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Abstract. The relationship between customer satisfaction, customer loyalty and their an-
tecedents, service output quality, quality of staff, corporate image, and price perception, 
is examined in the context of three service industries: use of the highway infrastructure, 
mobile telephone services, and hairdressing services. The research model was empirically 
evaluated for a large sample of respondents from a Central European country, using struc-
tural equation modelling. The results indicate that the four antecedents affect customer 
loyalty, and customer satisfaction acts as a mediator in all three service industries. How-
ever, the strength of the relationship between the constructs varies markedly across the 
industries, implying that competitive environment importantly determines the elements of 
service offering that lead to satisfaction and loyalty in a particular industry. The research 
findings contribute to a better understanding of which behavioural mechanisms and factors 
are a viable basis for increasing customer retention in a specific market structure. Manage-
rial implications are discussed, and policy recommendations are offered.
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Introduction

Customer satisfaction research has been one of the most prolific fields in marketing 
over the last 30 years. Marketing scholars have developed and validated a range of 
measurement instruments and models, where they established links between customer 
satisfaction, company performance, and their antecedents. One such model is the ser-
vice-profit chain model (Heskett et al. 1997), which posits that profitability derives 
from customer loyalty and satisfaction which ensue from a customer’s perception of 
quality and received value. However, links between service quality, satisfaction, and 
behavioural outcomes are neither linear nor straightforward. Quality improvements may 

(Heskett et al. 1997),
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not transform into higher customer satisfaction or higher profits (Rust et al. 1995), and 
high levels of satisfaction may not lead to loyalty or other positive forms of consumer 
behaviour. Furthermore, as demonstrated by the Jones and Sasser study (1995), the op-
posite relationship may hold: in markets characterised by a limited degree of competi-
tion, customers remain loyal no matter how dissatisfied they are. 
The level of customer satisfaction can vary across different market structures (Rego 
1998; Fornell 1995) thus it is relevant to establish whether a degree of competition 
in a particular industry affects the relationships between the constructs. We developed 
a satisfaction-loyalty model and evaluated it in three service industries with different 
market structure. Our research had two objectives: first, to develop a parsimonious 
measurement instrument and test whether that measurement can be applied to different 
services; and second, to investigate whether a degree of competition in an industry af-
fects formation of customer satisfaction and loyalty. 
Both objectives were motivated by theoretical as well as managerial considerations. We 
aimed to assess whether the proposed nomological network of customer satisfaction 
remains stable across markets with different levels of competition and then evaluate the 
strength of the relationships between the pre-determined constructs in dissimilar set-
tings. Stability of a nomological network would imply that the measurement instrument 
can be universally applicable. However, the differences in the strength of relationships 
would indicate that results of satisfaction - loyalty research cannot be generalized across 
industries, and that competitive environment importantly determines the elements of 
service offering leading to satisfaction and loyalty in a particular industry. The latter 
analysis may be also valuable for assessing market efficiencies in the investigated in-
dustries and thus offer a new input for designing more effective public policy.
In the next section, we briefly outline the theoretical background and propose the re-
search hypotheses. Based on the findings of preliminary qualitative research, we outline 
a final conceptual model and test it via structural equation modelling. Next, results and 
findings are discussed in terms of managerial and theoretical implications. The final 
section examines the limitations of the study and offers suggestions for future research.

1. Literature review

Customer satisfaction is central to the basic concept of marketing. It is defined as an 
emotional and cognitive evaluation of the customer’s experience with a product or ser-
vice and it represents the first step in loyalty formation (Oliver 1999). 

