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Abstract

Purpose — This article aims to provide a summary review of what is already known about customer
loyalty and identifies some emerging issues that play an important role in it. As a result of dramatic
changes in the marketplace and in consumers’ connections with the hospitality industry, researchers
and practitioners are keen to understand the factors that underpin customer loyalty.
Design/methodology/approach — By synthesizing extant customer loyalty literature, this article
seeks further understanding of loyalty and offers priorities for ongoing loyalty research.

Findings — Using conceptual models, this study provides a framework designed to extend the
understanding of customer loyalty and the impact of the evolving role of engaged customers.
Practical implications — Companies are advised to create emotionally engaged, loyal brand
ambassadors by focusing on emerging areas, such as customer engagement, brand citizenship
behaviors, mass personalization, employee engagement, brand ambassadors (both employees and
customers), co-creation of value, co-design, co-consumption and rapport between customers and
employees.

Originality/value — This article crafts a conceptual framework for customer loyalty and identifies
those factors that influence its development in the service industry with a special focus on the
hospitality industry.

Keywords Employee engagement, Customer satisfaction, Customer loyalty, Profitability,

Brand image, Word of mouth, Customer trust, Customer engagement, Brand experience,

Willingness to pay more, Share of wallet

Paper type Research paper

1. Introduction

The concept of customer loyalty is central to marketing scholarship (Toufaily et al,
2013); from a practitioner’s perspective, it also is among the most enduring assets
possessed by a company. Creating and maintaining customer loyalty helps companies
develop long-term, mutually beneficial relationships with customers (Pan et al., 2012);
these loyal customers exhibit attachment and commitment toward the company, and are
not attracted to competitors offerings (So ef al, 2013). Furthermore, loyal customers
are willing to pay more, express higher buying intentions and resist switching
(Evanschitzky et al, 2012). In this sense, it is imperative for firms to have loyal
customers.
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The online marketplaces of the twenty-first century, together with fundamental
changes to consumer lifestyles, have compelled organizations to transform the way they
conduct business. In particular, increasing consumer demand for superior service,
together with the acceptance and widespread use of information technology, mobile
devices, the Internet and social media, require that firms rethink their business
environment. Profound changes in consumer lifestyles and buying behavior highlight
the need for firms to adapt to their customers’ new mind-sets to sustain their effective
market dominance. The new paradigm for the connected twenty-first century therefore
might consist of new factors (i.e. customer perceived value, co-creation, brand
ambassadors, opinion leaders, customer engagement, customer communities, social
media and employee engagement) not previously conceived of within the realm of
loyalty. Customers’ extensive adoption of technology and various online
communication channels, such as social media and customer communities, provide
customers with a new role (Wirtz et al., 2013), such that they assume they can make a
significant contribution to service value, determine a firm’s technology adoption and
bring online communication and communities to life. The role of customers thus has
extended beyond the idea of a co-producer of value, to the more important function of
co-ownership of the brand and its potential success. In the past, brand management was
a firm’s primary task, in its effort to gain a superior market image and customer loyalty
(Allaway et al., 2011). Today, service customers are both co-producers of value and
co-owners of the brand. The strategic focus, beyond mere customer loyalty, is to achieve
the active engagement of customers as co-owners and co-creators of value. Companies
thus seek strategies to enhance customers’ active engagement with the firm and
encourage them to serve as brand ambassadors (James, 2013).

It is essential to grasp the facets of business performance that persuade customers to
become repeat purchasers, to exhibit behavioral loyalty (Wilkins et al, 2009) and to
enhance their engagement with the firm. This study undertakes an in-depth review and
synthesis of current literature on service marketing/management, retailing, tourism and
hospitality literature to examine the nascent theory that underpins the idea of loyalty in
service industries (in this case, using hospitality as a focal context). Given that service
provision is central to the customer-perceived value, hospitality researchers and
practitioners have used service literature for guidance on how best to improve service in
the hospitality industry (Kandampully ef al, 2014). Through an extensive review of
literature, the authors propose two models:

(1) the progression of loyalty and the customer’s attachment to or relationship with
the firm (Figure 1); and

(2) the antecedents and consequences of loyalty, according to prior empirical
research (Figure 2).

Through this synthesis of literature, we also specify the progress of loyalty research to
date, which indicates some further research directions. This study should be of
considerable interest to researchers and practitioners, as they seek cutting-edge
strategies, to investigate and to implement. The growth of the hospitality industry has
transformed it not only into a global industry but, more importantly, a service-oriented
and customer-focused highly competitive market. Customers thus are among the most
important assets of any hospitality firm (Purohit and Purohit, 2013). Moreover,
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developing and maintaining a long-term, engaged relationship with key customer
groups is imperative for firm success.

2. Literature review

2.1 Customer loyalty and its strategic priority

Typically, literature classifies customer loyalty in two facets, behavioral and attitudinal.
A particular brand’s purchase frequency and purchase possibility are proposed as a
means to measure behavioral loyalty (Yi and Jeon, 2003). Such definitions have been
criticized for their limitations in distinguishing between commitment and convenience.
Attitudinal loyalty, however, is defined as:

[...]Ja deeply held commitment to rebuy or patronize a preferred product or service consistently
in the future, despite situational influences and marketing efforts having the potential to cause
switching behavior (Oliver, 1997, p. 392).

Competitiveness in global markets has intensified the importance of customer loyalty as
a means to achieve long-term competitive advantages (Aksoy, 2013). More than ever
before, managers must implement innovative strategies to gain the trust and loyalty of
their existing customers (Dominici and Guzzo, 2010) to entice them to engage in positive
word of mouth (WOM) (Reichheld and Sasser, 1990; Zeithaml, 2000). Faced with
increasing competition, many service companies recognize the importance of building
strong relationships with their existing customers (Morgan and Rego, 2006). For the
hospitality industry, this realization comes with many challenges (Kandampully and
Hu, 2007; Verma et al, 2007, Wilkins, 2010). Previously, hospitality firms could
communicate value to customers by establishing the economic value and unique
attributes of their products and services. Today, most hospitality firms offer identical or
comparable products and services, which appear simply as commodities to the market
and its customers (Victorino et al., 2005). This phenomenon is discussed in the literature
as commoditization (Weil and Stoughton, 1998; Davenport, 2005).

