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Preface

The authors of this book have spent several decades working on the collection
and analysis of the American Customer Satisfaction Index (ACSI) data
discussed in the book. Per Google Scholar, Claes Fornell is the top-ranked
professor worldwide in customer satisfaction (in citations), G. Tomas M. Hult
is ranked second, and Forrest V. Morgeson III is among the top 15, while
David VanAmburg has been the person in charge of ACSI’s management and
day-to-day operations since its early beginnings. Our co-author team is
committed to customer satisfaction, have the knowledge about what it takes
to manage and achieve the appropriate levels and changes in customer satis-
faction, and are immensely proud of this book that tells our unique customer
satisfaction story. Our more-than-century of collective dedication to customer
satisfaction is captured in 7he Reign of the Customer: Customer-Centric
Approaches to Improving Satisfaction.

At the same time, a commitment of this depth and breadth to understand
and continually push the boundaries on what it takes for companies to achieve
satisfied customers profitably unavoidably has effects on those involved. Each
of us, it is fair to say, has become immersed in the concept of customer
satisfaction in a way alien to most others. We have authored—collectively and
separately—hundreds of articles on customer experience, customer satisfaction,
customer loyalty, the link of these to companies’ financial performance, and
so forth. Our goal in this book is to present the fruits of all of these labors
to the reader in an accessible manner. Only through such a presentation
can these ideas truly help consumers, researchers, marketing managers,
businesspeople, CEOs, companies, and the global economy as a whole.

In the pages that follow, we will discuss the ACSI project and the findings

and lessons derived from it over the past 25 years. There are multiple

vii
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dimensions to these discussions, just as there are multiple dimensions to most
consumer experiences. The one thread that connects all of the findings is the
concept of customer centricity. When first designed in the late 1980s and
refined in the early 1990s, the ACSI model was focused on better understanding
what makes customers happy, keeps them coming back to a company, and
keeps the economy expanding. To achieve these goals, companies must adopt
a customer-centric approach that emphasizes the importance of customer
relationship management, customer satisfaction, and customer loyalty. We
often talk about “customer asset management” to capture the collective nature
of these customer-centric issues from the viewpoint of a company.

Yet, customer centricity is neither homogenous across industries nor an “at
all costs” proposition. Customers demand different things from different
types of goods and services. Companies must provide these uniquely satisfying
experiences from within the context of their own industry and relative to their
competitors. They also must always do so in a way that is profitable for the
business, or at least where revenue equals cost over the long term. The ideas
presented in the pages that follow will, we hope, simplify these complexities
in a useful way.

A project the size of the ACSI—with tens of millions of customer surveys
over the years—and the findings from it can only be produced by a team.
Beyond the authors whose words collectively make up this book, several
researchers deserve thanks for their efforts in creating the data central to this
book. Udit Sharma of the ACSI and Michigan State University provided
immeasurable assistance in data aggregation and visualization for this project
and deserves special mention. Tanya Pahwa and Yuyuan Pan, both researchers
at ACSI over the last several years, have helped in many ways. Tina Detloff
and Christina Stage, also of ACSI, have supported the efforts of the researchers
in many ways, and are key to keeping the ACSIproject moving forward.
Finally, Google Scholar tells us that more than 12,000 articles have been written
using the ACSI data or ACSI results in some way. We are tremendously grateful
to these authors for helping us push the customer satisfaction boundaries and
linking work by the ACSI team to myriad positive individual, company, and
country behaviors and performance metrics in the international marketplace.

Ann Arbor, MI Claes Fornell
June 11, 2020 Forrest V. Morgeson II1
G. Tomas M. Hult
David VanAmburg
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1

Defining Customer Satisfaction:
A Strategic Company Asset?

Chapter Overview

In this chapter, we provide an overview of customer satisfaction as a strate-
gic company asset, as seen from the lens of the American Customer
Satisfaction Index (ACSI). Included is a brief review of the ACSI project’s
history and the economic forces that originally inspired it, the methodology
and model that guide its research, and the structure of the index vis-a-vis
the sectors, industries, and companies included therein. The primary goal of
this chapter is to explain the source of the ACSI data—which centers on
customer satisfaction—that informs many of the insights that come in the
chapters to follow, to provide a methodological primer to the data, and to
reiterate the importance of customer satisfaction measurement today and in
the future. The chapter closes with an overview of the chapters that follow.

Key Conclusions

* The ACSI project was launched in response to the emerging “customer-
centric” economy and the need to measure the quality as well as the quan-
tity of national economic output.

¢ In addition to customer satisfaction, the ACSI model includes measures of
customer expectations, perceptions of quality, value, complaint behavior,
and customer loyalty (retention) at the company, industry, sector, and
national levels.

* Measurement is conducted for companies, then weighted and aggregated
to the industry, sector, and national economy levels.

© The Author(s) 2020 1
C. Fornell et al., 7he Reign of the Customer, https://doi.org/10.1007/978-3-030-13562-1_1
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2 C. Fornell et al.

* While the ACSI was launched before the most profound changes brought
by the Information Age, its mission and purpose—to measure the quality
of economic output for a more competitive and customer-centric econ-
omy—is more relevant than ever.

1.1 A Brief History of the American Customer
Satisfaction Index

To understand more fully the modern economy, and the firms that compete in
it, we must measure the quality of economic output, as well as its quantity. Claes
Fornell, Chair of the Board and Founder, American Customer Satisfaction
Index, 1995

As in all good journeys, let us begin this book with a bit of history and
foundation-setting. Given the primary subject of the book—to understand
changes in the perceptions of American consumers over the last quarter-
century and how to manage customer satisfaction given these changes—it is
important to start with a brief overview and history of the American Customer
Satisfaction Index (ACSI). How and why was the ACSI project created? How
does it measure consumer satisfaction with individual companies, industries,
and economic sectors? How has it evolved over the course of a quarter of a
century? The fact that a large portion of the material contained in this book
draws on ACSI data and findings, such an introduction is wise and necessary
before proceeding. But beyond this straightforward goal, a clearer notion of
how and why the ACSI was created and how it measures satisfaction across
the U.S. economy and around the world will provide the foundation for a
deeper understanding of the most important and enduring purposes of con-
sumer insights and customer satisfaction measurement. In turn, this informa-
tion will enhance the insights and lessons derived from 25 years of ACSI data
and research offered in the chapters that follow, with personal insights from
the founder of ACSI himself. So how and why did this project emerge?

In the early 1990s, researchers at the American Society for Quality
(ASQ)—a prominent professional association founded shortly after World
War II with the goal of advancing quality improvement principles and prac-
tices within economies around the world—recognized the need for a compre-
hensive national measure of quality for the U.S. economy. Only with such a
measure, so it was thought, could a clear understanding of how well the
U.S. economy was performing be achieved. ASQ began by investigating
whether a national, cross-company, cross-industry measure of quality already
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existed, and if not, whether its development was feasible. With the help of a
team of experts on the topic, ASQ examined myriad approaches to quality
measurement and determined that no standardized measure of quality existed
that could be applied to the multitude of diverse products and services offered
within a modern economy. While many different quality measures existed,
none was designed to effectively compare and benchmark these measures
across distinct industries and categories (e.g., goods vs. services, cars vs.
consumer-packaged goods (CPQ)), or to aggregate them into a national index
of quality (i.e., an economy-wide, macroeconomic view of quality). However,
one potentially useful model that was being implemented outside the U.S. at
the time was brought to the attention of ASQ: the Swedish Customer
Satisfaction Barometer (SCSB).

A few years before ASQ began its search, in 1989, a Swedish economist and
professor at the University of Michigan in the U.S. named Claes Fornell had
designed and launched a national index of customer satisfaction for the
Swedish economy, a project called the Swedish Customer Satisfaction
Barometer (SCSB). Fornell had spent the first decade of his academic career
writing extensively on the topics of customer satisfaction, consumer com-
plaint behavior, the economic impacts of customer relationship management,
and advanced statistical analysis of consumer survey data. It was this expertise
that had led him to conceive and create the SCSB.

With support from the Swedish government, which had seen its economy
struggle with increased competition and slower growth throughout much
of the 1970s and 1980s as the effects of the European Common Market
became fully apparent, the SCSB was the first project to apply a single, stan-
dardized statistical model for measuring both quality and customer satisfac-
tion across the diverse sectors of a large national economy. In its first year,
the SCSB successfully measured satisfaction with nearly 100 Swedish com-
panies across 28 distinct consumer industries, interviewing approximately
25,000 customers of these companies in the process. Ultimately, it was this
model that would attract the attention of ASQ, be chosen as the best alter-
native for measuring quality and satisfaction in the U.S., and be transported
across the Atlantic to be applied to the larger U.S. economy as the American
Customer Satisfaction Index.

It was on the basis of the SCSB project that the ACSI was founded in Ann
Arbor, Michigan, by a group of professors at the University of Michigan’s
Business School (now the Stephen M. Ross School of Business), under the
direction of Fornell. With funding from ASQ, the University of Michigan,
and several other organizations, an extensive “first wave” pretest of the ACSI
was conducted in 1993." Analysis of these results confirmed what had
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previously been discovered in Sweden: that a cross-industry, cross-sector mea-
sure of the quality and satisfaction of a nation’s economic output was indeed
possible, providing highly informative results about the conditions of the
economy. One year later, in 1994, the baseline American Customer Satisfaction
Index study was produced. This first wave of the ACSI study measured satis-
faction with seven sectors of the U.S. economy, 30 industries, and approxi-
mately 180 large business-to-consumer (B2C) companies. The study has been
replicated each year since, with fresh results collected and released throughout
each calendar year. And as we will show below when reviewing the methods
and models of the ACSI, the study has grown significantly in the intervening
25 years.

The central purpose motivating Fornell and his collaborators to create the
ACSI was simple and relates to the mission that originally sent the American
Society for Quality (ASQ) on its search for a national index of quality. This
objective remains important in both understanding the material to follow in
this text and in understanding the modern economy better. While nations
had for many years (since at least the 1940s, and in some cases earlier) mea-
sured the quantity of output produced within their economies through a vari-
ety of different metrics (and continue to do so today), they had up until the
1990s predominantly ignored a more elusive but arguably more important
feature of sustainable economic growth—the guality of output. In Sweden,
for example, the SCSB was created with the explicit goal of increasing the
quantity of economic output in that country, and thus its gross domestic
product (GDP) growth, but doing so by measuring, monitoring, and improv-
ing the quality of that output as perceived by consumers. This would, it was
hoped, increase consumer demand. The quality improvements were thus
intended to make struggling Swedish firms more competitive both domesti-
cally and internationally by better pleasing consumers and inspiring them to
spend more with domestic firms.

By the 1980s and 1990s many companies had begun to measure customer
satisfaction internally (along with related “consumer insights” and the “voice
of the customer” (VOC)). However, lack of access to this data and the dispa-
rate research methods (e.g., different survey items, samples, timeframes, sta-
tistical methods) used to conduct measurement across these companies,
coupled with divergent quality of the resulting output, made comparison and
aggregation of the data to the macro level impossible. In short, new economic
realities were increasing competition dramatically and making quality and
innovation more important than ever, but standardized data permitting a
clear understanding of the quality of goods and services being produced were
largely unavailable.
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It was from within this context that Fornell and his collaborators on the
ACSI project recognized that growing domestic and global competition
demanded a clearer idea of the factors that satisfied increasingly powerful con-
sumers. What motivated these consumers to open their wallets to spend
money on certain brands of goods and services more so than others? Measuring
satisfaction (alongside its drivers and outcomes) in a systematic, standardized
fashion across the entirety of a national economy would provide vital infor-
mation for fully understanding the health of companies, industries, and entire
economies from the perspective of the ultimate and most important judge,
the individual consumer. Clearly this perspective is more relevant than ever
today, and will likely become even more so in the future as ongoing changes
in the global marketplace appear to be dictating.

As the Information Age has evolved from science fiction to a fully devel-
oped reality over the last few decades, consumers now have more choice and
greater power than ever before. The internet revolution has profoundly
changed how buyers and sellers relate to one another, and in the amount of
leverage and power held by consumers. The changes ushered in as part of the
Information Age have given consumers many new advantages. These include
greater access to information about specific products and services prior to
purchase and consumption, greater access to information about alternative
suppliers (sellers) of goods and services, an increased ability to punish sellers
through more impactful complaint behavior and word-of-mouth, and an
increased ability to more directly influence new product/service offerings (i.e.,
co-production of goods and services). As such, these changes have forced
companies of all kinds to reconsider how they measure and manage their per-
formance, and to focus more on the voice of the customer. In all of the chap-
ters that follow, some mention will be made of this changed global marketplace
spawned by the Information Age and how it has impacted consumer expecta-
tions, perceptions of quality, perceptions of value, satisfaction, complaint
behavior, and customer loyalty.

Nevertheless, whereas companies—and national economies in their
entirety—once relied almost exclusively on measures like labor productivity,
market share, revenue growth, profitability, stock market valuation, and gross
domestic product as performance indicators, now external, customer-facing
measures and the linkages between these measures and financial performance
are at the forefront. Indeed, practices like customer relationship management
and concepts like “customer-centricity” now occupy a central place in the
discourse of corporate performance precisely because of this changed land-
scape. More and more, measuring consumer satisfaction and related consumer
perceptions and insights is viewed as a vital, necessary activity for the firm
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hoping to adequately compete for buyers in increasingly competitive free
markets. The same imperative holds for the national economy looking to
compete in an environment with fewer boundaries and obstacles to free trade.
It is our hope that the findings and lessons in this book will reinforce the
continued and growing importance of customer satisfaction and its measure-
ment under these circumstances.

1.2 An Interview with Professor Claes Fornell,
Founder and CEO of the ACSI (Image 1.1)

Question When you founded the ACSI more than 25 years ago, what was
your primary goal? What did you hope the project would provide that didnt

already exist (to researchers, companies, policymakers, etc.)?

Claes Fornell It was about that time 25 years ago when three big trends were
beginning to become evident. The first was global competition, the second
was the growth of services in most advanced economies, and the third was
that consumers were beginning to be better armed with information (about
purchase alternatives, prices, quality, etc.). These trends led to more buyer

Image 1.1 Source: American Customer Satisfaction Index LLC
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power and fewer monopolies in the overall economy. In other words, there
was a major shift in power away from producers to consumers. It also meant
that the conventional measures about the performance of firms and econo-
mies needed updating and change. At the company level, it was clear that the
more we knew about how satisfied customers were, the better we could pre-
dict future revenue from repeat buyers. At the macro level, we could also infer
what an increase (or decrease) in aggregate customer satisfaction meant for
aggregate consumer spending. This was very important since consumers
account for about 70% of gross domestic product in the U.S. It is not possible
to have strong economic growth without robust growth in consumer spending.

Question Have changes in the economy over the past 25 years impacted how
customer satisfaction is measured?

Fornell Yes. Just about every company now measures customer satisfaction
in one way or another. That’s an important first step. The problem is that most
companies still do not have enough quality in their measurements. Very little
attention is paid to the integrity and properties of the measures. The concepts
of reliability and validity seem foreign to many companies, which have led to
measures that don't reflect what they purport to measure and contain more
random noise than authentic variation. Over the long run, this is, of course,
untenable.

Question Can you give us some idea of the economic and financial impor-
tance of customer satisfaction, both to companies and to national economies?

Fornell Most companies depend heavily on repeat business. There are only a
few things we consume only once. In a competitive market, where consumers
have a great deal of choice, it is therefore necessary to make sure one has satis-
fied customers. Otherwise, they will go elsewhere. We can see the financial
impact not only in revenue and profitability, but also in stock returns. For
more than 15 years now, we have had a stock fund that invests in companies
with superior customer satisfaction (as measured by the ACSI), with very
good results. The stock portfolio of these companies had a return of 518%
between March 2000 and March 2014. This is much better than the market.
The S&P 500 went up only by 31% over the same period of time.

Question Given that the ACSI has existed for 25 years, and that satisfaction
measurement in general is more popular than ever, why do some companies
(and even entire industries) continue to treat their customers so poorly (cable
TV companies perhaps being an example here)?
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Fornell The major reason for this is some form of monopoly power. Despite
what I said about the increase of competition in general, there are exceptions.
There are markets where purchase alternatives are few and/or where the cost
of leaving a company can be substantial. I would put cable companies in that
category. In industries with few product and service options, customers have
limited powers to punish offending companies.

Question Finally, if you had one lesson or piece of advice from all of your
research and all of your experience that you think would help companies
most, what would that advice be?

Fornell Let me answer by first saying what advice I would 7oz give. For exam-
ple, it is a folly to believe that the customer is always right. Economically
speaking, the customer is only “right” if there is an economic gain for the
company in keeping that customer. Some customers are very costly and not
worth keeping. It is also not helpful to believe that customer loyalty is price-
less and customer satisfaction worthless. Unless the company has a monopoly,
loyalty can be very costly unless it is produced by customer satisfaction. If
loyalty is gained by price discounts instead of having satisfied customers, for
example, it is usually a path to failure rather than to healthy profits.

Now, let me turn to some more constructive advice. The first is to realize
that measurement equals information. Companies with the best measure-
ments have the best information. Companies with the best information often
win. However, the data gathered from surveys, focus groups, social media,
and so on are not information. They are raw data. Data can become informa-
tion, but that needs to be processed first. Think of crude oil and gasoline.
There is a refinery between the two. We don’t put crude oil in our gas tank.
Without knowing how much noise there is in the data, what is causing what,
and what the effect of a specific action will be on customer satisfaction, likeli-
hood of repurchase, earnings, and ultimately stock price, the raw data points
do not have much value. Data must be analyzed and processed. Many com-
panies today act on raw data and, to the extent they do any statistical analysis
at all, it is too primitive—with techniques that are often more than 100 years
old. These techniques are not sufficient for customer satisfaction data, which
are not normally distributed—no bell curve here—and have extreme multi-
collinearity (everything is correlated to everything else).

The second piece of advice I would give is that the most important thing to
do in order to improve customer satisfaction is not what most managers think
it is. It is not better service. It is not better quality. It is not better price.
Consumers are individuals. They differ from one another, at least in most
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markets. Accordingly, the most important aspect of customer satisfaction is
“fit.” Pick the right customers (targeting) and customize the products to the
extent necessary—there is a cost constraint here of course. It is the “fit”
between the buyer’s needs and wants and the company offering that deter-
mines the customer’s satisfaction. Sell to the wrong customer and that cus-
tomer will not come back. Treat everybody the same, and unless they actually

are, nobody is going to be happy.

1.3 The ACSI Model and Methodology

Having discussed the background and history of the ACSI, along the nuggets
provided in the interview with its founder Claes Fornell, we can turn now to
a discussion of the structure, methods, and models underlying the ACSI sys-
tem and measurement. We begin with a brief, non-technical review of the
data collection and statistical methods used by ACSI to analyze the hundreds
of thousands of consumer interviews collected annually for the study. We turn
then to a macro view of ACSI, looking specifically at the structure of ACSI as
it pertains to the economic sectors, the industries and companies included for
measurement, and how satisfaction scores are produced and interpreted at
these different levels of data aggregation. Again, the primary goal of this
review will be to prepare the reader for the related analyses of ACSI model
variables in the chapters that follow.

To measure customer satisfaction, ACSI relies on the perceptions of actual
customers of companies, or what is sometimes called the voice of the cus-
tomer. The ACSI study begins with survey data collected through interviews,
and all ACST satisfaction results (and those of all the other measured variables)
are produced using information collected from actual customers of the com-
panies being measured. To collect this information, ACSI uses a standardized
survey instrument (questionnaire) designed to collect information about a set
of consumer perceptions as quantitative (numeric) variables to be included
for analysis within the ACSI statistical model.? The survey instrument, which
has remained largely unchanged since it was first created in 1994, was specifi-
cally designed to apply to consumer experiences across diverse economic
industries and sectors. It seeks to tap into multi-item variables (sometimes
called “latent variables”) for measuring the six focal constructs contained in
the model: customer expectations, perceived quality, perceived value, cus-
tomer satisfaction, customer complaints, and customer loyalty. The construct
of customer satisfaction is often labeled simply as ACSI since customer satis-
faction is the “ACSI score” or “ACSI index” as reported in media and updated
publicly on the ACSI website.
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Survey interviewing to collect the data for all ACSI constructs is conducted
using standard market research approaches, including internet panel online
interviewing (currently) and computer-assisted telephone interviewing
(CATT) methods (in ACSTs first years, but no longer).> Multiple checks are
employed to ensure a random sample of consumers as representative as is pos-
sible of each individual company’s actual customer base (this is often called
stratified sampling). “Representativeness” in the context of the ACSI study
indicates that potential respondents are screened before interviewing to deter-
mine eligibility to participate, with eligibility meaning that the potential
respondent has personally purchased and consumed the good/service for
which interviewing is being conducted within a narrowly defined time period
consistent with the repurchase cycle. The time periods range from a current
subscription in certain services (such as an active bank account or current
subscription to subscription TV service) to purchase and consumption within
the last three years (for durable goods products purchased less frequently, like
automobiles or household appliances).

The statistical model used to analyze the data and to measure satisfaction
with companies and industries across the U.S. consumer economy—the
“ACSI Model”—is represented graphically in Fig. 1.1. Appendix 1 includes a
generic version of the ACSI survey instrument and discusses some of the tech-
nical science of the multi-equation econometric cause-and-effect system.

The ACSI model functions as a tool for accurately and reliably measuring
not only the central construct in the model (customer satisfaction), but also
the most important determinants or “drivers” of satisfaction (e.g., consumer

Perceived Custon_1er
Overall Quality Complaints
\ /
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» Customization Perceived Scu_s:om_er
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+ Price Given Quality . Satisfaction N
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» Confirm/Disconfirm

Expectations
P Expectations Loyalty
+ Overall o * Repurchase Likelihood
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« Reliability (Reservation Price)

Fig. 1.1 The ACSI model. (Source: Authors’ creation from American Customer
Satisfaction Index data and methods)
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perceptions of product/service quality and value) and the most vital outcomes
of satisfaction. The latter, viewed as future consumer behaviors driven by
satisfaction, includes customer complaints and customer loyalty. Because the
model measures perceptions common to virtually every consumer experience,
results produced through it can be compared and benchmarked across com-
panies, industries, sectors, and national economies. The model produces vari-
ous output, but two pieces of information are most essential: (1) Scores or
ratings for the variables—produced on a 0—100 scale—which are most useful
for determining levels of performance and benchmarking performance across
companies, industries, economic sectors, over time, and so forth; and (2)
Impacts, which dynamically relate the variables to one another (represented by
the arrows in the model), and which are useful for identifying the most
impactful drivers/outcomes of satisfaction.

Expanding on this general description of the ACSI model and providing
some insight into the composition of the latent variables* and the relation-
ships between them, customer satisfaction (ACSI) is the central variable in the
model and it is measured with questions asking about the consumer’s overall
cumulative satisfaction with their experience (overall satisfaction), the confir-
mation or disconfirmation (either positive or negative) of prior expectations
produced by the experience (confirm/disconfirm), and a comparison of the
experience to an imagined ideal experience (comparison with ideal).
Satisfaction has three primary antecedents (or drivers/influencing factors) in
the ACSI model—perceived quality, perceived value, and customer expecta-
tions. All three latent variables are anticipated to have direct, positive effects
on satisfaction, with satisfaction predicted to increase at higher levels of these
drivers. Yet both empirically and theoretically, the relationship between
quality and satisfaction is expected to be the largest, as consumer satisfaction
has almost universally been found to be predominantly a function of a con-
sumer’s quality experience with a good or service with few exceptions (this
anticipated result is further discussed and confirmed in Chap. 3). As concep-
tualized in the ACSI survey, there are three primary elements of the quality
experience included in the perceived quality latent variable: perceptions of
overall quality (overall quality), the degree to which a product or service ful-
fills subjective individual consumer requirements (customization), and how
consistently and reliably the product or service performs (reliability).