1.1. Antecedents to customer satisfaction and loyalty
One of the most prominent drivers of satisfaction is service quality (Brady et al. 2002; 
Taylor, Baker 1994). Service quality perception is a summary judgment that is formed 
when the perceived service is compared with what was expected from it. 
In defining service quality dimensions, we followed the Nordic school (Grönroos 1984; 
Lehtinen, Lehtinen 1991), and conceptualised the elements of quality in terms of three 
distinct constructs: (1) service output quality (a customer’s perception of results received 
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through interaction with the service provider); (2) quality of staff (the process of service 
delivery, and interactions between a supplier’s representatives and the customer); and 
(3) corporate image (a company’s corporate identity in the mind of the customer, which 
is not necessarily tied to the customer’s experience). 
Previous research confirms that service output quality positively affects customer sat-
isfaction (e.g., Kristensen et al. 2000; Kristensen et al. 2001; Babin et al. 2005; Ekinci 
et al. 2008). In addition, service output quality has also a direct impact on loyalty. 
Kristensen et al. (2000) found that service output quality affects loyalty both directly 
and indirectly through satisfaction. Dabholkar et al. (2000) and Lee (2013) evaluated 
several competing quality-satisfaction-behavioural intention models and confirmed the 
mediating effect of customer satisfaction. Taylor and Baker (1994) showed that models 
that include an interaction of satisfaction and service output quality provide a better 
understanding of consumer purchase intentions than do those models that include only 
the main effects of service quality or satisfaction. Hence, we propose:
H1a: Service output quality has a positive impact on customer satisfaction.
H1b: Service output quality has a positive impact on customer loyalty.
In service industries, the process of service delivery is often even more important than 
the service itself, especially when customer involvement is high. Several surveys have 
found support for the quality of staff acting as an antecedent to customer satisfaction 
in various service industries (e.g., Bitner et al. 1990; Babin et al. 2005). Ekinci et al. 
(2008) found that, while both were significant, the quality of staff had a stronger impact 
on customer satisfaction than service quality.
Researchers have also explored the direct effects of quality of staff on customer loy-
alty. Kristensen et al. (2000) found that the quality of interactions with customers had 
a direct positive impact on loyalty and an indirect effect through customer satisfaction. 
Brady et al. (2005) compared several service evaluation models and found that the best 
performing model was one where service quality (operationalised as a service encounter 
construct) affected behavioural intentions both directly and indirectly through satisfac-
tion. We therefore propose the following hypotheses: 
H2a: Quality of staff has a positive impact on customer satisfaction.
H2b: Quality of staff has a positive impact on customer loyalty.
Corporate image refers to customer perceptions of a company as a whole and is in 
the mind of customers not necessarily tied directly to their experiences. Research has 
confirmed both direct and indirect effects (through satisfaction) of a corporate image 
on customer loyalty. For example, Martensen et al. (2000) showed that corporate image 
is the most important antecedent of customer satisfaction in eight service industries. 
Kristensen et al. (2000) identified corporate image as the most important antecedent to 
loyalty and the second strongest antecedent to customer satisfaction (after service output 
quality). On other hand, Ciavolino and Dahlgaard (2007) found corporate image to be a 
weaker predictor of customer loyalty than customer satisfaction and quality of services. 
A positive effect of corporate image on customer satisfaction was also confirmed in a 
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survey of mobile telephone services users in Turkey (Türkyılmaz, Özkan 2007) and a 
direct positive effect on loyalty was found in the case of alpine ski resorts (Faullant 
et al. 2008). Based on these findings we propose: 
H3a: Corporate image has a positive impact on customer satisfaction. 
H3b: Corporate image has a positive impact on customer loyalty.
Anderson et al. (1994) noted that price is also an important antecedent of customer 
satisfaction, however, its impact on customer satisfaction has been less studied. Satis-
faction with price is a very subjective perception. It is a ratio between benefits that the 
customer receives and the price he or she pays; therefore, it is necessary to compare 
price to a given standard (e.g., the price of competitive service, customer expectations, 
or the perceived value). 
American Consumer Satisfaction Index (ACSI) shows that price-driven satisfaction 
is high in sectors where competition is relatively commodity-based. In these sectors, 
price plays a correspondingly important role. However, in service industries with high 
customer involvement and customized nature of products involved, price-driven satis-
faction is low, implying that quality is relatively more central to market behaviours in 
these sectors (Fornell et al. 1996). Johnson et al. (2001) confirmed a significant effect 
of perceived price on satisfaction in four out of five studied service industries, and a 
direct impact of price on customer loyalty was supported in two industries. We posit: 
H4a: Positive price perception has a positive impact on customer satisfaction. 
H4b: Perceived price has a positive impact on loyalty.