Because product and service features no longer constitute unique differentiating
attributes, it is the customer as a brand ambassador that has become the most important
asset central to a firm’s success (Solnet and Kandampully, 2008). Customer-provided
WOM, online or offline, positive or negative, is closely reviewed by prospective
customers, making it a powerful marketing tool (Brown et al., 2007; Khare et al., 2011),
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Figure 1.
Customer loyalty
pyramid
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Figure 2.

Antecedents and
consequences of
customer loyalty

such that customer relationships trust and engagement with the firm (Eisingerich et al,
2014) are an imperative strategic focus for firms.

With regard to service loyalty, one of the most important and well-researched
constructs in service literature and a driving force of firms’ long-term success (Rust ef al.
2004), we note various long- and short-term benefits, even in mature, competitive
markets (Liu ef al, 2011). For example, loyal, long-term customers tend to expand their
relationship, providing cumulative rewards to the firm (Srinivasan et al, 2002).
Moreover, loyal customers often act as credible advocates through social media
(electronic WOM), informally linking networks of friends, relatives and other potential
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customers to the organization (See-To and Ho, 2014). Such impacts have particular
importance in this connected world. Moreover, the customer’s attachment to the firm
progressively strengthens as the trust and relationship develops over time, as illustrated
by the customer loyalty pyramid (Figure 1).

2.2 Customer lovalty pyramid

Hospitality companies acknowledge that their existence and growth depend on their
ability to create unique, memorable and positive experiences for customers (Walls ef al.,
2011). Tailoring and designing personalized experiences that connect the company with
like-minded consumers could be a means to create brand ambassadors and co-creators
of value, ultimately enhancing loyalty and profitability. Co-creation and brand
communities both offer promising ways to establish valuable relationships with
existing or potential customers (Filler, 2010) because customers feel greater loyalty
toward brands with which they develop strong affinity (Hwang and Kandampully,
2012). Thus, service companies have shifted their emphasis from customer acquisition
to creating customer engagement and participation (Prahalad and Ramaswamy, 2004;
Sawhney ef al., 2005). Engaged consumers generate product/brand referrals, co-create
experience and value and contribute to organizational innovation processes and
consumer loyalty (Hover et al, 2010; Prahalad and Ramaswamy, 2004). Customer
loyalty in the hospitality industry requires a long-term relationship (Bowen and
Shoemaker, 2003). Figure 1 portrays the stages of developing an emotionally committed
loyal lifetime customer base and creating brand ambassadors for service companies.
The strategic value of a customer increases as he or she moves up the stages of the
theoretical pyramid. Attracting, converting, engaging and bonding customers are part
of the pathway to creating brand advocates and emotionally loyal customers. In this
process, individuals are not passive recipients of marketing cues but increasingly are
proactive participants in interactive, value-generating co-creation processes (Hollebeek
2013).

To create emotionally loyal customers, it is necessary to build customer commitment
(Evanschitzky et al., 2012), especially its affective form. Personal relationships and trust
nurture customers’ loyalty over time. In their seminal research, Bowen and Shoemaker
(2003) highlight the importance of building relationships based on trust and
commitment. Customer participation here has a significant impact on customer loyalty
(Eisingerich and Bell, 2006). As customers participate and become more involved in the
service process, they tend to share the credit, and the blame, for service outcomes, as well
as develop new social bonds. It is important for hospitality organizations to keep their
customers involved throughout the product life cycle and developing services to meet
their changing needs. For example, Marriott’'s Travel Brilliantly (https:/travel-
brilliantly.marriott.com) asks guests to help “shape the future of travel” by sharing
groundbreaking ideas about how to improve the modern travel experience, whether
through design, cuisine, wellness or technology. Members of such platforms derive
benefits from interacting with like-minded peers and gaining mutual assistance. The
resulting social relationships create a sense of community (Gebauer ef al, 2013). In this
context, social media has significantly influenced how marketers attempt to engage
customers. Groups of advocates, brand ambassadors and emotionally loyal customers are
the most strategically significant; they have high life-time value potential, such that they
not only buy more themselves but also influence others’ behaviors and willingness to
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purchase by endorsing the firm’s products and services through positive WOM (Bijmolt
et al., 2010). More meaningful, deeper relationships might be achieved by nurturing
active interactions (Kumar et al, 2010a, 2010b). That is, when a customer co-creates, the
customer — supplier relationships extend through interactions (Payne et al., 2009) and
the network relationships provide a source of innovation and knowledge (Kandampully,
2003). Customers expect to learn about products and services from their experienced
peers; they also rely heavily on online reviews during their decision-making process.
Because greater customer loyalty aligns with positive emotions, such that it stems from
consistently positive emotional experiences, customer engagement in personalized
interactions (whether face-to-face or online) will help companies create an emotionally
loyal customer base.

2.3 Loyalty — value relationship

Loyalty is transient by nature, and customers expect firms to offer superior value in
every interaction (Helkkula et al, 2012); therefore, customer loyalty is particularly
undependable in the hypercompetitive hospitality market (Deng et al., 2010). Given the
competitive market, loyalty programs have proven incapable of gaining customers
long-term loyalty. Direct links have, however, been found between loyalty and hotels’
service performance (Kandampully and Hu, 2007) and the perceived value of the firm’s
offer (Siu et al., 2013).

