000 sugar cane growers contracted to supply their
harvest of sugar cane (raw material) to the sugar mills closest to them. The market
relationship between the 53 000 sugar cane growers and the four sugar milling companies is
described as an oligopsonistic relationship where a small number of large buyers (milling
companies) control a large proportion of the sugar cane market (American Marketing
Association, 2003). This is due to the geography and location of sugar mills, which
restricts growers’ choice in terms of to which mill they deliver their sugar cane (Trikam,
2001). This oligopsonistic relationship and the limited number of sugar milling companies
operating in the industry, are classified as sources of oligopoly but also represent the

barriers to other firms entering the market in the long term.

Limit pricing, whereby existing firms charge a price low enough to discourage entry into
the industry, may provide a further barrier to entry. Thi_s does not apply to the South
African sugar industry since the price of sugar locally is a dollar-based reference price of
US$330 per ton, which has been legislated to protect the local sugar industry from the

highly subsidised sugar producers of the northern hemisphere (South Africa Sugar
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Association, 2002). South Africa is a low cost sugar producer and does not receive
government subsidies, but the world sugar market is distorted because of the high subsidies
protecting the European Union and United States sugar markets. The current world price of
sugar, which is a dump market because of the overproduction by the inefficient, subsidised
producers of the European Union and United States, is approximately US$175 per ton.
Therefore, the local sugar industry does not discourage entry due to limit pricing but entry
is restricted due to tariffs, which. make imported sugar more expensive than locally

produced sugar.

2.3.3 Oligopoly and Market Concentration

The degree to which an industry is dominated by a few large firms is measured by
concentration ratios (Salvatore, 2001). These give the percentage of total industry sales of
the four, eight or twelve largest firms in the industry. The South African sugar industry is
oligopolistic with the four-firm concentration ratio being 100% (South African Sugar

Association, 2002).

The sugar industry is a major industry in South Africa and is characterised by an
oligopolistic market structure and a proceeds-sharing partnership between millers and
growers. The sugar industry requires various specialist services that are best served by
having one organisation provide this range of services. The South African Sugar
Association was therefore established by millers and growers to provide a range of specialist

services to the sugar industry. The following section discusses the South African Sugar
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Association and introduces the Cane Testing Services division, which is the division

researched in this study.
2.4 THE SOUTH AFRICAN SUGAR ASSOCIATION (SASA)

The South African Sugar Association administers the partnership on behalf of its two
members, the South African Cane Growers Association (Cane Growers) and the South
African Sugar Millers Association Limited (SASMAL) (South African Sugar Association,
2002). SASA’s main function is to provide a range of specialist services that enhance the
profitability, global competitiveness and sustainability of‘ the South African sugar industry.
Notable for the diversity of the services it provides this major industry, SASA divisions
contribute at various points across the industry value chain (South African Sugar
Association, 2002). These centralised cost effective services are divided into those that
provide support to the industry core functions of cane growing and milling (development
finance, agricultural research and extension, cane testing and industrial training), and those
that provide support to the industry partnership (industry partnership administration, export
sales and shipping of raw sugar, generic advertising, external liaison and communication)

(South African Sugar Association, 2002).

2.4.1 Marketing Philosophy

Armstrong and Kotler (2000) describe a market as the set of actual and potential buyers of a
product. These buyers share a particular need or want that can be satisfied through

exchanges and relationships. Marketing activities should be carried out under a well-
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thought out philosophy of efficient, effective and socially responsible marketing (Kotler,

2000). There are five marketing approaches that SASA could consider:

e Production concept: emphasises producing and distributing products in sufficient
quantities to meet enormous demand (Van der Walt et al., 1996).

o Product concept: the focus is on making superior products and improving them over
time (Kotler, 2000).

o Selling Concept: mass production resulted in supply meeting or exceeding demand, and
companies needed to find new customers and persuade resistant customers to buy (Van
der Walt et al., 1996).

o Marketing concept: the marketing manager must integrate and direct the company
resources towards satisfying the customers needs (Armstrong and Kotler, 2000).

o Societal marketing concept: holds that the organisation should determine the needs,
wants and interests of target markets. It should then deliver superior value to customers
in a way that maintains or improves the consumer’s and the society’s well-being

(Armstrong and Kotler, 2000).

2.4.2 The Marketing Philosophy of SASA

The marketing philosophy of SASA, when considering the above alternatives can be
categorised as the selling concept. The local sugar industry produces in excess of the local
market demand and, therefore, has to find new customers in the export market (South
African Sugar Association, 2002). Since the local sugar retail industry operates as an
oligopoly (cartel arrangement) there is little local competition and no mechanism exists to

define and satisfy consumer wants and needs and communication with consumers is
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unilateral. It is apparent that the key to success in the rapidly changing marketing
environment is to stay abreast of major environmental changes and for SASA to modify

strategies and programmes.

The microenvironment consists of the forces close to the company that affect its ability to -
serve its customers: the company, suppliers, marketing channel firms, customer markets,
competitors and public (Grant, 1998). These combine to form the company value delivery
system. Prior to implementing an amended marketing strategy, SASA must analyse the

marketing environment and undertake corporate and strategic planning.

2.4.3 SASA and its Marketing Environment

The decline of marketing in the previous decade was attributed to its extreme functional
autonomy (Doyle, 1995). Marketing managers must work closely with other company
departments such as finance, research and development, purchasing, manufacturing and
accounting. Marketing management assists production management on design, qualitative
and quantitative aspects of the product as well as the packaging. The price, distribution
strategy, promotion strategy and method of communication with consumers are also
determined by marketing management (Kotler, 2000). According to McKenna (1991), non-
marketing specialists must focus on being market driven. This integrated marketing

approach however, often fails due to inadequate training of all employees (Kotler, 2000).

The concept of integrated marketing is especially challenging for SASA, as there are a

diverse range of specialist divisions involved at all levels of the industry. According to
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Milner-Smyth (2002), the sugar industry has recently implemented a strong customer focus
following the introduction of comprehensive training programmes and greater exposure to
customer requirements for all employees. These included visits to customer premises,
customer open days and customer satisfaction surveys. In addition, SASA has also
appointed an External Affairs Director to interact at a high level with customers and other
industry stakeholders, and thus pass on the information gathered to all divisions within
SASA (Supersad, 2001). Also important in the creation of a marketing culture, is the

implementation of customer surveys by SASA.