1.2. The customer satisfaction – loyalty relationship 
Satisfaction does not assure that customers will stay with a company (Jones, Sasser 
1995). In fact, the relationship between customer satisfaction and customer loyalty was 
found to be the weakest link in Heskett et al.’s (1997) service-profit-chain model. Oli-
ver (1999) suggests that satisfaction does not transform into loyalty as much as it is its 
precursor, which needs to be nurtured. Reicheld (1995) observed that many satisfied 
customers defect, implying that high satisfaction scores on satisfaction surveys do not 
translate necessarily into cash flows. To achieve long-term financial success, satisfaction 
must be transformed into loyalty; even more so in high-growth industries characterised 
by the cut-throat competition for market shares (Aksoy et al. 2013).
Notwithstanding the critiques outlined above, numerous empirical studies have con-
firmed a positive link between customer satisfaction and loyalty (e.g., Türkyılmaz, Öz-
kan 2007; Faullant et al. 2008; Aksoy et al. 2013). The study by Kumar et al. (2013) 
indicates that in emerging economies, satisfaction is even more strongly linked to 
profitable customer loyalty than in developed economies. Based on this background, 
we propose:
H5: Customer satisfaction has a positive impact on customer loyalty. 
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1.3. The impact of market structure on customer satisfaction and loyalty 
The degree of market competition plays an important role in determining the relation-
ship between customer satisfaction and loyalty. Jones and Sasser’s (1995) research in 
the 1990’s indicated that loyalty in highly monopolised industries (such as utilities or 
the airlines) might not be a consequence of satisfaction. Fornell (1995) postulated that 
dissatisfied customers will keep on buying from the same firm if no exit or switching is 
possible or if the alternatives available are just as dissatisfying. In such circumstances, 
customers are faced with a limited choice of service providers and hence virtually 
“forced” into loyalty. These factors can moderate satisfaction - loyalty link even in 
markets that do have several providers (Konuk F. A., Konuk F. 2013). 
Anderson and Mittal (2000) point out that firms should consider the impact of competi-
tion on the satisfaction – loyalty link. In a recent study, Kumar et al. (2013) included 
market structure as one of the moderators in their framework for establishing “profit-
able customer loyalty”. The concept refers to those customers who exhibit both behav-
ioural and attitudinal loyalty and provide profits for the firm. It is contingent on several 
customer-specific, market-specific, and firm-specific variables that include past purchase 
behaviour, customer satisfaction, quality and price perceptions as well as competition. 
The authors propose that market structure variables affect customer loyalty behaviour. 
This is in line with results of Rego’s (1998) research indicating a quadratic relationship 
between market concentration (as a measure of market structure) and customer satis-
faction. Monopolies exhibit the smallest degree of customer satisfaction, followed by 
market structures with a low concentration level. Rego (1998) surmised that monopolies 
effectively lack the proper incentives to satisfy their almost captive demand, while in 
industries with highly fragmented and atomized competition, the marginal benefit of be-
coming more efficient or increasing customer satisfaction is negligible. In his research, 
customer satisfaction was the highest in the oligopolistic setting where an oscillating 
demand forced competitors to strive for achieving high levels of customer satisfaction 
to retain their market share. We thus postulate:
H6a: Market structure affects the level of customer satisfaction. 
H6b: Market structure affects the level of customer loyalty.

2. Empirical study 

An empirical test of these hypotheses was conducted on a large sample of adult con-
sumers in a Central European country. We included three diverse types of services 
for evaluation: use of the highway infrastructure, mobile telephone services, and hair-
dressing services. These industries are characterised by different market structures. The 
highway infrastructure is a state monopoly, mobile telephony is a tight oligopoly (mo-
bile phone services were at the time of data collection provided by six companies; one 
state owned), and hairdressing with its numerous small private providers corresponds 
to monopolistic competition. All three types of services are widely and frequently used 
by the general population.
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Prior to collecting survey data, we conducted a qualitative analysis using four focus 
groups. The results indicated that the initial conceptual model should be revised. None 
of the focus groups provided support for the impact of corporate image on loyalty, hence 
we dismissed hypothesis H3b. 
The final conceptual model is summarized in Figure 1. The model has six constructs: 
four antecedents (service output quality, quality of staff, corporate image, and perceived 
price), customer satisfaction as an intervening variable, and loyalty as the composite 
outcome variable. Degree of competition (as approximated by market structure) affects 
both customer satisfaction and customer loyalty.

