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ABSTRACT

This research article examines the connection between the
perceived quality of a customer-company service interaction in a
retail environment by analyzing the concepts of service quality
and its impact on customer satisfaction. To evaluate how service
quality impacts a company’s performance and which dimensions
of service quality should be emphasized, the concept of customer
loyalty is cross-examined in the article to identify the various
performance-related outcomes. Measurement methods are
evaluated and applied in a case study involving a large fuel
retailer in Latvia. As a result of the empirical research involving
SERVQUAL, CSAT, NPS surveys, semi-structured interviews
& qualitative content analysis, practical improvement and focus
areas for fuel retailers are suggested, theoretical implications are
discussed, and future research directions are proposed.
Keywords:  Service Quality, Customer
Satisfaction, Customer Loyalty

SERVQUAL,

1. INTRODUCTION

When companies operate in conditions of high competition, it is
essential to secure a competitive advantage that cannot be simply
copied. Only 8% of surveyed customers view the service quality
in the retail segment as high, whilst 80% of surveyed
organizations believe the service they provide is exceptional and
better than the average [1]. Customer service is an added value
for products that involve all the company to build relationships
with their customers [2]. On the other hand, customer satisfaction
has a direct impact on customer loyalty, which affects the
profitability of the company [3] through repeated purchase
intentions, the volume of purchase, the share of wallet, and
positive word of mouth towards other potential customers.
Customer service can be used as a tool to create a long-term
relationship between the customer and the company to make a
profit. High quality of service allows service providers to differ
from competitors and thus gain a sustainable competitive
advantage [4]. This research article examines the positive impact
of customer service quality on the perceived brand value,
customer satisfaction, and customer loyalty. Gartner's research
concludes that 96% of customers who have experienced effort
through a dissatisfactory (not meeting their expectations) service
experience are not loyal to the organization. In comparison, only
9% of customers who experienced a high level of service quality,
meeting their expectations, were disloyal [5]. This research
article proposes two questions.

RQ1: How does the quality of customer service affect the
company's profitability in a retail environment?

RQ2: How can a company’s performance be increased by
improving the customer service quality?

This research uses various research methods, including literature
review, SERVQUAL, CSAT & NPS surveys (with 162
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respondents), 46 semi-structured interviews & qualitative
content analysis to answer the two research questions.

2. LITERATURE REVIEW

Customer Service Quality and Customer Loyalty

The definition of Customer Service Quality has evolved and
changed throughout the years: starting with a pure focus on
simplifying the purchasing process to increase the conversion
rates of sales efforts in the 1970s [6]. It later entered the
marketing domain as an element to increase the value of a
product in the eyes of a potential customer to be utilized as a part
of the marketing communication [7]. Service Quality (in the
2000s) was viewed as a result of all interactions between
customers and suppliers, manufacturers and distributers [1], [8],
rather than just a sub-set of another domain or a completely
separate concept from marketing. Many authors attribute this
paradigm switch to a key aspect of Service Quality: it is personal,
subjective, and dependent on a customers’ perceptions and
expectations [9], [10], [11], [12]. Thus, it cannot be separated or
isolated, as predicting how a particular person may view and
evaluate a service interaction process is complex. Some
customers may receive, what the majority would rate as poor
service and be satisfied, while others may be dissatisfied even
when experiencing high service quality.

Investing in a company culture focusing on delivering a high
level of customer service quality has been proven to provide an
edge over competitors in settings where the barriers to switching
suppliers are low and are the primary driver of customer loyalty
[10], [13], [14]. While there is no common definition amongst
scholars on what is customer loyalty, there are various aspects
that are universally agreed upon, such as the bond between a
market actor (organization) and their existing or potential
customer that predicts their future purchase behavior [15], [16],
[17], [18]. Many scholars also agree that one of the loyalty
drivers for customers, in addition to service quality, is the match
between personal values and the values of the organization[19],
[20], [21], [22]. However, these authors also highlight that
service quality influences how an organization’s value is
perceived by customers, leading to trust or distrust, which affects
customer satisfaction.

