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ABSTRACT

Because service failure cant be fully avoidedha process transmission, understanding the service
failure severity and their impact on customer rasges and designing effective recovery strategiee ha
been recognized as important issues by both serggmarchers and practitioners. There is still akaof
research on the link between service disconfirnmatod the value of a customer to the firm. Also the
previous research on service recovery has not pe@ted important contextual factors, such as the
involvement level of individual differences and pleeceived severity of service failure across ansis,
into analytical models or empirical testing. To aek the aforementioned knowledge gaps. The embiric
result demonstrates that service failure severég enhance service recovery expectation in custsmer
mind. Analysis also indicates that both serviceowery expectation and service recovery performance
significantly effect service recovery disconfirroati Last, service recovery disconfirmation also
influences customer lifetime value significantly.

Keywords. Involvement, Service Failure, Children English Lrésag Material, Service Recovery Disconfirmation,
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INTRODUCTION

In today's globally competitive market, few compancan claim to offer a product so unique that the
competitors fail to match it. As a result, servipeality is the core component of the service premis
represents an important aspect of overall valudssnften a means used by consumers to judgenssfir
performance. Firms that earn a reputation for saperustomer service are more likely to get the
competitive advantage in highly competing environtne

Because foreseeing that service failures are udaltg, the quality of service recovery becomes the
most important determinant of customer satisfactaomd loyalty. From the involvement level of
individual differences, and the perceived sevenityservice failure across customers, managing Gervi
recovery disconfirmation is increasingly viewedcatical by most firms to achieve market differenibn
and competitive advantage.

This paper, presents two perspectives, the invadvehevel of individual differences, and the pevedi
severity of service failure across customers onagany service failures. And from the disconfirmatio
theory, finding out the effect from the gap betwekstonfirmation, and expectations of service recgv
and perceived performance of service recovery stocmer lifetime value in children’s English leargin
material/service. It is argued that adopting aaust perspective on service failure managemerttenpally
more beneficial for service providers in the loegt, because it can contribute to the custometinie
value in the future and to the development of darusr value-based competitive advantage.
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LITERATURE REVIEW

Consumer involvement

Like most consumer researchers, the perceived pars@levance is viewed as the essential
characteristic of involvement (e.g., Richins anadBl, 1986; Zaichkowsky, 1985; Petty and Cacioppo,
1981). That is, a consumer’s level of involvemeithvan object, situation, or action is determingdhe
degree to which he/she perceives that concept peisonally relevant.

In this paper, the consumer involvement include® téimensions, product involvement and
situational involvement. The product involvementlégfined as a consumer perceives linkage between an
individual’s needs, goals, and values and theirdpct/service knowledge represents the personal
relevance of a product/service. The situationabivement refers to under the specific situatios, l¢vel
of a consumer concerns about product/service. €oetktent that product/service characteristics are
associated with personal goals and values, theucwmsrs will experience strong feelings of personal
relevance or involvement with the product/service.

Service failure and service recovery

A service failure is defined as service performaticat falls below a customer's expectations
(Hoffman and Bateson, 1997). Service failure seéyeaefers to a customer's perceived intensity of a
service failure. Zemke and Bell (1990) describeviserrecovery as a process for returning aggrieved
customers to a state of satisfaction with the amgdion after a service or product has failed. f®erv
recovery includes the actions and activities thatdervice provider adapts to "rectify, amend, rastore
the loss experienced" by customers as result efcgedeficiencies (Gronroos, 1988; Bell and Zemke,
1987). But the more severe the service failuregtieater the customer's perceived loss. Previagareh
suggests that the severity of the service failuittbg influential in the evaluation of a serviceopider
after a service failure (Kahneman and Tversky, 19@aler, 1985; Smith et al., 1999). Therefore, a
severe service failure will affect the customervi®r recovery satisfaction negatively, even when a
sufficient recovery has taken place.

Servicerecovery disconfirmation

Consumers would compare the perceived performarica product/service against their prior
expectations (Oliver and DeSarbo 1988; Tse, Nicash Wilton 1990; Rust and Oliver 1994). Whether
the comparison outcome could be perceived as vibese expected (a negative disconfirmation), better
than expected (a positive disconfirmation) or jastexpected (a zero disconfirmation or confirmgtion
will directly drive the satisfaction evaluation {@r 1980, 1981).