The second variable anticipated to have a direct and positive effect on cus-
tomer satisfaction is perceived value, which is measured in the ACSI survey as
the level of perceived quality relative to the price paid, and the price paid rela-
tive to the perceived quality of the good or service. Adding perceived value to
the model incorporates price information, yet still allows for comparison of
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results across disparate companies, industries, and sectors where pricing can
vary substantially. In other words, perceived value does not ask solely about
price, where perceptions can differ significantly across different industries and
categories with widely different pricing structures. Because the perceived value
variable is measured as the ratio of price paid relative to the quality received
(and vice versa), perceived quality is also predicted to have a positive and
direct effect on perceived value.

Finally, the third determinant of customer satisfaction in the model is the
level of quality or performance the respondent expected to receive with the
product/service prior to their experience, or the customer’s expectations.
Because expectations are generally rational and serve as a primary reference
point in a consumer’s product/service evaluation, they are predicted, like both
quality and value, to directly and positively impact satisfaction. Expectations
capture all of a customer’s prior knowledge (through recommendation, earlier
experiences, advertising, news and information, etc.) and consumption expe-
riences with a firm’s products or services. Similar to quality, expectations in
the ACSI model are measured as the consumer’s anticipated perceptions of
overall quality, customization, and reliability. Furthermore, customer expecta-
tions are also positively and directly related to both perceived quality and
perceived value. These relationships recognize the consumer’s ability to learn
from experience and to anticipate, based on this prior knowledge, the quality
and value of a product or service.

The two most essential outcomes of customer satisfaction—that is, the
most important future consumer behaviors predicted to be driven by chang-
ing levels of satisfaction—included in the model are customer complaints and
customer loyalty. When dissatisfied, customers have the option of leaving the
company and defecting to an alternative supplier (if one exists), of silently
stewing in their dissatisfaction, or of voicing their dissatisfaction to their sup-
plier in an attempt to receive some kind of recovery. Thus, an increase in sat-
isfaction is negatively related to complaint rate, with the implication that a
firm will get a decreased number of complaints as satisfaction increases. While
predicted to positively lead to a lower complaint rate, increased satisfaction is
predicted to improve and lead to higher customer loyalty. Customer loyalty is
the ultimate customer-related dependent variable in the model—as well as
being an essential business objective—and it is modeled by questions asking
how likely the customer is to remain a customer of the company, and how
tolerant the customer is (based on past experiences) of price increases. The
importance of customer loyalty lies in its relationship to business outcomes
like customer retention and price tolerance, and in forecasting market share,
revenue growth, and profitability.
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The final outcome relationship in the model is the effect of customer com-
plaint behavior on customer loyalty. The direction and size of this relationship
reveals, by and large, the efficiency and quality of a company’s complaint
recovery and complaint handling system. That is, when the relationship
between complaint behavior and loyalty is positive, this shows that a company
is successfully converting complaining customers into loyal customers; when
the relationship is negative, complaining customers are more likely to defect
due to their complaint, and that an increase in complaints will cost the firm a
larger number of customers over time. In the latter scenario, the company was
not able to handle or rectify the complaint to such a level that the customer
remained loyal to the company.

While we need not elaborate on segmented, or unique, scenarios of the
ACSI model because they overwhelmingly mimic the model just described,
other variants of the ACSI model—for instance, a version that measures prod-
uct and service quality separately when both are central to a consumption
experience, and one designed specifically for government services and their
relatively unique nature—are also utilized for measurement by ACSI. The
core ACSI model has been used for 25 years to measure satisfaction with a vast
majority of the companies, industries, and sectors included in ACSI, and the
alternative models are nearly identical to it. Importantly, these alternative
ACSI models perform at the same high level, in terms of reliability and valid-
ity, as the original. However, these alternative models are important in the
portfolio of ACSI to ensure data equivalence across unique industry and eco-
nomic sector scenarios (i.e., construct, measurement, and sample equivalence).

What is the structure of ACSI as it relates to the sectors, industries, and
companies included for measurement? Because the ACSI project was designed
to serve as a macroeconomic indicator of the quality of economic output, it
measures consumer-facing companies, industries, and economic sectors, and
defines these following the structure of the North American Industrial
Classification System (NAICS), with comparable and matching structures
within the Standard Industrial Classification (SIC) and the worldwide
Harmonized Commodity Description and Coding System (HS). Table 1.1
outlines the NACIS sectors and industries measured each year by ACSI.

As shown in Table 1.1, ACSI conducts annual satisfaction measurement
for 48 industries in ten economic sectors as defined by the NAICS. Each
of the sectors and industries measured is included because the companies
included make products and services sold directly to and consumed by a large
number of household consumers, and are a central part of the national econ-
omy. The ten included sectors are as follows: Manufacturing—Nondurable
Goods, Manufacturing—Durable Goods, Retail Trade, Transportation,
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Table 1.1 Sectors and industries in ACSI

NAICS economic sector

Consumer industry

Manufacturing—nondurable goods

Manufacturing—durable goods

Retail trade

Transportation

Telecommunications & information

Finance and insurance

Health care and social assistance

Accommodation and food services

Public administration/government

Energy utilities

Apparel

Athletic shoes

Breweries

Food manufacturing

Personal care & cleaning products
Soft drinks

Automobiles & light vehicles
Cellular telephones
Household appliances
Personal computers
Televisions & video players
Department & discount stores
Gasoline stations

Health & personal care stores
Internet retail

Specialty retail stores
Supermarkets

Airlines

Consumer shipping

U.S. postal service

Fixed-line telephone

Internet service providers
Subscription television

Video on demand

Video streaming

Wireless telephone
Computer software

Internet news & opinion
Internet search engines & information
Internet social media

Banks

Credit unions

Financial advisors

Internet investment services
Health insurance

Life insurance

Property & casualty insurance
Ambulatory care

Hospitals

Hotels

Internet travel services

Full service restaurants
Limited service restaurants
Federal government

Local government
Cooperative energy utilities
Investor-owned energy utilities
Municipal energy utilities

Source: Authors’ creation from American Customer Satisfaction Index data and methods
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Telecommunications & Information, Finance and Insurance, Health Care and
Social Assistance, Accommodation and Food Services, Public Administration/
Government, and Energy Utilities. All told, the economic sectors that are
included in the ACSI contain the major business-to-consumer industries
across the U.S. economy. These sectors collectively represent about 70% of
the total U.S. economic activity as measured by GDP.

Currently, within these diverse sectors and industries, satisfaction with
about 400 companies is measured each year. This number fluctuates slightly
as companies are added or removed, due to changes in industries, rising or
falling market shares, mergers and acquisitions, and so forth. Companies are
measured within industries based on market share, with the largest, most eco-
nomically important companies in each industry included, regardless of
whether the company is a local/domestic or an international firm. Yet because
some industries have a smaller number of economically large companies and/
or companies with substantial market share that could be included for mea-
surement—due to government regulation, lesser competition, and so forth—
not all industries include the same number of measured firms. At one extreme,
only a single company may be available for inclusion due to monopoly condi-
tions, as in the case of the United States Postal Service for regular (non-express)
mail delivery. But for most measured industries, several large, national-scale
companies are included, as in the example of the department and discount
stores industry shown in Table 1.2.

Table 1.2 An example
ACSI industry with
companies

Economic industry Company

Department & discount stores Costco
Sam’s Club (Walmart)
Nordstrom
Kohl's
BJ's Wholesale Club
Dillard'’s
Belk
Dollar Tree
Ross Stores
Target
Macy's
JCPenney
Meijer
Fred Meyer (Kroger)
Big Lots
Dollar General
Walmart
Sears

Source: Authors' creation from American Customer
Satisfaction Index data and methods
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Using the ACSI model, satisfaction scores (along with customer expecta-
tions, perceived quality, customer loyalty, customer complaints, and customer
loyalty) are produced for each company within an industry, based on unique
samples of responses to surveys by people who have purchased and consumed
from each particular company. Generally, between 800 and 1000 cases/survey
interview responses are collected for each company throughout each year,
with total industry-level samples ranging up to several thousand cases. Across
all companies, industries, and sectors, a total sample of nearly 3,500,000
interviews is now collected annually.®

Once variable scores are produced for each company in an industry, those
scores are multiplied by a weighting factor—reflecting the market share of
each company—and aggregated to produce industry scores reflective of a
market-share-weighted average for each industry. In other words, the scores
for larger companies (in terms of revenue/market share) are given more weight
in producing industry-level index scores than are the scores for smaller firms.
Similarly, sector-level scores are created for each sector based on weighted
averages of each industry in the sector, again weighting the industries based
on their economic size relative to the total sector. Finally, national scores are
produced from the weighted sector scores, with the national-level scores
reflective of the weighted contribution to GDP of each measured sector. These
national level scores—and particularly the variables produced that reflect
aggregate, national customer satisfaction (such as the economy-wide “National
ACSI score”)—can and have been used for a variety of purposes toward better
understanding the health of the national economy, something we review in

Chaps. 5 and 9.

1.4 Customer-Centricity, Customer Satisfaction,
and the Information Age

With the historical, foundational, and methodological review of the ACSI
complete, the last theme that we will introduce in this chapter will inform
much of the material that follows in the book: the Information Age, the inter-
net, and their profound impact on the perceptions and experiences of indi-
vidual consumers and, by extension, the economy as a whole.

In the discussions of changes in consumer perceptions of industry and
overall macroeconomic-level performance over the last 25 years, the
Information Age and the transformations that have followed in its wake often
play a prominent role in explaining and understanding these changes.
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Dramatic improvements in customer perceptions of value, for example, are
explained in Chap. 4 in large part through the efficiencies, cost-savings, and
price competition between firms that have been made possible by new infor-
mation technologies. Similarly, the impact of online social media on both
customer complaint behavior and firm complaint recovery will be highlighted
in Chap. 6. These particular explanations are offered because they are the
most convincing, of course, but also because any understanding of how con-
sumer perceptions have changed since the mid-1990s absolutely requires con-
sideration of the most important development in the economy over this time,
and the development comes in the form of new information technologies.

Today, consumers are more powerful than ever before. Few would deny
either this claim or the source of this new power—the Information Age and
the emergence of the internet. As we will also discuss at various points
throughout the chapters that follow, because of these technological innova-
tions, consumers now have far easier access to information about specific
goods and services, far easier access to information about alternative suppliers
(companies) of goods and services, an increased ability to punish sellers
through drastically amplified complaint behavior and word-of-mouth, and an
increased ability to influence the goods and services offered by companies
through co-production. In these ways, among an innumerable array of other
fundamental changes, the Information Age has created a paradigm-shift in
how buyers and sellers relate to one another, and in the amount of power held
by consumers (e.g., power that stems from, for example, the amount, type,
and flow of information consumers are able to generate and share about prod-
ucts, services, companies, and marketplace dynamics).

Likewise, as consumers have grown more powerful this newfound strength
has been recognized by both marketers and business leaders. As a consequence,
this has changed both how businesses operate and how they measure the per-
formance of those operations. Whereas companies once relied almost exclu-
sively on measures like market share, revenue growth, quarterly profitability,
stock market growth, and so forth as indicators of their performance and their
future strength and potential, now measures like customer satisfaction, cus-
tomer loyalty, recommendation and word-of-mouth, and the linkages between
these customer-centric measures and financial performance have become far
more prominent. Indeed, practices like customer relationship management
and customer asset management, and concepts like “customer equity value,”
“customer-centricity,” and “intangible assets” now occupy a central place in
the discourse of corporate performance because of this changed landscape.

Understanding these interrelated factors—the Information Age and new
information technologies, changing consumer perceptions of the economy,
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increased consumer power, and the evolution of how firms measure perfor-
mance—reinforces the importance of the ACSI project, as well as the objec-
tives of this book. That is, the original purpose of the ACSI at its inception
was to provide a consumer-centric measure of the quality of economic output
to augment the many measures of economic quantity. This purpose has taken
on even greater importance now than in 1994 when ACSI started. In the fast-
paced and hyper-competitive economy made possible by modern communi-
cations technologies, with more powerful and more demanding consumers,
understanding the wants and needs of these consumers is critical, at least for
any company hoping to stay in business. Most importantly, in these condi-
tions, understanding consumers’ satisfaction is absolutely vital, or so we will
argue, and should be a focus of every firm that hopes to remain competitive.

1.5 Book Overview

The remaining chapters in the book investigate the ACSI model’s variables
that have been described briefly in this chapter, with a focus on the timeline
from inception of the project and, for the most part, through the last quarter
of a century of data and analysis. We also add a variety of other important and
related findings from the research as well as in select places forecast into future
years. The book is focused on ACSI, but integrates customer satisfaction
research from a broad and deep variety of sources (e.g., see Appendix 2, which
ranks the top-100 all-time research publications on customer satisfaction).
The chapters are organized as follows.

In Chap. 2, we review changes in the expectations of American consumers
over the last 25 years, with a focus on what many professionals and marketing
“experts” claim to be the “sky-rocketing” expectations of consumers in the
modern economy. Next, the chapter investigates industries with high and low
expectations, and industry-level changes in expectations over the last decade
(2008-2017). While we investigate national-level changes in expectations
and all of the other ACSI model variables to start each chapter, we focus on
ten-year changes at the industry level, with the goal of giving the reader a
more recent and relevant understanding of what has happened within these
industries. The chapter closes with a look at the wisdom of the popular imper-
ative for businesses to aim to “always exceed customer expectations,” and what
future trends in expectations might look like.

In Chap. 3, we examine changes in consumer perceptions of the quality of
goods and services provided by the U.S. economy since 1994. Included in the
chapter is a comparison of industries that perform well and poorly on quality,
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sector- and industry-level explanations for this varying performance, and the
changes in industries over the prior decade. We next examine the predominant
role of quality in driving customer satisfaction, over and above pricing and con-
sumer perceptions of value, and proceed to an examination of two perspectives
on what constitutes “quality” itself—reliability and customizability—and why
the latter dominates the former as a predictor of customer satisfaction in the
modern, “mass customization” economy. The chapter closes by examining the
prospects for continued gains in customer satisfaction absent improved quality.

In Chap. 4, we examine variation in consumer perceptions of the value of
the goods and services provided by the U.S. economy over the last 25 years.
During that period, perceptions of value have improved enormously, more so
than for any other driver of customer satisfaction measured in the ACSI
model. This leads to the conclusion that national-level satisfaction improve-
ments over the last 25 years appear to have been driven mostly by a stronger
value proposition in the minds of consumers. Following a discussion of indus-
try and company leaders and laggards, we close with a discussion of the prob-
abilities—for both individual companies and the economy as a whole—of a
continued focus on the value proposition as the primary driver of customer
satisfaction.

In Chap. 5, we focus on the central, most critical metric for understanding
any customer experience offered by a company and the health of the customer-
firm relationship—customer satisfaction—and examine the evolution of the
satisfaction of American consumers since 1994. We then identify the most
and least satisfying industries across the entire U.S. consumer economy, and
the changes in those industries over the previous decade. We next discuss
customer satisfaction as an important predictor of macroeconomic growth
and related changes in the economy, one that can help us both forecast and
generally better understand macroeconomic dynamics. We then turn to a dis-
cussion of those rare cases in which satisfaction itself can provide a misleading
indicator of a firm’s health, and the potential effects of merger and acquisition
(M&A) activity on the consumer experience and customer satisfaction.
Finally, we discuss the future of customer satisfaction, focusing on how artifi-
cial intelligence and related technological advances promise to have a revolu-
tionary impact on customer service.

In Chap. 6, we begin with a discussion of changes in customer complaint
behavior and the aggregate national customer complaint rate, testing the
hypothesis that the internet, social media, and related channels have made
complaining easier and more impactful, and thus possibly complaint rates far
higher. We next turn to a detailed discussion of cross-industry differences in
customer complaint rates and highlight how the nature of distinct economic
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sectors and the products and services consumed therein helps explain varia-
tions in quantities of complaint. This is followed by a review of why many (or
even most) dissatisfied customers choose not to complain at all, and the nega-
tive consequences of this fact for companies. Finally, we discuss the impor-
tance of complaint management for firms, a practice critical to converting
dissatisfied customers into enduringly loyal ones and examine whether com-
panies have improved their complaint management practices over the past
decade. The chapter concludes with a brief discussion of the benefits for com-
panies of maximizing customer complaint rates.

In Chap. 7, we consider changes in the loyalty of consumers over the last
25 years. We find that loyalty measured as an estimate of customer retention
has increased substantially over this period. Furthermore, and contrary to the
many warnings of marketers, we find that Millennials are among the most
loyal customers across the generational cohorts, behind only the rapidly dwin-
dling Silent Generation. After considering the industries with the strongest
and weakest customer loyalty, we more fully examine the “service recovery
paradox (SRP)” introduced in Chap. 6, the finding that customers who expe-
rience a problem with a good or service and complain about it, but receive
highly effective complaint management from the firm, end up with stronger-
than-average loyalty. The loyalty of these customers is even stronger than
those with a problem-free experience. The chapter closes with a discussion of
the future of loyalty measurement—and in some sense, measurement of the
entire consumer experience—with an examination of recently popularized
but highly flawed methods.

In Chap. 8, we examine the linkages between customer satisfaction as mea-
sured by ACSI and actual firm financial performance, or what is sometimes
called the marketing-finance interface. While not included in the formal ACSI
model, the financial performance of the firm is of paramount importance to
ACS], its clients, and to customer asset management. Financial performance,
if included, appears on the right-most side of the ACSI model, being affected
by customer loyalty but also customer satisfaction and customer complaints. In
Chap. 5, we will see that customer satisfaction as measured by ACSI is related
to essential macroeconomic trends, like GDP growth. But in Chap. 8 we ask
the question: Does customer satisfaction really matter, or is it just a marketing
and public relations tool? The link between customer satisfaction, customer
loyalty, actual future loyalty behaviors, and firm financial performance, so it
turns oug, is real and very important for companies. This is even more accurate
today than it was 25 years ago, as both consumer options and access to infor-
mation about these alternatives have skyrocketed. To bring clarity and high-
light these findings, we review studies using ACSI data that have found that
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more satisfying companies outperform less satistying companies in stock per-
formance, and by a wide margin. Evidence of this above-market performance
is so striking that it sometimes strains belief. Given this, most companies (and
CEOQs) cannot afford to ignore customer satisfaction.

Finally, in Chap. 9, we examine the future of customer satisfaction and
satisfaction measurement in a globalized world. Here, we argue that as the
world economy continues to globalize and become more competitive, cus-
tomer satisfaction will become even more important for both individual firms
and national economies as a whole. This is particularly true for national econ-
omies that face outside pressure from multinational companies and want, for
example, to insulate and protect key domestic industries, identify internal
satisfaction performance leaders for other firms to emulate, and track the per-
formance of domestic multinational firms operating in several markets. In an
increasingly globalized world, it is incumbent on companies to deliver, via
their global supply chains, the products and services that customers want and
need worldwide. If a product exists anywhere in the world, customers will
know about it and expect to be able to buy it. Tracking customer satisfaction
in such a globalized world presents challenges and opportunities for firms,
and we address those prospects and areas in Chap. 9.

Notes

1. In the chapters to come, our analysis will often talk of “25 years of ACSI data.”
In reality, though, most of the comparisons and analyses of over-time changes
will involve data between 1994 and 2017, or only 24 full calendar years. The
difference is mostly semantics, however, as including the pre-test phase, the
ACSI project entered its 25th year as a measurement project in 2017.

2. Importantly, almost all of the ACSI survey questions are asked on a 1-10, low
to high scale from, for example, “very poor quality” to “very good quality,”
“very dissatisfied” to “very satisfied,” and so forth. For ease of interpretation,
the resulting 1-10 scaled variables are converted to a 0—100 index score, pri-
marily for ease of interpretation among non-statisticians. Two exceptions that
will be relevant for understanding later chapters are customer complaints—
measured as a 0—1, no-yes variable—and customer retention, which is the
product of a non-linear transformation of a 1-10 repurchase likelihood vari-
able transformed to a percentage estimate of retained customers.

3. Multiple quality control checks were performed before ACSI transitioned from
CATT data collection using random-digit dial to online panel interviewing in
the early 2010s. Results from these pre-tests consistently provided evidence of
little to no survey mode effect in the resulting data.
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4. While we will avoid going into too much esoteric statistical detail throughout
the book, a simplified definition of a latent variable is any variable that cannot
be directly observed, but is rather observed indirectly by combining multiple
pieces of observed information together—in this case, multiple related but
separate survey questions. In short, for our purposes latent variables are mul-
tiple survey questions statistically weighted and modeled together, and that
produce the key scores and impacts analyzed in the ACSI model.

5. Due to fluctuations in the number of companies measured and in the quantity
of individual survey interviews per company collected, the total annual sample
collected by ACSI has varied over time. In 1994, the first year of regular mea-
surement, approximately 50,000 survey interviews were collected. By 2017,
and for the aforementioned reasons, that annual sample had increased to more
than 200,000. As of publication of this text, that number has increased to
nearly 300,000.
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Customer Expectations: What Do Your
Customers Demand?

Chapter Overview

In this chapter, we begin by reviewing changes in the expectations of American
consumers over the last 25 years. What do consumers hope (and demand)
they will receive in their experiences with companies? We particularly focus
on what many have claimed to be the “sky-rocketing” expectations of con-
sumers in the modern economy. Next, we turn to an investigation of indus-
tries with high and low expectations, and industry-level changes in expectations
over the last decade. The chapter closes with a look at the wisdom of the
popular imperative for businesses to aim to “always exceed customer expecta-
tions,” and what future trends in customer expectations could look like.

Key Conclusions

* While customer expectations have increased over the last 25 years, the
change is not nearly as dramatic as many have depicted.

* In the aggregate, over this period customer satisfaction has kept pace
(roughly) with rising expectations.

* Levels of customer expectations vary widely among industries, and changes
in expectations vary widely as well, dispelling the notion that rising expec-
tations are a universal phenomenon.

* Firms should avoid either attempting or promising to “always exceed
expectations,” as such a strategy is virtually impossible to achieve and may
ultimately be self-defeating.
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e While companies must continue to set, manage, and meet expectations, it
is unlikely that expectations will spiral out of control in the years ahead,
even as innovations progress at a more rapid pace.

2.1 Are Customer Expectations Really
Sky-Rocketing?

A near-consensus among business and marketing professionals seems to have
emerged: the expectations of consumers are rising rapidly, dramatically, and
across the board. The specter of “sky-rocketing customer expectations” is often
referenced as a warning to marketing professionals and companies as a whole:
fail to meet these lofty and ever-increasing consumer demands, and it could
mean financial doom.! In particular, the paradigm-shifting technological
innovations of the last 25 years have made consumers spoiled and their expec-
tations unrealistic, so the argument goes. In the age of Amazon and Apple—
firms that have revolutionized, respectively, the variety of offerings delivered
fast and efficiently via a single channel and new consumer electronic product
innovation—any company that fails to keep pace with these trillion-dollar
behemoths is headed for failure.