Research has indicated that value is inextricably linked to customer loyalty and
that perceived value is central to inducing positive responses from consumers
(Chang, 2013). Customers seek two forms of service value: economic, or transaction,
value, which pertains to the perceived price, and psychological value, or the
emotional and cognitive aspects of the product/service choice (Gallarza and Gil
Saura, 2006). As an important component of customer relationships, value is an
important component of customer relationships: it reflects the firm’s commitment to
its customers while simultaneously establishing a point of differentiation and
competitive advantage (Gronroos and Ravald, 2011; Ravald and Grénroos, 1996).
However, continually innovating and developing value-enhanced products and
services is not easy, so firms collaborate with and enter into multiple relationships
with other firms (often through extended networks of partners), which helps them to
offer more valuable benefit to the customer (Kandampully, 2003). The firm’s
competitiveness depends on the value it can create through networks, or
constellations of relationships in which multiple, interdependent service providers
combine to offer customers complementary value and synergetic benefits. Van Riel
et al. (2013) argue that consumers value services as elements of larger constellations
of mutually facilitating, complementary and supporting services. Moreover, value
provides the firm with the opportunity to strengthen its bond with customers and
sustain long-term relationship loyalty.

Figure 2 and Table I display the relevant antecedents and consequences of customer
loyalty in service marketing/management, hospitality and tourism management
literature and practitioner research. The 13 antecedents of customer loyalty and five
outcomes of customer loyalty identified are depicted in Figure 2. In the following section,
we discuss the 13 antecedents of customer loyalty.
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2.4 Antecedents of customer loyalty

The antecedents of customer loyalty have been widely explored and investigated by
both academia and practitioners (Allaway et al,, 2011; Kandampully and Suhartanto,
2000; Wang, 2010) because the factors leading to customer loyalty might be crucial
ingredients for a firm’s sustainability and competitiveness (Berezan ef al., 2013). In an
attempt to provide an overall picture of how to achieve customer loyalty and uncover
latent relationships among its antecedents, we address two groups of variables:

(1) wvariables that have been established and extensively discussed in the literature;
and

(2) wvariables that have recently emerged within exploratory literature.

2.4.1 Loyalty programs, perceived switching costs, customer satisfaction, service quality
and commitment. Previous customer loyalty literature has extensively investigated the
roles of loyalty program variables (Uncles ef al., 2003), perceived switching costs (Lee
etal., 2001), customer satisfaction (Kandampully and Suhartanto, 2000; Yoon and Uysal,
2005), service quality (Caruana, 2002; Gonzalez et al., 2007) and commitment (Little and
Dean, 2006). Loyalty programs, whether in the form of membership cards (Tanford et al.
2011) or rewards programs (Hu ef al., 2010), were predicted to have direct influences on
customer loyalty, parallel to the effect of switching costs (Baloglu, 2002). However,
loyalty programs have been criticized, as researchers have posited doubt as to whether
they actually work because they fail to understand customer behaviors and
expectations (Xie and Chen, 2014). Customer loyalty is very sensitive to perceived
switching costs (de Matos ef al, 2013); it also should increase with the benefits offered by
loyalty programs (Uncles et al., 2003). Customer satisfaction and commitment are widely
discussed indicators of customer loyalty; satisfied and committed customers are more
likely to repurchase and spread positive WOM about these benefits (Garbarino and
ohnson, 1999). Service quality also has an influence on customer loyalty, albeit
indirectly, as it helps customers determine their satisfaction with service offerings
(Demirci Orel and Kara, 2014). For several decades, researchers have considered loyalty
programs, perceived switching costs, customer satisfaction, service quality and
commitment fundamental to customer loyalty (Demirci Orel and Kara, 2014;
Kandampully and Suhartanto, 2000; Lee et al., 2001; Hu et al., 2010).
Recent studies have identified other variables as potential determinants of customer
loyalty:

« customer perceived value (Chen and Hu, 2010);
 customer engagement (Doorn ef al., 2010; Gonring, 2008);
« employee engagement (Saks, 2006);

« corporate and brand image (Wang, 2010);

« customer trust (Choi and La, 2013),

e brand experience (Iglesias et al., 2011);

 rapport between customers and employees (Delcourt ef al., 2013); and
« relational benefits (Chen and Hu, 2010).

These new perspectives offer valuable implications for service industries that have been
striving for enhanced customer loyalty and long-term relationships (Lariviere et al,

Customer
loyalty
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2014). Loyal customers are sustainable revenue contributors (Berezan et al.,, 2013), as
well as free and credible WOM providers, such that they help bring new customers to the
company (Garnefeld ef al., 2011).

2.4.2 Customer perceived value. Developing superior value for customers can sustain
afirm’s competitiveness and success (Hitt ef al,, 2011; Porter and Kramer, 2011; Loureiro
et al., 2014). In acknowledging customer diversity, previous literature proposes different
dimensions of perceived value (Chen and Hu, 2010; Kim et al., 2012). For example, Chen
and Hu (2010) suggest two underlying dimensions, functional value and symbolic value
and explore how service quality affects customers’ perceived value in the coffee shop
industry. In addition, Ryu ef @/ (2010) and Kim et al. (2012) empirically establish a
relationship between utilitarian and hedonic values and customer loyalty in the
restaurant context. Because value is often perceived as a trade-off between benefits and
costs, the most widely applied dimensions are economic and psychological value, which
refer, respectively, to perceived prices (transaction value) and emotional aspects that
influence a customer’s choices (Gallarza and Gil Saura, 2006).

2.4.3 Customer engagement. There appears to be no consensus on the definition of
customer engagement or its dimensions (Hollebeek, 2011). Verhoef et al. (2010) propose
that customer engagement goes beyond transactions, with a focus on the firm or brand,
resulting from emotion-centric motivations. Brodie ef a/. (2011, p. 253) instead argue that
it “reflects consumers’ interactive, co-creative experiences with other stakeholders in
focal, networked service relationships”, on the basis of their exploration of theoretical
literature pertaining to engagement in social science and marketing literature. Doorn
et al. (2010) define customer engagement to include a vast array of behaviors, such as
WOM, recommendations, helping other customers, blogging, writing reviews and so
forth. Their conceptual model of the antecedents and consequences (customers, firms,
societal) of customer engagement leads them to suggest a direct relationship of customer
engagement with customer loyalty (Doorn et al., 2010).