In service recovery, the disconfirmation still dgislt includes three items, service recovery
satisfaction (SRS), service recovery expectatid®H)S and service recovery performance (SRP). ikest |
the Expectancy Disconfirmation Theory, a customéio vsuffered a service failure will also have an
expectation for the service recovery from the sergrovider. If the evaluation of the service remguis
positive (SRE<SRP), there will be a service recpwanfirmation. In other words, when a customeisee
the negative service recovery satisfaction, it pitbduce a service recovery disconfirmation (SREBSR
(Boshoff, 1999). The service recovery confirmatiie¢onfirmation also brings an overall attitude
towards a product, service, or firm. This attitedeustomer holds towards an object guides the haisav
such as repeat purchases, eventual brand loyaltyard-of-mouth.
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Customer lifetime value

Profitable customer refers to the customers thatrase income constantly for the company, and the
income could remedy the level above the cost ofctmpany. In fiercely competitive environments,
different marketing strategies should be aimed ifierént customer groups. Customer lifetime value
(CLV) is an important factor that affects the distiting of promotions, allocating of resources, atider
decisions for retaining customers in a company.

Hughes (1994) defined CLV as the present valuerafitgffrom a customer within a certain period.
On the other hand, McDonald (1996) from comprehensiew claimed that CLV can be divided into
two types: (1) Core Relation, and (2) Extend refatiOur study summarized financial and marketing
view, and increased the research variable of CLHMudhes (1994) and McDonald (1996). We quote five
variables to weighing CLV to probe this theme: Usé#actor, fan identification, product merchandising
word of mouth, and opportunity cost.

CONCEPTUAL DEVELOPMENT AND HYPOTHESES

Conceptual development

In this study we propose that the level of consumeolvement affects SRE, and the severity of
service failure affects both of SRE and SRP. Nuad,conceptual model proposes that both the SRE and
SRP affect the service recovery disconfirmatiomaHy, the service recovery disconfirmation is exteed
to influence CLV.

Hypotheses
Consumer involvement and SRE

When the purchasing behavior might lead to the maiceor unhappy result, the behavior is risky.
The more risk the consumer perceives, the higherlgélel of consumer involvement. Under high
involvement, the frequency and quantity of consumelecting information increased incredibly.
Webster & Sundaram (1998) point out that situatidaetors influence the relative effectiveness loé t
recovery strategies. It means that the differemtarance of events in customers’ mind is relatetheo
response from customers. So the consumers withihighivement usually realize more about their real
needs, and the benefit they can get from the serviberefore, compared to the consumers with lower
involvement, the consumers with higher involvemsatild expect the firm to provide the reasonable and
satisfying service recovery when they experiencedraice failure.

Based on the preceding discussion, the followirgptiyesis is offered:

H1: The level of consumer involvement will haveasiive relationship to SRE.

Servicefailure, SRE, and SRP

Service failure severity refers to a customer’'scpied intensity of a service problem. The more
intense or severe the service failure, the grehtecustomer’s perceived loss. Previous researgiests
that the severity of the service failure is infltiehin the evaluation of a service provider afeservice
failure.

Zeithaml et al. (1993) suggest that customers’ zones of tolerdioceservice varies like an
accordion’s movement depending on the situatiomyTrhaintain that a service failure is one of thgama
factors that narrow the customers’ zone of toleeanio the case of a service failure, customers
expectations may increase, resulting in a narromere of tolerance than that of first-time service
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encounter. As the service problem becomes moreresettee customers’ tolerance zone gets narrower,
thus increasing the potential for customer dis&ation (Gilly and Gelb, 1982; Hoffmaet al, 1995).
Therefore, we expect that the severity of the senfailure has a positive influence on SRE, and a
negative influence on SRP.

Based on the previous discussion, the followingadtlypses are offered:

H2: The severity of service failure will have a piog relationship to SRE.

H3: The severity of service failure will have a atige influence on SRP.

SRE, SRP, and service recovery disconfirmation

A service failure represents a firm’s shortfallnmaintaining service reliability. But service recoye
is also an opportunity to reverse the process.dbuets can be quite forgiving when a service fallagk
et al, 2000), and are usually willing to provide thesimess with an opportunity to rectify its mistakes
(Hoffman and Bateson, 1997). According to Hait al. (1990), “Every customer problem is an
opportunity for the company to prove its commitmenservice — even if the company is not to blame”.