The appropriate marketing philosophy for SASA to adopt would be a societal marketing
approach. The societal marketing concept advocates that SASA will need to build social
and ethical considerations into their marketing practices and become customer-oriented and
market driven in all that they do and to take steps to eliminate adverse consumer sentiment.
According to Trikam (2001) SASA’s appointment of an External Affairs Director is an
indication of its recognition to change its marketing philosophy and to liaise with all

relevant stakeholders.

Whilst the appointment ensures local customer satisfaction, there exist export opportunities
that could be realised. Globalisation requires rapid communication and SASA has put
measures in place to take advantage of the opportunities that arise. The less restrictive role
of government has led to difficulties in predicting change in the market, but SASA has
realised that close interaction with all stakeholders has to benefit the environmental scanning

process.
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By recognising and acting on the marketing environmental factors that have an impact on

SASA, the industry will be well positioned to prosper both locally and internationally.
2.5 CANE TESTING SERVICE (CTS)

The Cane Testing Service (CTS) is one of the specialist service providers within SASA and
has the core function of determining the quality of individual grower sugar cane deliveries
to sugar mills for cane payment purposes. The CTS currently operates laboratories at

fourteen of the fifteen sugar mills in South Africa (South African Sugar Association, 2002).

The Cane Testing Service provides a laboratory service to the South African sugar industry
under the auspices of the Sugar Industry Agreement (South Africa 2000:21139). Clause
134 (a) requires the CTS to provide a technical audit function ensuring that the total mass of
recoverable value is determined according to official procedures. CTS consists of two
hundred and seventy eight operational and eleven middle management employees spread
across fourteen different operational sites. There are three senior managers and a General

Manager heads this division of SASA.
2.5.1 CTS Vision
The vision of CTS’s is:

“To be recognised by the sugar industry as being the preferred provider of laboratory

services” (Cane Testing Service, 2002: 1).

21




Being the laboratory service provider of choice will ensure that CTS customers are
completely satisfied and loyal and will enable CTS to expand its business into other
laboratory markets and to provide a cost effective service through the exploitation of

economies of scale.

2.5.2 CTS Market Description

The customer profile for the sugar industry laboratory services constitutes the 53 000
individual sugar cane growers and the four sugar milling companies within the South
African sugar industry. The millers and growers operate a proceeds-sharing partnership
and are grouped into fourteen individual MGBs across the South African sugar belt. The
size of the sugar crop for the 2002 season was 23 million tons of sugar cane which produced
2.75 million tons of sugar (South African Sugar Association, 2002). The cost of the
laboratory service for cane payment to the industry amounted to R34 million. This cost was
recovered via a levy on each ton of sugar cane delivered to the sugar mills. For the 2002

season the average levy amounted to R1.48 per ton of sugar cane (Singh, 2003).

The sugar industry market structure is described as being so stable that it is accepted that it
would continue to exist without any changes (Ardington, 2001). However, recent reviews
of the Sugar Act 9 of 1978 by the Department of Trade and Industry, have placed pressure

on the industry to increase competitiveness within the industry. Indeed, the deregulation in

1994, which led to CTS having to enter into contractual arrangements with individual

MGBs, was intended to increase competition within the laboratory services environment

(Trikam, 2001).
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A change in an established market structure can offer exceptional opportunities and these
opportunities are often more obvious to outsiders (Jones and Sasser, 1995). Until a few
years ago, CTS was operating in what was effectively a monopolistic environment where
customers had no option but to use the services of CTS and were thus hostages (Trikam,
2001). As described by Jones and Sasser (1995), when the source of a monopoly’s hold on
customers suddenly disappears, either through deregulation or the emergence of an
alternative technology, or the arrival of new competitors, the market can become highly

competitive in a short period of time.

The CTS is now operating in a deregulated environment and, therefore, has to develop a
successful strategy to manage customer satisfaction. If competitors make use of innovation
to exploit opportunities resulting from the change, they can very quickly play a decisive role
in a large industry without taking a drastic risk. CTS does have a competitive advantage
due to its long association with the industry and its jealously guarded impartiality and
integrity that is crucial when a laboratory is functioning as a cane payment service provider.
However, CTS still has to ensure that its customers are completely satisfied and that CTS is

not caught unawares by external influences.
2.6 CONCLUSION

Operating in an industry that is facing various challenges, CTS has to develop sound, long-
term business relationships with millers and growers at the fourteen mills in the industry.
Whereas previously CTS operated in a protected monopoly, deregulation means that the

customers are no longer hostage and are free to choose their service providers. Whilst CTS




management does receive feedback in an informal manner on a regular basis, a customer
satisfaction study offers an opportunity to identify areas where CTS it is not performing to
the satisfaction of customers and areas it is satisfying customer requirements. To ensure
customer satisfaction, customer loyalty and the sustainability of the business, CTS has to
identify key service criteria and measure how effectively it is delivering this service to

customers.

The following chapter presents a review of the literature gathered on the various topics

related to the study and includes an examination of concepts regarding service quality,

customer expectations, customer perceptions, customer satisfaction and customer loyalty.
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CHAPTER 3 - SERVICE QUALITY AND CUSTOMER SATISFACTION

3.1 INTRODUCTION

The increased significance of the services sector to the global economy has led to a
heightened concern by practitioners, as well as consumers, regarding the quality of services
being offered (Sung et al., 1997). This increased significance is reflected in the way
customers now critically assess the standard of service provided by competing service firms
(Antonacopoulou and Kandampully, 2000). Within the current marketplace, some of the
greatest challenges facing organisations include the intensifying global competition, the
continuous increase in customer expectations and customers’ subsequent demands as the

quality of service improves (Wong and Sohal, 2003a).

In an attempt to address these challenges, organisations need to adopt proactive strategies
which will assist in building and sustaining a competitive edge (Kandampully, 1998).
Specifically, the delivery of service quality is increasingly being seen as central to service
providers’ efforts to position themselves effectively in the marketplace. As a result, the
concept of quality and its relationship with the service industries has become a major focus
area for organisations within this sector (Lovelock, Patterson and Walter, 1998). Leading
service organisations strive to maintain a superior quality of service in an effort to gain and

maintain customer loyalty.

A service organisation’s long-term success in a market is, therefore, determined by its

ability to expand and maintain a large and loyal customer base (Zeithaml, Berry and
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Parasuraman, 1996). Zeithhaml (2000) has further shown that leveraging service quality

contributes to both the retention and expansion of the existing customer base.