2.4.4 Ewmployee engagement. Although defined in various ways, employee
engagement generally is connected with organizational commitment, organizational
citizenship behavior, job satisfaction and turnover intentions (Salanova et al, 2005). For
example, Saks (2006) proposes three components, cognitive, emotional and behavioral
engagement, that employees exhibit toward the firm and that define their individual role
performance. Macey and Schneider (2008) assert that employee engagement
incorporates three key elements: trait (positive view of life and work), state (feeling of
energy and absorption) and behavioral (extra-role behavior) engagement. Engaged
employees, in turn, should exhibit a proactive personality, conscientiousness, affective
satisfaction with the firm, commitment, high involvement, organizational citizenship
behavior and adaptiveness.

2.4.5 Image (corporate and brand). Corporate and brand image is defined as the
general impression of the public toward a firm or its brand (Wang, 2010). Corporate
image and brand image are closed related; in many cases, their link to multiple attributes
of the firm is identical, such as product or service quality, interactions with the firm’s
employees and the brand experience (Jin et al, 2012). The image projected by the firm or
brand thus should exert a strong effect on customer loyalty (Kandampully and
Suhartanto, 2000). Kandampully and Hu (2007, p. 437) also propose that corporate and
brand image function as “filtering mechanisms” that determine the customer’s
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evaluation of products and services, as well as their satisfaction and intentions to stay
loyal to the firm.

2.4.6 Customer trust. Customer trust reflects the belief that the product or service
firm is reliable and will behave, such that “the long-term interests of the consumers will
be served” (Martinez and Rodriguez del Bosque, 2013, p. 91). Researchers define trust as
having two components: performance or credibility trust and benevolence trust
(Sirdeshmukh et al, 2002). In the hospitality sector, performance or credibility trust
implies assurance or confidence in the capabilities of hospitality firms to provide good
quality services, as expected in terms of their abilities and infrastructure, as well as the
skills and knowledge of employees (Martinez and Rodriguez del Bosque, 2013).
Benevolence trust is the belief that the firm will provide reliable and competent services
while exhibiting care, concern, honesty and benevolence (Kiyani ef al., 2012). In their
evaluation of long-term loyalty intentions, O'Mahony et al. (2013) found trust and
commitment to have a strong positive impact on hotel guests’ loyalty.

2.4.7 Brand experience. Brand management and marketing literature define brand
experience as a “takeaway expression” (Iglesias ef al., 2011) in the consumer’s mind,
resulting from multiple encounters with a brand (i.e. various products or services that
the brand offers). Researchers such as Prahalad and Ramaswamy (2004), Payne et al.
(2009) and Simmons (2009) highlight the essential role of experience for brand building.
Payne et al. (2009) conceptualize brand experiences as a series of sensations, feelings,
cognitions and behavioral responses, triggered by brand-related stimuli, which include
the brand’s design, identity, environment and communications. From this perspective,
brand experience entails managing functional and emotional elements of brand
offerings (Kivani et al., 2012). Functional components have been extensively studied as
routes to avoid customer dissatisfaction; emotions elicited during the consumption
experience instead have strong impacts on customers’ memory of the brand (Payne et al.,
2009). Therefore, brands that can deliver a superior brand experience are more likely to
promote strong emotional responses from consumers, which help the brands achieve
preference and differentiation, as well as build brand loyalty and foster evangelism
(Payne et al., 2009).

2.4.8 Rapport between customers and employees. Rapport between people results
from good interactions, due to “chemistry” (Delcourt et al., 2013). This rapport provides
a good indicator of relationship quality and forms mainly during interactions between
customers and employees (Hennig-Thurau ef @/, 2006). Service literature has defined
rapport as reflecting customers’ perceptions of an enjoyable interaction with employees,
such that they form a personal connection (Gremler and Gwinner, 2000). An enjoyable
interaction involves an affect-laden, cognitive assessment of the exchange with contact
employees (Gremler and Gwinner, 2000); a personal connection is the bond that
customers perceive in the dyadic experience (Gremler and Gwinner, 2000). Rapport
captures the interpersonal aspects of the service delivery process and is a key
determinant of customer satisfaction and loyalty (Gremler and Gwinner, 2008). In
addition, rapport appears to correlate positively with trust; as the rapport between the
employee and the customer increases, uncertainty decreases, allowing trust between the
two parties to increase (Macintosh, 2009). Furthermore, trust engenders customer
satisfaction (Macintosh, 2009), and satisfied customers are more likely to stay with the
service firm (Kivani et al, 2012) and actively engage in positive WOM (Brown ef al.
2007), which are central elements of customer loyalty (Coelho and Henseler, 2012).
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2.4.9 Relational benefits. Relationship marketing literature increasingly stresses the
importance of generating relational benefits to build, develop and maintain long-lasting,
intimate customer relationships (Chen and Hu, 2010). Relational benefits are
interpersonal in nature and accrue through the active engagement of customers in
continuing relationships with service employees and firms (Li, 2011). They consist of
four components: psychological (confidence), social, economic and customization
benefits (Chen and Hu, 2010). According to Chen and Hu (2010), psychological or
confidence benefits help reduce anxiety and grant comfort because the customer knows
what to expect from the services offerings; social benefits pertain to the emotions and
personal connection between customers and employees as friends, which can be
achieved through long-term relationships; and economic and customization benefits
together comprise “special treatment benefits” (Hennig-Thurau et al., 2002, p. 234),
which might include price reductions, faster services or individualized services, subject
to customer focus and customer selectivity. The next section discusses the outcomes of
customer loyalty based on the relevant literature.