But have expectations really been spiraling out of control, constantly racing
upward and forcing firms to strive for new, perhaps unachievable heights? Are
customer expectations really “higher than ever before?” Proclamations sug-
gesting this dramatic increase in expectations are ubiquitous, but reliable data
confirming their existence are much harder to come by. The ACSI model
outlined in Chap. 1 includes a measure of customer expectations, a multi-
dimensional variable that has captured the dynamics of national-level cus-
tomer expectations, along with expectations of product/service reliability and
customization, each quarter since 1994. As with all ACSI constructs in
Fig. 1.1 from Chap. 1, the expectation metric is based on consumer data from
all industries and economic sectors which is then aggregated to the national
level to better understand trends. And the timing of the ACSI expectations
metric is, in many ways, ideal; it spans from a time when the internet and
related information technologies were still very young and had relatively little
impact on the economy (1994, coincidentally, the year Amazon was founded)
to the present time when the internet, e-commerce, and other Information
Age innovations that radically altered customer service delivery had already
“changed everything” for consumers.
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Fig. 2.1 National customer expectations, 1994-2017. (Source: Authors’ creation from
American Customer Satisfaction Index data and methods)

ACSI data provide some evidence of rising consumer expectations among
American consumers over this period. Figure 2.1 shows data for aggregate
national customer expectations across all major consumer sectors and indus-
tries in the U.S. economy between 1994 and 2017, measured on a 0-100
scale (see Chap. 1 for a review of both the industries and sectors included, and
the nature of the 0—100 scaled variables). As this figure shows, national cus-
tomer expectations scored 76.9 on the 0-100 scale when first measured in
1994. In the intervening years, expectations have generally trended upward,
with a few periods of significant decline mixed in. All told, expectations have
increased 3.0 points on a 0—100 scale to 79.9, a substantial and statistically
significant 3.9% increase over the period.” Moreover, if we focus on a slightly
shorter timeframe, customer expectations can be argued to have increased
even more. Expectations declined to a low of 75.4 in 1997, a few years after
the ACSI project began, and from that point forward have increased to the
current score of 79.9, an even bigger gain of 4.5 points (6.0%). Thus, con-
sumer expectations appear to have indeed increased significantly over the last
25 years.

However, several finite trends within this data stand out, and these should
perhaps temper our confirmation of the prevailing wisdom vis-a-vis runaway
consumer expectations. First, if we focus on only the most recent five years of
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data—which includes the period when the most dramatic quotes about run-
away expectations were offered—expectations have actually declined slightly,
down almost a full point over that period from 80.7 to 79.9. In other words,
for those CEOs and CMOs fretting about exploding and unmanageable con-
sumer expectations, the trend seems to have stalled over the last few years, and
has even reversed slightly. While this dip could portend either a prolonged
decline in expectations or just a temporary adjustment followed by renewed
growth moving forward, as of now consumers expectations have flattened
out, and are at about the same level they were in 2011.

Second, while relying to some extent on a broader understanding of the
changes in the other ACSI model variables covered later, which we review
sequentially over the next several chapters, it is important that we do not
overemphasize a three-point improvement in the customer expectations vari-
able, as it must be viewed relative to changes in other consumer perceptions. That
is, while customer expectations are significantly higher over the last 25 years,
over the same time period customer satisfaction is up nearly as much (+2.5
points), and consumer perceptions of value are up much more (+6.7 points).
This indicates that companies are, by and large, keeping pace with advancing
customer expectations by offering both a stronger value proposition and more
satisfying experiences. Figure 2.2 compares the changes in customer expecta-
tions, perceived quality, perceived value, and customer satisfaction (ACSI)
since 1994. While we will discuss the underlying dynamics of the changes to

+6.7
+3.0
+2.5
+0.3
CUSTOMER OVERALL QUALITY  PERCEIVED VALUE ACSI
EXPECTATIONS

Fig. 2.2 Twenty-five-year changes in expectations, quality, value, and ACSI. (Source:
Authors’ creation from American Customer Satisfaction Index data and methods)
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each of these variables individually in the chapters that follow, the most
important take-away vis-a-vis the “theory of skyrocketing expectations” is that
while they have in fact grown, they have not done so to such an extent that
companies cannot keep pace and provide satisfying experiences. Indeed, as
customer expectations have increased, companies have managed to meet these
rising demands with (roughly) equally stronger customer satisfaction.

Third, while to this point we have been discussing expectations at the
economy-wide, national aggregate level, it is important to remember that they
are always formed by consumers within a particular context and tend to vary
significantly—both in their levels and in their movement over time—across
diverse economic sectors, industries, and companies. Yet much of the worry
about rising consumer expectations seems to imply the outright claim that the
phenomenon is all-encompassing and economy-wide, impacting industries of
all shapes and sizes more or less equally. An investigation of the varying levels
of expectations across diverse industries and the largest gainers and losers over
the past decade reveals that consumers are not anticipating more from every
industry, nor do consumers expect as much more from some industries as
they do from others.

In sum, while ACSI data confirms that customer expectations have
increased over the past 25 years, and that consumers do indeed appear to
demand more from the companies from which they purchase, when viewed
in context it is difficult to characterize this growth as out-of-control, unprec-
edented, equally distributed across economic contexts, or beyond the capacity
of firms to manage adequately.® As has happened since the dawn of the market
economy, consumers have come to expect new innovations introduced by
some particularly creative companies to become part of the regular product
and service offerings of all companies competing in that industry, even inno-
vations that were once (in some cases, quite recently) almost unimaginable.
But while the scope and pace of these innovations may seem different, and
thus give rise to a misperception that consumers have developed unrealistic,
“higher-than-ever” expectations from the firms with which they do business,
the reality is somewhat less dramatic. Most importantly, companies seem to
be responding well in general to the climb in customer expectations.

2.2 Who Expects the Most, and Why?

Are customer expectations at all-time-high levels and rising equally across all
of the many distinct economic industries in the U.S. economy, or are these
phenomena distributed unequally? In other words, do customers really expect
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much more from each different industry and company they purchase goods
and services from? The widespread unease among business leaders and pun-
dits alike about rising customer expectations often suggests that expectations
are, in fact, high and increasing everywhere and for everyone, regardless of the
industry within which companies operate. At least implicitly, these claims
appear to rely on a normative (what level of quality should 1 receive?) rather
than an empirical-rational (based on my experiences and other sources of
information, what do I think I will actually receive?) conceptualization of
consumer expectations. Yet, if we rely on what consumers think they will
actually receive and thus should actually expect from companies, as the fram-
ing of the expectations questions are by ACSI, we find that expectations have
not increased dramatically and equally for all industries. Beginning with an
examination of ACSI data from 2017, the most recent year of the study, and
including more than 350 companies in 44 industries, Table 2.1 illustrates that
expectations vary substantially across the industries included for measure-
mentin the ACSI, and that recent changes (over the last ten years, 2008201 7),4
a time when aggregate expectations were up 1.8%, have varied widely as well:

At the high end, customers expect the most from companies in a handful
of industries: soft drinks, computer software, household appliances, and auto-
mobiles and light vehicles, which all score 84 (on the same 0-100 scale dis-
cussed earlier).” Another handful of industries—food processing, breweries
(beer), banks, property and casualty insurance, credit unions, personal com-
puters, televisions and video players, and wireless telephones—come in just a
point lower at 83. Eight of these twelve highest-expectations-scoring indus-
tries fall within the manufacturing sectors (durable and nondurable goods
manufacturing). We will see this theme repeated when we examine high scor-
ers in other categories and for other variables in the chapters that follow. That
is, manufacturing companies tend to focus more narrowly on the production
of physical goods (rather than the generally more complex and variable
domain of human service provision), are “old economy” industries that have
mastered these production processes over decades (or more) in business, and
as a result provide higher aggregate quality and satisfaction. Basically, these
old economy industries are better able to consistently deliver on quality and
satisfaction within a more consistent range—not too high and not too low—
in the metrics used. In turn, this comparatively, on average, stronger quality
and satisfaction performance that consumers have long experienced results in
higher expectations among consumers regarding their (future) consumption
experiences.

The other high expectations industries outside the manufacturing sector
might be considered more surprising, as they include three financial services
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Table 2.1 Industry customer expectations, ten-year changes, and growth rank

Customer Ten-year Ten-year
expectations, change growth
Sector Industry 2017 (0-100) (%) rank
Telecommunications &  Computer software 84 5.0 9
information
Manufacturing- Soft drinks 84 -3.4 35
nondurables
Manufacturing-durables Household appliances 84 -3.4 36
Manufacturing-durables Automobiles & light 84 -3.4 37
vehicles
Finance & insurance Banks 83 7.8 2
Finance & insurance Credit unions 83 5.1 7
Manufacturing-durables Wireless telephones 83 5.1 8
Finance & insurance Property & casualty 83 2.5 15
insurance
Manufacturing-durables Personal computers 83 0.0 24
Manufacturing- Breweries 83 -1.2 30
nondurables
Manufacturing-durables Televisions & video 83 -1.2 31
players
Manufacturing- Food processing 83 -2.4 33
nondurables
Accommodation & food Limited-service 82 6.5 4
services restaurants
Retail trade Internet retail 82 0.0 25
Manufacturing- Athletic shoes 82 -1.2 32
nondurables
Transportation & Consumer shipping 82 -35 38
warehousing
Retail trade Specialty retail stores 81 5.2 6
Finance & insurance Internet investment 81 2.5 14
services
Retail trade Health & personal care 81 0.0 26
stores
Accommodation & food Full service restaurants 81 0.0 27
services
Manufacturing- Apparel 81 -3.6 39
nondurables
Manufacturing- Personal care products 81 -3.6 40
nondurables
Retail trade Supermarkets 80 3.9 12
Finance & insurance Life insurance 80 -3.6 41
Telecommunications &  Wireless telephone 79 5.3 5
information service
Retail trade Gasoline stations 79 1.3 21
Health care & social Hospitals 79 1.3 22
assistance
Accommodation & food Internet travel services 79 1.3 23

services

(continued)
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Table 2.1 (continued)

Customer Ten-year Ten-year
expectations, change growth
Sector Industry 2017 (0-100) (%) rank
Accommodation & food Hotels 79 0.0 28
services
Health care & social Ambulatory care 79 =25 34
assistance
Energy utilities Cooperative utilities 79 -6.0 44
Transportation & Airlines 78 18.2 1
warehousing
Retail trade Department & discount 78 4.0 11
stores
Transportation & U.S. postal service 78 1.3 18
warehousing
Energy utilities Municipal utilities 78 1.3 19
Telecommunications Fixed-line telephone 78 1.3 20
& information
Energy utilities Investor-owned utilities 78 0.0 29
Telecommunications Subscription TV 77 4.1 10
& information
Finance & insurance Health insurance 77 1.3 16
Telecommunications Internet news & opinion 77 1.3 17
& information
Telecommunications Internet search engines 77 -4.9 43
& information & information
Telecommunications Internet service 76 -3.8 42
& information providers (ISPs)
Public administration Public administration 75 3.7 13
Telecommunications Internet social media 73 7.4 3

& information

Source: Authors’ creation from American Customer Satisfaction Index data and methods

industries: banks, credit unions, and property and casualty insurance. In these
cases, high and increasing customer expectations may be directly attributable
to broader trends playing out across the economy. In other words, while these
industries have not always been high performers in terms of quality or cus-
tomer satisfaction, financial services providers like banks have been expected
(more so than many other industries) to not only rapidly change their busi-
ness model from brick-and-mortar to digital service provision, but also to stay
at the forefront of new digital service innovation. The result has been high and
increasing expectations among consumers of these companies.

However, only half of the twelve high-expectations industries have seen
expectations grow over the last decade; the other six have customers whose
expectations have actually declined in the aggregate. As mentioned above,
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financial service providers like banks (+7.8%) and credit unions (+5.1%) are
among the industries where customers’ expectations have grown the most;
banking customers in particular have registered significantly higher expecta-
tions over this period. Only one industry has seen its customers” expectations
grow more than banks over the past decade: airlines. For aitlines, expectations
have risen more than 18.0%. Once again, it would be wrong to assume that
the dramatically growing expectations of airline passengers in general apply to
each and every company, or even to all of the companies within that one
industry. Indeed, as we consider later on, among all of the more than 350
companies measured by ACSI, customers have the lowest expectations with
two airlines.

At the other end of the spectrum, consumers expect far less from a handful
of industries. At the very bottom is the internet social media industry—which
includes large, industry-leading “new economy” companies like Facebook and
Twitter—with a score of 73, more than ten points lower than the leading
industries. Consumers of federal and local government services (public
administration) have very low expectations as well at 75, but because of the
expectations of internet social media consumers, they are spared the very bot-
tom spot. Just slightly above internet service providers (ISPs) at 76 are inter-
net news and opinion websites, internet search engines and information,
subscription TV (cable and satellite television) and health insurance, all at 77.
Interestingly, four of these seven low-expectations industries come from
within and are central to the digital economy, some of the industries at the
core of the transformations typically given responsibility (or assigned blame)
for creating the rapidly increasing expectations discussed earlier. The other
industries—and especially public administration and subscription TV—are
widely regarded as some of the least satisfying industries in the economy year
in and year out, giving rise to consumers that have come to expect very little
from their future experiences.

A similar story emerges for the low-expectations industries vis-a-vis ten-
year changes. Not all of these industries have declined (or gained) over the last
ten years, with some inspiring their customers to expect much more, and vice
versa. For instance, while social media is the lowest scoring industry overall,
expectations of social media users have actually risen more than any other
industry with just two exceptions (airlines and banks, mentioned above). On
the other hand, expectations have declined second-most for internet search
engines and information over the same period, showing that even within
fairly related categories expectations do not necessarily move in unison.
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In sum, ACSI data for the past ten years—a period during which aggregate
expectations across the U.S. economy increased 1.6 points, or more than half
the total increase since 1994—suggests that expectations are not universally
high, nor have they increased equally across industries. For some industries,
consumers think they will get very little, and those depressed expectations
have either not risen, have risen less rapidly than the aggregate, or have actu-
ally moved in the opposite direction and declined significantly. Consumers in
other industries, however, expect far more, and for some those expectations
are dramatically higher. Given these facts, the fear that runaway expectations
are plaguing companies in all industries at the same level and pace of growth
is incorrect. As ACSI data suggest, here too the situation is mixed, and com-
panies need to focus on the nuances of cross-industry differences to accurately
understand the dynamics of their customers” expectations.

Expectations Leading and Lagging Companies

Among the more than 350 companies measured in the ACSI in the most recent
year of data used for this book, whose customers have the highest and lowest
expectations? Which companies—through advertising, brand image and reputa-
tion, word-of-mouth, a consistent record of strong goods and services, and so
forth—have led consumers to believe they will get the most from their
experiences?

At the top is Toyota's luxury Lexus automobile brand at 89. Since its debut in
the late 1980s, Lexus has cultivated a reputation for offering exceptional quality
relative not just to other automakers, but other luxury automakers as well, and
this has resulted in buyers with lofty expectations. Second place goes to Apple
(for its personal computers like the iMac and the Macbook Air, but not including
the iPhone, which is measured in a distinct category), tied with four other com-
panies at 88. Meanwhile, a company often accused of having raised the bar and
changing expectations for the entire U.S. (and global) economy, Amazon has
expectations only in the top third of measured companies, just inside the top 100
firms with a score of 83.

At the other end, the “award” for the customers with the lowest expectations,
those that think they will get the least in terms of quality and satisfaction prior
to purchase, goes to Spirit Airlines at 64. While Spirit has pursued and touts its
“no-frills” business model that saves travelers money, its bare-bones services and
reputation for service failures have left customers with low expectations of what
they will experience from the company when they travel. Another airline with
essentially the same business model—Frontier Airlines—is second-to-last and has
expectations just a touch higher at 65. These low scores on expectation are not
necessarily bad; instead they indicate that expectations vis-a-vis delivering on
satisfaction, for example, need to be managed (a higher score is not always bet-
ter; managing more effectively is).



2 Customer Expectations: What Do Your Customers Demand? 35

2.3 It's a Trap! Avoid the “We Always Exceed
Expectations” Promise

Every consumer comes to their experience with a company and its brands,
products, and/or services with some expectations. Even consumers purchasing
a category of good or service for the very first time has usually developed some
expectations from advertising, conversations with others who have used a simi-
lar product or service, their own research prior to purchase, and so forth. These
expectations frame the consumer’s subsequent experiences, and a long-held
theory of consumer behavior and customer satisfaction (called the “expectancy-
disconfirmation theory”) suggests that a consumer’s end-state satisfaction is
largely determined by whether their prior expectations were not met (“negative
disconfirmation”), met (“confirmed”), or exceeded (“positive disconfirma-
tion”). As such, in trying to satisfy consumers, companies must understand
their customer’s expectations, manage them carefully, attempt to realize them
as often as possible, and even exceed them when possible (and profitable).

Recently, some marketers and companies have set the more ambitious goal
that they must “always exceed customers’ expectations,” or outperform expec-
tations every time a consumer makes a purchase or experiences their services.
As the quote above from Virgin Group CEO Richard Branson illustrates,
even some large, well-respected business leaders and best-in-class service-
providing companies pursue this objective. And to be sure, a customer’s
expectations can be exceeded, at least at times. An excellent, motivated, and
creative customer service representative, a new and novel product with inno-
vative features, or an unexpected price discount or reward for enduring cus-
tomer loyalty are all means by which a customer might receive more from a
firm than originally anticipated. There are limitless stories of companies going
above-and-beyond to delight their customers or resolve their problems that
have “gone viral” and become exemplars of exceptional customer service. And
to be sure, these types of extraordinary experiences will almost always have a
positive effect on the consumer’s future behaviors in a way valuable to the
firm, such as their likelihood to repurchase, up- and cross-selling opportuni-
ties, propensity to speak positively about the company, and so on.

But for the customer experience manager or related business executive, is it
wise to set a goal to “always exceed expectations?” Should such an objective be
the lynch-pin of a customer experience or customer satisfaction system, a goal
to actually be measured and tracked, and eventually (hopefully) achieved? For
most companies, the answer is a simple and definitive “no.” Why? In the first
instance, while failures in products or services can certainly be minimized
with sufficient attention and investment in quality management, their total
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elimination is between extremely difficult and impossible, as some probability
of failure within even the highest-regulated production processes is likely for
most companies in most industries. Failures are even more likely when con-
sidering human-delivered customer service, wherein variability of individuals
involved in the experience (both the employees and the customers) makes
quality control and regulation very complex. Thus, striving just to meet or
confirm expectations (in the aggregate) can be difficult or downright impos-
sible, let alone consistently trying to exceed them. In short, “always exceeding
expectations” implies near-perfect product and service quality, a state not yet
achieved by any company.

Moreover, and perhaps more importantly, a hypothetical company that
exceeds expectations at one point in time is going to, inadvertently, create the
conditions for its own episodic failures in the future. That is, should a com-
pany prove successful in exceeding even just a substantial number of its cus-
tomers’ expectations, it will then have to contend with a future group of
consumers who have adjusted their expectations upward, precisely because
their earlier prior expectations were exceeded (or positively disconfirmed). As
consumers are rational and recall past experiences, their expectations will nat-
urally change over time, and will be adjusted upward after experiencing posi-
tive disconfirmation and having expectations exceeded. As such, these
consumers will enter their next purchase experience with expectations at least
some degree (and probably a good deal) higher than before, making the task
of exceeding these new higher expectations even more difficult. And this phe-
nomenon will continue circularly and indefinitely, leading to ever increasing
expectations that must always be exceeded in the future. At some point, set-
ting a goal to always exceed what becomes always-increasing expectations is
likely to become a drain on the profitability of the company, one that under-
mines the core economic purpose of measuring and working to improve the
customer experience in the first place—to achieve profitable customer satis-
faction, retention, and growth.

In fairness to Sir Richard Branson, whose quote to open this section has
provided fodder for our investigations, his admonition to “always exceed
expectations” contains a very important caveat—seek to exceed expectations,
but only after setting “realistic customer expectations” that are aligned between
the consumer and supplier. In translated form, what Branson is saying is:
“First, make sure the consumer has expectations in line with what you, the
company, can actually deliver, and then strive to do just a little better than
that.” This is a much more realistic perspective on exceeding expectations, as
it assumes that the firm and the consumer are critically aligned in their think-
ing, and that customer expectations are not spiraling upward outside the
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effective control of the company. Whether expectations can be managed suc-
cessfully in this way is another matter entirely. But nevertheless, as a practical
customer experience management objective, “constantly exceeding expecta-
tions” is at best incredibly difficult, and at worst a strategy doomed to frustra-
tion and failure, possibly resulting in a self-fulfilling prophecy of defeat for the
firm. So, it is more logical to spend some additional resources on managing
expectations than only spending resources on delivering higher quality and
satisfaction at all times. Customer satisfaction needs to be managed in the
fickle social media world we now live in, and it goes far beyond the product
or service quality.

2.4 What Can We Expect from Expectations?

Forecasting the future is difficult, even with a vast and detailed wealth of his-
torical data at our disposal. As investment firms love to remind us, “past per-
formance does not necessarily predict future results,” and the same holds true
for consumer perceptions. While the ACSI project was launched 25 years ago
on the basis of developments in the economy that were (correctly) predicted
to hold great importance for future relationships between companies and cus-
tomers, the full breadth and depth of those changes and their enormity and
importance were not fully understood. Forecasting can be difficult.
Nonetheless, we will consider the above analysis and the trajectory of changes
over time as we try to predict what customer expectations will look like in the
years ahead. Two future developments in customer expectations, in our esti-
mation, are most likely.

First, given the reactions of many experts and executives over the past
decade to the changes transforming the economy and the new consumers
within that economy—namely, to point to “sky-rocketing customer expecta-
tions” as a justification for difficulties and performance failures—it is safe to
anticipate more of the same from business professionals. After all, the advances
and innovations that have inspired these warnings and the related hand-
wringing are likely to continue, and in some cases develop even faster. If the
internet has spawned highly demanding customers with unreasonable expec-
tations, imagine what fully automated, less expensive and more efficient, cus-
tomized services optimized by machine learning and artificial intelligence will
do. As such, it is safe to “expect” more talk of runaway customer expectations.

Our second prediction, however, is that customer expectations are likely to
remain rational and grounded in actual consumer experiences, neither rising
independent of those experiences nor in ways companies cannot reasonably
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match. Certainly, customer expectations may increase as perceptions of qual-
ity, value, and customer satisfaction improve and consumers adjust expecta-
tions of future experiences upward. This is precisely what we have seen over
the past 25 years. In this sense, firms must continue to adequately manage
expectations and set expectations they are capable of meeting. However, fret-
ting over customers with out-of-control expectations that cannot be met is a
waste of time and resources for firms and ultimately allows firms to explain-
away deficiencies in the products and services they offer consumers that are
hurting their growth relative to competitors.

Notes

1. For just a handful of examples of these dire warnings about skyrocketing cus-
tomer expectations, see: “Corporate America Under Pressure from Consumers’
Rising Expectations,” Lithium, June 2, 2015; Markovitch, S. and 2. Willmott
(2014). “Accelerating the Digitization of Business Processes,” McKinsey Group;
Mechan, Mary. “Customer Expectation Trends: They Want It All. So Get Out
Of The Way,” Forbes.com, August 12, 2015.

2. In general, the aggregate, national-level ACSI variables we examine in this and
the next several chapters have thresholds of significant difference of about 0.1
points, based on the statistical significance testing methods used and the large
samples of data collected. Thus, any change over time of £0.1 or more points
are considered statistically meaningful.

3. Research on the alignment between consumer perceptions and manager ideas
about those perceptions confirm that managers tend to overestimate the level
of many of their customers™ perceptions, including their expectations. Hult,
G. Tomas M., Forrest V. Morgeson III, Neil A. Morgan, Sunil Mithas and
Claes Fornell (2017). “Do Managers Know What Their Customers Think and
Why?” Journal of the Academy of Marketing Science, 45(1), 37-54.