The CTS, as a service organisation, is facing the challenge of an increase in customer
expectations and the subsequent demand in the quality of service received (South African
Sugar Association, 2002). As described in Chapter 2, having operated in a protected,
monopolistic market prior to 1994, CTS is being critically assessed by customers who are
now free to take their business to other service providers. Even though there is currently
relatively little competition in the market in which CTS operates, providing customers with
outstanding service quality may be the only reliable way of achieving sustained customer

satisfaction and loyalty.

With service quality regarded as a causal antecedent of customer satisfaction (Taylor and
Baker, 1994), it is an important aspect for service organisations hoping to achieve
continuous customer satisfaction and loyalty to consider. This chapter will, therefore, focus
on the definition and characteristics of service and the definition of service quality. The
measurement of service quality is discussed and the popular measurement instrument of
service quality, SERVQUAL, is critically assessed. The review of the SERVQUAL
instrument and the application of certain aspects of it to the current study are further
discussed. This chapter will also review appropriate literature on customer satisfaction and

customer loyalty.
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3.2 SERVICE QUALITY

3.2.1 Definition of Service

The level of satisfaction among customers is a good indicator of the level of quality of the
service that customers receive. Therefore, understanding service quality is a crucial step in

achieving customer satisfaction.

Kotler (2000) defines a service as any act or performance that one party can offer to another
that is essentially intangible and does not result in the ownership of anything. Its production
may, or may not, be tied to a physical product. The following categories of services mix

are described and are used to classify CTS’s offering.

3.2.2 Categories of Service Mix

A company’s offering to the marketplace often includes some services. The service

component can be a minor or a major part of the total offering. Five categories of offerings

can be distinguished (Kotler, 2000):

o Pure tangible good: the offering consists primarily of a tangible good. No services
accompany the product.

e Tangible good with accompanying services: the offering consists of a tangible good
accompanied by one or more services.

e Hybrid: the offering consists of equal parts of goods and services.
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e Major service with accompanying minor goods and services: the offering consists of a

major service along with additional services or supporting goods.

e Pure service: the offering consists primarily of a service.

The CTS’s offering consists of providing a service to its customers with no accompanying

goods provided, therefore, the service can be classified as being a pure service.
3.2.3 Characteristics of Services

Services have four major characteristics (Kotler, 2000):

o Intangibility: services are intangible and unlike physical products cannot be seen, tasted,
felt, heard or smelt before they are purchased. Buyers will, therefore, look for signs or
evidence of the service quality and will draw inferences about quality from the location,
staff, communication material, symbols and price they see.

o Inseparability: services are typically produced and consumed simultaneously and are,
therefore, not manufactured, put into inventory, distributed and consumed later.

o Variability: services are deemed highly variable because they depend on who provides
them, and when and where they are provided.

o Perishability: services cannot be stored.

The analytical results that CTS provides are intangible, inseparable, variable and perishable
as per the above definition. Customer satisfaction will depend on the level of service
quality provided by CTS. The relevant literature pertaining to service quality will be

reviewed in the following section.
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3.2.4 Definition of Service Quality

Parasuraman, Zeithaml and Berry (1988) define service quality as the degree of discrepancy
between customers’ normative expectations for the service and their perceptions of the
service performance. Zeithaml (1988) adds that customers of services observe and evaluate

the production process as they experience the service they receive.

Earlier work by Gronroos (1978) proposed that service quality comprises three dimensions.
The first dimension is the technical outcome of quality, which is the actual outcome of the
service encounter. Most often, customers can measure the service outcome in an objective
manner. The second dimension is the functional quality of the service encounter, which is
the element of quality concerned with the interaction between the provider and the recipient
of a service. Customers often perceive this in a subjective manner. The third dimension is
corporate image, which is concerned with customers’ perceptions of the service
organisation.  Image depends on technical and functional quality, price, external
communications, physical location, appearance of the site and the competence and

behaviour of the service firm’s employees.

Later work by Gronroos (1984) defined service quality as a perceived judgement resulting
from an evaluation process where customers compare their expectations with the service
they perceive to have received. The author further declared that the quality of service is
dependent on two variables: expected service and perceived service and that any previous
experience with a service could influence the expectations of a consumer,' whereas the

perceived service is the result of a consumer’s perception of the service itself.
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Berry, Zeithaml and Parasuraman (1985) argue that consumers evaluate the level of service
quality they receive based on three types of attributes, namely: search, experience and

credence attributes.

e Search attributes such as physical facilities, appearance of personnel and the supplier’s
image can be considered before consuming the service.

o Experience attributes are assessed on the basis of the actual service experience, for
example, responding quickly to a request or performing a service at the agreed standard.

o Credence attributes such as security of an investment cannot be determined even after

repeated use of a service.

The most significant contribution of the research described above was to separate service
quality into attributes of process and outcome quality. Parasuraman, Zeithaml and Berry
(1988) have suggested a more detailed classification of service quality which includes five
dimensions: reliability, responsiveness, assurance, empathy and tangibles. The work of
these authors was concentrated on the belief that service quality is measurable in the eyes of
the customer. They take the view that service is deemed to be of high quality when
customers’ expectations are confirmed by the subsequent service delivery. A good
operational example of a standardised framework for understanding service quality is the

SERVQUAL instrument developed by Parasuraman, Zeithaml and Berry (1988).
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3.2.5 Measurement of Service Quality

There are a number of measurement tools and techniques for assessing service quality and
consumer satisfaction levels, some more complex than others. The leading researchers in
the area of service quality measurement studies have been Parasuraman, Zeithaml and Berry
(1985) with the development of the above mentioned SERVQUAL procedure. These
authors were of the opinion that service quality could be measured, but only by the
customer themselves and put forward the concept that service is of high quality when its
delivery meets or surpasses the customers’ expectations. Service quality fails to be achieved
when expectations are not met and hence a service gap materialises. Parasuraman,
Zeithaml and Berry (1985) state that it is only by explicitly assessing expectations as well as

perceptions that service quality gaps in terms of services provided can be determined.

The SERVQUAL instrument will be discussed, with the intention of identifying service

quality dimensions which are a useful reference for the current CTS study.