The concepts were operationalised based on the literature review and the findings of 
the focus group research (Table 1). Wherever possible, we adopted the scales used 
in national customer satisfaction indices (e.g., American - ACSI, European - ECSI, 
Swedish - NCSB) as their relevance has been supported in a large number of service 
industries and across different geographical settings. Degree of competition (market 
structure) was operationalised as a nominal variable that served as a group delineator 
in a multi-group SEM analysis.
Measurement scales were identical for all three industries. The advantages of this ap-
proach were threefold: it enabled the use of identical questionnaires in several service 
industries; it allowed for multi-industry comparisons; and it facilitated a generalization 
of findings. The instrument was parsimonious, as all the constructs contained three 
manifest variables. For all the items, a 10-item Likert-type scale was used (1 – com-
pletely disagree; 10 – completely agree). 

2.1. Data collection and sample characteristics
Data were collected via a web survey using the snowball sampling technique. Only 
respondents who had used all three types of services within the last three months were 
included in the survey. Each respondent was asked to evaluate all three types of ser-
vices. This research design enabled a control for bias linked to personal characteristics 
of respondents and also facilitated the comparability of results. 

Fig. 1. The conceptual model

Service
output
quality

Customer
satisfaction

Customer
loyalty

Quality of 
staff

Corporate
image

Perceived
price

H1a +

H2b +

H5 +

H4a +

H1b +

H2a +

H3 +

H4b +

Market structure

H6a H6b



816

H. Š. Erjavec et al. Drivers of customer satisfaction and loyalty in service industries

7

Journal of Business Economics and Management. Article in press

Respondents were instructed to evaluate their premier service providers in each industry 
(i.e., the provider that contracts most of their business). The case of highway services 
was specific, as the highway system operates as a monopoly. To use the highway sys-
tem, a driver is required to purchase a toll sticker (valid from 1 week up to 1 year). 
Competition in this industry is only indirect – if the customer decides not to pay the fee, 
he or she is forced to use alternative roads. In the other two industries, services could 
be bought from several providers that offer differentiated service products and employ 
a variety of pricing schemes. 
The sample included 1154 respondents of which 67% were women. A higher proportion 
of women respondents were logically expected, as many men do not visit hairdress-
ers regularly. There was no missing data, as the questionnaire was designed so that all 
answers were required. 

2.2. Analysis and results
Data were analysed using SEM analysis. First we tested the measurement model, fol-
lowed by a structural model analysis, as suggested by Anderson and Gerbing (1988). 
To test the effect of market structure on the relationships between the constructs, we 
employed a multi-group analysis.

                    Table 1. Operationalisation of latent constructs

Latent construct Manifest variable

Service output 
quality

Overall service output quality.
Service output quality compared to expectations.
Service output quality compared to other companies.

Quality of staff Overall quality of staff.
Quality of staff compared to expectations.
Quality of staff compared to other companies.

Corporate image Overall corporate image.
Positive public image.
Ethical behaviour of the company.

Perceived price Price compared to expectations.
Price compared to other companies.
Price compared to quality.

Customer 
satisfaction

Overall customer satisfaction.
Satisfaction compared to customer’s “ideal” service provider in the category.
Performance exceeds expectations.

Customer loyalty Re-purchase intentions.
Positive word of mouth.
Recommendation of this provider to others.

Market structure Highways = state monopoly.
Mobile telephones = oligopoly. 
Hairdressing = monopolistic competition.
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2.2.1. Measurement and structural model for aggregate data 
To assess model fit, we applied the Maximum Likelihood method. First, exploratory fac-
tor analysis was run for individual industries. Cronbach alpha and construct reliability 
W were calculated for all latent constructs. All coefficients were above 0.8, except for 
loyalty to highway service provider (a = 0.63; W = 0.69).
Convergent validity was supported, given that all the t-test values of indicator loadings 
for all the reflective constructs were statistically significant (Anderson, Gerbing 1988). 
Discriminant validity was tested by applying a χ2 test between pairs of latent variables 
(Anderson, Gerbing 1988), and was also supported. 
Confirmatory factor analysis was first performed separately for each industry, and then 
the model was run on the entire sample. The adequacy of the measurement model on the 
aggregate data was established (NFI = 0.951, CFI = 0.956, GFI = 0.901, IFI = 0.956, 
RMSEA = 0.048). 
The structural model (run on the aggregate data) included four exogenous constructs 
(service output quality, quality of staff, corporate image, and perceived price) and two 
endogenous constructs (customer satisfaction and customer loyalty). Model fit indica-
tors revealed adequate conformance of the data to the model (NFI = 0.959, CFI = 0.960; 
IFI = 0.960, RMSEA = 0.072). Results of this model testing are presented in Table 2. 