4. In this chapter and the chapters that follow, we will examine industry-level
changes in the ACSI variables over the prior ten-year period, from 2008-2017.
While 25-year dynamics at the national level are of greatest interest, to track
the changes in consumer perceptions and behaviors over a longer timeline and
since the introduction of the ACSI, these more recent comparisons at the
industry level will, we hope, add additional insight and context into economic
dynamics over this period.

5. Based on the statistical methods used and the industry sample sizes, differences
in expectations and the variables examined in the next several chapters at the
industry level are significantly different at a threshold of roughly 1.0 points. The
difference between the significance thresholds between the national- and
industry-level variables lies in samples sizes underlying these statistics, which
are much larger at the national level.
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Perceived Quality: Does Performance
Matter?

Chapter Overview

In this chapter, we examine changes in consumer perceptions of the quality of
the goods and services provided by companies in the U.S. economy over the last
25 years. Included is a comparison of industries that perform well and poorly on
quality, and the changes in those industries over the last decade. We next exam-
ine the predominant role of quality in driving customer satisfaction, over and
above pricing and consumer perceptions of value. We then proceed to a discus-
sion of two perspectives on what constitutes “quality”—reliability and custom-
izability—and why the latter dominates the former as a predictor of customer
satisfaction in today’s economy. The chapter closes by examining the prospects
for continuing gains in satisfaction in the absence of improved quality.

Key Conclusions

* Opver the past quarter-century, consumer perceptions of the quality of eco-
nomic output in the U.S. have improved, but only very slightly, and far less
than one might assume.

* In general, durable and nondurable goods manufacturers tend to provide
the highest quality to customers, compared with other industries, though
quality with commercial airlines has actually improved the most over the
past ten years.

* Contrary to the perceptions of many marketers, quality trumps price and
value as an influencing factor on customer satisfaction across almost all
industries and sectors of the economy.
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* The modern economy is a “mass customization” economy, and thus cus-
tomer satisfaction is more sensitive to the “personalizability” of goods and
services than to their reliability.

3.1 Has Quality Improved?

The last half of the twentieth century saw companies and national economies
as a whole focusing more than ever on quality and quality management. This
focus came first in manufacturing, production processes, and product quality,
and soon thereafter turned to less tangible consumer experiences and cus-
tomer service quality. Systems and programs like total quality management
(TQM), six sigma, and ISO 9000 were (and in some cases, still are) viewed as
essential to the financial success of individual firms, to maintaining a healthy
domestic economy, and to competing effectively in the global marketplace.
The idea that the job of the firm is to “build a great product or service” that
the consumer actually wants, rather than forcing suppliers to manipulate
demand and attempt to lure customers via pricing, advertising, or creative
marketing efforts, is now widely accepted.! Most business professionals would
say that this level of customer orientation has become widely adopted across
most industries.

In addition to these quality improvement programs and the movements
they have inspired, the latter part of the twentieth century and the beginning
of the twenty-first century also coincide with the dawn of the Information
Age and its most recognizable component, the internet. As we discussed in
Chap. 1, the internet and related technologies have undoubtedly produced
massive changes to the economy, including many that would become synony-
mous with (or were at least believed to make possible) the improved quality of
goods and services across the economy. The ease and efficiency of communi-
cations both within companies (e.g., between functional business units, like
engineers and marketers) and between companies and their customers (creat-
ing new feedback loops beneficial to problem identification) would create
opportunities for significant enhancements to both productivity and product
quality. The still-developing “Internet of Things (IoT),” enabling seamless
connectivity and real-time performance monitoring within production pro-
cesses, including all phases of the heavily globalized supply chains, promises
to further minimize product defects and failures.” These same new
communication efficiencies, alongside the many related innovations to service
(and self-service) via automation and the mining of “big data,” would seem to
make the delivery of services faster, more efficient, and (potentially) less
error prone.
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But have these “technology” phenomena resulted in demonstrably better
quality of products and services delivered to consumers? Has quality actually
improved over the last 25 years? The obvious answer would seem to be yes.
Today our phones are wireless, faster, and have much more functionality. We
have more television channels and radio stations. Our cars and household
appliances are digital and far more eflicient. And, we seem to be able to receive
faster service from all types of businesses via the internet. Given these advances,
we might assume that most consumers also perceive that the goods and ser-
vices today are of substantially higher quality than they were 25 years ago.

Yet, as we reviewed in Chap. 1, ACSI measures quality not from the per-
spective of the engineer, the marketing director, or the CEO, but rather from
the perspective of the consumer, the final and most important arbiter (at least
in a free market economy where consumers have choice and the ability to
switch) of the performance of goods and services. And the perceptions of the
average consumer do not necessarily mirror those of the engineer or others
who may recall a product or service prior to the technological advances that
have “changed everything.” Likewise, if consumers do not perceive these
changes as quality enhancements, either for a particular firm or for the econ-
omy as a whole, then the desired outcomes of stronger quality—including
elevated customer satisfaction and customer loyalty—may also have failed to
materialize. The key is that quality has improved but quality assessments in
the minds of the customers are relative to expectations and relative to the
alternatives (e.g., today’s wireless phones vs. the phone patented by Alexander
Graham Bell in 1876). Few customers benchmark the quality of their cars
against a 1908 version of a Ford Model T. They perceive the quality relative to
today’s options in the global marketplace and their expectations. Customers’
perceptions, in this regard, also build in a time effect; have companies deliv-
ered on the quality expected given the evolution of the marketplace?

According to ACSI data, aggregate national consumer perceptions of quality
have improved over the last 25 years, but only very slightly. Figure 3.1 shows
data for national customer perceptions of quality across all major consumer
sectors and industries in the U.S. economy between 1994 and 2017. In 1994,
during the first year of ACSI measurement, customer perceptions of quality
debuted with a score of 80.2. After falling precipitously between 1994 and
1997, to an all-time low of 77.3, quality increased gradually and consistently
until 2013, when it peaked at 81.7. Over the ensuing three years, quality has
slipped again; in the most recent year of measurement, 2017, overall con-
sumer perceptions of quality rested at 80.5. This is also a period in which
global efficiency (i.e., cross-border trade relative to world production) slipped
some. All told, the perceived-quality metric has gained only 0.3 points or
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Fig. 3.1 National perceived quality, 1994-2017. (Source: Authors’ creation from
American Customer Satisfaction Index data and methods)

0.4% over the past 25 years, a statistically significant but marginal improve-
ment, and certainly not representative of a major change in consumer percep-
tions of quality delivered in the economy. Basically, companies have kept up
with the quality improvements in goods and services expected by customers
in the global marketplace, relatively speaking not more and not less.

Let us elaborate on this time-dependent quality phenomenon and espe-
cially perceptions of quality. Why are American consumers’ perceptions of
quality virtually unchanged over the past 25 years? To ask the question more
pointedly, how can it possibly be that consumers perceive roughly equal qual-
ity now as in 1994, given the undeniably dramatic changes and innovations
in the economy since that time? A few explanations for this phenomenon are
worth considering, some mentioned already and some not so clear-cut or
obvious.

First, much of what is often perceived as “better quality” is identified as such
by comparing current goods and services to those produced in earlier eras. But
not all consumers have this perspective, and the data we are examining here is
not “panel data” of the same consumers interviewed in 1994 and again through-
out the years. Rather, it is an evolving random sample of all active American
consumers (as we described in Chap. 1). So, for example, the roughly 80 mil-
lion Millennial consumers who were born between 1981 and 1998 are now
adults and part of the largest generational cohort in the U.S., representing
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more than one quarter of the nation’s population. Yet no Millennials were
adult consumers in 1994, as the oldest members of the Millennial group did
not reach adulthood until 1999. As such, virtually no Millennial consumers
perceive the current quality of goods and services relative to a time before the
Information Age fundamentally changed the economy, at least not based on
direct experience as adult consumers. Therefore, current aggregate consumer
perceptions of quality will not impound much of this sort of comparative refer-
ence to the quality delivered in earlier eras, at least not among a huge propor-
tion of the most active and important consumers today.

Additionally, while the internet has undeniably revolutionized communi-
cation in a way that enhances efficiency in both directions—almost always for
companies and very often for consumers as well—it also seems to have pro-
duced some negative effects on customer service and consumer experiences.
Ironically, these negative effects are felt most potently by those consumers—
in the Baby Boomer and Generation X cohorts—who 4o remember pre-
internet consumerism. More specifically, the internet has been argued to have
produced a “dehumanizing” effect on customer service that many consumers
have been forced, unhappily, to accept.’> Automated telephone systems, email
communication, “virtual chat” customer support, and so forth have almost
completely replaced human-to-human customer service for many large firms.
Likewise, internet retail has further limited human interaction for a substan-
tial portion of consumer activity and spending. But what many consumers
seem to want, and especially many older consumers, is to speak to a human
when comparing goods and services, placing an order, asking a question, or
lodging a complaint. These types of interactions are now harder—if not totally
impossible—to find. So, while contemporary customer service may be more
efficient, it may not create the kinds of experiences that lead to perceptions of
higher quality among some consumers and may actually be having the oppo-
site effect for many of them.*

A final question remains: If consumer perceptions of quality are basically
unchanged over the past 25 years, then how has customer satisfaction
increased, as we briefly discussed in the last chapter? After all, quality tends to
be the single most important driver of customer satisfaction, and as we pointed
out in Chap. 2, both customer expectations and customer satisfaction have
increased similarly and significantly over this period. So, if quality is largely
unchanged, how has aggregate customer satisfaction improved? In the next
chapter, we will examine customer perceptions of value—defined in the ACSI
data as the ratio of perceived quality to price perceptions—and show that it,
far more so than quality or customer expectations, has driven increased satis-
faction over the last 25 years. In that context, we will discuss whether this
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trend is sustainable over the long term, with companies continuing to offer
more satisfaction to consumers primarily via better value, rather than quality.
We will also explore the opportunities this opens for companies to beat com-
petitors via quality improvements.

3.2 Quality Leaders and Losers

As we pointed out in Chap. 2 when discussing customer expectations, it is far
too common for business and marketing professionals to assume that factors
impacting consumer experiences and perceptions in one industry apply
equally to all industries. Absent data to suggest otherwise, trends in one indus-
try are far too often assumed to apply to all industries. Yet in reality, industries
tend to be differentiated, not only in the types of goods and services provided
to customers, but also in how these different goods and services are provided.
Given this, it is necessary here to ask as well: Is quality equally high or low,
and is it moving in the same direction and at the same magnitude, across all
of the many and varied consumer industries? Table 3.1 below shows overall
consumer perceptions of quality scores for all of the industries measured in
ACSI, ranked from highest to lowest, and with the change (and growth rank)
in scores over the last ten years. Over this period, national-level perceptions of
quality actually declined slightly (—0.1%).

As we see in Table 3.1, two manufacturing-nondurable goods industries
lead in consumer perceptions of overall qualitcy—beer brewers and soft
drinks—with scores of 87. Two more manufacturing industries, one in dura-
ble goods and another in nondurables—televisions and video players and per-
sonal care products, respectively—tie at second with scores of 86. All told, six
of the ten highest-quality-producing industries are producers of physical
goods rather than service providers, a common result in ACSI data since the
project’s inception. This is the case for a variety of reasons. In the first instance,
when measuring quality in manufacturing industries where only product
quality is under the direct control of the supplying company—including the
top-performing beer, soft drinks, televisions and video players, and personal
care products industries, which are mostly sold by the manufacturer to a large
number of retailers who then provide most or all of the pre- and post-
consumption “service”—ACSI is only measuring consumer perceptions of the
goods themselves, and not the services. As such, the consumer is asked to rate
only the quality of the product, not the retail experience through which it was
purchased, and all of the aforementioned manufacturing goods tend to be
produced via highly regulated, meticulously monitored production processes
that limit defects.
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Overall Ten-year
quality 2017 change Growth
Sector Industry (0-100) (%) rank
Manufacturing- Breweries 87 -2 24
nondurables
Manufacturing- Soft drinks 87 -4 40
nondurables
Manufacturing-durables Televisions & video 86 -2 26
players
Manufacturing- Personal care 86 -3 34
nondurables products
Retail trade Internet retail 85 -1 19
Manufacturing- Food processing 85 -3 35
nondurables
Finance & insurance Banks 84 8 5
Finance & insurance Credit unions 84 -2 27
Manufacturing-durables Automobiles & light 84 -5 41
vehicles
Telecommunications &  Computer software 83 9 2
information
Accommodation & food Limited service 83 8 4
services restaurants
Retail trade Specialty retail stores 83 6 6
Accommodation & food Full service 83 1 15
services restaurants
Finance & insurance Property & casualty 83 -2 28
insurance
Manufacturing- Apparel 83 -3 36
nondurables
Manufacturing-durables Household appliances 83 -3 37
Transportation & Consumer shipping 83 -7 42
warehousing
Retail trade Supermarkets 82 4 10
Manufacturing-durables Wireless telephones 82 4 1
Accommodation & food Internet travel 82 3 13
services services
Retail trade Health & personal 82 0 16
care stores
Manufacturing- Athletic shoes 82 -2 29
nondurables
Finance & insurance Internet investment 81 3 12
services
Energy utilities Municipal utilities 81 1 14
Finance & insurance Life insurance 81 -2 30
Health care & social Ambulatory care 81 -4 38
assistance
Energy utilities Cooperative utilities 81 -7 43
Manufacturing-durables Personal computers 80 0 17

(continued)
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Table 3.1 (continued)

Overall Ten-year
quality 2017 change Growth
Sector Industry (0-100) (%) rank
Accommodation & food Hotels 80 -1 20
services
Energy utilities Investor-owned 80 -2 31
utilities
Health care & social Hospitals 80 -2 32
assistance
Retail trade Gasoline stations 80 -4 39
Retail trade Department & 79 5 9
discount stores
Telecommunications &  Wireless telephone 78 8 3
information service
Telecommunications &  Internet news & 78 -1 21
information opinion
Telecommunications &  Internet search 78 -7 44
information engines &
information
Transportation & Airlines 77 17 1
warehousing
Finance & insurance Health insurance 77 0 18
Transportation & U.S. postal service 77 -1 22
warehousing
Telecommunications &  Fixed-line telephone 76 -3 33
information
Telecommunications & Internet social media 75 6 8
information
Public administration Public administration 75 -2 25
Telecommunications &  Subscription TV 72 6 7
information
Telecommunications &  ISPs 71 -1 23

information

Source: Authors’ creation from American Customer Satisfaction Index data and methods

Beer, soft drinks, and personal care products also share other traits as prod-
ucts experienced by consumers that tend to result in higher consumer percep-
tions of quality. They are all sold at a fairly low price point, variety is strong,
competition is high, and switching is frictionless. Consumers who typically
make a choice with these products at some point in their customer life cycle are
able to quickly switch to another product without losing much if the product
does not meet their quality needs (or quality deteriorates over time), and ulti-
mately settle on (i.e., become loyal to) a brand or brands they like the most. In
other words, most of these consumers are providing quality perceptions regard-
ing a good they consume precisely because they find it, perhaps after some trial
and error, to be of high quality and the most desirable among competitors.
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Down at the bottom, two interconnected industries—both service provid-
ers—come in at the bottom in terms of perceptions of quality: internet service
providers (ISPs) at 71, and subscription TV (cable and satellite services) at 72.
Here too, the finding that the cable companies that often provide both TV
and ISP services are not seen by their customers to provide strong service
quality will probably not come as much of a surprise. These companies are
notoriously unpopular with their customers, to the point that the industry is
regularly used as an exemplar of poor services. Service disruptions caused by
both preventable and uncontrollable phenomena, such as weather, are com-
mon. Stories of consumers waiting days or weeks for service at their resi-
dence—services often provided by “independent contractors” not directly
employed by the company—are common as well. As we will discuss in each
of the next two chapters, these industries have added insult to injury: poor
service with dramatically higher prices and numerous mega-mergers, the lat-
ter often leading to service problems and diminished customer satisfaction.

In terms of improvements in quality over the last decade, one industry
clearly stands out as the most improved, paralleling earlier results regarding
changing customer expectations. Up 17.0% to a score of 77, airlines have seen
the largest improvements in customer perceptions of quality, nearly doubling
the improvement of the next closest industry (computer software, up 9-83%).
Because the quality of commercial airlines remains in the bottom 25% of all
industries in terms of overall ranking in 2017, it would be incorrect to suggest
the industry now delivers “exceptional” quality. But it is vastly improved over
this period. Pressure on the largest legacy carriers (e.g., Delta, United, and
American Airlines) by smaller, newer companies like Southwest and JetBlue,
both of which regularly provide stronger quality and satisfaction than their
competitors according to customers, has seemed to lift the performance of all
the carriers to more respectable levels.

The industry where quality has declined the most over this period is sur-
prising: internet search engines and information. Consumer perceptions of
quality with search engines and similar information-seeking web portals have
declined 7.0% since 2008, more than any other industry measured in
ACSI. Much of the quality decline is attributable to market share leader
Google, which has gone from exceptional quality (and satisfaction) to merely
good (and closer to average) quality. The company has focused much more on
revenue growth over this period, via advertising and related monetization
strategies, which seem to have disrupted the consumer experience at least to
some extent. Cooperative electric utilities (=7.0%) and consumer shipping
companies (such as UPS and FedEx, —7.0%) decline in quality nearly as
much as internet search engines and information and show that here, too,
quality levels and changes are not constant across industries.
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Quality Leading and Lagging Companies

Which companies provide the highest overall quality, from the perspective of
their customers? Among all of the firms measured by ACSI, three companies tie
for the lead in customer perceived overall quality in the most recent data avail-
able—chocolate bar icon Hershey Foods, fast food chicken sandwich leader
Chick-fil-A, and supermarket/grocery store Publix, each registering a score of 89.
Coming from three very distinct industries (food processing, limited-service res-
taurants, and supermarkets), these three companies with very different business
models, products, and services illustrate that delivering high quality to consum-
ers need not be isolated to only a limited or a select few industries.

At the other end of the spectrum, the two companies anchoring the bottom,
tied for lowest customer perceived overall quality at 62, come from the same
industry and offer the same services in (roughly) the same way—Frontier
Communications and Windstream Communications, both for their ISP services.
While Subscription TV providers are often lambasted for their notoriously poor
quality, in both customer service and product offerings, it appears that these
same companies do even worse by their customers when offering them ISP ser-
vices than cable TV. As new media for delivering internet services emerge,
become more widely available, and gain popularity, one would expect these
companies to suffer.

3.3 What Matters Most? It's Quality, Stupid

Perhaps the single most ubiquitous marketing approach (and undoubtedly
also one of the oldest) is to lure new customers or secure existing customer’s
loyalty via price promotions. Among the four traditional “P’s” of marketing
(product, place, price, and promotion), “price” has long held a position of
prominence for many companies, often beating out product (i.e., quality),
promotion (advertising), and place (channel) as a marketing strategy. Seasonal
or holiday shopping specials, limited-time price promotions, discounts or
exclusive offers for new or repeat purchasers, and “going out of business” sales
are an unavoidable feature of the consumer landscape, and are often very suc-
cessful in driving traflic into stores, onto websites, and so on. Taken by itself,
there is nothing wrong with marketing to consumers on price—assuming that
sufficient attention is paid to profitability, of course—and nothing we will
write here will dissuade companies from doing so in the future. But how
important is price to consumers, exactly? If the manipulation of price is suf-
ficient to both bring in new customers and keep existing customers from leav-
ing, does a company really need to focus on any other marketing strategy or
metrics when analyzing the customer experience?

Based on analysis of data from ACSI—which looks at not only performance
on quality and value, but also relative importance in driving satisfaction—one
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result has appeared repeatedly over the last quarter of a century, and this find-
ing is important to any discussion of marketing strategy and competition on
price: While price and the value proposition certainly matter, quality is consis-
tently found to be a more important driver or influencing factor of customer
satisfaction and customer loyalty in virtually every consumer industry. In other
words, consumer perceptions of quality tend to matter more than price—
somewhere between a little and a lot more, depending on the consumer indus-
try being considered—in driving customer satisfaction, and thus propensity
for the customer to return to the company (remain loyal) in the future.

There are a handful of exceptions where the consumer’s perception of value
matters more in terms of its impact on customer satisfaction, and these deserve
mention. More precisely, of the 48 consumer industries measured in ACSI,
about a half-dozen regularly show consumer perceptions of value as a more
influential predictor of satisfaction than quality. To give a few examples, the
list of the most value-sensitive industries includes fixed-line telephone, sub-
scription television service, and internet service providers. These three indus-
tries are, of course, virtually interchangeable today; for many consumers, their
cable TV, landline telephone, and internet service are all provided by the same
company via the same delivery mechanism and paid for via the same bill.
Because of the near-monopoly status of these companies in many local mar-
kets, options are limited and price is more critical to consumers. Given that
prices have increased for cable TV service far above the rate of inflation since
telecommunications deregulation in the mid-1990s, as exemplified by these
three industries having the three lowest value perception scores among all
private sector industries measured by ACSI (see Chap. 4), consumer price
sensitivity as a driver of satisfaction is not surprising. Two more examples are
gasoline service stations and electric utility providers, two “credence good”
industries that are highly commoditized and in which perceptions of price are
far easier to form than perceptions of quality. Another is credit unions, and
here the preeminence of value is understandable too; while credit unions score
very well on the value proposition in the eyes of consumers, they are often the
choice of those seeking better rates and prices than traditional banks, thus
making value a primary driver of satisfaction.

Nevertheless, for a vast majority of companies in B2C industries, consum-
ers’ perceptions of performance or quality, whether with a product or a ser-
vice, are between slightly and substantially more important than value in
driving the consumer’s end-state satisfaction, and through it their loyalty.
Most likely, this finding will make sense to experienced marketers; consumers
may be drawn in by a promotion and an attractive price, but if that dis-
counted price entails a product or service that fails to perform at a basic level
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relative to competitive offerings, the customer will be unhappy and leave, or
at least seek-out alternatives. In some cases, marketing primarily on price, as
in the case of Walmart and its “Always Low Prices” promise, can send a signal
to the marketplace that quality may be low, thereby confounding efforts to
boost customer satisfaction by calling quality into question from the start.
With this in mind, it is wise to remember that customers can be temporarily
attracted by low prices, but enduring satisfaction and long-term loyalty is won
via high quality. To stress this notion, here we are again talking about percep-
tions of quality relative to the times we live in, not relative to some historical
benchmark (i.e., any new car of today is better than the 1908 version of a
Ford Model T that we mentioned earlier, which was a great innovation at the
time, but relatively speaking compared with today’s cars, is the car a customer
is considering of the quality expected).

In the next chapter, we will expand on the issue of “quality versus price” as
a driver of customers’ satisfaction. Specifically, following a discussion of the
finding that improvements in satisfaction over the last 25 years have been
largely value-driven, to some extent contrary to the lessons presented above,
we ask whether value can continue to drive higher satisfaction. Can the econ-
omy continue to remain highly and increasingly satisfying without improving
quality in the minds of consumers? Or, have consumers become more value-
focused, and/or are companies so much better at providing value that quality
simply matters less today?