3.2.6 The SERVQUAL Instrument

The SERVQUAL instrument is a reasonable illustration of the programmatic development

of a universal list of service quality dimensions. Its authors sought to determine common

dimensions of service delivery and discovered the following ten general dimensions:

e Tangibles: physical facilities, appearance of personnel, tolls or equipment, physical
representation of service (such as plastic credit card).

o Credibility: trustworthiness, believability and honesty.
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¢ Competence: possession of required skills and knowledge.

e Access: approachability and ease of contact.

¢ Reliability: performing the service at designated time, dependability of performance,
accuracy of billing and correct record keeping.

e Responsiveness: timeliness of service.

o Courtesy: politeness, respect, consideration and friendliness of contact personnel.

e Communication: keeping customers informed in language they can understand and
listening to customers’ comments.

o Empathy: making an effort to understand the customer.

o Security: freedom from danger, risk or doubt.

Each of the above ten dimensions of service quality relates not only to the service consumed

but also to the customers’ confidence in those providing the service. The above dimensions

were further refined until the instrument was composed of five higher-order dimensions

which subsumed the previous ten (Parasuraman, Zeithaml and Berry, 1985). The five

service dimensions of the SERVQUAL instrument are:

o Reliability: the ability to perform the promised service dependably and accurately.

o Responsiveness: the willingness to help customers and provide prompt service.

o Assurance: the competence of the system and its credibility in providing a courteous and
secure service.

o Empathy: the approachability, ease of access and effort taken to understand customers’
needs.

e Tangibles: the appearance of physical facilities, equipment, personnel and

communication materials.
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The SERVQUAL instrument consists of twenty-two statements used to assess service
quality across the five dimensions, with each statement used twice: once to 'measure
expectations and once to measure perceptions. Respondents are asked to rate their level of
agreement or disagreement with the given statements on a seven point Likert scale. These
statements represent the determinants or dimensions of service quality. One of the purposes
of the SERVQUAL instrument is to ascertain the level of service quality based on the five
key dimensions and identify where gaps in service exist and to what extent. These gaps are
listed below and are defined in the Service-Quality Model of Parasuraman, Zeithaml and

Berry (1985).

o Gap 1 (the positioning gap) pertains to managers’ perception of customers’ expectations
and the relative importance customers attach to the quality dimensions.

o Gap 2 (the specification gap) is concerned with the difference between what
management believes the customer wants and what the customers expect the business to
provide.

o Gap 3 (the delivery gap) is concerned with the difference between the service provided
by the employee of the business and the specifications set by management.

o Gap 4 (the communications gap) exists when the promises communicated by the
business to the customer do not match the customers’ expectations of the external
promises.

o Gap 5 (the perception gap) is the difference between the customers’ internal perception

and expectation of the services.
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The lower the mean score, the larger the gap in service quality, and conversely the higher
the mean score, the smaller the gap. Gaps 1 to 4 are within the control of an organisation
and need to be analysed to determine the cause and to implement changes to reduce or
eliminate Gap 5. Parasuraman, Zeithaml and Berry (1985) argue that with minor
modifications, SERVQUAL can be adapted to any service organisation. Information on
levels of customer expectations can help managers to understand what customers actually
expect of a particular service. Similarly, information on service quality gaps can help
managers identify where performance improvement can best be targeted. Equally, if gap
scores in some areas do turn out to be positive, this allows managers to review whether they
may be oversupplying this particular feature of service and whether there is potential for

redeployment of resources into features which are underperforming

3.2.7 Critical Assessment of SERVQUAL

The critical assessment of SERVQUAL is intended to show the advantages and utility of the
instrument and its contribution to developing the CTS questionnaire. This section also
reviews SERVQUAL’s shortcomings and provides reasons for the decision not to use the

instrument in the CTS study.

Since its formulation, the twenty-two-item SERVQUAL instrument has been used in a
variety of service industries and countries, and represents one of the most widely used
operationalisations of service quality (Lewis, 1995). It has provided researchers with a
means of measuring the performance-expectations gap (Gap 5). According to Lewis

SERVQUAL has good reliability and validity which can be used to understand service
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expectations and perceptions of customers and, hence, service quality gaps. Despite general
agreement that SERVQUAL is a good predictor of service quality in its wholeness, it has
been subjected to severe criticism as well (Sureshchander, Rajendran and Anantharaman,

2002).

Principal criticisms of its psychometric soundness and utility are its reliance on two scales
measuring perceptions and expectations when one scale (that of perceptions or a simple
performance measurement, which is what the CTS instrument is designed to measure)
would be shorter, simpler and more easily understandable and ultimately more effective
(Newman, 2001). The use of expectations is questioned by Babakus and Mangold (1992)
and Cronin and Taylor (1992) who conclude that the disconfirmation approach (difference
between customer perceptions and expectations) in measuring service quality has little

theoretical or empirical support.

Similarly, Teas (1993) questions the interpretation and operationalisation of expectations
and Avkiran (1999) notes a tendency to set expectations higher than perceptions, thus
making a gap between perceptions and expectations inevitable. On practical grounds, the
use of two scales and the negatively worded question items, are both time consuming and
too complex for most respondents (Avkiran, 1999). The reliability and validity of
SERVQUAL’s difference score formulation has been questioned by Babakus and Boller
(1992) and Brown, Churchill and Peter (1993), and SERVQUAL'’s dimensionality has not

proved universal (Newman, 2001).
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Buttle (1996) and Genestre and Herbig (1996) argue that SERVQUAL measures only
process of delivery rather than the outcomes of service, whilst Gilmore and Carson (1992)
observe that SERVQUAL is narrowly focused on service or product dimensions to the
neglect of the rest of the marketing mix. Robinson (1999) concluded that it is questionable
whether SERVQUAL is a reliable measure of service quality and whether it is measuring
service quality at all. This criticism followed careful scrutiny of the twenty-two items used
to measure service quality. Items used deal largely with the element of human
interaction/intervention in service delivery and the rest pertain to tangible facets of service
(such as employee appearance, appearance of equipment and décor). Smith, A.M. (1995)
argues that because SERVQUAL uses a complicated questionnaire to measure perceived

service quality, it is used by scholars more frequently than business practitioners.

Modifications to the twenty-two items has resulted in alternative service quality measures
such as Cronin and Taylor’s (1992) SERVPERF measure, which has the claimed advantage
of a single scale, designed to measure service quality performance using a seven point
semantic differential scale. The BANKSERV measure (Avkiran, 1999) is a single measure
of service quality designed to allow customers to reflect on their perceptions and

expectations in a single statement.