2.5 Consequences of customer loyalty

2.5.1 Profitability. According to Kumar ef al. (2010a, 2010b), loyal customers nurture
bonds with the company and exhibit different behaviors than non-loyal customers.
Loyalty due to well-nurtured relationships affects loyal customers’ behavioral
outcomes, such as repurchase intentions, increased share of wallet, WOM and lowered
acquisition costs; ultimately, the loyalty of the customer should lead to the profitability
of the company (Chi and Gursoy, 2009; Dalci et al., 2010; Evanschitzky et al., 2012;
Gandomi and Zolfaghari, 2013; Zeithaml, 2000). Gandomi and Zolfaghari’s (2013)
models and analytical investigation focus on the profitability of loyalty programs, with
customer satisfaction and valuation as mediators. Chi and Gursoy (2009) adopt a service
profit chain model to emphasize the role of customer satisfaction and loyalty as
mediators between employee satisfaction and financial performance. Service
management literature further argues that customer loyalty creates profits, through
increased revenues, reduced costs to acquire customers, lower customer price sensitivity
and decreased costs to serve repeat customers (Gurau, 2003; Palmatier and
Gopalakrishna, 2005; Taylor and Neslin, 2005). In line with Gee et al. (2008) and Garland
(2005), Reinartz and Kumar (2002, p. 9) propose “win loyalty, therefore, and profits will
follow as night follows day”.

However, debate persists about the effects of customer loyalty on profitability
(Zhang et al., 2010b). The taken-for-granted assumption that gaining loyalty engenders
profitability comes under scrutiny (Gee et al., 2008). Reinartz and Kumar (2002) question
whether loyal customers are equally profitable and therefore classify customers as
butterflies, true friends, strangers or barnacles. Strangers produce minimal profit and
have short tenures as customers; true friends are long-term, profitable customers who
need extensive nurturing (Reinartz and Kumar, 2002). Butterflies are highly profitable
but less loyal customers, whereas barnacles are loyal customers who have a negative
impact on profitability because of the low volume of their transactions. Garland (2005)
also questions the effects of loyalty on profitability and proposes marketing strategies
based on Reinartz and Kumar’s (2002) classification. Although companies might aim to
provide superior service to all their customers, they often cannot, because it is neither
practical nor profitable to meet (or exceed) the expectations of all these diverse
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customers. Zeithaml ef al (2001) assert that if all customers were treated the same,
highly profitable customers would wind up subsidizing service for low-profit
customers. Instead, loyalty demands sophisticated management and tailored marketing
and relationship strategies, based on customer segmentation, if the company is to
generate profitability from it.

2.5.2 Share of wallet. The measure refers to how consumers divide their purchases
across competing firms (Evanschitzky et al., 2012). In the hospitality industry, we define
share of wallet as the value of a customer’s business at one hotel, as a percentage of the
total value of the customer’s business at all other hotels (Xie and Chen, 2014). In
competitive markets, customers express polygamous loyalty to firms, rather than
monogamous loyalty (Kim and Lee, 2010). Therefore, share of wallet offers a significant
means for the company to investigate how its customers divide their purchases across
competing firms and what strategies it might adopt to increase its share of total
purchases (Keiningham et al., 2015). Managerially, the endeavor to improve share of
wallet should have a greater financial impact on the company than does a mere focus on
customer retention (Keiningham et al., 2007). In support of this assertion, McKinsey &
Co. reports that improving customers’ share of wallet and customer retention can
produce ten times more value for a company than focusing on customer retention alone
(Coyles and Gokey, 2005).

Various scholars and practitioners (Keiningham et al, 2012, 2007; Meyer-Waarden,
2007) theoretically and empirically examine the relationship between customer loyalty
and share of wallet. Meyer-Waarden (2007) explains how loyalty programs can affect
customer lifetime duration and share of wallet in retailing; loyalty significantly
determines customer share of wallet. Keiningham et al’s (2012) empirical survey shows
that repeated satisfactory transactions significantly contribute to a customer’s share of
wallet. Kim and Lee (2010) collect data from apparel and grocery shoppers to test the
moderating effects of education, relationship duration and product type on the
relationships of emotional and conative loyalty with share of wallet; they find that
emotional loyalty is influenced more by the moderating factors in the correlation with
share of wallet.

2.5.3 Willingness to pay more. A customer might express an intention to pay a higher
price to one focal firm than other competing firms because he or she perceives value
associated with the focal firm (Ladhari, 2009). Managerially, willingness to pay more is
an essential financial outcome for a firm because it reveals the average premium that
customers would pay to the company for the same products and/or services from
competitors (Evanschitzky et al, 2012), such that it increases opportunities for
profitability (Trudel and Cotte, 2009) and improved share of wallet (Marshall, 2010) for
the company.

The relationship between loyalty and willingness to pay more has been researched
extensively (Allender and Richards, 2012; Varadarajan and Yadav, 2009), revealing that
customers who are loyal to a company express lower price sensitivity than non-loyal
customers (Goldsmith ef al., 2010; Ramirez and Goldsmith, 2009) and are more willing to
pay a premium price to remain in the relationship with their preferred service providers
(Evanschitzky et al., 2012). As Evanschitzky ef al. (2012) illustrate, loyal customers forge
emotional attachments to their favorable companies, which motivates them to stay in
the long-term relationship, nurturing their bonds, identification and even partnership
with the company. Compared with non-loyal customers who only focus on the economic
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benefits of purchasing from one company, loyal customers consider the emotional
benefits they obtain from purchasing with their preferred company, rather than incur
additional search costs (Aksoy, 2013; Gazquez-Abad and Sanchez-Perez, 2009).

2.5.4 Word of mouth. Customer WOM is arguably the most important outcome of
customer — firm relationships (Brown et al, 2007; Reichheld, 2003), as a relational
outcome in a business context (Ye et al, 2011). Positive WOM exerts a powerful
influence in service contexts because services cannot be tested prior to purchase (Ng
et al., 2011). It is also widely considered an important form of loyalty (Garnefeld et al.
2011). WOM has been proven to have a positive association with customer loyalty
(Severt et al, 2007). Customers regard WOM information as reliable because the firm
cannot manipulate it, so it attracts prospective customers’ interest, as a trustworthy
source of information, due to its personalized transmission and the content and the
context reflecting personal experiences. Scholars citing the importance of WOM
acknowledge that it serves as peers’ advice, which can influence consumer
decision-making, as well as product evaluations and purchase decisions (Litvin ef al.
2008; Park and Lee, 2009; Zhang et al., 2010a). Customer-to-customer (C2C) advocacy
through WOM should have a profound influence on customer attitudes and purchase
behavior (Ye et al.,, 2011; Blazevic et al., 2013), as well as dominate the marketplace.