3.4 Customization Trumps Reliability

There are many ways to define quality as it is perceived by the consumer of a
good or service, and if asked, different consumers will often define quality dif-
ferently. For example, the popular SERVQUAL model used to measure the
service quality delivered by firms identifies five differentiated generic items and
more than a dozen sub-items included in most customer service experiences
(such as tangibles, reliability, empathy).” Similar models for measuring the
quality of products tend to be even more complex, and they typically differ
significantly across the type of good or product being investigated. Furthermore,
consumer perceptions of quality and what constitutes quality are themselves
complex and evolving. Taken together, the broadness intrinsic to the quality
concept can complicate efforts to understand consumer perceptions. But
intrinsic to virtually every good or service is a tension between two broad yet
essential quality dimensions that sometimes complement and sometimes con-
flict with one another: quality as reliability and quality as customization.
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Defined briefly, quality-as-reliability refers to the consumer’s perception that
the product or service experienced was free from observable defects, and that
when consuming it nothing significant went wrong. On the other hand, qual-
ity-as-customization refers to the perception that the good or service meets
consumers particular, personal needs, or that it is appropriate to what they
want as individual consumers. Thinking of quality perceptions from any con-
sumer experience in a simplified four-box matrix form, a product (for instance)
can be both highly reliable and highly customized (the optimal outcome),
achieve high quality on one dimension (reliable or customizable, but not both),
or exhibit low reliability and low customization (the worst outcome).
Sometimes, of course, a trade-off is necessary between these two values for
companies, with high reliability being chosen at the cost of lesser customiz-
ability. For example, manufacturing a highly standardized product may allow a
firm to simplify and improve production processes and virtually eliminate
defects, but there is an opportunity cost for the company (or the customer) in
not offering customized goods, and vice versa. This begs the question: What is
more important to the consumer, customization or reliability?

Basing our conclusions on the data from ACSI over the last quarter of a
century, we find that in every industry measured (with almost no exceptions
over time), and regardless of price structure, competitive environment, or
whetherthe consumerispurchasingagood oraservice, quality-as-customization
trumps quality-as-reliability as a driver of customer satisfaction and loyalty.
This result is perhaps not terribly surprising, as the past few decades have seen
the principle of prioritizing customization become commonplace for compa-
nies in many industries, with most consumers now expecting that goods or
services will optimally meet their unique, particular needs.

At the same time, improvements in production processes, customer service
training and management, and in some cases service delivery automation have
resulted in increasing levels of reliability across the board, to the point that it
is often taken as a given, a basic barrier to entry into any competitive market
rather than a primary driver of satisfaction. Yet regardless of the particular
explanation for this phenomenon (and there are certainly others), companies
must now compete first and foremost on their ability to customize for their
customers. Providing a reliable product or service is important, but not as
important as offering a product or service tailored to customers’ unique
desires. The “production-centric” era of Henry Ford, where the supplier
wielded substantial power over the consumer and could often control their
choice set, is long gone, and has been replaced by the customer-centric econ-
omy; customers now demand customization, and will turn elsewhere if they
do not get it.
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Notes

1. In a poignant comment along these lines, Amazon CEO Jeff Bezos once said:
“The right way to respond to this [increased consumer power] if you are a
company is to put the vast majority of your energy, attention and dollars into
building a great product or service and put a smaller amount into shouting
about it, marketing it.”

2. For a brief review of how IoT promises to change the economy, see: “5 Areas
Where The IoT is Having The Most Business Impact,” Forbes.com, June
12, 2018.

3. Fora good discussion of these trends, see: LeBret, Jabez. “Your Customer Service
is Missing One Critical Piece,” Forbes.com, March 10, 2016. Accessed online at:
hteps://www.forbes.com/sites/jabezlebret/2016/03/10/your-customer-
service-is-missing-one-critical-piece/#3801f97b3ec7

4. Aswe observe below when discussing industry-level changes in quality over the
past decade, there is some evidence for the “product vs. service quality” divide.
Three of the four biggest drops in quality among industries over this period are
observed for pure service providers, with the fourth being automobiles and
light vehicles, where both product and service quality are measured. ACSI does
not produce national-level product and service quality variables for analysis,
however, as only a smaller percentage of industries (as defined by ACSI) include
both distinct product and service quality components, making sample avail-
able for analysis an issue.

5. For more on the SERVQUAL model, see: Parasuraman, A., V. A. Zeithaml and
L. L. Berry (1988). “SERVQUAL: A Multi-Item Scale for Measuring Consumer
Perceptions of Service Quality,” Journal of Retailing, 64(1), 12—40.
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4

Perceived Value: Is It Really All
About Price?

Chapter Overview

In this chapter, we examine variation in consumer perceptions of the value of
the goods and services provided by the U.S. economy over the last 25 years.
During this period, perceptions of value have improved enormously, more so
than for any of the other drivers of customer satisfaction. While in Chap. 3 we
discussed the primacy of consumer perceptions of quality in driving satisfac-
tion across nearly all firms and industries, national-level satisfaction improve-
ments over the last quarter of a century have been driven mostly by a stronger
value proposition. Following a discussion of industry and company leaders and
laggards, we close this chapter with a discussion on the feasibility—for both
individual companies and the economy as a whole—of a continued focus on
the value proposition as the primary driver of customer satisfaction.

Key Conclusions

¢ For the past 25 years, consumer perceptions of value have improved signifi-
cantly, more so than any other driver of customer satisfaction included in
the ACSI model.

* As with customer expectations and perceived quality, value varies widely
across industries, with a handful of manufacturing companies leading and
a few telecommunications industries at the bottom.

e While value is up strongly at the national level, over both the past 10 and
25 years, not all industries have strong and improving value, and some are
offering a significantly worse value proposition to consumers.

© The Author(s) 2020 57
C. Fornell et al., 7he Reign of the Customer, https://doi.org/10.1007/978-3-030-13562-1_4


http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-030-13562-1_4&domain=pdf

58 C. Fornell et al.

* We conclude the chapter with a discussion of the pros and cons of continu-
ing to drive aggregate customer satisfaction and economic growth via a
price-based value proposition rather than quality, and suggest that this may
not be possible over the long term.

4.1 Are Consumers Seeing Better Value?

Today, companies have the tools at their disposal to achieve greater efficiency
throughout their operations than ever before, producing and delivering goods
and services far more cost-effectively. As discussed in each of the chapters we
have covered so far, the Information Age and its new communications tech-
nologies that have changed so much about the modern economy have also
played an outsized role in these cost-efficiency-related developments. To give
a few examples, ICT has given rise to easier and more effective communica-
tion within firms, more efficient communications between customers and
companies, real-time performance measurement and monitoring designed to
pre-emptively detect and eliminate costly defects (e.g., during the production
process), and more effective automation of both physical goods production
and service delivery.

In parallel, a related development has grown more and more prevalent over
the past few decades—namely, economic globalization. Companies have been
able to provide substantial additional cost savings on top of those realized via
new technologies. Through globalization, companies not only can acquire the
raw materials and labor needed to produce their goods and provide their ser-
vices at dramatically lower prices, but are also required to spend far less on
capital investment (for either real property or facilities), can take advantage of
lucrative tax benefits and other local government incentives, and can realize
hugely profitable economies of scale, all of which help keep costs low (Chap. 9
covers more on globalization and international trade).

Companies have continued to battle for customers via one of the oldest and
best-known business and marketing strategies—price competition. In part by
using the cost savings gleaned through both efliciency-enhancing new technol-
ogies and globalization, companies are working to undercut their competitors
and win buyers by offering the best price to the consumer, just as they always
have. Yet the game is different now, in ways beneficial to those same consumers.
Information about pricing is now more available and transparent than ever
before, and this allows the consumer to price-compare and find the best deal.
Companies also have the means to better discover and act on this information.
That is, readily available information about competitors’ pricing—alongside
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related “big data” and the computing power needed to analyze such competitor
data effectively and rapidly—permit companies to anticipate, track, and match
the price promotions of these competitors more effectively. Dynamic and algo-
rithm-based pricing models allow price changes to happen automatically and
nearly in real-time, speeding up the pace with which customers realize these
savings.! Increasingly, and particularly in e-commerce, e-retail, and similar
industries, price wars are bringing goods and services to consumers at incredi-
ble, almost unbelievable savings. This constant equilibrium-seeking of supply
and demand creates efficiencies in the market that were largely unheard of when
the ACSI project started in 1994 (e.g., today when a Delta Airbus 330 airplane
takes off, the 234 passengers represent dozens of ticket prices depending on
when their tickets were bought).

Unsurprisingly, the convergence of more efficient operations and other
means of operational cost savings (e.g., globalization), alongside traditional
but far more effective, timely, and prolific price competition, has proven ben-
eficial for customers and their pocketbooks. This fact is perhaps best illus-
trated in the recent growth—or more correctly, the relative lack thereof—of
inflation. Price inflation over about the last three decades—the 1990s, the
2000s, and the 2010s—has been exceptionally low, less than half (roughly) of
the comparable annual average rates of the 1970s and 1980s.? In fact, prices
have not grown this slowly since the 1950s. In effect, consumers are benefit-
ting from the new technologies and other innovations that have allowed com-
panies to produce goods and services more efficiently and pass those (savings)
along to consumers via price competition.

But have these efficiencies trickled down to the customer in a way that is
actually noticed by them? Have consumers’ perceptions of the value they
receive from their economic transactions improved over the past 25 years, in
line with what the enhanced efficiencies, greater price competition, and the
lower inflation would suggest? As we saw in the last two chapters (on cus-
tomer expectations and perceived quality), consumers do not always behave
as prognosticators anticipate or experts believe, nor do they necessarily take
notice when economic conditions are objectively deemed “far better than
before.” They may not recall or may not have directly experienced earlier eras
used as reference points. To elaborate, companies with longevity in the mar-
ketplace often have different pricing (and efficiency) benchmarks based on
history than many customers who have engaged in the market fewer years.
Consequently, consumers may not necessarily view this as a time of lower
prices and better value given different reference points. That said, on a posi-
tive, ACSI data suggest that consumers do in fact perceive far greater value
from the economy over the last 25 years.



60 C. Fornell et al.

78
76.7

77

76

75

74

73 70.0

7

7

70

69<l‘mk0I\l\wmoOHNMMQ‘LHLD\DI\OOCDG\OHNNMQ‘LOLOKDI\

R38R SSREE3 RS8R RS RNES8Y

0d000dJd0dgdJdgogogo0g0go00dgdgdagdggdgogooogoddadagagdd

Fig. 4.1 National perceived value, 1994-2017. (Source: Authors’ creation from
American Customer Satisfaction Index data and methods)

Figure 4.1 shows national aggregate consumer perceptions of value between
1994 and 2017, measured on the same 100-point scale referenced in the pre-
vious chapters (for easy comparisons). As the figure shows, customer percep-
tions of value debuted with a score of 70.0 in 1994. Like the other macro-level
variables discussed thus far, value perceptions have generally trended upward
over time, but excluding a handful of moments where declines were observed—
such as in 2001 during the brief recession that year, in 2004 when energy and
gas prices spiked due to the war in Iraq, and in 20142015 when all consumer
perceptions of the economy waned—they have done so both more rapidly
and more extensively than the other ACSI variables. Interestingly, only a small
dip in value metrics was seen in the 2008 period during the most recent reces-
sion. In total, value has increased 6.7 points to 76.7, a very large and statisti-
cally highly significant 9.6% increase over the period. In fact, of the three
crucial left-hand-side driver variables included in the ACSI model—includ-
ing the three drivers of satisfaction, expectations, quality, and value—none
has improved more than customer perceptions of value.

Figure 2.2, first introduced in Chap. 2, graphically illustrates these insights
and compares changes in consumer perceptions of expectations, quality, value,
and satisfaction since 1994. Here we see the results discussed in the last two
chapters illustrated, including the sizable 25-year growth in expectations
(+3.0) and the very small gain in quality (+0.3) over the same period. The 6.7-
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point improvement in national perceptions of value stands out, as discussed,
especially relative to the growth in aggregate customer satisfaction or ACSI
(+2.5). Customer satisfaction—often labeled the ACSI score—is the focus of
Chap. 5. Taken together, these observations lead to a definitive conclusion:
Gains in customer satisfaction across the economy over the last quarter-
century have been driven largely by a stronger value proposition. Expectations
have gained substantially but tend to have only a small impact on satisfaction,
and quality typically has the largest impact on satisfaction but is virtually
unchanged over the time series. While quality tends to be most strongly
related to satisfaction for almost all industries and companies, as we discussed
in the last chapter, offering better value led companies to push satisfaction
higher for the economy as a whole. Later on, we come back to examining both
the tenability and the desirability of continuing to seek gains in satisfaction
via continuous value improvements over the long term.

4.2 \Who Are the Value Leaders?

As we discussed in Chap. 1, perceived value as measured in the ACSI survey
and statistical model is not a simple metric of consumer “happiness” with the
prices they have paid for a good or service. There are a host of reasons for not
focusing on ratings of price or “price satisfaction” in this fashion, as is often-
times done. Most significantly, to measure value as direct perceptions of price
paid results in raw data and mean scores heavily skewed by industry charac-
teristics and respondent subjectivity, with higher scores for lower-priced
goods, and lower scores for higher-priced goods. These scores are also heavily
influenced by consumer characteristics and idiosyncrasies, like income. In
turn, ratings of price conducted in this way have little meaning when trying
to compare across industries, companies, or even brands within a single com-
pany’s portfolio. In scientific terminology, we also lose variance, explanatory
means, and prediction possibilities with such a coarse-grained “happiness”
score. ACSI measures value more rigorously, with more validity and reliability.

To better facilitate cross-respondent and cross-category comparisons, ACSI
measures value as the ratio and relationship between perceptions of price paid
relative to quality, and quality relative to price paid. As such, results on this vari-
able—when comparing two industries, for example—mean something differ-
ent and more than just “Industry X has a lower price,” and instead refer to what
marketers call the “value proposition.” A higher score on this summated variable
for one company relative to a competitor could actually indicate a higher price

for a good combined with substantially higher quality, for example, the



62 C. Fornell et al.

marketing mix strategy used by luxury goods providers. Likewise, a company
could outperform a competitor on this value variable by offering slightly lower
quality (as product quality, selection and variety, aftersales customer service, or
along some other quality dimension) but at far lower prices, the strategic mix
used by discount retailers. Both cases would provide superior value.

We reiterate this definition of consumer value perceptions as the price-
quality ratio central to the value proposition to reaffirm that this measure of
value should not to be confused with a simplistic ranking of price across
industries from high to low. While price is a central component of the value
metric, we should not necessarily expect industries with lower average prices
to score better, or vice versa. This is confirmed in Table 4.1, which shows
industry value scores from high to low, with changes over the last ten years
and growth rank over the same period. During this period, national consumer
perceptions of value across the entire economy increased 2.3%.

Beginning with value scores and leaders, and very similar to the case of the
expectations and quality variables discussed in Chaps. 2 and 3, one manufac-
turing industry (in this case, durable goods) sits undisputed at the top of the
rankings—televisions and video players, with a score of 87. While it may
seem odd for the value-leading industry to sell products costing, in some
cases, thousands of dollars per unit, it is actually unsurprising. Because value
perceptions are the ratio of price to quality and quality to price, as we described
earlier, and this (and related) manufacturing industries are generally very
strong in quality, it stands to reason they would also perform well in con-
sumer value perceptions too, at least so long as prices are not excessively high
or rising unreasonably. In fact, not only does the televisions and video players
industry have very high quality, but prices for these goods have actually
declined as quality has increased. For example, while it is undeniable that
televisions have evolved radically over the past few decades—and all for the
better, becoming smaller and lighter and clearer and brighter and of far higher
overall quality—they have also declined dramatically in price, selling for one
quarter of what was paid in the mid—1990s.?

The second-place group includes three manufacturing industries—soft
drinks, breweries, and personal care products, each at 84—all nondurable
goods suppliers selling mostly “old economy” products at fairly low prices,
with easy switching for unhappy customers to one of many preferred alterna-
tives. These industry conditions are conducive to both strong quality, as we
described in Chap. 3, and competitive pricing. The one entrant in the second-
place group just below televisions and video players that does not emerge
from within the manufacturing sectors is internet retail. As we discussed to
open the chapter, internet retailers—with e-commerce giant Amazon leading
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Table 4.1 Industry perceptions of value, ten-year changes, and growth rank?

Perceived Ten-year
value 2017 change Growth
Sector Industry (0-100) (%) rank
Manufacturing-durables Televisions & video 87 1 21
players
Manufacturing- Soft drinks 84 2 18
nondurables
Manufacturing- Breweries 84 -1 28
nondurables
Manufacturing- Personal care 84 -1 29
nondurables products
Retail trade Internet retail 84 -2 32
Finance & insurance Credit unions 83 -5 40
Manufacturing- Apparel 82 -2 33
nondurables
Manufacturing-durables Automobiles & 82 -4 37
light vehicles
Telecommunications & Computer software 81 17 2
information
Retail trade Department & 81 5 11
discount stores
Manufacturing-durables Personal computers 81 0 22
Manufacturing- Food 81 -1 30
nondurables manufacturing
Manufacturing-durables Household 81 -4 38
appliances
Finance & insurance Banks 80 7 7
Retail trade Supermarkets 80 5 8
Accommodation & food Limited service 80 5 9
services restaurants
Accommodation & food Internet travel 80 5 10
services services
Manufacturing- Athletic shoes 80 3 17
nondurables
Retail trade Specialty retail 80 1 20
stores
Finance & insurance Internet investment 79 7 6
services
Retail trade Health & personal 79 4 13
care stores
Finance & insurance Property & casualty 79 0 23
insurance
Accommodation & food Full service 79 0 24
services restaurants
Manufacturing-durables Wireless telephones 79 0 25
Finance & insurance Life insurance 79 -1 31
Transportation Consumer shipping 79 -2 34

(continued)
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Table 4.1 (continued)

Perceived Ten-year
value 2017 change Growth
Sector Industry (0-100) (%) rank
Health care & social Ambulatory care 79 -2 35
assistance
Accommodation & food Hotels 78 3 16
services
Transportation & Airlines 76 21 1
warehousing
Retail trade Gasoline service 75 9 4
stations
Energy utilities Cooperative 75 -5 41
utilities
Transportation & U.S. postal service 74 3 15
warehousing
Health care & social Hospitals 74 0 26
assistance
Finance & insurance Health insurance 73 0 27
Energy utilities Municipal utilities 72 9 3
Telecommunications &  Wireless telephone 72 7 5
information service
Energy utilities Investor-owned 72 3 14
utilities
Telecommunications &  Fixed-line 69 -4 39
information telephone service
Public administration Public 68 2 19
administration
Telecommunications &  ISPs 63 -3 36
information
Telecommunications &  Subscription TV 62 5 12
information

Source: Authors’ creation from American Customer Satisfaction Index data and methods
aBecause ACSI does not measure value perceptions for industries that generally do not
charge a fee for customers to receive their services—such as internet search engines
and news and information websites—the total number of industries included in
Table 4.1 is slightly lower than for the other variables, at only 41

the way in both innovation and sheer size—have played a significant role in
changing the game for consumers overall in the recent past, and especially
vis-a-vis pricing. Not only does Amazon excel at offering virtually everything
the consumer might want and shipping it to them rapidly, but they do so at
very low prices, oftentimes far lower than competitors. Moreover, anyone
hoping to compete with Amazon, even if for only a tiny share of the market
or in a niche segment, must still price-competitively to do so. Given this, it is
understandable that consumers find the value proposition provided by this
industry to be near the top economy-wide.
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Down at the very bottom, the value laggards should not be particularly
surprising either, as we have seen them in earlier chapters at or near these same
undesirable positions on other ACSI metrics. At 63 for ISPs and 62 for sub-
scription TV, these cellar-dwellers score a full 24 and 25 points lower, respec-
tively, than the televisions and video players industry in value perceptions. In
some way, it is fascinating that the television and video products score so high
relative to the subscription TV service. The gap between the top and bottom
performers on perceived value is far larger than we have observed for either
the expectations or quality variables, suggesting that even though consumer
value perceptions are most-improved among the drivers of customer satisfac-
tion, there remains substantial variance between industries, with some unable
or unwilling to keep pace with these trends (logically, TV products and TV
subscription services should be more value-aligned to maximize positive over-
all customer sentiments). As mentioned in Chap. 3, where we also found ISPs
and subscription TV to anchor the bottom in customer perceptions of quality
(though in reverse order), these two industries are largely undifferentiated as
services in the minds of consumers, and a majority receive both from the same
company via the same delivery channel and pay via the same bill. We also
noted that prices have increased far above the rate of inflation for the telecom-
munications sector as a whole, and especially in these industries, since deregu-
lation in the 1990s. Consumers feel this pricing pain and, when combined
with the notoriously low quality also seen in ACSI data, they respond by rat-
ing these industries lowest in perceived value.

We turn now to the most recent ten-year changes, and here too the results
in terms of gains or losses in customer perceptions of value largely make sense.
For example, the commercial airlines industry—up 21% in value perceptions
since 2008, more so than any other industry—has undergone enormous
change during this period. In particular, the fastest-growing segment within
the industry are the no-frills, low-cost air carriers, companies that have worked
their way into the market and grown rapidly to challenge the large “legacy
carriers” with bargain-basement prices. While these carriers score poorly on
both quality and satisfaction, their overall value propositions are much stron-
ger. For instance, Spirit and Frontier score lower on expectations than all
other companies, and lower than almost all on quality, but they sit near the
middle of the pack on perceptions of value. By necessity, this finding can only
be due to their very low prices, and while customers may cringe when buying
tickets, the low prices keep them coming back. Moreover, the existence of
these price-focused competitors has forced the larger carriers to themselves
lower prices on many routes to keep pace and prevent defections. Overall the
result is a dramatically improved value proposition for air travelers.
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The second largest gain in consumer perceptions of value, at +17%, is for the
computer software industry. This result is likely driven by the open-source soft-
ware movement and the proliferation of free or low-cost software “apps” that are
putting pressure on the prices that can be demanded by traditional software
suppliers like Microsoft. The third and fourth biggest gains in consumer value
perceptions are in two energy industries, municipal (publicly owned) energy
utilities (+9.0%) and gasoline service stations (+9.0%). Given that these indus-
tries tend to be almost fully commoditized, any perceived quality changes are
most likely taking a back seat to improved price perceptions in driving value
improvements; the substantial drop in crude oil prices since 2010 and their
continued lower cost (historically speaking) provides support for this conclusion.

Finally, the industry that has declined the most in terms of consumer percep-
tions of value is cooperative electric utilities (—5%). While energy prices across all
types of suppliers were generally lower over this period, reflected in the fact that
both municipal and investor-owned energy suppliers saw substantial gains in
consumer perceptions of value, it appears customers of smaller, mostly rural elec-
tricity and gas suppliers are finding a significantly lower value proposition. Most
likely, the lack of options in the rural areas and customers knowing about more
competitive prices in urban areas combine to form more negatively slanted value
perceptions in the minds of rural customers. The next largest decline in value is
somewhat surprising—credit unions, also down —5%—in that credit unions
often position themselves as providing substantially better value than their large
commercial bank competitors. This ten-year decline in value for credit unions
might serve as a warning sign that large banks are doing a better job competing
with better rates and lower fees. It may be that larger banks have the pulse on the
customer clientele better than the traditionally no-frills oriented credit unions
and this approach is now catching up to the value proposition for credit unions.

Leading and Lagging Companies

Which companies provide the highest perceived value in the minds of consum-
ers? Based on ACSI data, one company has sole claim to the award—ALDI, the
German discount supermarket chain renowned for slashing prices, with a score
of 89. Just below ALDI at 87 are two Japanese automakers, Toyota and Subaru,
companies renowned for offering exceptional quality at solid, competitive prices.

On the other hand, a slew of companies we have talked about in this and
other chapters hold the “honor” of worst-in-class value—cable TV and ISP pro-
viders like Comcast (for subscription TV, at 55), Windstream (for ISP, at 56), and
Mediacom (for ISP, at 57). As mentioned, the large price increases over the last
few decades on top of the reputation for poor quality of both products and
services make it unnecessary to give further attention to this finding. It is an
industry-wide value problem that needs to be solved.
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4.3 Toward a Post-Quality Economy?