The SERVQUAL instrument, therefore, appears to have overlooked some important factors
of service quality, namely the core service, standardisation of service delivery (the non-
human element) and the social responsibility of the service organisation (Sureshchander,
Rajendran and Anantharaman, 2002). Another criticism was the generic nature of the

instrument and it was suggested that the survey instrument needed to be customised for use
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in the specific industry to which it was applied by including additional related questions
(Brown, Churchill and Peter, 1993). Examples of these include SERVPERF (Cronin and

Taylor, 1992) and BANKSERV (Avkiran, 1999).

Despite many difficulties and weaknesses associated with the use of SERVQUAL, it
nevertheless continues to be one of the most widely recognised methods of measuring
service quality and has contributed significantly to the understanding of service quality in a

time of increased significance of the services sector to the global economy.

3.2.8 SERVQUAL and the Current CTS Study

The review of the SERVQUAL instrument was beneficial in terms of identifying the key
dimensions of service quality. The identification and review of the important quality
attributes is valuable and the comprehensive list of service quality dimensions provided by
SERVQUAL has been used to group the CTS service quality attributes into five broader
categories. Whilst the CTS study does not attempt to identify gaps in service quality but
rather to identify levels of customer satisfaction with service quality criteria and to compare
these with the previous customer survey, the SERVQUAL instrument provides useful

information in determining the appropriate service quality criteria for the CTS study.

The decision not to use the SERVQUAL instrument was primarily because of the
complicated questionnaire and its unsuitability for CTS customers. Additional practical
considerations included the finding by Smith (2003) that respondents did not understand

how to complete the questionnaire and that the SERVQUAL questionnaire was too long. It
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was further concluded that the questionnaire had to be modified considerably to suit the
survey, which is in agreement with the conclusion of Brown, Churchill and Peter (1993)

who criticised SERVQUAL as being too generic.

Bachelet (1995: 80) importantly also asks “how can respondents correctly answer a question
on how they perceive the performance of a product or service if they have not experienced a
number of brands or products?”. This is especially relevant in the case of the current CTS
study, as even though the market has been deregulated, CTS still operates from a dominant,
monopolistic market situation. Thus, the CTS customers have no other service provider
with which to compare CTS. The first question of each pair of questions in SERVQUAL
have been designed to elicit a response of customer’s expectation of an excellent (ideal)
service provider for the service attribute. The second question relates to the customer’s
perception of the same attribute at the service provider being studied. The CTS customers
would not have experienced service from another service provider. Therefore, instead of
measuring the difference in the gap between expectation and perception, the approach taken
in this study is to measure customer satisfaction on selected service quality attributes. The
levels of satisfaction among CTS customers are a good indicator of the level of quality of

the service that CTS customers are receiving.

Having identified the important quality attributes for CTS, the purpose of this study was to
survey customer satisfaction levels of the various quality attributes. This study used a CTS
developed, customer mail survey method to measure customer satisfaction rather than the
SERVQUAL instrument for the reasons discussed above. The development of the CTS

questionnaire will be discussed further in Chapter 4.
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As this is a longitudinal study, after confirming the reliability and validity of the CTS
questionnaire used in the 1998 customer survey, as well as confirming the attribute selection
in conjunction with the SERVQUAL review, it was decided that there was no need to
change the survey instrument. The review of SERVQUAL did ‘provide useful input
confirming the dimensions used and suitability of the survey instrument that was to be

implemented in this study.

Other methods of measuring service quality (such as customer interviews, internal audits
and customer value workshops) were also considered, but were considered unsuitable for

this study, primarily due to time and other resource constraints.

3.2.9 Conclusion: Service Quality

Service quality is regarded as a difficult concept to quantify. However, in the pursuit of
strategies to improve the quality of service and to achieve customer satisfaction and loyalty,
the measurement of service quality is essential. It must be noted that service quality is the
antecedent to customer satisfaction and customer loyalty and must, therefore, be accorded
the importance it deserves. It is important that CTS evaluate the quality of its service to
ensure continuous improvement in customer satisfaction and customer loyalty. This will
allow management to allocate appropriate resources to areas that are underperforming. The
improvement in perceived quality of CTS services will lead to improved customer

satisfaction levels.
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Having identified and confirmed the appropriateness of the service quality criteria for the

CTS study, the next section reviews the relevant literature on the definitions of customer
satisfaction and customer loyalty. The definition of customer satisfaction deemed most

suitable for the current study is also discussed.

3.3 CUSTOMER SATISFACTION

3.3.1 Introduction

Service quality and customer satisfaction are the two core concepts that are the crux of
marketing theory and practice (Spreng and Mackoy, 1996). In today’s world of intense
competition, the key to sustainable competitive advantage lies in delivering high quality
service that will, in turn, result in satisfied customers (Shemwell, Yavas and Bilgin, 1998).
Increasing customer satisfaction and customer loyalty leads to improved profits, positive

word-of-mouth and lower marketing expenditure (Heskett, Sasser and Schlesinger, 1997).

Ensuring customer satisfaction is one of the most important tasks facing business today.
Gerson (1993) views customer satisfaction as whenever a customer’s needs, real or
perceived, are met or exceeded. Spreng, MacKenzie and Olshavsky (1996) describe
satisfaction to incorporate both the needs and the desires of the customer, and that failure to
include customer desires has caused logical inconsistencies in satisfaction research. Further
research by Gabbott and Hogg (1999) suggests that it is not always necessary to be either
satisfied or dissatisfied; the customer may, in fact, be totally neutral to aspects of the

service.
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Customer loyalty, as demonstrated by repeat business, has been shown to be a key
determinant of the success of many service companies (Reichheld and Sasser, 1990). While a
high level of customer satisfaction does not necessarily guarantee customer loyalty,
dissatisfaction will cause customers to take their business elsewhere. In other words,
customers who are dissatisfied with the level of service they have received will be less likely
to return in future, or if they do return, they will most likely do so with less frequency than
they did in the past. Conversely, customers who are extremely satisfied with their service
experience with a given firm, will most likely continue to return to that firm at the same

frequency or even more frequently (Reichheld and Sasser, 1990).

The customer’s experience with the service firm is also likely to be multiplied through
3

interactions with other prospective customers via word-of-mouth. When customers are

satisfied with the service they receive they influence the expectations of other customers (or

potential customers) with whom they interact. When they are dissatisfied with the service,

customers are even more likely to influence the expectations of others (Davis and Heineke,

1998).