WOM also can be part of an intentional, proactive marketing strategy. Whether
intentional or unintentional, if a firm receives repeated endorsements by p ositive WOM,
the communication among customers can grow beyond sharing direct experiences, to
become storytelling and folklore (Solnet and Kandampully, 2008). The narrative
discourse about a firm then leads to the formation of the “truth” about the firm in
the minds of customers. WOM communication appears both credible and unbiased
because the sender of the information usually has nothing to gain if the recipient decides
to make a purchase (Cheung et al, 2012). Prospective customers trust this testimony
because they know WOM is fueled by satisfactory experiences and reflects the firm’s
customer orientation (Lytle and Timmerman, 2006).

Firms thus recognize that their traditional marketing mechanisms have limited
influence (Blazevic et al., 2013). New technology, and mobile technology in particular,
grants customers powerful influences in the world of business. Technology-induced
social networks/social media significantly alter customers’ social environment, allowing
them to interact and exchange their likes, dislikes, views and emotions with fellow
customers. Many customers consider it their responsibility to protect or help fellow
customers (Schmitt et al, 2011). Thus, C2C interactions are increasingly important,
which has considerable implications for firms; the exchange of information about
customers’ experiences influences each party’s attitudes and behaviors (Blazevic ef al.
2013). Through their extensive meta-analytic review of antecedents of WOM
communication, de Matos and Rossi (2008) illustrate the important roles of satisfaction,
loyalty, quality, commitment, trust and perceived value. WOM communications also get
coproduced in consumer networks (Kozinets et al., 2010).

2.5.5 Electronic word of mouth. Electronic word of mouth (eWOM) is an extended
version of WOM that provides information through the Internet. Along with various
similarities, we note considerable differences between traditional WOM and eWOM
(Table II). Traditional WOM is limited in its social contacts because its influence quickly
diminishes over time and distance (Duan et al, 2008a). Prior to the Internet, WOM
information primarily spread to very limited circles of friends and family;
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WOM eWOM

Similarities Interpersonal communication
Influence decision-making
Bidirectional and interactive

Differences

Mode Usually spoken and written Through various online forms
Person-to-person/face-to-face Includes identified and
Identified sources unidentified sources
Companies have less control Companies have more control
over WOM over eWOM

Scope Affected by geographic and No geographic or time constraints
time constraints Can be one-to-many
One-on-one or in a smaller Larger receiver pool
group
Limited receiver pool

Speed Slow Fast

Relationship between sender Know each other Generally anonymous

and receiver Real social ties Virtual social ties

Format Mostly linear Mostly non-linear

Ease of transmission Difficult to transmit Easy to transmit/forward
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loyalty

397

Table II.
Similarities and
differences between
WOM and eWOM

communicating to a wider audience was not easy or possible in some cases. Thus, both
positive and negative WOM had relatively limited impacts. In contrast, eWOM enables
information to reach a much wider audience, and the impacts of online reviews,
particularly negative ones, may be substantial if firms cannot proactively manage
customer experiences. This status poses both a challenge and opportunities for gaining
timely, valuable feedback and evaluations (Litvin ef al, 2008). Advances in information
technology and the increasing popularity of blogs, discussion boards, online rate-and-
review Web sites and other social media also enable consumers to voice their
impressions about the firm easily. These reviews are relatively unbiased, so they are
more valuable for potential consumers (Brown et al., 2007; Khare et al., 2011). According
to Gruen et al (2006), eWOM communication affects the perceived overall value of the
firm’s offering; customers’ exchanges of know-how thus exert a direct effect on loyalty
intentions.

Of the various media forms and types of eWOM, consumer reviews are among the
most accessible and prevalent (Zhang et al, 2010a). Amazon.com began offering
consumers an option to post their comments about products on its Web site in 1995;
currently, it features approximately 10 million consumer reviews, across various
product categories. These reviews represent one of the most popular and successful
features of the website (Chen and Xie, 2008). Amazon provided the opportunity and
encouraged customers to write online reviews, endorsing the products and services it
had for sale.

Recent studies further suggest that consumer reviews are determinants of consumer
purchase decisions and product sales. As seems logical, considering the increased
popularity and prevalence of eWOM, marketing literature confirms that consumers
attend to online product reviews and act on them to make purchasing decisions
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(Chevalier and Mayzlin, 2006; Senecal and Nantel, 2004). The notion of virtual exchange
and reciprocity also appears increasingly important. Munzel and Kunz (2014) show that
readers of others’ contributions perceive a social debt and feel obliged to give something
back to the community. Altruism also plays a central role. Sharing experiences with
other consumers on online platforms gives consumers an opportunity to express their
desire to help others make appropriate decisions, and product review Web sites have a
greater influence on consumer decisions than all other media. Participants exposed to
online consumer reviews also show more interest in the product than those who see only
the corporate webpage (Chen and Xie, 2008). Moreover, behavioral economics suggests
positive relationships between user-generated content and product sales (Chevalier and
Mayzlin, 2006; Duan ef al., 2008b; Ye et al., 2011). Several companies, recognizing the
inherent business opportunities in this phenomenon, proactively seek to induce
consumers to “speak to the world” on online platforms about their products and services
(Godes et al., 2005).