In Chap. 3, we reviewed changes in consumer perceptions of quality since
1994.We briefly discussed the relationship between consumer perceptions of
quality, perceived value, and customer satisfaction. In virtually every industry
measured in the ACSI, consumers’ perceptions of quality, for all types of
goods and all types of services, are more important than their perceptions of
value in driving customer satisfaction and loyalty. We concluded the discus-
sion in Chap. 3 with a reminder to marketers that “customers can be tempo-
rarily attracted by low prices, but enduring satisfaction and long-term loyalty
is won via high quality.” Yet based on what we have discussed in this chapter,
vis-3-vis national-level changes in expectations, quality, value, and customer
satisfaction since 1994, we concluded that the 25-year customer satisfaction
improvement has been driven mostly by an improved value proposition, and
very little by improved quality. In other words, recommendations regarding
the stronger effect of quality on customer satisfaction relative to value not-
withstanding, individual firms and the economy as a whole have been focus-
ing predominantly on price to drive satisfaction higher over this period.

To clarify, the most recent ACSI data confirms that quality remains pri-
mary for consumers as a driver of customer satisfaction across virtually all
companies and industries. That is, in a multi-variable statistical model includ-
ing all of these factors, customers’ perceptions of quality are more strongly
related to their satisfaction than value perceptions, and little has changed in
this regard since ACSI began measuring data in 1994. As such, a long-running
recommendation for firms to focus on quality above value in driving satisfac-
tion remains. But does this finding really matter, either to individual compa-
nies or to policymakers seeking to improve national customer satisfaction and
guarantee the competitiveness of a national market in the globalized economy
(e.g., China)? Have we entered a “post-quality economy” where constantly
increasing consumer perceptions of value and stagnant quality drive satisfac-
tion and total economic growth?

Perhaps most importantly, can this trend continue on into the foreseeable
future, or will improvements in value flatten out at some point, as the new
technological innovations that have made lower prices possible taper off? This
question is, of course, nearly impossible to answer without a proverbial crystal
ball. It is tempting to suggest that the price and value-enhancing technologi-
cal innovations that have driven prices lower and satisfaction higher for
decades are bound to emerge more slowly (or halt entirely) in the near future.
Yet those who have predicted a “slow-down” in technological advancement,
either in its pace or in the boundaries of what can be achieved, have so far
always been proven wrong. But even a fairly small slow-down could be
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enough. As the data show, it required a relatively massive 6.7-point improve-
ment in value (along with a 3.0-point improvement in expectations) to push
national-aggregate customer satisfaction in the U.S. economy a relatively
small 2.5 points higher over a 25-year period. According to the ACSI model,
a gain in quality similar to this gain in value would have resulted in a much
larger gain in satisfaction; in many industries, consumer perceptions of qual-
ity have more than twice the effect on satisfaction than does value. Therefore,
should the future hold even a small setback in value-improving technology
relative to the frenetic pace of the last two-plus decades, and quality continues
to remain stagnant, customer satisfaction with firms and the national econ-
omy overall may fail to increase or could even decline.

In Chap. 5, we will provide some finality to this topic, examining how low-
cost advances in quality via technology may provide both the solution for
stagnant quality, help national economies overcome the value dilemma, and
lead to more robust growth in customer satisfaction in the future.

Notes

1. While economists continue to debate the root cause of slower inflation, it is
difficult to argue against the impact of new technologies, which are ultimately
what allow Walmart (via its logistics) and Amazon to have the downward effect
on prices that they do. The article by Brush, “6 reasons why inflation will stay
low—and how to capitalize on it,” provides a good and simple discussion of the
new technology-low prices relationship.

2. All pricing data referenced in this chapter focuses on the U.S. market and its
economy and come from the Bureau of Labor Statistics (BLS). The phenome-
non is global, however, and these insights are relevant to almost all developed,
advanced economies.

3. One 2017 analysis found that TVs had declined from $5.83 per inch to $1.78
between 1997 and 2017. The top-end TVs in 1997 were more than $30 per
inch. hteps://www.cnet.com/news/are-tvs-really-cheaper-than-ever-we-go-back-
a-few-decades-to-see/
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ACSI: Is Satisfaction Guaranteed?

Chapter Overview

In this chapter, we focus on the central, most critical metric for understanding
the customer experience and the health of the customer-firm relationship—
customer satisfaction—and examine the evolution of the satisfaction of
American consumers over the last 25 years. In the process, we identify the
most and least satisfying industries across the entire U.S. economy, and the
changes in those industries over the last ten years. We next discuss customer
satisfaction as an important predictor of macroeconomic growth and changes
in the economy, one that can help us both forecast and understand changes in
the economy better. We then turn to a consideration of those rare cases in
which satisfaction itself can provide a misleading indicator of a firm’s health,
and the potential effects of merger and acquisition (M&A) activity on the
customer experience and customer satisfaction. Finally, we discuss the future
of customer satisfaction, focusing on how artificial intelligence and techno-
logical advances could have a revolutionary impact on customer service.

Key Conclusions

* Opver the last 25 years, the satisfaction of the average American consumer
has improved significantly, much more so than consumer perceptions of
quality. Improved satisfaction is being driven primarily via pricing and the
value proposition.

* Similar to the findings vis-a-vis consumer perceptions of quality, a few
manufacturing industries tend to best satisfy customers, while information
sector industries like subscription TV and ISP companies lag behind.
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* National customer satisfaction is related to traditional indicators of macro-
economic performance and growth, reinforcing the importance of this
metric for both firms and national economies as a whole.

* Although popular as a growth strategy, mergers and acquisitions are often
detrimental to the satisfaction of consumers and must be undertaken
cautiously.

* While vitally important for firms to track, caution must be taken when
interpreting satisfaction data, as the data is not without interpretational
challenges and can at times be deceiving.

* Near-future advances in artificial intelligence and machine learning could
boost consumer perceptions of quality while still allowing improvements
in price and value, boosting future customer satisfaction even higher.

5.1 Are Consumers More Satisfied?

In Chap. 1, we began the book with a review of the history of the American
Customer Satisfaction Index (ACSI). We discussed the genesis of the ACSI
project, arising in large part due to a recognition of a new kind of customer in
a new kind of economy, a more empowered and more demanding consumer
requiring more careful monitoring and management in order to secure loyalty
and profitability for the firm. Yet the concept of “customer satisfaction”—its
importance and its benefits to a company—is certainly more than 25 years
old. Indeed, “satisfying customers” has been a focus and core objective of
American companies—and companies all around the world, large and small—
for nearly a century and a half. Montgomery Ward’s famous promise—
“satisfaction guaranteed or your money back”—still resonates in the minds of
consumers today, nearly 150 years after it first appeared in 1875. And herein
lies the enduring power of the customer satisfaction concept; while marketing
metrics have come and gone over the years, the satisfaction concept has
endured. This is precisely because satisfaction exists in the minds of consum-
ers—both consciously and unconsciously—as the most critical, comprehen-
sive, and final evaluation of a company and its brands, products, and services.

As we also discussed in Chap. 1, at the time the ACSI project was founded
in 1994 the stakes for companies to satisfy customers were becoming greater
than ever before, and those stakes have only risen in the last quarter of a cen-
tury. Indeed, consumers themselves are even more powerful today than they
were just 25, 20, 10, or even only 5 years ago. Due to the rapidly changing
consumer landscape, and particularly the innovations in information and
communications technology that we have discussed in various ways in other
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chapters as well, today’s consumers are: better able to research goods and ser-
vices before buying, and thus better informed; better able to identify and
select goods and services that meet their particular needs and that (at least
potentially) prove more satisfying; in a position to more effectively air griev-
ances to both companies and other consumers when dissatisfied; and better
able to identify alternative suppliers of a good or service and defect to a com-
petitor when displeased. Given these customer-empowering circumstances, it
could be argued that now, finally, the consumer is truly “sovereign”—or at
least more so than ever before.! And companies, or at least those with any
hope of surviving, are aware of the increased power consumers have in the
international marketplace. Whereas in the past, one dissatisfied customer was
unlikely to have much of an effect on the marketplace, that one customer
today could potentially have significant impact on companies’ production,
other consumers” sentiments, and the longevity of the company as a competi-
tor in the market.

Given the greater and still-growing power of consumers, one might expect
companies to have responded over time by providing increasingly satisfying
goods and services, over both the longer and the nearer-terms. That is, as goal-
driven organizations seek to maintain their market share relative to competi-
tors (via defensive marketing) and to grow it wherever possible (via offensive
marketing), providing a more powerful type of consumer with more of what
they want (satisfaction) as a means for achieving either goal is the rational
response. Yet companies do not or cannot always act rationally. Sometimes
they cannot discern the correct response to dynamic conditions evolving
around them, and at other times that response is too expensive or otherwise
impossible to enact. This raises the question: Has customer satisfaction actu-
ally improved since the ACSI project started in 19942 A quarter of a century
of ACSI data provide an interesting story, one that has significant implica-
tions for the likely mass customization, individualized customer approach
expected in the future.

According to ACSI data, aggregate national customer satisfaction (ACSI)
has improved significantly over the last quarter of a century. Figure 5.1 shows
data for the ACSI index—our customer satisfaction metric—across all major
economic sectors and industries in the U.S. economy between 1994 and
2017. In 1994, ACSI registered an initial score of 74.2. After dropping sig-
nificantly from 1994 to 1997 to an all-time low of 70.7, much like consumer
perceptions of quality over the same period, ACSI followed a mostly upward
trajectory—with the exception of only a few significant setbacks in 2001 and
2004, and a fairly large and sustained decline that began in 2013. ACSI rap-
idly rebounded from that last large dip and peaked at a score of 77.0 in early
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Fig. 5.1 National customer satisfaction (ACSI), 1994-2017. (Source: Authors’ creation
from American Customer Satisfaction Index data and methods)

2017, the same year consumer perceptions of value peaked (see more on per-
ceptions of value in Chap. 4). Over the full time series, national ACSI has
gained 2.5 points or 3.4%, a statistically significant and relatively sizable
improvement in the satisfaction of the average American consumer.

In Chaps. 2, 3 and 4, we have discussed national-level changes in consumer
perceptions of expectations, quality and value, and how those perceptions
have varied over time. Additionally, in Chap. 3 we discussed in some detail a
perennial finding from the ACSI data—that across virtually all measured
industries and a substantial majority of companies, consumer perceptions of
quality outweigh perceptions of value as a driver or determinant of customer
satisfaction. In other words, with few exceptions, customer satisfaction
responds most noticeably and significantly to improvements in the perfor-
mance of goods and services (quality) than to strategies centered in discount-
ing and price manipulation (value). Furthermore, while expectations are
certainly important for framing consumers’ experiences and how satisfaction
judgments are formed, they have little direct effect on customer satisfaction,
at least relative to quality or value. The quarterly national-level results for
these variables over the past 25 years confirm that these findings apply to the
aggregate level of data as well; both quarterly changes and levels of these vari-
ables (either contemporaneously or as lagged/leading indicators) show that
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the most important driver of ACSI is quality, with value next and expectations
bringing up the rear.

However, in Chap. 4 we focused on how, over the last quarter-century,
perceived value has grown the most among the national ACSI model vari-
ables, while consumer perceptions of quality have been virtually unchanged.
We asserted that companies appear to be passing savings from new efficiencies
in production and operations along to consumers, and consumers view this as
a significant improvement to the value proposition. These 25-year-changes
are reproduced again in Fig. 2.2.

The national-level changes in quality, value, and satisfaction since 1994
lead to a fairly straightforward—but vitally important—conclusion about
what firms, and the economy as a whole, have focused on toward improving
customer satisfaction over this time. That is, given that customer expectations
have a small effect on customer satisfaction, especially when compared with
quality and value, and that quality is nearly flat over the 25-year period, gains
in satisfaction have been driven almost exclusively by stronger customer per-
ceptions of value. Quality, as we said before, has the potential to have a greater
effect on satisfaction (technically, the econometric results strongly support
this cause-and-effect logic), but given the relative flatness of the level of qual-
ity perceptions among customers in the last 25 years, value has been the vari-
able with the most impact on satisfaction. And since consumer perceptions of
value in ACSI (as we described in Chaps. 1 and 4) are measured as the ratio
of price paid to quality received, and consumer perceptions of quality are
unchanged, these results suggest that companies have focused first and fore-
most on pricing as a means for better satisfying consumers.

There are a variety of explanations for why the improvement in satisfac-
tion over the last 25 years has been predominantly value-driven. Yet one
stands out as the most likely. As discussed in Chap. 4, changes in the effi-
ciency of production, operations, and both product and service delivery,
along with the oft-discussed advantages of globalization, have created oppor-
tunities for companies to pass cost savings on to customers in the form of
lower prices without harming profitability. The two most important and oft-
mentioned firms in this regard are Amazon and Walmart, both of which
have, at various times, been credited with almost-singlehandedly suppressing
inflation in the U.S. economy, both by cutting prices and by forcing com-
petitors to respond in kind with lower prices. The result of this, when com-
bined with other factors, of course, has been pronounced; average annual
inflation has been historically low over the past 30 years.

The fact that price and value improvements are mostly responsible for
improvements in customer satisfaction over the past 25 years, and not
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improvements to product or service quality (which would be more logically
expected, and in some way is assumed by managers in many companies),
raises questions about the future. Most critically, we should ask: Is this source
of improved customer satisfaction sustainable? Or will the efficiencies that
made controlling prices possible eventually reach a plateau, forcing compa-
nies to once again raise prices to maintain financial performance goals and
keep shareholders and investors happy? And if customer satisfaction cannot
be further increased or even maintained via this particular value driver, what
are the potential consequences for the economy? It is this final, extremely
important question that we address at the end of Chap. 5.

5.2 Satisfaction Gainers and Leaders, Losers
and Laggards

Based on what we have learned in Chaps. 2, 3 and 4, there is little reason to
believe that customer satisfaction is equally high or low, or increasing or
declining equally, across distinct industries. The marketplace is dynamic and
so are economic sectors and, especially, industries. There are oftentimes stark
contrasts across industries and companies vis-a-vis customer expectations,
perceptions of quality, and perceptions of value, as we have seen, and it is
reasonable to suspect that the same exists in regard to customer satisfaction.
But even considering only our discussions so far in Chap. 5, the fact that
improvements in consumer perceptions of price and value have been largely
responsible for driving gains in aggregate customer satisfaction suggests that
satisfaction has evolved differently across distinct industries, as not all indus-
tries have experienced the same structural changes that have held prices in
check and enhanced consumer perceptions of value. So where is customer
satisfaction highest and lowest, and where has it increased (or declined) the
most over the past decade, a period during which aggregate national-level
satisfaction increased 1.3%? Table 5.1 shows customer satisfaction scores for
all of the industries currently measured in ACSI, ranked from highest to low-
est, and with the change (and growth rank) in score over the last ten years.

A few industries that should be familiar at this point sit atop the heap and
lead the others in ACSI. Indeed, while the order is slightly different, the top
three industries in customer satisfaction are the same top three that lead in
both quality and value: one durable goods manufacturer, televisions and
video players at 85, and two nondurable goods manufacturers, breweries and

soft drinks, both at 84. Of the 14 industries that make-up the top (roughly)
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Table 5.1 Industry customer satisfaction, ten-year changes, and growth rank
Customer Ten-Year
satisfaction (ACSI) change Growth
Sector Industry 2017 (0-100) (%) rank
Manufacturing-durables Televisions & video 85 2 14
players
Manufacturing- Breweries 84 1 20
nondurables
Manufacturing- Soft drinks 84 1 21
nondurables
Retail trade Internet retail 82 0 22
Finance & insurance Credit unions 82 -2 37
Finance & insurance Banks 81 8 4
Transportation & Consumer shipping 81 -1 32
warehousing
Manufacturing-durables Automobiles & light 81 -1 33
vehicles
Manufacturing- Food processing 81 -2 38
nondurables
Manufacturing- Athletic shoes 80 1 19
nondurables
Manufacturing- Apparel 80 0 23
nondurables
Manufacturing-durables Household 80 0 24
appliances
Finance & insurance Property & casualty 80 -1 34
insurance
Manufacturing- Personal care 80 -6 44
nondurables products
Manufacturing-durables Wireless telephones 79 11 2
Finance & insurance Internet investment 79 6
services
Accommodation & food Internet travel 79 5 7
services services
Retail trade Supermarkets 79 4 11
Retail trade Specialty retail stores 79 4 12
Retail trade Health & personal 79 1 17
care stores
Accommodation & food Limited service 79 1 18
services restaurants
Telecommunications & Computer software 78 10 3
information
Finance & insurance Life insurance 78 0 25
Accommodation & food Full service 78 -3 39
services restaurants
Energy utilities Cooperative utilities 78 -5 41
Retail trade Department & 77 4 9
discount stores
Manufacturing-durables Personal computers 77 4 10

(continued)
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Table 5.1 (continued)
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Customer Ten-Year
satisfaction (ACSI) change Growth
Sector Industry 2017 (0-100) (%) rank
Health care & social Ambulatory care 77 -5 42
assistance
Retail trade Gasoline service 76 3 13
stations
Accommodation & food Hotels 76 1 16
services
Telecommunications &  Internet search 76 -5 43
information engines &
information
Transportation & Airlines 75 21 1
warehousing
Health care & social Hospitals 75 0 26
assistance
Telecommunications &  Internet news & 75 0 27
information opinion
Energy utilities Municipal utilities 74 1 15
Energy utilities Investor-owned 74 0 28
utilities
Telecommunications &  Wireless telephone 73 7 5
information service
Telecommunications & Internet social media 73 4 8
information
Finance & insurance Health insurance 73 0 29
Transportation & U.S. postal service 73 -1 35
warehousing
Public administration Public administration 71 0 31
Telecommunications &  Fixed-line telephone 70 -4 40
information service
Telecommunications &  Subscription TV 64 0 30
information
Telecommunications &  Internet service 64 -2 36

information

providers (ISPs)

Source: Authors’ creation from American Customer Satisfaction Index data and methods

third in customer satisfaction, with scores of 80 or higher, nine are manufac-
turing industries, an even stronger concentration of this particular sub-set of
industries at the top in customer satisfaction than we observed vis-a-vis con-
sumer perceptions of quality. In Chap. 3 we suggested reasons why these
industries excel in offering high quality—a focus on (often automated) pro-
duction processes, rather than customer service delivery where quality is less
“controllable”—and these same explanations (along with the lower price-
point, greater competition, and easier switching in some of these industries)
explain the stronger customer satisfaction as well.
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The bottom-performers in customer satisfaction should look familiar at
this point as well, as the two “basement spots” in ACSI are occupied once
again by two oft-reviled industries: internet service providers (ISPs) and
subscription TV (cable and satellite), both with ACSI scores of 64. These
two industries also score at the bottom for both customer perceptions of
quality and value, and when coupled with their general reputation as poor
performers—for reasons discussed in earlier chapters, including regular ser-
vice disruptions, dramatic increases in prices, widespread merger activity,
and decentralized customer service delivery—seeing them at the bottom in
customer satisfaction comes as little surprise.

In terms of changes and improvements over the last ten years, one industry
stands out as the most improved, nearly doubling the second-largest improve-
ment by an industry: commercial airlines, an industry that has gained a whop-
ping 21% in the ACSI index since 2008. Because airlines improved the most
in both quality and value as well, this huge leap in customer satisfaction is
likewise not shocking. The wireless telephones industry experienced the sec-
ond largest growth in ACSI over this ten-year period, improving 11% to an
ACSI score of 79. This rapid and dramatic growth is not surprising either,
given that this period coincides almost perfectly with the introduction of
modern smartphones to the mass consumer market (the first Apple iPhone
having been released in late 2007), which dramatically changed (and improved
and expanded) user interactions with their mobile devices and changed the
products all manufacturers now offer. There is also more flexibility to start and
end wireless services between competitors, giving customers more options as
well as opportunities to be satisfied in their own unique ways.

Finally, the industries where ACSI has declined the most over this decade is
personal care and cleaning products, down 6% to an ACSI score of 80. While
still in the top-third of all measured industries, consumers are far less pleased
with these household products—such as soap, shampoo, household cleaning
products, among myriad products in this category—than they were a decade
ago. The second largest decline for an industry is somewhat more surprising,
coming for internet search engines and information, which falls to a score of
76. Given that the same company dominated the industry in 2008 as does
now—Google—deteriorating satisfaction for this one company is responsible
for most of the decline. Perhaps the monopolistic tendencies (few search
options) and privacy concerns in the online search engine and information
industry create uneasiness today that customers did not think about or know
of a decade ago.
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Who Can (and Can’t) Get Some Satisfaction?

Which companies provide the most satisfaction to their customers? The leader in
customer satisfaction is chicken sandwich-maker Chick-fil-A, with a score of 87.
While controversial with some segments of the population for its outspoken
stand on social and religious issues (and the fact that it is closed on Sundays), the
fast food restaurant is best known for its great food and outstanding customer
service. This strong satisfaction has resulted in far-better-than-industry growth
over the last several years. Three companies are tied for second in satisfaction at
86: chocolate giant Hershey, supermarket Publix, and Toyota (for Toyota and
Lexus brands).

At the other end of the spectrum, the two companies anchoring the bottom—
tied for the lowest customer satisfaction at 56—come from the same industry
and offer similar services in (roughly) the same way: Mediacom and Frontier
Communications, the former for its subscription TV service, the latter for its ISP
offerings. Given what we have seen in prior chapters on the bottom-basement
quality and value for these companies and industries as a whole, and will see in
Chap. 6 on complaints, we are on solid ground declaring the subscription TV and
ISP companies, taken together, as those that consumers most love to hate.

5.3 Customer Satisfaction
as a Macroeconomic Indicator

How important is customer satisfaction and satisfaction measurement, really?
As we have discussed, we know satisfaction measurement is used by innumer-
able companies in the U.S. and around the world as an important metric of
consumer perceptions of their experiences, one that has been tracked by many
companies for decades and remains a key piece of information for companies’
decision-makers.” In Chaps. 7 and 8, we will also examine more thoroughly
the links between customer satisfaction and repeat business, and through it to
central financial performance metrics for companies and industries, such as
market share, revenue growth, earnings, and stock market returns. But here let
us ask a slightly different question: Does customer satisfaction matter to the
economy as a whole? Should anyone beyond market and customer-centric
researchers working inside a company—and that company’s leadership, share-
holders, and customers—care about the satisfaction of private sector compa-
nies? The answers to these questions require us to examine the value of aggregate
customer satisfaction for understanding macroeconomic phenomena.

As such, in what follows we examine the relationship between national
customer satisfaction as measured by ACSI and consumer spending growth
(and relatedly, gross domestic product growth), and between ACSI and the
national unemployment rate. In both of these cases, the relationship between
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customer satisfaction and these crucial macroeconomic indicators for a coun-
try points to customer satisfaction’s importance not only for companies seek-
ing long-term financial success, but also as a leading macroeconomic indicator
with significant consequences for understanding the health and prospects of
entire national economies. We begin with economic growth and the customer
satisfaction-consumer spending relationship.