There has been some debate as to whether service quality is a cause of satisfaction (Cronin
and Taylor, 1992; Parasuraman, Zeithamel and Berry, 1985) or a consequence of
satisfaction (Bolton and Drew, 1991). This study does not address the debate itself, but
adopts the view that service quality is antecedent to customer satisfaction and customer
loyalty. Section 3.2.4 defined the service quality concept and the following section defines
customer satisfaction and includes the concepts of customer expectations and customer

perceptions. The literature on customer loyalty is also reviewed since achieving growth in
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customer loyalty by increased customer satisfaction and through improved service quality is

the ultimate goal of CTS.

3.3.2 Defining Customer Satisfaction

Kotler (2000) defines satisfaction as feelings of pleasure or disappointment resulting from
comparing a product’s perceived performance in relation to the customer’s expectations. This
definition makes it clear that satisfaction is a function of perceived performance and
expectations. If the performance falls short of expectations, the customer is dissatisfied, and
if performance matches the expectations, the customer is satisfied. If the performance
exceeds expectations, the customer is highly satisfied (Kotler, 2000). Many companies,
including CTS, aim for high satisfaction since customers who are merely satisfied still find it
easy to switch service providers when a better offer presents itself. Those customers who are

highly satisfied are much less ready to switch, and the result is high customer loyalty.

Davis and Heineke (1998) define customer satisfaction in service operations by approaching it
in two general ways:
o Satisfaction as a function of disconfirmation; and

o Satisfaction as a function of perception.

3.3.2.1 Customer Satisfaction as a Function of Disconfirmation

The research of Anderson (1973), Swan, Trawick and Carrol (1981) and Parasuraman,

Zeithaml and Berry (1994) has attempted to define satisfaction in terms of disconfirmation,
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that is, the difference between customer perceptions and expectations. The formula depicting

this is:

Satisfaction = f (Perception — Expectation)

The literature on customer expectations is reviewed next and customer perceptions will be
addressed in the section thereafter. The definition that is most suited to the current study will

also be determined.

Customers’ expectations provide a baseline for the assessment of levels of customer
satisfaction. As customers evaluate the levels of performance of a service, they typically
compare that performance to what they had expected (Zeithaml et al., 1993). Disconfirmation
models contend that service quality can be conceptualised as the difference between what a
customer expects to receive and their perceptions of actual delivery. Customers hold that
product or service performance exceeding some standard based on expectations leads to
satisfaction, while performance falling below this standard results in dissatisfaction (Oliver,
1997). According to Mowen (1995) this expectancy disconfirmation approach helps to

explain customer perceptions of service quality, as well as customer satisfaction judgements.

Davis and Heineke (1998) propose that customer expectations of service are set in two basic

ways:

e Prior to the customer’s first encounter with the service firm, via advertising and customer
word of mouth; and

e After a previous encounter (or encounters) with the firm, that is, from personal

experience.
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Early work in this area proposed that there are two dimensions to the expectation construct:

the level of service desired by the customer and the level of service predicted by the customer

(Anderson, 1973; Swan, Trawick and Carrol, 1981):

e High customer satisfaction results when performance is greater than, or equal to, the
customer’s desired service level.

e Customer satisfaction occurs when the performance is less than the customer’s desired
service level but greater than or equal to the predicted service level, i.e. the service
performs as well as or better than predicted, but below the desired service level.

o Customer dissatisfaction occurs when performance is less than both the customer’s
desired and predicted levels of service, i.e. the service performs worse than the customer

desired or expected.

Olson and Dover (1976) describe expectations as pre-purchase beliefs about a service.
Miller (1977) proposed four different types of expectation: ideal, expected, deserved and
minimum tolerable. The ideal is the wished for level of performance, expected is an
objective calculation of the probability of performance, whilst deserved is the customer’s
subjective opinion of their investment. Minimum tolerable is obviously the bottom level of
acceptable performance. Parasuraman, Berry and Zeithaml (1991) suggest that expectations
have two levels: desired and adequate. The desired level is the service the customer hopes
to receive and adequate is based on a prediction of what the service will be. Boulding
(1993) suggests that ideal expectations are unrelated to what is reasonable/feasible and/or
what the provider tells the customer to expect. They represent enduring wants and needs
that are unaffected by marketing and as such are more constant over time. In contrast,

expectations of what should happen, namely normative expectations are more likely to be
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influenced by service providers and are dynamic concepts changing over time (Boulding,

1993).

Needs, whether unmet and discovered, implicit, or explicit, are modified by perceptions
which, in turn, modify expectations (Horovitz, 2000). Perceptions modify an objective
evaluation of how a service may answer a need. They introduce a subjective element into
the judgement. Thus, the customer will not see whatever a company says or does in exactly
the same way as the service provider does. Expectations on the other hand, have more to
do with the level of service customers perceive to be due to them, given their needs and
perceptions of the offer. Expectations are formed not only by what happened on previous

occasions, but also by experiences in analogous situations (Palmer and O’Neill, 2003).

Boulding, Kalra and Staelin (1999) have investigated the effects of prior expectations on
customers’ cumulative perceptions of service quality and have suggested a progressive éffect
of perceptions feeding into expectations, with the effect that previous performance is
assessed against rising expectations. This confirms the work of Mazursky and Geva (1989)
who contend that satisfaction reduces over time. This aspect has particular reference to the
current study, where CTS has been providing a service for a significant period of time.
With the rising of customer expectations, it could be suggested that customer satisfaction

may decline over time.

The study of Spreng and Olhavsky (1993) demonstrated that there was a significant
relationship between the extent to which performance is congruent with desires, but did not
find the disconfirmation of expectations to be significant. The work of Goode and Moutinho

(1995) and Teas (1994) argues that the multiple definitions of expectations and the resulting
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difficulties with measurement operationalisation undermine the value of models incorporating
expectations. However, the current study is longitudinal and thus the influence of time and
rising expectations having the effect of downgrading perceptions of previous service quality,

bears particular reference.

3.3.2.2 Customer Satisfaction as a Function of Perception

An alternative approach put forward by Cronin and Taylor (1994) and Teas (1993) is that
satisfaction depends primarily on the customer’s perception of service rather than on the

discrepancy between perception and expectation. The formula depicting this is:

Satisfaction = f(Perception)

The above formula does not include expectation and there is thus no difference being
measured between customer perceptions and expectations. The construct of the current CTS
study takes the approach of customer satisfaction being a function of perception since the
survey instrument has been designed to measure customer satisfaction for specific service
criteria. The SERVQUAL instrument measures the disconfirmation or the difference between
perception and expectation. As stated in Section 3.2.8, the SERVQUAL instrument was
found to be unsuitable for this study because measurement of this difference introduces

greater difficulty in assessment.