Table 2. Results of structural model testing for the aggregate sample 

Hypothesis Path Standardised regression weight t-value
Customer satisfaction drivers*

H1a + Service output quality => customer satisfaction 0.57 33.47
H2a + Quality of staff => customer satisfaction 0.29 20.47
H3 + Corporate image => customer satisfaction 0.08 14.97
H4a + Perceived price => customer satisfaction 0.08 8.86

Customer loyalty drivers*
H1b + Service output quality => customer loyalty 0.36 11.76
H2b + Quality of staff => customer loyalty 0.20 9.08
H4b + Perceived price => customer loyalty 0.18 14.97
H5 + Customer satisfaction => customer loyalty 0.27 14.97

An analysis of the aggregate data suggests that the strongest driver of customer satisfac-
tion is service output quality followed by quality of staff. The impact of corporate image 
and perceived price on customer satisfaction is relatively weak. Together the antecedent 
constructs explained 96.5% of the variability in customer satisfaction.
Service output quality is also the strongest driver of customer loyalty. As hypothesised, 
customer satisfaction, the quality of staff, and perceived price were also significant 
predictors of loyalty. Customer satisfaction and exogenous variables explained 86.5% 
of the variability in customer loyalty. All paths in the model were significant, and signs 
of the effects were consistent with hypotheses H1–H5. 
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2.2.2. Multi-group analysis
To test the impact of market structure on the relationships between these constructs, 
we performed a multi-group analysis. The multi-group model fit measures indicated 
good conformance of the data with the models (NFI = 0.944, CFI = 0.950; IFI = 0.950, 
RMSEA = 0.050). 
The structure of the model was supported for all market structures; however the strength 
of relationships between the constructs differed between the industries. Table 3 shows 
the standardised regression weights and proportion of explained variance for endog-
enous constructs for all three industries. These results suggest that customer attitudes 
toward service output quality, quality of staff, corporate image and perceived price vary 
across industries.

Table 3. Results of multi-group structural model testing per industry

Hypothesis Path Highways Mobile telephones Hairdressing 

Customer satisfaction drivers*

H1a + Service output quality => customer 
satisfaction

0.55 0.48 0.18

H2a + Quality of staff => customer satisfaction 0.39 0.19 0.66

H3 + Corporate image => customer 
satisfaction 

0.06 0.17 0.08

H4a + Perceived price => customer satisfaction 0.04 0.23 0.11

Customer loyalty drivers*

H1b + Service output quality => customer 
loyalty

0.36 0.34 n.s.

H2b + Quality of staff => customer loyalty 0.25 0.11 0.62

H4b + Perceived price => customer loyalty 0.20 0.26 0.12

H5 + Customer satisfaction => customer 
loyalty

0.18 0.26 0.11

Proportion of variance explained

R2: Customer satisfaction 94.9% 90.9% 94.9%

R2: Customer loyalty 81.1% 79.5% 82.1%

Notes: * standardised regression weights. n.s. – not significant at the 0.05 level.

In the provision of highway services, the strongest driver of both customer satisfaction 
and customer loyalty was service output quality, followed by quality of the staff. In 
mobile telephone services, service output quality was a dominant factor contributing to 
customer satisfaction and loyalty. The second strongest antecedent was perceived price, 
followed by quality of staff. A completely different pattern emerged in hairdressing ser-
vices. By far, the strongest driver of both satisfaction and loyalty was quality of staff. 
The impact of service output quality, corporate image, and perceived price was much 
weaker. In addition, the effect of service output quality on customer loyalty was totally 
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mediated by customer satisfaction. The reason for that result may lie in the high correla-
tion between both service quality constructs in this industry (r = 0.91). It implies that, 
in the eyes of consumers, quality of staff and quality of output are very closely related.
To evaluate the hypotheses H6a and H6b, we used a series of paired-sample T-tests. 
The levels of customer satisfaction (H6a) and loyalty (H6b) were indeed different across 
industries; a more competitive market structure implied higher customer satisfaction and 
higher customer loyalty. 
All hypotheses were supported, with an exception of effect of service output quality 
on customer loyalty (H1b) which was significant in two out of three industries and had 
thus only a partial support. 