The economic importance of consumer spending growth can hardly be
overstated. In the U.S., consumer spending represents about 70% of total
gross domestic product (GDP). Given this massive connection between con-
sumer spending and the economy, it is logical that changes in consumer
spending are closely monitored by public policymakers, economists, and
companies large and small. Indeed, even fairly small changes in consumer
spending can have substantial implications not only for the health of the
economy, but also for the innumerable companies and industries that rely
mostly or entirely on consumer expenditures to survive. Reports of declining
or potentially slowing consumer expenditures will often cause managers and
firms to adapt their strategies in several ways. For instance, concerns about
future consumer spending may cause an organization to be reluctant to make
long-term commitments to new product development or new advertising
campaigns, switching instead to tactics they believe will drive short-term sales
while consumers struggle (e.g., price discounting). Likewise, retailers might
adjust not only their pricing strategy but also their product portfolio in the
wake of an anticipated reduction in consumer spending, paring-back on
higher-priced brands and models for increased production of less expensive
“basics.” As consumer spending improves or is expected to grow more rapidly,
managers might be disposed to make the opposite adjustments.

Given this, it is critical for a variety of actors to be able to anticipate move-
ments in consumer spending. However, consumer spending growth has
proven very difficult to predict. For many years, starting in the middle of the
twentieth century, the most renowned economists working in this area had
come to believe that consumer spending was a “random walk,” with no
exogenous variable reliably able to predict and forecast its changes. This
implied that future consumer spending was a function only of current con-
sumption and that all other information was irrelevant. Some studies of
consumer-related variables, such as consumer sentiment, contradicted this
argument and showed some ability to forecast spending growth, leading econ-
omists and marketers to attempt to do so.> Importantly, one variable—cus-
tomer satisfaction—has been found to be positively predictive of spending
growth—that is, as satisfaction improves in one quarter, spending tends to
also improve (or improve more strongly) in the next quarter. This relationship
is illustrated in Fig. 5.2.4
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Fig.5.2 National ACSI and PCE (consumer spending, lagged) growth. (Source: Authors’
creation from American Customer Satisfaction Index data and methods)

Why does improving customer satisfaction tend to result in stronger con-
sumer spending growth? The answer to this question is straightforward, intui-
tive, and difficult to deny. In short, a consumer’s level of anticipated (future)
satisfaction with goods and services, estimated based on past experiences with
those goods and services, is positively related to their willingness to pay for
them again in the future, and perhaps even to purchase more frequently and/
or to buy other goods. A positive outcome from a buyer-seller transaction
makes both parties in the exchange more inclined to repeat the experience,
leading to both more production and more consumption, while a negative
outcome is likely to have the opposite effect. As such, changes in customer
satisfaction do not merely shift consumer preferences from one company to
another, but they also affect the general willingness of households to “open
their wallets” and spend more. Since its inception, national customer satisfac-
tion as measured by ACSI has accounted for more of the variation in future
spending growth than any other factor, including widely tracked metrics like
consumer sentiment. Therefore, not only is customer satisfaction vital to mea-
sure at the company and industry levels, to understand success with a com-
pany’s customers and success relative to competitors, but also in the aggregate,
as it can help understand what is coming for the economy at large.

And the story does not end there. Not only has the national ACSI customer
satisfaction variable been shown to be predictive of spending growth, it is also
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Fig. 5.3 National ACSI and GDP (gross domestic product) growth. (Source: Authors’
creation from American Customer Satisfaction Index data and methods)

related to the broader gross domestic product of total national economic
growth. Obviously, the explanation for ACSI as a predictor of GDP growth
lies in the relationship between ACSI and consumer spending. Consumer
spending is a component of GDP and accounts for some 70% of it, and thus
aggregate customer satisfaction is likely to be correlated with GDP, even
though GDP contains components (like government spending and interna-
tional accounts) that are only loosely related to consumer perceptions of their
domestic private sector experiences. Figure 5.3, now showing contemporane-
ous changes in customers’ satisfaction and GDDP, illustrates this relationship.

Taking these two sets of findings together (consumer spending growth and
national economic growth), they reveal that the importance of customer sat-
isfaction and satisfaction measurement extends well beyond the micro level or
the interests of any one individual firm. Rather, satisfaction is critical for both
marketers and public policymakers in forecasting future consumer behavior,
and through this overall economic growth. The implications of these findings
for actors at all levels of the economy cannot be overstated. In the final chap-
ter, Chap. 9, we will extend upon this finding (among others) when discuss-
ing the future of customer satisfaction and satisfaction measurement as a
national imperative in a highly competitive, increasingly globalized and inter-
connected economic ecosystem.
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Fig. 5.4 National ACSI and unemployment (lagged). (Source: Authors’ creation from
American Customer Satisfaction Index data and methods)

Let us turn now to another interesting and important finding from the
national ACSI customer satisfaction data collected over the last 25 years: the
relationship between unemployment and customer satisfaction. To begin,
Fig. 5.4 shows this relationship—in this case, between levels of national ACSI
and levels of (lagged) unemployment—since 1994.

As we discussed earlier, customer satisfaction tends to precede and predict
economic growth. More satisfied customers tend to be more likely to open
their wallets and spend; even absent rising income, low interest rates and
“cheap money” allow consumers to debt-finance goods and services when
interested in spending, and conversely to refuse to do so when unhappy with
their experiences. Companies respond to this increased desire to spend ratio-
nally, producing more goods and more satisfying goods to meet these demands,
leading to even more satisfaction and spending. One might expect, then, that
improvements in customer satisfaction lead to a never-ending positive feed-
back loop, with more satisfaction leading to more and better and cheaper
products, in turn leading to more satisfaction, and so on ad infinitum. Yet
ACSI data show that this is not always the case, and that an important exter-
nal factor tends to intervene and interrupt this positive feedback loop at some
point: the unemployment rate. More directly, ACSI data show that when the
unemployment rate begins to decrease—when fewer people are unemployed
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and unable to find work—and is driven to significantly lower levels (typically
by economic growth), aggregate customer satisfaction begins to decline as a
consequence.

Why does lower unemployment lead to declining customer satisfaction?
After all, low unemployment and a tighter labor market are usually praised as
positives for an economy and a society, as signs of general social prosperity
and a strong economy. For many companies, however, they also present chal-
lenges. When the labor market tightens, many workers leave their jobs to seek
new, better positions. It is typically the case that, as unemployment declines,
the number of people quitting their job spikes. Many of these “quitters” do so
because they already have or think they can more easily find better pay at a
more “prestigious” and higher-paying position, a position more aligned with
their long-term career goals, and so forth. And this is where things begin to
get difficult for firms trying to satisfy consumers, and in the aggregate for the
economy as a whole.

When workers leave one position for another, it is oftentimes bad for con-
sumers. Many lower-paying and less prestigious jobs are customer-facing
(e.g., cashiers, retail personnel, call center staff), and thus many of the job-
quitters come from this category of job position. These employees need to be
replaced, of course, but because of the already tight labor market, options are
limited. These workers are then often replaced by new employees with less (or
no) experience, and in many cases, with general qualifications that leave them
less-well-prepared to offer strong service to customers. In many cases, these
open positions also go unfulfilled for extended periods. The job-hoppers mov-
ing up also enter their new positions in need of training, a process that always
takes some time, and if these new positions are customer-facing, this too can
have negative effects for customer service and consumers.

So, a strong economy driven by more satisfied consumers can sometimes
contain the seeds for its own (if only temporary) demise, a victim of its own
success, driving unemployment down and planting and creating the condi-
tions for customer dissatisfaction. Yet it should be noted that the economy
today is markedly different than it was over the first 10 or 15 years of ACSI
measurement, and the massive changes it has undergone could forestall some
of the historically observed negative effects of low unemployment on cus-
tomer service and satisfaction in the future. For instance, many companies
have dramatically improved their employee training programs. Likewise,
automation and other self-service technologies have eliminated many
customer-facing positions entirely, and this too may soften the blow of the
glut of new, inexperienced employees across the economy in the future.
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In the final section of this chapter, when pondering the future of customer
satisfaction, we will discuss how advances in automation and artificial intelli-
gence may provide better consumer perceptions of quality alongside the
already extant better prices and value. This phenomenon might also counter-
act the negative effect unemployment has been observed to have on customer
satisfaction over the years ahead. But for the time being, a strong labor market
should serve as a warning to firms that they may have difficulty maintaining
the same level of customer service and satisfaction that has allowed them to
prosper in the recent past, with effects that can be felt across the whole of an
economy.

5.4 Mergers and Acquisitions and Satisfaction

Mergers and acquisitions (M&A) are a ubiquitous feature of the modern eco-
nomic landscape. M&A activity has a huge impact on economic growth
worldwide. While less common in the years following the Great Recession
(2008-2009), M&A activity rapidly rebounded thereafter, and the total value
of M&A in 2015 nearly topped the record set in 2007. Though not quite as
robust over the next two years, M&A continued at a very brisk pace in both
2016 and 2017. While mergers are appealing to firms for a number of rea-
sons, the most basic and common objective for companies that pursue this
growth strategy is to increase economies of scale, that is, to improve profit-
ability by offering products and/or services to a larger number of customers
while holding fixed costs constant, or actually decreasing them due to the
same economies of scale. In short, M&As allow a company to instantly add a
significant number of new customers to its customer base (i.e., customer
acquisition) while avoiding traditional customer acquisition costs, and ideally
to improve its total revenue, its profit margin, its market share, and its mar-
ket value.

But while mostly adored in the corporate world, mergers are not always
loved by consumers. Indeed, many of the consequences of M&As can be seen
as detrimental to the consumer experience and, as illustrated nicely by the
ultimately failed Comcast-Time Warner merger example from 2015, are
sometimes actively opposed by consumers and consumer advocacy groups,
along with politicians and anti-trust regulators.” This anti-merger impulse has
been validated from a financial perspective in some studies as well, with one
indicating that more than 60% of M&As actually destroy value for investors
and shareholders.® Likewise, it has been borne out by customer satisfaction
data. Analyses of ACSI data have shown that satisfaction does indeed tend to
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decline significantly for customers of all of the companies involved in a merger
in its wake (for several years thereafter), with the effect being most pronounced
in services industries. The “why” of this effect is less certain, but most likely
has to do with a number of interconnected factors.

First, some of the deleterious effects of M&A on customer satisfaction may
be only temporary, with satisfaction dropping as the two companies work to
integrate core systems and production processes, or while consumers grow
accustomed to their status as a customer of a new company or brand through
no choice of their own (e.g., Northwest Airlines customers having to adopt
Delta as their airline frequent-flyer brand after the companies merged in
2008). Yet some of the effects seem to be longer-term, causing tangible prob-
lems with the goods and services companies deliver. For example, the gain in
economies of scale in an M&A scenario can also result in dis-economies of
scale that impact the consumer, where increased organizational complexity
negatively impacts the consumer experience. Moreover, mergers often result
in the permanent scaling-back of some services; when two brick-and-mortar
retailers or two banks merge, for example, they often shutter a number of
physical locations to improve efficiency and profitability, leaving a larger
number of customers with a smaller number of locations from which to
receive services.

Declining customer satisfaction following a merger may also be related to
the kinds of companies that tend to merge in the first place. As in the example
of the proposed though ultimately unsuccessful Comcast-Time Warner
merger, these amalgamations often involve two companies that both offer
poor customer service to begin with. Facing high customer churn and high
customer acquisition costs, these poor performing companies use M&A as a
relatively inexpensive strategy for “buying” a large number of new captive
customers, rather than winning them through marketing and advertising
spending, or retaining them with good, satisfying service. Consequently,
rather than improving the situation over the long term, the merger usually
only exacerbates the problems. There is little reason to believe that two dis-
satisfying companies merged into one would be anything more than the sum
of their parts, and ACSI data provide no evidence to the contrary.

But going beyond the somewhat unique case of merging firms and the
effect of M&A activity on satisfaction, these lessons can also be applied more
broadly. Any company that plans to expand or is already expanding organi-
cally (i.e., is adding a substantial number of new customers to its portfolio)
should be mindful of maintaining customer satisfaction performance during
this process. This is especially true if growth is happening rapidly. As the num-
ber of customers to be served increases for any company, whether that company
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is making a product or providing a service, the increase in demand can often
lead to system load beyond the capacity of the company, and consequently
degrade the customer experience and consumer satisfaction. In sum, carefully
minding the consumer experience as new customers are added is vital, whether
this comes via organic growth or M&A.

5.5 Customer Satisfaction “Death Rattle”
and Other Interpretational Challenges

While customer satisfaction measurement is vital for almost every firm—
except for the rare case of the pure monopolist perhaps—and while its results
can be very useful for aiding with strategic decision-making, there are times
when the data gleaned from this measurement can be deceiving. Indeed, there
are circumstances when customer satisfaction scores can fool those analyzing
the data into drawing bad conclusions that paint a picture from reality, at least
if the data is not viewed in the proper context. We briefly examine some of
these pitfalls here. While these are certainly not all of the pitfalls that a firm
can experience when measuring and managing customer satisfaction, they are
easy-to-understand examples that reinforce the importance of considering
context when interpreting customer satisfaction data.

Let us start with our first pitfall, which we can call the “When Better Is
Bad” problem. Put another way, our question is: Can improving customer
satisfaction scores ever be indicative of a bad or worsening situation?
Superficially, the answer to this question would seem to be “absolutely not!”,
as the goal of virtually every company with growth and prosperity in mind is
to at least maintain their existing level of satisfaction, if not improve it incre-
mentally over time. Indeed, much of what we have written to this point in the
book and will write hereafter has given the impression that every company
should always prefer better satisfaction results, as typically this is indicative of
stronger performance in those consumer perceptions that drive satisfaction
(such as quality and value), and in turn predictive through satisfaction of
stronger customer loyalty and financial performance (see Chaps. 7 and 8). But
this is not always true. Indeed, and as strange as this might sound to the
broader mission and theme of this book, a company in enormous trouble, and
sometimes even a dying company that is facing bankruptcy and possible dis-
solution in the near future, can sometimes see its satisfaction performance
improve, even if only temporarily. The explanation for this rare occurrence is
quite simple.
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When a company is losing market share rapidly and substantially, it is most
often the case that the least satisfied customers are the customers leaving first.
Conversely, the customers who stay the longest (even as others are leaving in
droves) tend to be the most satisfied and/or the most brand-loyal (e.g.,
BlackBerry customers). Yet in most satisfaction surveys, only current or recent
customers are interviewed regarding their satisfaction, as these are the con-
sumers that matter most. For most firms, it makes little sense to survey an
ex-customer who has not purchased from the company in years, as they can-
not tell you much about the products/services you are now offering with
which you are trying to improve perceptions. So, customers who have already
defected are not interviewed in most surveys, and as mentioned, they tend to
be the least satisfied. And with these least happy customers gone, and the
smaller aggregate of customers that remains tending to be the diehard loyal-
ists, oftentimes companies that are seeing a rapid decrease in their market
share will simultaneously see an upward spike in their satisfaction perfor-
mance based on nothing more than the changing composition and size of
their customer portfolio.

On top of this, and often in addition to it, dying companies will often
attempt a last-ditch effort to stave off financial ruin and raise revenue through
more extreme price-cutting, which can likewise have a positive short-term
effect on satisfaction (as a driver from perceptions of value). As an example of
this phenomenon, consider one-time retailing juggernaut Kmart. While being
one of the revenue-leading discount retailers when ACSI measurement began
in 1994, the company typically underperformed in satisfaction and sat near
the bottom of the industry. Then in 2001, the company’s satisfaction perfor-
mance as measured by ACSI leapt to an all-time high, a huge and statistically
significant improvement. But total sales and revenue were already beginning
to suffer in 2001, and the Kmart found itself unable to pay its vendors. Early
in 2002, Kmart was forced to declare bankruptcy, the largest retail bank-
ruptcy in U.S. history at the time. How did these two events, Kmart’s leaping
satisfaction score and its entry into bankruptcy, coincide?

As executives inside Kmart began to notice slowing sales and many custom-
ers being lost to faster-growing competitor Walmart, Kmart responded by
slashing prices in order to maintain revenue and hopefully pay its vendors.
For those diehard Kmart lovers who had stuck by the company, the effect was
a double-positive—lower prices for their merchandise, and emptier stores in
which to buy and receive customer service. Satisfaction increased, but this was
only illusory. Kmart would emerge from bankruptcy 16 months later, merge
with Sears soon thereafter, and the combined company continues to shrink
and struggle mightily today (with hundreds of store closings announced as
this book goes to print).
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Our second pitfall is more a truism than anything else, one that will likely
make most customer-experience researchers and managers cringe, because it
makes their job more difficult: “The Satisfaction Target is always Moving.”
While goals can be set based on some initial starting point for customer satis-
faction, with target levels to be achieved identified relative to the performance
of competitors, there are times when the target moves mid-stream. Sometimes,
a company might improve its satisfaction to a new level that had represented
the goal at the beginning, only to find that all of its competitors have improved
as well, leaving it no better off (relatively speaking) than before. Conversely, a
company may find its satisfaction flat when improvement had been the goal,
but based on declining scores among its key competitors, its relative perfor-
mance is now better (this phenomenon was seen with perceptions of quality
in Chap. 3). In this latter case, while the goal of realizing improvement in
satisfaction is not realized, the most important goal of improving relative to
competitors has happened, nonetheless.

In short, customer satisfaction measurement is almost never a static process
that exists within a vacuum. The notion of levels, changes, and impacts that
we discussed in the Appendix to Chap. 1 on the science of customer satisfac-
tion is critically important to achieve reliability and validity in measurement,
implications, and astute strategic decision-making. As in virtually any real-
world application, the context within which that customer satisfaction mea-
surement is occurring is vital to understand. And more than anything else,
these realities require more than one-time, one-off measurement projects, at
least for big firms servicing large, complex, diverse, and evolving groups of
consumers. Rather, measurement must be an ongoing process based on flexi-
ble goals and near-constant attention.

5.6 Perfect Satisfaction: Future Fact or
Science Fiction?

“Futurists” are everywhere today. Most of them focus on the impending
upheaval to society soon to be unleashed by dramatic new technological devel-
opments, and particularly machine learning and artificial intelligence (AI). The
most optimistic of these thinkers believe that we are just a few years away from
creating machines as smart as humans—that is, to achieving computers with
“human-level general intelligence”.” Even the least optimistic experts working
in this area point to the twenty-first century as the time when we are likely to
achieve artificial general intelligence, spawning “thinking machines” that are at
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first as smart as the average human, and probably very soon thereafter, substan-
tially smarter.® Setting aside the imagined scenario where these smart machines
become “self-aware” and immediately seek to eliminate their human creators—
what we might call the “Terminator Scenario”—the prospect of thinking
machines and true artificial intelligence holds incredible promise vis-a-vis the
business world in general and in providing satisfying goods and services to
consumers. Customer service professionals are already keenly aware of this fact
and are therefore giving it increased attention.’

Already today, humans are enjoying the fruits of technological innovation,
as we have discussed at various points throughout this book. The enhanced
efficiencies and information transparency spawned by the Information Age
has allowed companies to offer better prices to consumers and better compete
with other companies on price. We have likewise discussed, however, how
some of these innovations have had a downward effect on consumer percep-
tions of quality. We love our better and cheaper goods—our thinner and
lighter and cheaper-but-higher-quality TVs, for example—but many con-
sumers are less pleased with how technology has impacted customer service
delivery. Anyone that has tried to contact a company with a problem and
reached only an automated call center and a “virtual agent” software system
that can neither understand the nuances and complexity of our questions nor
adequately reply to them will understand why many consumers have come to
conclude that technology has demonstrably worsened customer service. These
automated services may be cheaper for companies, and that may allow them
to offer consumers better prices, but in the eyes of many consumers the expe-
rience is far worse.

In Chaps. 3 and 4, we discussed how price and consumer perceptions of
value, rather than either improved customer expectations or, most importantly,
consumer perceptions of quality, have driven improved satisfaction over the
last 25 years. In the last chapter in particular, we wondered if this phenome-
non was sustainable, if the economy could continue to provide even modest,
incremental improvements in satisfaction via solely improvements to value
and continue to pass these cost savings from new efliciencies on to consumers.
Surely, at some point price-driven improvements in satisfaction will begin to
drag on corporate profitability and lead to deteriorating satisfaction, absent
concurrent improvements in quality. What might help the economy out of
this dilemma? Like so many futurists suggest for all manner of dilemmas, the
answer may very well lie in Al and machine learning.

Al and machine learning—and more specifically, forthcoming dramatic
advances therein—could soon begin to deliver improved quality via better
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customer service and might do so without drastically undermining the
improved price and value consumers are already seeing from technology. That
is, most of the complaints consumers have with receiving customer service
from a “damned machine” revolve not around the fact that the service pro-
vider is a computer per se, but rather because these automated systems are,
relatively speaking, quite primitive. To put it bluntly, many of the Al systems
used to deliver customer service today are actually pretty dumb. They are
unable to understand many commands, often route the consumer to the
wrong menu or person, and rarely anticipate new problems that may emerge
for the customer during the interaction. Interactions with these systems regu-
larly result in even more frustrated consumers demanding to “please, PLEASE,
just let me talk to a person” after having already expended 10 or 20 minutes
with nothing to show for it. While not universally true, certainly a substantial
portion of automated customer service tools available today are poor and inef-
fective at resolving customer problems.

As a related example, consider what is perhaps the most ubiquitous and
famous Al currently operating in the world today—Siri, the “virtual assistant”
that comes standard with the Apple iPhone. For those of us that pre-date the
iPhone as consumers, Siri is actually pretty amazing, capable of answering a
bevy of questions via voice-prompted automated internet searches and per-
forming other simple tasks for the user. Yet very few customer experience
professionals (or anyone else for that matter) would suggest completely replac-
ing human customer service personnel with Siri or anything like it. This is
because, while an amazing innovation, especially compared to computer tech-
nology even just a decade ago, Siri is still very limited in what “she” can do;
“she” often misunderstands the speaker, and even when understanding cor-
rectly, she is unable to provide an answer or provides irrelevant (and some-
times hilarious) responses to questions. Siri is an example of a very limited,
“narrow” kind of Al that is typical of the systems now available and being
deployed in customer service settings.

But now let us imagine Future Siri, a new version released 5 or 10 or
20 years from now. Future Siri has been updated with the latest advances
coming out of Al and machine learning research. “She” is now as smart as you
or I. Indeed, Future Siri is maybe even a little smarter, at least vis-a-vis com-
pleting a particular set of processes, rapidly and accurately understanding and
responding to common questions, offering advice on how to resolve more
complex problems (maybe with a product and service), and so forth. Future
Siri is even able to think critically, understanding not only the nature of a
problem someone is experiencing, but also anticipating how one possible
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solution could in fact exacerbate rather than solve the problem, or lead to new
problems the customer has not considered. Maybe, for example, we are able
to tell Future Siri our plans for the day—the things we have to do, the order
we intend to do them in, and the time we have to complete them all—and ask
her if the plan will work. Future Siri is smart enough to tell us that we will not
have sufficient time, and then instruct us on how to reorder our plans and
successfully accomplish everything we need to do in the time we have. In
short, at this point Future Siri will have become at least as smart and, perhaps
smarter than the average person, able to provide answers and assistance that is
superior to what the person is able to do for themselves.

Now, what would it be like to receive customer service from Future Siri?
Certainly, at the very least, to do so would be far superior to the automated
voice recognition software with very limited capabilities available today. Al
could—and according to those that specialize in this area, almost certainly
will—advance enough to change how we as consumers perceive automated
customer service. As Al advances to human-level intelligence, these applica-
tions will allow customer service to be delivered by programs that are at least
as good as those delivered by a person, and in many cases probably signifi-
cantly better, as Future Siri will not get tired, will not have an “off day,” and
will not suffer downtime due to illness.