The key determinant whether the customer feelsfgadi or not after service failure depends on the
gap, the service recovery disconfirmation betwéenSRP of service providers and the SRE of custamer
Thus, customers’ SRE serve as a reference poihtditermines whether customers frame a specific
recovery as a gain (SRP>SRE) or a loss (SRP<SRE)if $he firm could provide more excellent and
adequate SRP, it will be easier to match or exabedcustomers’ SRE. In contrast, the higher the
customers’ SRE, the harder the negative serviaavezyg disconfirmation.

Based on the preceding discussion, the followirgpltiyeses are offered:

H4: SRE will have a positive relationship to theviee recovery disconfirmation.

H5: SRP will have a negative relationship to thevise recovery disconfirmation.

Servicerecovery disconfirmation and CLV

Zeithaml et al. (1996) suggest that the customfargdrable behavior is usually to commend the
company to others, to applaud the company’s adgenta increase usage from the company, or willing
to pay for the company’s coupon. In contrast, uafalle behavior is about quitting, and decreadieg t
usage. Previous research supports the relatiomshgng satisfaction, trust (Anderson and Weitz, 1989
Ganesan, 1994), and commitment (Kelley and Da@84) Research on service recovery also mentions
the relationship among satisfaction, trust, and rodment (Taxet al, 1998). Therefore, companies
should make an effort to achieve the positive servecovery disconfirmation. In doing so it wilgise
customers’ usage, promote a positive image, engeuraustomer loyalty and even positive
word-of-mouth advertising. From this foundationngmnies could also build up the opportunity cost
concept in customers’ mind easily, and get conmipetédvantage in the highly competing environment.

Based on the preceding discussion, the followirgpltiyeses are offered:

H6: Service recovery disconfirmation will have ayative relationship to CLV.

H6-1: Service recovery disconfirmation will haveegative relationship to usage factor.

H6-2: Service recovery disconfirmation will haveegative relationship to fan identification.

H6-3: Service recovery disconfirmation will haveegative relationship to product merchandising.

H6-4: Service recovery disconfirmation will haveegative relationship to word-of-mouth.

H6-5: Service recovery disconfirmation will haveegative relationship to opportunity cost.
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SAMPLE AND DATA COLLECTION

Data was collected using face-to-face and mail tipmsaire to the members of a children’s English
learning material/service company in Taiwan. Affmrrchasing children English learning material,
customers have to pay a monthly fee in order toemade of the services (repaired/renewed the mhteria
use the web site, join the activities, etc.). Aataif 102 did not complete or answer the surveyswaere
excluded from further analysis, resulting in 12ahle responses, for an effective response raté.@%&a
In terms of demographic characteristics of the dammost live in the northern section of Taiwan
(78.9%). The majority of respondent is female (86),231-40 years of age (73.0%), college/university
education (74.0%), and average $60,001-80,000 hoidséncome per month (27.9%). Most of them had
been members for less than one year (26.4%).

SCALESAND MEASUREMENT

Consumer Involvement

Consumer involvement taps Huang Shou Tsung (2003ive point Liker-type scale was used for
recording the responses (1= strongly disagreetfongly agree). Exploratory factor analysis (EFAQsv
used. Principal component analysis with varimaxatioh extracted three factors, specified based on
eigenvalues of one or more with the screed tests@&hthree factors combine to explain 65.41% of the
variance in the data. Factor loadings range fro60®.to 0.869. It includes three sub-dimensions to
measure consumer involvement: Epicureanism punebaself perceived and negative conservatism.