Perception has proven to be a difficult concept to define and measure (Woodruff, 1997,
Holbrook, 1994). McDougall and Levesque (2000) broadly define perception or perceived

value as the results or benefits customers receive in relation to total costs (which include the
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price paid plus other costs associated with the purchase). Holbrook (1994) states that what
constitutes value appears to be highly personal, idiosyncratic and may vary widely from one
customer to another. van der Wagen (1994) adds that individual customers have many
different perceptions, which are influenced by education, upbringing, experience, and other
factors. Research by Zeithaml (1988) suggests that customers who perceive that they
received value for money are more satisfied than customers who do not perceive they
received value for money. For the current study perceived value, or the customer perception,
will be defined as the customers’ overall assessment of what is received relative to the service

quality that is provided by CTS.

Perception refers to the customers’ perception of actual performance, implying that perception
and objective actual performance are not one and the same (Palmer and O’Neill, 2003).
Parasuraman, Zeithaml and Berry (1994) argue that while perception alone may be a better
predictor of satisfaction, it offers less understanding of the underlying phenomena than the

disconfirmation model.

A contemporary view of the role of perceptions in customer behaviour put forward by

Sheth, Mittal and Newman (1999) who contend that perception is not merely a matter of

objectively absorbing the stimuli present in the environment, but rather a combination of

three factors that help shape customer perceptions:

o Stimulus characteristics: people perceive a stimulus differently according to its sensory
characteristics and information content, and stimuli that differ from others around them
are more likely to be noticed (Solomon, 1999).

e Context: in perceiving a stimulus with a given set of characteristics, customers will also

be influenced by the context of the stimulus (Biswas and Blair, 1991).
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e Situational variables in which the information is received, including social, cultural
and/or personal characteristics: perceptions are greatly influenced by personal customer
characteristics, the most obvious of which is prior experience with a particular product

or service offering (Sheth, Mittal and Newman, 1999).

Palmer and O’Neill (2003) add that prior experience and knowledge have a bearing on how
a customer feels about a particular product/service offering, which feeds expectations of the
relevant exchange process. In turn, expectations influence perceptions, in that customers

often eventually see what they expect to see (Oliver, 1980).

The work of Horovitz (2000) showed that customer needs are complex and may be
classified into two categories: implicit needs which usually relate to the features of the
product or service, and explicit needs which are concerned with benefits of the product or
service. The author further states that in time, customers’ needs turn into customers’

perceptions. Anything that influences those perceptions will have a positive or negative

_impact on the customers’ willingness to trust a service organisation. These influences are

termed filters and include physical, psychological and image filters. Descriptions of these

filters follow.

o Physical filters

Whether physical or psychological, there will be elements in the offer that alter the
customer’s perception. Each time an appeal to the five senses is made to reinforce the
offer, the positive perception of its quality and capacity to fulfil needs is strengthened. The

physical clues can lead a customer in another direction if the service provider is mistaken.
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Thus, words, colours, material, sounds, support, smell and texture all contribute to modify

perception of quality (level and variability).

e Psychological filters

Beyond physical filters, there are psychological filters that also modify the customer’s
perception. These include memory, knowledge, beliefs and values. Perceptions are
genuinely felt and only by reminding customers (counteracting lack of memory), educating
them (counteracting lack of knowledge) and changing their beliefs and values can their

perceptions be changed.

o Image

The third factor that affects perceptions is the organisation’s or product’s own image.
Image is built around a character, a personality and values, signified by the brand and
dispersed through communication. How the organisation positions itself naturally influences
customers and controlling the image as much as possible by communication can assist in

improving perceptions over time.

3.3.3 Managing Customer Perceptions and Expectations

Horovitz (2003) states that all of the above items are linked and the best organisations
manage the whole chain by:

e Identifying which needs are implicit i.e. those whose absence will cause dissatisfaction.
e Identifying how needs are modified in perception.

e Determining how expectations are formed.
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Managing customer perceptions and expectations is especially important in the service

sector, which sells two things: the service itself, and the ability to serve, which the

customer has to believe can be delivered (Kotler, 2000).

The work of Smith, I. (1995) proposes that there are three aspects to managing customer
satisfaction, namely, the legal perspective, the customer perspective and the manager’s

perspective.

o The legal perspective

From the legal perspective, managing customer satisfaction means meeting specific
standards of product or service: price, delivery, safety and quality. There are also codes of
practice and other self-regulating controls, which may apply to specific businesses.
Customer satisfaction from a legal perspective is ensured when customers are not misled or
left dissatisfied or with inferior or faulty goods or services and the service provider has
conformed with the codes of good practice and other requirements which apply to the

business’s particular activities.

o The customer perspective
The heart of customer satisfaction is meeting or exceeding customers’ expectations.
Managing customer satisfaction is a continuous process that does not begin or end with a
purchase; it covers the entire ownership experience from selecting a product, to purchase,
through aftercare to repeat purchase. There are three clear stages: pre-sales, sales and

after-sales, and all three stages will contribute to customer satisfaction.
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o The manager’s perspective

The manager’s perspective of handling customer satisfactioh must start from the realisation
that what the manager provides extends well beyond the core product or service. Managing
customer satisfaction begins with an understanding of the elements that come together to

determine satisfaction levels.

3.3.4 Customer Satisfaction and Internal Business Processes

Customer satisfaction is linked to both business performance in terms of market share and
profitability, and internally driven critical processes (Naumann and Giel, 1995). This
implies that a focus on improving customer satisfaction levels allows an organisation to
continuously improve those internal business processes that drive customer satisfaction,
which, in turn drives market share and market share drives financial performance. Internal
business process improvement initiatives that focus on customer satisfaction have to form
part of the routine business performance measurement system. One such measurement tool,
the Balanced Scorecard (Kaplan and Norton, 1992), is described as a business performance
measurement system that covers four perspectives, namely, financial, learning and growth,
internal business process and customers. The Balanced Scorecard is intended to support the
management of strategy implementation and organisations, in reviewing operations, would
be able to monitor non-financial and financial performance measures. This tool would be of
benefit to CTS in monitoring the ongoing implementation of customer satisfaction

improvement strategies.
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3.3.5 Conclusion: Customer Satisfaction

The above section of this chapter has reviewed two critical aspects in defining customer
satisfaction, namely customer expectations and customer perception. Some authors define
customer satisfaction as the difference between customer perceptions and expectations,
whilst others define satisfaction primarily in terms of the customer’s perception of service.
The current CTS study follows the latter view and this has rendered the design of the
questionnaire simpler and of greater practical use. Other aspects of customer satisfaction,
which were in the context of managing perceptions and expectations, were also briefly
reviewed. Customer satisfaction improvement strategies and its forming part of the internal
business process, was discussed and the Balanced Scorecard management tool was

introduced and will be discussed further in Section 6.3.