3. Discussion

While our model conceptualisation was largely supported, the main drivers of satisfac-
tion and loyalty in all three types of services studied seem to be quite different. This 
result is consistent with the findings of previous research. For example, when comparing 
the results of ECSI for eight industries, Martensen et al. (2000) found that the actual 
pattern of influence depended on a particular industry setting. 
The differences in the strength of the relationships found between the constructs across 
industries could be explained by differences in the levels of market competition and the 
differences in the types of ties between customers and service providers. Our research 
lent no support to Rego’s (1998) conjecture that customer satisfaction will be the highest 
in an oligopoly setting. The highway service industry received the lowest satisfaction 
scores, while hairdressing achieved the highest scores, and mobile telephone services 
scores lay in the middle. 
A possible explanation for this result rests in the nature of the ties between customers 
and suppliers. In use of a highway infrastructure, customers cannot choose between 
different alternatives; rather, they can only opt to use the highways or not use them. 
Their decision “to buy” depends on the quality of service output, determined by such 
elements as length of the highway network, the quality of the road surface, amenities 
available in rest zones, a lack of traffic congestion and road obstructions, etc. Price 
perception does not importantly affect customer satisfaction with this service, but, ac-
cording to findings of our qualitative research, it is factored into their (re)purchase 
decision. Despite an expressed dissatisfaction with highway services, loyalty remained 
high, indicating that customers are in effect being held »hostages« (Jones, Sasser 1995) 
in this service industry.
On the contrary, high satisfaction scores leading to a “true” long-term loyalty were 
achieved in the hairdressing industry. The predominant influence of quality of staff on 
customer satisfaction and loyalty can be explained by its relationship nature. In this 
industry, many customers do forge a personal bond with their hairdressers and in some 
cases will stay loyal to them for decades. A high degree of customization and person-
alization of hairdressing services places a high value on the relationship between the 
customer and the front-line service provider (hairdresser). 

3. Discussion and implications

3.1. Discussion
While our model conceptualisation was largely supported, the main drivers of satisfac-
tion and loyalty in all three types of services studied seem to be quite different. This 
result is consistent with the findings of previous research. For example, when comparing 
the results of ECSI for eight industries, Martensen et al. (2000) found that the actual 
pattern of influence depended on a particular industry setting.
The differences in the strength of the relationships found between the constructs across 
industries could be explained by differences in the levels of market competition and the 
differences in the types of ties between customers and service providers. Our research 
lent no support to Rego’s (1998) conjecture that customer satisfaction will be the highest 
in an oligopoly setting. The highway service industry received the lowest satisfaction 
scores, while hairdressing achieved the highest scores, and mobile telephone services 
scores lay in the middle.
A possible explanation for this result rests in the nature of the ties between customers 
and suppliers. In use of a highway infrastructure, customers cannot choose between 
different alternatives; rather, they can only opt to use the highways or not use them.
Their decision “to buy” depends on the quality of service output, determined by such 
elements as length of the highway network, the quality of the road surface, amenities 
available in rest zones, a lack of traffic congestion and road obstructions, etc. Price 
perception does not importantly affect customer satisfaction with this service, but, ac-
cording to findings of our qualitative research, it is factored into their (re)purchase 
decision. Despite an expressed dissatisfaction with highway services, loyalty remains 
high, indicating that customers are in effect being held »hostages« (Jones, Sasser 1995) 
in this service industry.
On the contrary, high satisfaction scores leading to a “true” long-term loyalty were 
achieved in the hairdressing industry. The predominant influence of quality of staff on 
customer satisfaction and loyalty can be explained by its relationship nature. In this 
industry, many customers do forge a personal bond with their hairdressers and in some 
cases will stay loyal to them for decades. A high degree of customization and person-
alization of hairdressing services places a high value on the relationship between the 
customer and the front-line service provider (hairdresser).
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The only industry in our sample that uses contractual relationship as an important mar-
keting element is mobile telephone services. Providers of mobile telephone services are 
quite successful in establishing long-term contracts with their customers by offering 
them incentives (e.g. subsidised phone sets, discounted rates, etc.). Such contracts in-
crease the switching costs for consumers. Customers with high switching costs are more 
loyal, but this loyalty can be characterised as “false” loyalty. Survey results suggest that 
consumers offset the risk of accepting a long-term contract by demanding significant 
price concessions from their mobile telephone service providers. This may be the reason 
for higher importance of price perception in this industry.