Service Failure

Because of the lack of empirical investigationest/ee failure for children English learning matégervice,
the measure is derived from the outcome of disogssith the employees in customer service centdr an
department of members’ services. This scale isgdesi to measure three sub-dimensions of the service
failure construct: service attitude failure, service delivery systemilufe, and material/service
effectiveness failureTo assess the service failure severity, a five tpbiker-type scale was used (1=
strongly disagree; 5= strongly agree). EFA was uBeihcipal component analysis with varimax rotatio
extracted three factors, specified based on eideavaf one or more with the screed test. Theseethr
factors combine to explain 67.23% of the variamcthé data. Factor loadings range from 0.587 t3®.8

SRE, SRP, and Service Recovery Disconfirmation

The SRE, SRP, and service recovery disconfirmasicale were adopted from Boshoff's (1999)
RECOVSAT. To assess SRE and SRP, a ten point Lyker-scale was used And the service recovery
disconfirmation equals SRE minus SRP. If the outedm positive (SRE>SRP), it will be a positive
disconfirmation. In other words, the disconfirmatiwill be negative, when the score of SRE is lower
than SRP. Confirmatory factor analysis (CFA) wagdusThis scale was designed to measure six
sub-dimensions of the SRE, SRP, and service regod&confirmation construct: communication,
empowerment, feedback, atonement, explanationtaangibles.

CLv
This study combined financial and marketing perspes to measure CLV. McDonald’s (1996) and
Hughes’ (1994) research variables were both coedud assess CLV, a five point Liker-type scales wa
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used (1= strongly disagree; 5= strongly agree). @@A also used. This scale was designed to measure
five sub-dimensions of the CLV construct: usagetdiacfan identification, product merchandising,
word-of-mouth, and opportunity cost.
Cronbach’s coefficient is used to verify internal validity. Noally (1978) indicates that the
measurement will have high validity if the coeféint is greater than 0.7. Wortzel (1979) also painis
that the value of 0.7-0.98 indicates a high vafidit.35-0.7 is acceptable, and lower than 0.35 Ishoel
rejected. Most of the reliabilities of the consunmarolvement, service failure, RECOVSAT, and CLV
scales exceed 0.7, except the negative conserviatiter of consumer involvement (0.675), the sarvic
delivery system failure factor of service failur@.g44), and SRE — tangibles factor of RECOVSAT
(0.683). All constructs and reliability values (@bacha) of each scale are shown in table 1, 2, and 3.

Table 1. the EFA of Consumer | nvolvement

Items Factor 1 Factor 2 Factor 3

2 0.866

1 0.861

3 0.804

4 0.609

10 0.852

5 0.816

9 0.680

8 0.869

7 0.823

6 0.615
Eigenvalues 2.601 2.102 1.837
Cumulative % 26.011 47.030 65.405
Cronbach'sy 0.806 0.729 0.675

The Factor’'s Name Epicureanism Purchasin Self Perceived Negative Conservatis

m

Table 2. the EFA of Service Failure

Items Factor 1 Factor 2 Factor 3
9 0.870
6 0.862
12 0.853
14 0.826
13 0.811
7 0.784
8 0.657
5 0.587
3 0.692
2 0.688
1 0.611
4 0.599
10 0.789
11 0.693
Eigenvalues 5.484 2.145 1.784
Cumulative % 39.172 54.491 67.233
Factor 1 Factor 2 Factor 3
Cronbach’'sy 0.931 0.644 0.793

The Factor’'s Name

Service Attitude Failur

Service Delivery
System Failure

Material/Service

Effectiveness Failure
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Table 3. the CFA of RECOVSAT & CLV

Construct and factors | NO. of ltemsCumulative % | Cronbach’'sy
Service Recovery Expectation
Communication 5 88.631 0.967
Empowerment 3 76.515 0.846
Feedback 2 87.097 0.849
Atonement 3 74.610 0.825
Explanation 2 91.116 0.897
Tangibles 2 76.022 0.683
Service Recovery Performance
Communication 5 81.172 0.941
Empowerment 3 74.495 0.822
Feedback 2 93.410 0.929
Atonement 3 81.350 0.881
Explanation 2 93.024 0.924
Tangibles 2 78.992 0.734
Customer Lifetime Value
Usage Factor 3 76.795 0.844
Fan Identification 3 68.659 0.772
Product Merchandising 3 63.497 0.705
Word-of-Mouth 2 87.099 0.851
Opportunity Cost 3 72.039 0.790

ANALYSISAND RESULT

The research hypotheses were tested using thephauliegression models. Table 4 shows the
analytical results. It illustrates that servicdues severity significantly affects SRE (F=13.0920.001).
On the other hand, SRE and SRP both influence cereicovery disconfirmation (F=62.582, p<0.001;
F=125.409, p<0.001). Service recovery disconfirorailso has a significant, negative relationshigh wi
CLV (F=3.340, p<0.1). From above, H2, H4, H5, arldfe supported. And H1 and H3 are not. We also
tested the relationship between service recovesgodiirmation and five dimensions of CLV. The résul
are listed in Table 5. Service recovery disconfiiora only significantly affects opportunity cost
(F=3.340, p<0.05). Totally, only H6-5 is supportethers are not.