Customer Loyalty and Profitability

The strength of the aforementioned link between customers and
an organization (loyalty) positively predicts the performance of
the company [3], [14], [23]. There are multiple behavioral
outcomes of increased customer loyalty: positive Word of Mouth
(WoM), increased Share-of-Wallet (SoW), intention to
repurchase, and reduced willingness to switch suppliers (churn)
[24], [25], [26], [27], [28], [29]. However, the actual contribution
of customer loyalty to an organization’s financial results is
difficult to measure precisely, as there are too many variables
influencing each of the four outcomes, such as a customer’s
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willingness to re-purchase. While an increased bond (loyalty) is
proven to be a high probability predictor of repeated purchases
[30], [31], it may not be the main factor: one may not be aware
of alternatives, may have an externally motivated need for a
specific product, thus rendering it impossible to measure
precisely. However, there is a consensus amongst scholars that a
positive correlation exists between higher customer satisfaction,
higher level of loyalty, and increased profitability [24], [26], [31],
[32]. Itis not possible to measure this correlation precisely. Thus,
a model needs to include various elements that are measured
simultaneously to get a relevant picture.

Service Quality and Loyalty Measurement Methods

As outlined previously, measuring the impact of service quality
on customer loyalty is a difficult task due to the personal and
subjective nature of how a service interaction is perceived by
different customers and the multitude of variables influencing a
customer’s behavior. The theoretical model (and answer to RQ1)
is outlined in Figure 1.

Perceived
value Purchase
Customer Customer Intention
f Satisfaction Loyalty
Service
Quality

Figure 1: Customer Loyalty Model (created by the authors)

To provide continuous improvements to the service process, it is
necessary to measure the perceived service quality [33]. Multiple
methods have been proposed for this purpose: SERVQUAL [34]
and SERVPERF  (universal methods for most service
interactions), DINESERYV, LibQUAL, and LODGSERV (for
specific industries) [35]. While the SERVQUAL model has been
criticized in the past, specifically for its use in emerging
technology or highly personalized service scenarios [36], its use
in familiar and widely known scenarios, such as fuel retailers,
yields consistent and benchmarkable results [37]. Its five
dimensions (tangibles, reliability, responsiveness, assurance, and
empathy) match the service environment of most fuel retailer
customer expectations. It allows customers to evaluate each of
the dimensions from two perspectives:

e  What level of service did the customer expect?

e  What level of service did the customer experience?
This allows measuring the gap between the expected and
experienced service quality [34].

To measure Customer Satisfaction, the CSAT Score is one of the
most widely accepted methods of measuring how satisfied
customers are with the experienced service, or goods/services
received [38]. It has shown a positive correlation between an
increased CSAT score and a higher Sow [39].

While the Net Promoter Score (NPS) is predominately an
indicator of positive WoM intentions of customers (results of an
increased loyalty level towards an organization), it has shown a
positive correlation to an organizations’ performance in past
studies [40].

3. METHODS
To measure the various elements of customer loyalty and collect

potential ideas for the improvement of the service quality, two
main methods of primary data collection were chosen:
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e  Conducting a Customer Survey to retrieve quantitative
data
e  Conducting employee interviews to collect qualitative
data and gather the perspective of the employees of an
organization
SERVQUAL, NPS & CSAT models were utilized to analyze the
survey results, while Quantitative Content analysis was
performed on employee interviews.
Data was collected using a case study in a Latvian fuel retailer.

Customer Survey

SERVQUAL was the main method used in the Customer Survey.
NPS & CSAT questions were added to the survey to measure the
additional elements of the customer loyalty model. 13
SERVQUAL aspects were measured across the five dimensions
(see Table 1) using a 5-point Likert scale. Some authors suggest
using an even number scale to reduce the occurrences of
indecisive respondents selecting a neutral option as the default.
In our research, it was decided to go with a 5-point scale due to
this being the default for customer surveys organized in the fuel
retailer used as the case study [41]. This allows for future
benchmarking, should this case study be expanded in other
markets, such as the US and Northern Europe.

Table 1: SERVQUAL dimension & aspect coding

Code | SERVQUAL | Service Aspect
dimension

TAl Tangibles Modern equipment

TA2 Tangibles Convenient and visually appealing store
layout

TA3 Tangibles Professional employee appearance

RL1 Reliability Reliable employees

RL2 Reliability Auvailability of goods and services

RL3 Reliability Safe environment

RN1 Responsiveness | Fast and easy service

RN2 Responsiveness | Employee helpfulness

RN3 Responsiveness | Employee friendliness and likeability

AS1 Assurance Employee competence and
trustworthiness

AS2 Assurance Relevant offers

EM1 Empathy Understanding customers’ needs

EM2 Empathy Genuine interest in solving problems

To calculate the Share of Wallet for the respondents, two
additional questions were included in the Survey:

1. First, ask customers to evaluate the frequency of their

fuel retailer visits.
2. Then, ask to evaluate the frequency of visits to the
specific fuel retailer brand.