2.6 Customer relationships in modern hospitality firms
Creating and maintaining long-term, mutually beneficial relationships with the
customer is the ultimate goal of any truly customer-driven firm. However, firms benefit
more from loyal customers who actively participate and engage with them, such that
loyalty can beneficially be addressed as active or passive (Ganesh ef al., 2000), according
to customers’ willingness to engage with the firm. Active loyalty refers to customers’
engagement with the firm and willingness to serve as brand ambassadors who endorse
the firm’s products and services with positive WOM (Bijmolt et al, 2010). Engagement
implies the customer’s active interaction and participation with the firm, which
produces a more meaningful, deeper relationship (Kumar ef al., 2010a, 2010b). Physical
processes, encompassing both cognition and affect, lead to customer loyalty (Bowden,
2009). Passive loyalty indicates that customers express their loyalty as an intention to
maintain their relationship with the firm, despite price increases or more suitable offers
from competitive firms (Vazquez-Carrasco and Foxall, 2006). Although firms need both
active and passive loyalty, the extensive uses of social media and online communication
among customers imply that active loyalty plays a more significant role in terms of
strengthening firms’ marketing communication. The interactive nature of social media
grants firms the means to share information and seek customer reviews, but it also has
shifted power to the customer, who can share and exchange information and reviews
with multiple customers within a network (Sashi, 2012). Starbucks’ loyal customers thus
actively participate to co-innovate products and services through the My Starbucks Idea
online network (Piller ef al, 2011); in the My Lego Network, Lego customers co-design
Lego figures and market them within the community (Ramaswamy and Ozcan, 2013).
According to Lusch and Vargo (2006), customers often co-create value. Co-creation then
might be regarded as engagement by customers, which transforms their active
participation with the firm into mutual benefit (Rihova ef al, 2013). In an active, loyal
context, the consumer and firm engage intimately in value creation that is unique and
valuable to the individual customer and sustainable to the firm (Prahalad and
Ramaswamy, 2004).

Firms seek to nurture loyal customers’ engagement through various initiatives,
including customer communities offline (Wirtz et al., 2013). Nearly 50 per cent of the top
100 global brands have established brand communities (Manchanda ef al, 2013). These
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communities have evolved, from offline groups to online communities that rely on the
Internet to connect customers and the brand globally. The Harley-Davidson brand
communities, which first emerged in early 1983, now features a strong online
component, even as customers continue to participate in offline events. Many customer
communities cultivate resonance among members who define their personal identity
through their brand associations and loyalty. Customer communities help organizations
strengthen their relationships with loyal customers (Fournier and Lee, 2009); they also
create a platform for spreading WOM, both within communities and externally through
social networks (Brown et al., 2007).

In a service business such as hospitality, co-creating a unique customer experience
requires the employee to have experience “inside the organization” (Ramaswamy, 2009).
Moreover, the employee’s commitment and loyalty to the firm is essential in high contact
service industries to create customer loyalty and profitability (Yee et al., 2010). That is,
because customer — employee direct interactions are imperative, both parties engage in
value co-creation. Although both customer loyalty and employee loyalty are imperative
for an organization, in many cases, customer loyalty can be achieved and sustained
through committed and loyal employees. Firms such as Southwest Airlines and
Ritz-Carlton hotels nurture loyal relationships with their employees, which helps them
entice employees to serve as brand ambassadors (Bendapudi and Bendapudi, 2005).
Service providers not only deliver and create services but often are seen as synonymous
with the firm for customers. Therefore, the Ritz-Carlton calls its employees the “ladies
and gentlemen” of the hotel profession, who are inherently familiar with how best to
serve the “ladies and gentlemen” who stay there. At Southwest Airlines, a mantra states
“customers come second — and still get great service”. Thus, service personnel’s
thoughtful actions can enhance customers’ perception of the brand and its value (Little
and Dean, 2006). In most hospitality firms, their actual experience with the firm
dominates customers’ brand perceptions, trust and loyalty (Ind, 2003). Therefore, we
conclude that to create a positive customer experience, relationship and loyalty, the firm
must first promote the relationship and employees’ experiences (King and Grace, 2008).

Firms at the forefront of any market have gained the loyalty of their customers and
employees. Shared positive experiences strengthen their engagement with the firm.
Customer loyalty per se has limited value; the strength of engagement lifts the firm to the
top of the market. Active engagement results in three distinct but interrelated, vital
outcomes: idea contributions (e.g. My Starbucks Idea); actions to promote and support
the brand among prospective customers; and positive WOM through online and offline
channels (Singh and Cullinane, 2010).

3. Research priorities for customer loyalty

As companies and customers undergo an information revolution, new marketing areas
and issues continue emerging (Jain and Singh, 2002). About a decade ago, the emphasis
shifted, from treating customers as entities involved in the business process to treating
them as co-creators of value. Customers who value their relationship with the firm take
a significant role, by engaging in various activities to support the brand (Brodie et al.,
2011). In this connected world, customers engage with their preferred brands, both
online and offline, as both individual customers and customer communities (Schau ef al.
2009). These evolving practices provide multiple opportunities for research. When
companies seek to create emotionally engaged, loyal brand ambassadors, researchers
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should focus on emerging topic areas, such as customer engagement, brand citizenship
behaviors, mass personalization, employee engagement, brand ambassadors (both
employees and customers), co-creation of value, co-design, co-consumption and rapport
between customers and employees. Consumer choice is usually influenced by others’
perceptions (Perez ef al., 2011), so further research might investigate the antecedents of
C2C interactions and their effects on customer loyalty. Because both customers and
employees can serve as brand ambassadors in socially interconnected networks,
research on the growing importance of brand communities could explicate the influence
of customers’ social interactions, both online and offline. Additional research should
explore how the best hospitality firms manage C2C interactions.

We also call for research that examines the relationships of these constructs with
customer loyalty. Human resources within the hospitality industry have a direct impact
on customer loyalty. Hospitality employees should become brand ambassadors by
enacting behaviors that align with customers’ brand expectations during employee —
customer interactions (i.e. moments of truth, virtual interactions) to create a compelling
relationship (Xiong ef al, 2013). Noting the role of engaged employees, we hope
researchers will investigate the potential that employees’ social engagement and
advocacy represent precursors of customer loyalty. Another stream of research might
investigate the return on investments in interactive marketing, such as social media
relationship marketing. A comparison of the returns on investments in traditional
marketing expenses and new marketing tools and their contributions to firm
performance also might be informative.