Table 4. the Analytical Results

Service Recovery Service Recovery Service Recovery Customer Lifetime
Expectation Performance Disconfirmation Value
Slp | RIg[pP|[R[A[P|[R[A]DP
consumer 14 5370.1230.175 - - -
Involvement
Service 0.090/0.3120.000 -0.005|0.0580.527, - —
Failure
Service Recovery B B 0.335 0584/ 0.000 B
Expectation s '
Service Recovery B B 0505 -0.713] 0.000 B
Performance ' ' '
Service Recovery B - _ 0.019 | -0.164| 0.07
Disconfirmation ' ’ '
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Table 5. the Analytical Resultsin CLV
Customer Lifetime Value
Product Opportunity

Usage L
Factor Fan Identlflcat|0r|1 Merchandising Word of Month Cost

R B |p|[R|B|[p|RIB|[p|R[A|pP|R][B][Dp
Service

Recovery -0.003| -0.070( 0.439| -0.002| -0.082| 0.368| 0.003| -0.105| 0.247| 0.000| -0.088| 0.332] 0.066| -0.272| 0.002
Disconfirmation

CONCLUSION AND IMPLICATION

The findings of this study demonstrate that serf&kire severity can enhance SRE in customers’
mind. Both SRE and SRP also influence service difscnation recovery significantly. Therefore the
service provider should adopt different serviceoweey strategies depending on the severity of the
problem. They also have to first develop a systentriicking and identifying service failures aneith
level of severity. Firms should avoid solving cus&y complaint by standard, low cost methods. The
customer contact employees are the only peoplecahdully express customers’ thoughts to the servic
manager. Therefore they should be trained to rézeghe varying severity of service failures frone t
customers’ perspective and to treat customersouardegrees of negative emotions. Through thisceour
the service manager could have a better undersiqrdithe customers’ real recovery expectationatTh
way they are able to supply by the best recoverfopmance in the shortest time to promote positive
disconfirmation.

On the other hands, although service recovery dffooation has a positive relationship with CLV,
it also significantly affects the only dimensiompportunity cost. It might be because of the faet the
price of children’s English learning material isesgpensive that it has built up to the higher tf@nsost
imperceptibly. Sometimes, despite the fact thaeprare not satisfied with the company’s sentieir
children can still enjoy the English material venych. It leads to the result that it makes it difft for
the parents to change to another brand. Theretbee,service provider should make use of this
opportunity as a foundation to develop a long-tgrositive relationship in usage factor, fan ideadfion,
product merchandising, and word of month. The camnould develop more activities that provide the
chance to contact with children, like sending owthiday cards, Christmas presents, interactiveiros |
English games, and children English weekly news, Bbr parents, more material/service coupons,
exchanging using experience with other membersyeacionsultation actively, etc. is the best linkage
with positive CLV.

LIMITATIONSAND FUTURE RESEARCH

The implications from this study must be tempergdtb limitations. First, since the study used a
confined research context to investigate, care lghbe taken when extending the conclusions of the
study to other contexts. While the findings weresistent across one industry, the context stilltfirits
generalization. Therefore, it is important thatufet research attempts to replicate the findingetier
service industries. Research is also needed tohesesults in different areas such as industaéds and
business-to-business services marketing. The nuofteamples in this study might be too little torep
all customers’ problems. Future research couldecblinore samples to represent the real context.

Because understanding the black box in customeargisrare so important. Training a professional
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employee standing on the first line is also a kagtdr to decide whether firms could accommodate
customers’ real needs, even after service failuiésw to train a professional employee? What
characteristics should a customer contact empltwe®? Are there any relationships between service
recovery disconfirmation and customer contact egygss? Hopefully additional research into the servic
topics will lead to a better understanding of sevfailures and service recovery.
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