As stated previously, high customer satisfaction results in high customer loyalty. Having

reviewed the literature on customer satisfaction, the literature on customer loyalty is

reviewed in the following section.

3.4 CUSTOMER LOYALTY

3.4.1 Introduction

Even in markets with relatively little competition, providing customers with outstanding

value may be the only way to achieve sustained customer satisfaction and loyalty. Research

shows that perceived service quality has an impact on customer satisfaction, which, in turn,
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leads to later behaviours (loyaltyj towards the service organisation (Andreassen and
Lindestad, 1998). Therefore, service quality appears to be a causal antecedent of customer
satisfaction, which mediates the relationship between service quality judgments and
behavioural intentions (Taylor and Baker, 1994). In a further study conducted in five
different service industries, a positive relationship was found between perceived service
quality and customer loyalty (de Ruyter, Wetzels and Bloemer, 1998). The study of Wong,
Dean and White (1999) also found a positive relationship between the dimensions of service

quality and customer loyalty.
3.4.2 Definition of Customer Loyalty

Simply stated, customer loyalty is a purchase behaviour, unlike customer satisfaction, which
is an attitude (Griffin, 1996). Customer loyalty has been generally described as occurring
when customers:

o Repeatedly purchase goods or service over time, and

o Hold favourable attitudes towards goods or service, or towards the company supplying

the goods or service (Wong and Sohal, 2003b).

Oliver (1997) proposes that customer loyalty can be viewed as developing in four phases.
In the first cognitive loyalty phase, the information base available to the customer
compellingly points to one brand over another. In this phase, the level of attachment a
customer feels for the organisation’s offerings is low. The second phase of loyalty is based
on affect. Affective loyalty, as an attitude, is more difficult to dislodge than cognitive

loyalty, since the loyalty is encoded in the customer’s mind as affect and not solely as
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cognition. The third loyalty phase, conative loyalty, is a state containing deeply held
commitment to buy. Action loyalty is the last loyalty phase where intention accompanied by
motivation leads to a state of readiness to act and a desire to overcome obstacles to achieve

action (Oliver, 1997).

According to Wong and Sohal (2003a) customer loyalty appears to consist of three separate
dimensions, namely, the behavioural, attitudinal and cognitive dimensions. From the study
of Jacoby and Chestnut (as cited by Wong and Sohal, 2003a: 294) the behavioural
dimension of loyalty has been interpreted as a form of customer behaviour (for example
repeat purchasing behaviour) directed towards a particular service; the proportion of
purchases devoted to a given brand (Cunningham, 1956) and the probability of repeat

purchases (Ehrenburg, 1965).

Criticism from Dick and Basu (1994) suggest that a major problem with behavioural loyalty
is that it does not provide a comprehensive understanding of the factors underlying repeat
purchase. Further criticism by Day (1969) is that behavioural measures of loyalty lack a
conceptual basis and have a narrow and outcome-focused view of what is a dynamic

process.

The attitudinal dimension of loyalty is described in the study of Jacoby and Chestnut (as
cited by Wong and Sohal, 2003a: 295) as a psychological commitment to a brand. Jarvis
and Wilcox (1976) suggest that the attitudinal dimension includes consumer’s preferences or
intentions. As a result of the above considerations, Dick and Basu (1994) encourage the use

of composite measures of loyalty, as the restriction of loyalty to either behaviour or attitude
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seems incomplete. They, therefore, propose that loyalty is determined by a combination of

repeat purchase levels (repeat patronage behaviour) and relative attitude (level of
attachment). It would seem that composite measures of behavioural and attitudinal loyalty

tend to capture the essence of loyalty more effectively (Wong and Sohal, 2003a).

Jones and Sasser (1995) state that there are two types of loyalty: true long-term loyalty and
false loyalty. A variety of factors can generate false loyalty or make customers seem deeply
loyal when they are not. These include government regulations that limit competition, high
switching costs, propriety technology that limits alternatives and strong loyalty-promotion
programmes. Jones and Sasser (1995) made a startling discovery about customers in such
markets: whenever such customers have choices and feel free to make a choice, they act
like customers in markets with intense competition and will only remain loyal if they are

completely satisfied. This is the threat faced by CTS.

Different satisfaction levels reflect different issues and, therefore, require different actions
(Naumann and Giel, 1995). The level of satisfaction among targeted customers is a good
indicator of the level of quality of the product or services they are receiving (Pizam and
Ellis, 1999). The way to raise the level of customer satisfaction from neutral to satisfied, or
from satisfied to completely satisfied, is not just a matter of doing a better job of delivering
the same value or experience that the organisation is currently delivering (Jones and Sasser,
1995). There are four elements that affect customer satisfaction: the basic elements of the
product or service, basic support services; recovery process for counteracting bad
experiences and extraordinary services that so excel in meeting customers’ personal

preferences that they make the product or service seem customised (Kotler, 2000).
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3.5 CONCLUSION: CUSTOMER LOYALTY

It is essential to understand what proportion of customers’ seeming loyalty is true loyalty
based on the organisation’s delivery of superior value, and what is artificial loyalty.
Measuring customer satisfaction is one of the surest ways to obtain this information. If
there is a likelihood that the level of competition in a market is going to increase, it is
obviously better to seek to increase customer satisfaction before the change occurs rather
than after. With the CTS emerging from a protected market environment, it is crucial to
me;asure the level of customer loyalty by measuring the level of customer satisfaction. This
study is, therefore, an important intervention in a strategic planning process that ensures

CTS continued success in increasing customer satisfaction and customer loyalty.

Chapter 3 reviewed the relevant literature on service quality, customer satisfaction and
customer loyalty. The approach taken