The survey was conducted in 18 of the 84 fuel retailer sites spread
geographically across Latvia. A mixture of more extensive,
smaller, urban, and rural locations was selected to have a broad
and representable selection of survey respondents. To participate
in the survey, customers had to scan a QR code near the cashier
— leading to a mobile-friendly survey. After initial tests of the
survey questions, due to the length of the survey (on average, it
takes 10-12 minutes to complete it), it was decided to include a
short introduction video with one of the article authors. This was
done to increase the likelihood of a completed survey (see Figure
2). The addition of the video improved the survey start rates by
28% and the completion rates by 33%. The survey was conducted
from the 14%" to the 22" of March 2022 and 162 responses were
received.
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Figure 2: Introduction video

Employee Interviews

46 semi-structured interviews were conducted with 69% of the
fuel retailer’s store managers to collect qualitative data. These
interviews covered a range of topics related to customer service
quality at the store locations — asking to evaluate the
strengths/weaknesses of the service process in the entire network
and their respective station, and asking to suggest ideas for
improvements. Qualitative content analysis was used to answer
this guiding question [42], [43]: Which of the SERVQUAL
dimensions are emphasized by the store managers as
problematic?

Additionally, to find root causes of potential issues, they were
prompted to provide their justification and also a resolution that
could potentially improve this specific SERVQUAL dimension.
The results were transcribed and analyzed using the
MAXQDA?2022 software.

4. RESULTS OF THE RESEARCH

SERVQUAL Results

The customers have rated two dimensions as improvement areas
— Responsiveness and Assurance (see Table 2); thus, in the
context of a Latvian fuel retailer, these two areas would yield the
most significant improvement on customer loyalty levels. The
most remarkable difference between the expected and the
perceived service quality aspect can be seen in code RN1 (see
Table 1) - fast and easy service. Through observation during the
research and backed up by the interview results, the main drivers
for the gap are an increase in traffic due to the lifting of COVID-
related restrictions. This was further exacerbated by a decrease in
staff during the pandemic, and staff levels have not increased to
a level where they can handle the traffic during peak hours in
specific stores. This leads to longer queues forming during peak
hours, especially when a sub-set of visitors are also purchasing
food & beverage category goods, which adds additional minutes
to the average handling time per customer.

156

Table 2: SERVQUAL results

Code | Expectations | Perception Difference
TAl 4.64 4.56 -0.09
TA2 4.69 4.48 -0.21
TA3 4.75 4.66 -0.10
RL1 4.19 4.18 -0.01
RL2 4.48 4.43 -0.05
RL3 4.84 4.62 -0.22
RN1 4.70 4.22 -0.48
RN2 4.78 4.44 -0.34
RN3 4.55 4.35 -0.21
AS1 4.75 4.43 -0.33
AS2 4.40 4.22 -0.18
EM1 4.09 4.14 0.05
EM2 4.44 4.32 -0.11
4.56 4.39 -0.17

Customer Satisfaction Net Promoter Score results
After receiving the results, the NPS score was calculated using
the formula seen in Eq. (1)

NPS = (3 Promoters — Y Detractors)/Sample Size *100, 1)

where customers rate the likelihood of recommending the fuel
retailer to friends or family members as:

e  0-6: Detractors

e  7-8: Passives

e  9-10: Promoters

The calculated NPS score for the fuel retailer is 52,46, which is
lower than the average (61) in the B2C retail segment [44].

The calculated Customer Satisfaction score (CSAT) is 4,63. This
was compared to an internal/ongoing CSAT survey run as part of
the fuel retailers’ Voice of the Customer program, where the
average score across the stores was also 4.63, thus indicating a
high level of reliability. As the respondents rated their
satisfaction on a scale from 1-5, the average CSAT score can be
considered high, especially regarded when compared to a lower
NPS score. This means that while the customer satisfaction is
high, the baseline loyalty of the customers is lower, which can be
attributed to the ease of switching between various suppliers in
the fuel retails segment.