Research should also investigate the loyalty behaviors of Generation-Y members.
This economically robust cohort accounts for $200 billion in annual expenditures and
$136 billion in travel expenses; it represents 22 per cent of online leisure travelers in the
USA. They also review user-generated content before making travel purchases (Nusair
et al., 2013), as well as actively contribute, share, search for and consume content online
(Bolton et al., 2013). Social media have strong impacts on their lives because this cohort
embraces the very nature of interactive online media (Nusair ef al, 2013). Research
should aim to determine those factors that lead to commitment and attachment and the
effectiveness of potential brand ambassador programs. We also recommend future
studies to investigate the characteristics of Generation-Y members in the workplace and
their impact on customer loyalty.

In addition, there is a need for empirical evidence to understand the effects of brand
experiences and customer loyalty. More insight should clarify the relationship among
customer loyalty and revenue management, and further explorations might address the
effect of mobile channels on customer loyalty. We also recommend investigations of the
interpersonal aspects of service delivery because they are vital to service companies.
The effect of customer education on customer participation and loyalty should be
studied too. Such inquiries might use empirical methods to test the proposed
relationships.

Moreover, results from research into Western consumers do not necessarily predict
the behaviors of Eastern consumers. For example, in Western cultures, customers tend
to focus on personal preferences (Reykowski, 1994) and pay more attention to intrinsic
attributes (e.g. quality). In Eastern cultures, customers instead tend to choose brands
more for prestige (Wong and Ahuvia, 1998) and attend to their extrinsic attributes.
Thus, further research should test whether customer participation and other variables
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differ across Eastern and Western cultures. Finally, we invite researchers to investigate
co-creation from different approaches, such as motivations or demographic information.
Accordingly, we provide a summary list of research priorities:

(1) Customer-oriented:
« engaged customers’ impact on loyalty;

« customer-to-customer interaction and its influence on loyalty;
 impact of customer commitment on loyalty and WOM,;
 customer value co-creation and its influence on loyalty;
* longitudinal examinations of customer loyalty;
 ahospitality firm’s green orientation and its impact on loyalty; and
 opinion leaders and their effect on loyalty.
(2) Employee-oriented:
« employee engagement and its impact on customer loyalty;
e employee-to-customer interaction and its impact on customer loyalty;
« ethnic diversity of serving staff and its impact on customer loyalty; and
« employee empowerment and its impact on customer loyalty.
(3) Social media and technology:
« online social interactions and their effect on brand loyalty;
 social media and new technology impacts on customer loyalty;
* hospitality firm’s Web site loyalty vs online travel agency loyalty;
 loyalty and its influence on brand communities;
 customer loyalty in social media;
« online community management and its effect on loyalty;
 use of big data to further understand customer loyalty;

« the role of technology and service innovation in creating customer loyalty;
and

« impact of mobile Web solutions and app experiences on customer loyalty.
(4) Generation Y:

« engaging Generation-Y customers and fostering their loyalty;

 Generation-Y employees and the implications for loyalty;

 Generation-Y customers and their influence on loyalty strategies;

» Generation-Y customer loyalty and the influence of hospitality technology
reservation channels such as hotel branding apps; and

+ Generation-Y customers, eWOM and the impact on loyalty.

With the growth of social media, online forums, virtual communities and C2C
exchanges, researchers should adopt new perspectives to try to comprehend loyalty
through the creation of strong ties, a sense of commitment and a sense of belonging to a
community. We recommend that future studies test the proposed relationships with
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latent constructs using statistical techniques such as structural equation modeling and
multiple regression.

The notion that customers create personal relationship with the firm is central for
most firms’ interest in customer engagement through active loyalty. Thus, further
research is needed to understand the consequences of the absence of reduced customers’
direct interaction with employees (who represent the firm) due to technology driven on
line check-in, check-out and many other in-house services. Further research may also
identify appropriate mechanisms that will prove essential to maintain the on-going
customer — firm relationships to ensure relationship, intimacy, emotion and
engagement.

Generation-Y is anticipated to become one of the largest segments in the marketplace,
and their behavior a harbinger of how people may behave in the future (Bolton et al.
2013). Therefore, satisfying and engaging Generation-Y is a major impetus to
harnessing the success of hospitality firms. Given the importance, Generation-Y
customers for the hospitality firms, future research may identify appropriate
organizational structure that would enable effective management of technology led
communication channels to engage Generation-Y customer. Although there is an ever-
growing competitive environment and challenges, limited research on the relationship
between Generation-Y customers’ loyalty and its influence on brand performance.
Further study may also aim to create a valid and reliable scale to assess the loyalty of
Generation-Y’s engagement, drivers and moderators of Generation-Y engagement and
its outcomes on the brand. Thus, further research is necessary to help hospitality firms
to make strategic use of the changes in the marketplace.

4. Conclusions

Given the changing role of customers and their potential to become a firm'’s loyal
ambassador, this study undertakes an extensive review and synthesis of both the
antecedents and outcomes of customer loyalty, and examines the critical role of
customers in an organization. Customer retention and their lifetime value have been
1dentified as important by academics (Nitzan and Libai, 2011) and continues to be
widely discussed in the boardroom (Kabiraj and Shanmugan, 2011). Hospitality
firms frequently use loyalty programs (Hikkerova, 2011) in an attempt to enhance
customers’ perceived value, brand image and trust, leading to customer
engagement, enhanced experience and positive WOM. Given the changing role of
customers and their potential to become a firm’s most valuable and emotionally
engaged brand ambassador, customer loyalty paradigms today encompass fresh
concepts that include co-creation of value, customers’ emotional engagement,
customer communities and customer participation through social media. Firms are
no longer content with the mere passive allegiance of a loyal customer, they seek
active engaged co-creators of value who assume co-ownership of the brand, as brand
ambassadors. Both companies and customers are adopting new ways to
communicate and to engage are emerging. Customers virtually interact with other
customers and companies during pre-purchase, purchase and post-purchase stages
this would require companies to innovate not only in the way they communicate but
more importantly to gain customers active engagement.
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