3.2. Theoretical and managerial implications
Our research model performs satisfactorily when applied to very different service set-
tings thus the objective of developing a parsimonious, yet universal, measurement in-
strument was met. The results indicate that customer satisfaction plays an important 
role in establishing the relationship between quality perceptions and customer loyalty. 
Corporate image is not a particularly strong driver of customer satisfaction and ensu-
ing loyalty. In this respect, our results differed from those offered by Martensen et al. 
(2000). Perceived price acts as an antecedent to customer loyalty, and its effect is par-
tially mediated by customer satisfaction. It is interesting to note that the direct effect 
of perceived price on customer loyalty is much stronger than its impact on customer 
satisfaction, which supports the concern already voiced by several researchers that com-
panies should pay more attention to measuring customer loyalty than just focusing on 
achieving customer satisfaction (e.g., Rust et al. 1995; Oliver 1999; Reicheld 1995; 
Anderson, Mittal 2000; Aksoy et al. 2013).
Our second objective was to investigate whether customer satisfaction and loyalty differ 
across industries with different market structures. Zeithaml (2000) suggests that un-
derstanding the relationship between constructs in service quality – loyalty framework
is important, but it is perhaps more useful managerially to identify the specific drivers 
that most closely relate to the dependent and intervening variables. Our results suggest 
that the drivers of satisfaction and customer loyalty are markedly different in specific 
industries. Thus, managers must understand which elements of their service offerings 
lead to customer loyalty and then focus and direct their managerial efforts and invest-
ments accordingly. While cross-industry benchmarking may constitute an important 
source of ideas for developing new service offerings, simply transposing key success 
factors from other industries to their own business might not suffice. For example, our 
research shows that in the relational services, such as hairdressing, employees are the 
greatest asset, unlike the mobile telephone business where it is more crucial to find 
the appropriate ratio between the quality of service outputs and price. In monopolised 
industries, such as highway service provision, loyalty is high, despite general consumer 
dissatisfaction, but there is a limit to such a forced loyalty. In the absence of other sup-
ply alternatives, when quality – price discrepancies become too high, consumers simply 
choose to exit from the market.
These findings are relevant not only for designing more appropriate marketing strate-
gies, but also for public policy. As proposed by Fornell (1995), customer satisfaction 
scores can serve as a proxy for market efficiency and can, as such, aid regulators in 
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These findings are relevant not only for designing more appropriate marketing strate-
gies, but also for public policy. As proposed by Fornell (1995), customer satisfaction 
scores can serve as a proxy for market efficiency and can, as such, aid regulators in their 
assessment of social welfare in a particular industry. Our results show that satisfaction 
scores increase as market concentration decreases, suggesting that competition promotes 
market efficiency. Hence, a small number of providers in an individual industry seem to 
be detrimental to consumer welfare. Public policy should thus introduce specific meas-
ures to mitigate the negative effects of imposing high entry barriers (such as high switch-
ing costs) and also limit the extent of market power in highly concentrated markets.