Share of Wallet (SoW) results

The average Share of Wallet of the survey respondents is
79.92%, which indicates a high Share of Wallet amongst the
survey respondents. However, the low level of loyalty indicated
by the NPS score and the ease of switching suppliers adds a
greater risk of customer churn. A combination of low WoM and
a high SoW emphasizes the need to improve the Service Quality
to improve the service perception. The authors conclude that
increasing the SoW further should not be considered the main
goal for any improvement initiatives. The fuel retailer should
focus on improving the positive WoM, repeat purchase
intentions, and reducing customer churn by improving the
identified SERVQUAL dimensions.

Interview Results

The highest SERVQUAL dimensions are responsiveness
(matching the SERVQUAL customer survey results) and
empathy (with 56% of the interviewed store managers
highlighting this as an essential dimension that lacks
improvement).
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Table 3: Interview result summary

SERVQUAL % of store managers identifying
dimension as improvement areas

Tangibles 23%

Reliability 7%
Responsiveness 85%

Assurance 32%

Empathy 56%

While clear solutions were not identified, the store managers
identified two major root causes for the following two
dimensions:

e  For responsiveness — the increase of traffic to the cash
registers during peak hours causes high average queue
and handling times.

e For empathy - the lack of companywide
communication guidelines/scripts. When customers
visit a location of the fuel retailer in a specific area, the
service quality they experience during the interaction
with the store employee can differ widely from other
store locations, causing a gap between expectations
and reality for future visits.

Answer to RQ2: How can a company’s performance be
increased by improving the customer service quality?

Based on the results of the Survey & Semi-Structured employee
interviews, it can be concluded that the focus on improving
service quality across the t dimensions of responsiveness and
assurance can improve the overall perceived service quality of
customers the most (see Table 4).

Table 4: Improvement dimension impact on company
performance through loyalty outcomes

SERVQUAL Loyalty Impact on company

dimension outcome performance
impact

Responsiveness | -Purchase - Increased likelihood
intention of repeated purchases

- Reduced number of
lost customers

-Customer churn

Assurance -WoM - Improved likelihood
-Purchase of a recommendation
intention - Increased likelihood

of repeated purchases

SoW is one of the loyalty outcomes that is not predicted to
increase, as the surveyed customers already have a high SoW. As
confirmed by store manager interviews — most customers stay
with one brand unless the service quality they receive at the stores
does not match their expectations, causing them to switch
suppliers — thus not reducing their Share of Wallet, but
completely switching to a different brand (churn). Access to
various loyalty programs, encouraging a higher SoW behavior
amongst loyal customers, is one of the drivers for this customer
behaviour.

These initiatives were proposed to improve the two dimensions
of the service quality:

1. Introducing self-service check-out systems to divert
non-food purchasing customer traffic away from cash
registers.

2. Creating and rolling out a companywide and
standardized “Customer — Guest” approach, creating
guidelines, and training store employees to better
understand customer needs, empathize with the
customers, and provide better (personalized) offers
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during the customer-employee interaction in a service
process setting.

As a result of the pandemic, most physical activities were
converted to a digital medium, which generally has an increased
speed of service and focuses on self-service compared to
traditional physical retail locations [45].

5. CONCLUSIONS AND DISCUSSION

This article contributes to the topic of service quality, customer
satisfaction, and customer loyalty in 3 main ways: by reviewing
and proposing a simplified service-quality to performance
outcome model, reviewing the various measurement methods for
organizations to measure objectively (or due to the ambiguous
and subjective nature of service experiences — attempt to measure
objectively) the impact of service quality towards a companies’
performance, and empirically demonstrating the aforementioned
using a case study within a retail environment. This has
managerial implications, especially in a post COVID
environment, where service quality has become increasingly
important to get right with additional traffic returning to retailers
physical locations [39], [46].

While our model attempts to simplify and summarize previous
models related to customer service quality and loyalty, additional
elements can be added in future research. Specifically, the topic
of sustainability in the context of customer satisfaction and
loyalty should be researched — previous research has shown that
companies pursuing and embedding sustainability as part of their
core values can improve their performance [47], [48]. The
authors specifically see how sustainability aspects can improve
the value perception of a brand in the eyes of a potential or
existing customer, thus further improving their satisfaction in a
service setting.
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