5. Research limitations and suggestions for future research

Our survey design, which demanded that each respondent evaluates three types of ser-
vices, had certain advantages, but it also had drawbacks. Even though our objective was 
to test the research model in a variety of service settings, we had to limit the number 
of investigated industries to only three. Inclusion of additional industries would have 
substantially lengthened the questionnaire and thus, impede the reliability and validity 
of the measurement. The quest for universality of a questionnaire produced another 
limitation: to apply the questionnaire to different services, the items had to remain very 
general, so particular features specific to an individual industry could not be observed.
While our conceptual model built on the theoretical background, fine-tuning relied on 
the results of qualitative research. Consequently, the direct link between corporate im-
age and loyalty was omitted from our empirical validation. However, it is possible that 
reported attitude was a result of social desirability bias, as it is reasonable to expect 
that participants would not like to admit that their behaviours are guided by marketers’ 
persuasion tactics. This issue warrants further and more precise and focused exploration. 
The divergence in regression coefficients across different industries suggests that the 
strength of the links between the constructs varies across different service settings. To 
better understand the reasons for this variation, research in other markets would be 
clearly welcome. Also, further moderators, such as brand equity and switching costs, 
should be explored.
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their assessment of social welfare in a particular industry. Survey results show that 
satisfaction scores increase as market concentration decreases, suggesting that competi-
tion promotes market efficiency. Hence, a small number of providers in an individual 
industry seem to be detrimental to consumer welfare. Public policy should thus intro-
duce specific measures to mitigate the negative effects of imposing high entry barriers 
(such as high switching costs) and also limit the extent of market power in highly 
concentrated markets.

Conclusions

In our research we designed and tested conceptual model for measuring drivers of ser-
vice satisfaction and loyalty in various service industries. We also investigated whether 
a degree of competition in an industry affects formation of customer satisfaction and 
loyalty. The results support the model: service output quality, quality of staff, corporate 
image, and price perception affect customer loyalty, customer satisfaction acts as a 
mediator in all three service industries, while competitive environment moderates the 
relationship between the constructs. The divergence in regression coefficients across 
different industries suggests that the strength of the links between the constructs var-
ies across different service settings. To better understand the reasons for this variation, 
research in other markets would be clearly welcome. Also, further moderators, such as 
brand equity and switching costs, should be explored. 
Our research has also some limitations. Survey design, which demanded that each 
respondent evaluates three types of services, had certain advantages, but it also had 
drawbacks. Even though our objective was to test the research model in a variety of 
service settings, we had to limit the number of investigated industries to only three. 
Inclusion of additional industries would have substantially lengthened the question-
naire and thus, impede the reliability and validity of the measurement. The quest for 
universality of a questionnaire produced another limitation: to apply the questionnaire 
to different services, the items had to remain very general, so particular features spe-
cific to an individual industry could not be observed. While our conceptual model built 
on the theoretical background, fine-tuning relied on the results of qualitative research. 
Consequently, the direct link between corporate image and loyalty was omitted from our 
empirical validation. However, it is possible that reported attitude was a result of social 
desirability bias, as it is reasonable to expect that participants would not like to admit 
that their behaviours are guided by marketers’ persuasion tactics. This issue warrants 
further and more precise and focused exploration.
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These findings are relevant not only for designing more appropriate marketing strate-
gies, but also for public policy. As proposed by Fornell (1995), customer satisfaction 
scores can serve as a proxy for market efficiency and can, as such, aid regulators in their 
assessment of social welfare in a particular industry. Our results show that satisfaction 
scores increase as market concentration decreases, suggesting that competition promotes 
market efficiency. Hence, a small number of providers in an individual industry seem to 
be detrimental to consumer welfare. Public policy should thus introduce specific meas-
ures to mitigate the negative effects of imposing high entry barriers (such as high switch-
ing costs) and also limit the extent of market power in highly concentrated markets.

5. Research limitations and suggestions for future research

Our survey design, which demanded that each respondent evaluates three types of ser-
vices, had certain advantages, but it also had drawbacks. Even though our objective was 
to test the research model in a variety of service settings, we had to limit the number 
of investigated industries to only three. Inclusion of additional industries would have 
substantially lengthened the questionnaire and thus, impede the reliability and validity 
of the measurement. The quest for universality of a questionnaire produced another 
limitation: to apply the questionnaire to different services, the items had to remain very 
general, so particular features specific to an individual industry could not be observed.
While our conceptual model built on the theoretical background, fine-tuning relied on 
the results of qualitative research. Consequently, the direct link between corporate im-
age and loyalty was omitted from our empirical validation. However, it is possible that 
reported attitude was a result of social desirability bias, as it is reasonable to expect 
that participants would not like to admit that their behaviours are guided by marketers’ 
persuasion tactics. This issue warrants further and more precise and focused exploration. 
The divergence in regression coefficients across different industries suggests that the 
strength of the links between the constructs varies across different service settings. To 
better understand the reasons for this variation, research in other markets would be 
clearly welcome. Also, further moderators, such as brand equity and switching costs, 
should be explored.
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