Combining together what we have discussed vis-a-vis technology’s positive
effect on prices for consumers with the near-future improvements to the cus-
tomer services it can offer, let us now ask a question: Could we be heading
toward a world of “perfect customer satisfaction,” one in which companies
provide incrementally better pricing via enhanced efficiencies, but are also
able to offer better and better services via smarter and smarter machines, and
do so without having to spend substantially more on this improved quality or
undermine the value proposition? Returning to our discussion of how declin-
ing unemployment often results in weakening customer satisfaction, here too
Al could provide a solution. That is, because of better Al, a tightening labor
market may no longer result in worsening service, with Al filling the gaps—
even if only temporarily—caused by employees’ job-hopping. Al does not
quit when the market is good, and it would not need extensive training when
replacing human service providers. While we cannot know for sure, certainly
it appears that humans are closer to “perfect” customer satisfaction today than
during any earlier economic era. But perfect customer satisfaction is also a
function of customer expectations (and other variables), as the ACSI model in
Fig. 1.1 indicates, so the reality of “perfect” customer satisfaction may sound
too perfect!
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Notes

1. The term “consumer sovereignty” was introduced in 1936 by economist
William Harold Hutt in his book Economists and the Public: A Study of
Competition and Opinion, to illustrate the ultimate power of consumers to con-
trol what goods and services capitalistic firms produce.

2. In one recent study, customer satisfaction was found to be the most-used mar-
keting metric by managers when making decisions across a selection of large
companies in multiple nations. Mintz, O., I. S. Currim, J. B. Steenkamp and
M. de Jong (2020). “Managerial Metric Use in Marketing Decisions across 16
Countries: A Cultural Perspective,” Journal of International Business Studies,
Forthcoming.

3. See: Carroll, C. D., J. C. Fuhrer and D.W. Wilcox (1994). “Does Consumer
Spending Forecast Household Spending? If So, Why?” 7he American Economic
Review, 84(5), 1397-1408.

4. See: Fornell, Claes, Roland T. Rust and Marnik G. Dekimpe 2010. “The Effect

of Customer Satisfaction on Consumer Spending Growth,” Journal of

Marketing Research, 47(1), 28-35.

Griswold, Alison. “The Most Hated Merger in America,” Slate.com, April 24, 2015.

6. See: Lewis, A. and D. McKone. “So Many M&A Deals Fail Because Companies
Overlook This Simple Strategy,” Harvard Business Review, May 10, 2016.
Accessed online at: hteps://hbr.org/2016/05/s0-many-ma-deals-fail-because-
companies-overlook-this-simple-strategy

7. For an example of an optimistic futurist, see: Kurzweil, Ray (2005). 7he
Singularity is Near: When Humans Transcend Biology, Penguin Books: New York.

8. In 2013, a group of world-leading experts in Al were surveyed and asked to
give an “optimistic,” “realistic,” and “pessimistic” estimate of when humanity

()

would achieve “human-level machine intelligence,” or computers as smart as
the average human. The median “optimistic” estimate was 2020; the median
“realistic” estimate was 2040; the median “pessimistic” estimate was 2075.
Barrat, James (2013). Our Final Invention: Artificial Intelligence and the End of
the Human Era, St. Martin’s Press: New York.

9. For some examples, see: Kerravala, Z. “Why Customer Service Needs Artificial
Intelligence,” CIO.com, May 2, 2018. Accessed online at: hteps://www.cio.
com/article/3269498/why-customer-service-needs-artificial-intelligence.html
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Customer Complaints: Learning to Love
Your Angry Customers

Chapter Overview

In this chapter, we start by discussing changes in customer complaint behav-
ior and the aggregate national complaint rate over the last 25 years. We test
the premise that the internet, social media, and related channels have made
complaining easier and more impactful, and thus complaint rates higher. We
then turn to a detailed discussion of cross-industry differences in customer
complaint rates and highlight how the nature of distinct economic sectors and
the products and services consumed helps explain variations in complaint
likelihood. This is followed by a review of why many (or most) dissatisfied
customers choose not to complain at all, and the negative consequences of
this fact for companies. Finally, we discuss the importance of complaint man-
agement for firms, a practice critical to converting dissatisfied customers into
enduringly loyal ones and examine whether companies have improved their
complaint management practices over the past decade. The chapter concludes
with a brief discussion of the potential benefits for companies of maximizing
customer complaint rates.

Key Conclusions

* While complaining may be easier than ever, since 1994 the national aver-
age complaint rate has declined dramatically, falling from 21.3% to 11.7%
over the last 25 years—a 45.1% decline.

* Complaint rates vary dramatically across diverse economic industries, more
so than for the other variables in the ACSI model. This variance can be
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explained by industry context, price, the perceived advantages of com-
plaining, and related factors.

* Many dissatisfied customers—and in all likelihood, a majority of them
across most companies and industries—fail to complain when unhappy, a
fact that presents a significant risk to companies.

¢ Complaint handling by companies has improved over the last decade, per-
haps suggesting that firms recognize the importance of complaint manage-
ment in a more competitive economic landscape and have responded
accordingly.

6.1 Are Customers Complaining More?

As we have discussed in earlier chapters, innovations in communications tech-
nology have fundamentally changed the modern economy. While we need
not review the nature of these changes again, suffice it to say that they have
resulted in an almost total restructuring of how companies identify, commu-
nicate with, advertise, and market to their customers. They have also changed
how customers contact and interact with companies. For example, though
once viewed primarily as avenues for informal personal interactions, social
media websites—such as Facebook, Instagram, and Twitter—have fast become
important vehicles for customers to communicate with companies about their
experiences. When unhappy, these and other websites have made it dramati-
cally easier for consumers to lodge “formal” complaints directly to a company
via official and verified pages on the sites. When combined with channels like
email and virtual chat, and a generally easier time finding corporate contact
information and a venue by which to complain to a company because of the
internet, it would certainly seem that the modern economy is more conducive
to customer complaints than ever before. The days of hunting for a company’s
address, typing or hand-writing a “strongly worded” letter to a company that
has made us mad, buying a stamp, mailing it, and then waiting on the off
chance something comes of it are long gone.

Additionally, and maybe even more importantly, these same internet social
media websites have made it far easier and decidedly more effective for dis-
satisfied customers to “informally” but publicly complain—via an amplified
type of negative word-of-mouth—about companies when unhappy.
Companies have come to expect this feedback and have developed strategies
for managing these episodes when they do occur.! This is because today, unlike
in years past, an angry customer can complain to a firm and also simultane-
ously to millions of other consumers about their dissatisfaction. Occasionally,
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this amplified complaining can create an “online firestorm” of negative pub-
licity with immense financial consequences for a firm.? Indeed, the presence
of social media has allowed complaining customers—or at the very least influ-
ential ones like Kylie Jenner along with less famous consumers able to craft a
compelling online story about a service failure, such as the “United Airlines
Broke My Guitar Guy”>—to have an enormous impact on the economic for-
tunes of companies they are displeased with. In early 2018, Jenner, with only
a brief message to her millions of followers of just 18 words—"sooo does
anyone else not open Snapchat anymore? Or is it just me... ugh this is so
sad”—was able to eliminate billions of dollars of market value from a publicly
traded company in a few hours.

As recently as 15 or 20 years ago, marketers and market researchers largely
agreed that customer complaints were, at best, an inconsistent and, at worst,
a very imprecise indicator of consumer dissatisfaction. This is because research
has shown that, at least in many cases and contexts, most dissatisfied custom-
ers do not actually complain, a phenomenon and its consequences we will
examine more fully in this chapter.” Thus while companies in many industries
have long tracked and monitored complaints, and rightly so, market research-
ers were always cautious when interpreting high or low or changing rates of
complaints. But has this changed? Has the greater ease of lodging customer
complaints, alongside a perceived increase in efficacy and value to the indi-
vidual consumer of doing so in an era of amplified communication, changed
this situation? Indeed, it might seem safe to conclude, given the ease with
which consumers can now contact companies for any number of reasons, that
more customers are complaining than ever before.

Figure 6.1 shows data for aggregate customer complaints across all major
consumer sectors and industries in the U.S. economy between 1994 and
2017, measured in this case as a simple percentage of customers indicating
that they “complained to the company” of which they were a customer.® In
1994, 21.3% of consumers reported complaining to the company they had
purchased from and about which they were being interviewed. After a three-
year period during which complaints steadily increased to a high of almost
25%, the national complaint rate has rapidly and steadily declined, resting at
amere 11.7%—or almost 10% points lower—at the end of 2017. This 45.1%
decline in the complaint rate is by far the largest change among any of the
ACSI model variables, even taking into consideration the different scale on
which the customer complaint rate is measured relative to the others. In short,
while customers may have far more efficient and simpler mechanisms through
which to lodge complaints, and at least in some cases the activity could be
viewed as more efficacious than ever before, it appears that these changes have
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Fig. 6.1 National customer complaints, 1994-2017. (Source: Authors’ creation from
American Customer Satisfaction Index data and methods)

not resulted in a tsunami of consumer complaints. In fact, far fewer consum-
ers are complaining today when compared to a quarter-century ago.

So why, contrary to what we might have expected, has the national cus-
tomer complaint rate declined? In the first instance, some of this decline is
almost certainly due to the improvement in customer satisfaction since 1994,
as we discussed in Chap. 5. In the ACSI model, customer satisfaction tends to
have a strong negative effect on the customer complaint rate, with happier,
more satisfied customers less likely to complain. Therefore, improved satisfac-
tion is predicted to and does result in fewer complaints. However, while the
relatively modest improvement in satisfaction over this period likely explains
some of the dip in complaints, it is insufficient to explain all of it. Simply put,
it is virtually impossible that a 2.5-point improvement in customer satisfac-
tion is responsible for a nearly 10%-point drop in the complaint rate, at either
the company or the national aggregate level.

Alternatively, it is possible that consumers do not view the greater ease with
which they can complain, mentioned above, as a reason to do so, but quite the
opposite. That is, the ease with which consumers can now complain to com-
panies might be perceived as a disincentive rather than an incentive to do so,
precisely because “anyone can do it” and can do it easily. Thus, consumers
view their one additional complaint in a (perceived) giant sea of complaints as
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little more than meaningless noise with little chance of having an effect.
Finally, perhaps the improvement in the value proposition discussed in
Chap. 4 is itself depressing complaints, as consumers are so much happier
with the prices that they are paying that they feel a lesser need to seek redress
and recompense when displeased, an important phenomenon we discuss
more fully in this chapter.

Yet whatever the reason for the declining complaint rate, and the suggested
causes that likely combine in some way to explain this phenomenon, we
might nevertheless proceed to view it is a good thing, a positive development
for the economy. After all, many or even most companies would regard a
lower complaint rate as a positive development. Fewer complaining customers
mean fewer contact centers and other resources devoted to managing these
displeased consumers, and it could also indicate fewer service failures and
stronger satisfaction. But is this really the case? Is it a good thing for firms, and
the economy as a whole, to have fewer complaining customers? After examin-
ing and explaining cross-industry differences in complaint rates, we discuss
the proportion of dissatisfied customers that actually take the time to com-
plain, and how for companies in many industries a low and declining com-
plaint rate should be viewed as a negative phenomenon.

6.2 Which Customers Complain Most, and Why?

While the aggregate national customer complaint rate has dipped substan-
tially over the past 25 years, it would be wrong to assume that all economic
industries are built alike, either in their absolute rate of complaint or in
changes over the recent past. As we have seen in earlier chapters, consumer
perceptions and behaviors tend to differ significantly across industries and do
so for a variety of reasons. This is confirmed to be the case for customer com-
plaints as well, as we see in Table 6.1, which shows industry complaint rates
from low to high. Also included are changes over the last ten years, a period
during which the national aggregate complaint rate declined more than 16%.

We will focus our analysis only on the percentage of complaints from low
to high across industries, as both ten-year changes and the growth rank
(excluded entirely from the table) are somewhat less meaningful due to the
larger cross-industry variance and the yes-no (0-1) scale of the variable.”
Doing so, we observe a huge range in the rate of complaints across industries.
For two industries—internet social media and personal care products—virtu-
ally no customers complain, with just 1% of respondents indicating doing so
over the prior 12 months. At the other end of the spectrum, for some industries
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Table 6.1 Industry customer complaints and ten-year changes

Customer complaint

rate 2017 (0-100%) Ten-Year
Sector Industry (%) change (%)

Telecommunications &
information
Manufacturing-
nondurables
Telecommunications &
information
Manufacturing-
nondurables
Telecommunications &
information

Accommodation & food
services
Retail trade

Manufacturing-
nondurables

Manufacturing-
nondurables

Telecommunications &
information

Retail trade

Health care & social
assistance
Manufacturing-durables

Manufacturing-
nondurables

Retail trade

Manufacturing-durables

Energy utilities

Retail trade

Retail trade

Health care & social
assistance
Finance & insurance

Accommodation & food
services

Finance & insurance

Manufacturing-
nondurables

Finance & insurance

Internet social media
Personal care products

Internet news &
opinion
Food processing

Internet search
engines &
information

Full-service restaurants

Gasoline service
stations
Soft drinks

Breweries
Computer software

Department &
discount stores
Ambulatory care

Televisions & video
players
Apparel

Specialty retail stores

Personal computers

Municipal utilities

Supermarkets

Health & personal care
stores

Hospitals

Property & casualty
insurance

Limited service
restaurants

Life insurance

Athletic shoes

Credit unions

1

=75

0

100

-38
-29
150
400
-67
—54
—54

20
200
—42
-62
-56
-43
-33
-33
-27

=27

33
167

=25

(continued)
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Table 6.1 (continued)
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Sector

Industry

Customer complaint
rate 2017 (0-100%)
(%)

Ten-Year
change (%)

Accommodation & food

services
Finance & insurance

Finance & insurance

Manufacturing-durables

Retail trade
Energy utilities

Accommodation & food

services
Energy utilities

Finance & insurance

Manufacturing-durables

Public administration
Transportation &
warehousing
Transportation &
warehousing
Transportation &
warehousing

Telecommunications &

information

Manufacturing-durables

Telecommunications &

information

Telecommunications &

information

Telecommunications &

information

Internet travel services

Internet investment
services

Health insurance

Major appliances

Internet retail

Cooperative utilities

Hotels

Investor-owned
utilities

Banks

Wireless telephones

Public administration

Consumer shipping

Airlines
U.S. postal service

Wireless telephone
service

Automobiles & light
vehicles

Fixed-line telephone
service

Internet service
providers

Subscription TV

9
10
11
11
11
12
12
13
15
15
15
15
16
17
18
19
27
35

37

13
11
-45
-24
22
-14
-8
-19
-48
-12

40
50

-13

-3

=21

Source: Authors’ creation from American Customer Satisfaction Index data and methods

more than one-third of all customers indicate having complained, such as
internet service providers (35%) and subscription TV companies (37%). As
mentioned earlier, complaint rates range very widely and far more so than the
other measured ACSI variables, even when considering the different nature of
the question (a no-yes question) and the scale used to measure it (0—1 rather
than a 1-10 scale converted to 0—100 as for the other ACSI model variables).

To be sure, some of the variance from low to high complaint rates across
both companies and industries is driven by satisfaction—with higher satisfac-
tion generally pushing complaint rates lower, and vice versa. Yet satisfaction is
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certainly not the only source of variance at play. This is clear from the results
in Table 6.1, as the industry with the very lowest complaint rate at just 1%—
internet social media—is far from the most satisfying industry in the U.S. econ-
omy. Indeed, although virtually no customers complain about their experiences
with social media websites, the industry comes in seventh from last in satisfac-
tion across all measured industries (at 73). On the other hand, one of the
top-ten industries in satisfaction, automobiles and light vehicles at 81, has the
fourth-highest complaint rate of any industry at 19%, showing that just as
lower satisfaction does not always mean more complaints, higher satisfaction
does not always mean fewer. And to complicate matters further, the two
industries with the lowest customer satisfaction scores—internet service pro-
viders and subscription TV—do indeed have the highest complaint rates, at
35% and 37%, respectively.

These results beg a question: Why do some dissatisfying industries have
very high complaint rates, and others virtually none, while some very satisfy-
ing industries still have high complaint rates, and vice versa? Put differently,
why do customer satisfaction and customer complaint rate zor move together
more closely or equally across distinct industries? The answer to this question
is actually straightforward: While customer satisfaction is a strong predictor of
complaint rate in most cases at the individual and company level, industry-
dependent economic factors vary enormously across industries and are also
strongly predictive.

Marketers and economists have long understood that many factors influ-
ence the individual consumer’s decision about whether or not to complain to
a company when dissatisfied. These include the consumer’s demographic pro-
file, psychological factors, and related individual characteristics. Nearly
50 years ago, groundbreaking work by economist Albert Hirschman focused
on the economic foundations of customer complaints and generated the “exit-
voice-loyalty” theory, and his work subsequently inspired voluminous research
on the topic.® Both this academic literature and the tests of these theories have
generally pointed to a handful of most important influencing factors that
cause complaint rates to vary across industries. These factors include the
degree of competition and number of competitors in an industry, the price
paid for a good or service, the switching costs (or the costs associated with
defecting from one company to another), real or perceived obstacles to com-
plaining, and perceived likelihood (and benefit) of recovery or redress.

To begin, dissatisfied consumers are less likely to complain when an indus-
try’s economic landscape is more competitive (i.e., includes more alternative
suppliers or companies), as under these conditions defecting from one com-
pany to another is easier, and unlike complaining, defecting itself does not
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require additional cost (such as a time and effort expenditure) from the con-
sumer. Also, the price paid for a product or service about which the consumer
is dissatisfied and considering complaining will often influence the decision to
complain, as failures with more expensive goods in which the consumer has
invested a larger share of disposable income create a stronger motivation in
the consumer to seek redress and some form of recompense from the company.

Moreover, higher switching costs, or the tangible and intangible difficulties
a consumer might experience after leaving one company for another—such as
a greater distance to a new retail outlet, fewer or less convenient automated
teller machines (ATMs), learning a new computer or wireless phone system,
the psychological discomfort of abandoning a known and trusted brand, and
so forth—will often make consumers more likely to complain rather than just
exit. Likewise, if consumers perceive little or no opportunity to realistically
achieve significant redress (i.e., some form of compensation from the firm)
from a company via the act of making a complaint, or if the time-cost of
complaining outweighs the expected benefit, dissatisfied customers are less
likely to complain. And finally, significant barriers to complaint, such as lim-
ited information about how to complain (difficult-to-find contact center tele-
phone numbers or email addresses) or whom to complain to (the manufacturer
of a product vs. the retailer selling the product), are often predictive of lower
complaint rates. In sum, the nature of an economic exchange and the context
within which it takes place—and typically some combination of the factors
we have described—directly and strongly impact the likelihood that a con-
sumer will complain to a company about their experience, and as these factors
differ significantly across industries so too does the customer’s incentive to
complain.

Based on the above arguments, certain industries can be reasonably pre-
dicted to have relatively low complaint rates, regardless of levels of satisfac-
tion, both in an absolute sense and relative to other economic industries.
Take, for example, two industries in the same economic sector, food process-
ing (which includes all of the different types of processed and packaged foods
purchased by consumers in supermarkets and similar retail outlets) and per-
sonal care products (e.g., soaps, shampoos, shaving cream). Regarding compe-
tition, both industries have very low economic concentration scores, meaning
the markets are highly competitive and offer consumers many alternatives.’
This means that for consumers defection is relatively easy and a viable option
when dissatisfied with their experiences, which in turn minimizes complaint
likelihood. These industries also tend to have a relatively low price-point for
the individual products sold, which also minimizes complaint likelihood and
aggregate complaint rates, as the consumer has only a relatively small
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“investment” in the product. Furthermore, while brand loyalty may play a
role in increasing perceived switching costs to some degree, given the number
of alternative suppliers and the “ease of use” of products in this industry (it
does not require a significant time-cost to “learn to eat” a new breakfast cereal,
or to “learn to use” a new bar of soap), switching costs offer little resistance for
customers seeking to defect to a competitor, and this too decreases the likeli-
hood of complaint.

Additionally, because in almost all cases the products in food processing
and personal care products are sold in retail outlets not directly affiliated with
the actual manufacturer of the product (store-branded products being the
exception), at least some barriers to complaining exist (to whom should the
customer complain, the manufacturer or the retailer?), and this too results in
lower complaint rates. Finally, because of the aforementioned low price-point
for the typical good purchased in these industry categories, while consumers
might anticipate a benefit in terms of redress from the act of complaining
when dissatisfied, that benefit is likely perceived to be limited to the price paid
for the good itself, and since that price is relatively low, it diminishes the per-
ceived benefit relative to the cost of complaining.

These predictions regarding low complaint rates in the food processing and
personal care products industries are substantiated in Table 6.1. According to
the results, personal care products (1%) and food processing (3%) have the
second and fourth lowest complaint rates of all the industries measured and
included in ACSI data. Yet, to show that the higher satisfaction scores for
these two industries are not entirely responsible for the low complaint rates,
the two other industries with similarly low complaint rates—internet news
and opinion (online news media content) at 1% and internet social media
websites at 2%, both have much lower satisfaction, but are in reasonably com-
petitive industries—provide completely free services, have moderate to low
switching costs, moderate-to-high barriers to complaint, and limited (or no)
compensation for redress to those who do complain. On the other hand, the
industries with the highest complaint rates—subscription TV at 37% and
internet service providers at 35%—are marked by: very limited competition,
with near-monopoly power for companies in both industries in many geo-
graphic regions; a relatively high price-point that has increased rapidly'’; in
many cases, significant switching costs (e.g., learning a new service platform
or remote control); limited barriers to complaint; and, in some cases, oppor-
tunities to receive significant discounts via the act of complaining.

In sum, it is important for marketers, market researchers, and anyone
involved in customer relationship management and complaint monitoring to
understand that not only do complaints vary across different economic
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contexts and types of consumer products, but that this variance is not entirely
explainable solely by variations in customer satisfaction. Indeed, as we have
discussed, the economic causes of complaint rate variation are a prime reason
why customer satisfaction measurement and complaint rate monitoring can-
not be considered equivalent, with one used as a proxy for the other (and, by
extension, why simply measuring customer satisfaction as a function of how
likely a customer is to recommend a good or service to another potential cus-
tomer does not capture the full variance of satisfaction, nor its predictive
impact, level, and change over time). And as we will see next, it appears to be
the case that, regardless of industry or context, not even a majority of dissatis-
fied customers complain, limiting the ability of firms to both learn from cus-
tomer complaints and mitigate the loss of customers due to disloyalty.

And the Award for “Most Complaints” Goes To

Which companies have the lowest and highest complaint rates in the U.S. econ-
omy? The award for lowest complaint rate is shared by more than two-dozen
companies, all with complaint rates of 0%, or literally no customers lodging for-
mal complaints whatsoever. This includes companies with fairly low customer
satisfaction, like Facebook and LinkedIn, and those with some of the highest
customer satisfaction economy-wide, like famed chocolate candy maker
Hershey Foods.

The two companies with the highest complaint rates are likewise diverse and
include one of the most dissatisfying and one of the more satisfying companies
across the U.S. economy. The highest complaint rate, at 49%, is achieved by
Mediacom, the internet service provider whose customer satisfaction is near the
bottom of the pack. Interestingly, though, the second highest complaint rate of
47% comes for BMW, the luxury automaker whose customer satisfaction is near
the top of ACSI measurement year in and year out. Again, these company-level
findings confirm that complaint behavior is driven by economic and other fac-
tors beyond just customer satisfaction, and that this fact must be incorporated
when analyzing complaint data.

6.3 Do All Dissatisfied Customers Complain?

When rigorous studies of consumer complaint behavior began in the 1970s
and 1980s, an important early finding changed how researchers and business-
people understood consumers and consumer behavior in general, and com-
plaint behavior in particular: A very small proportion of customers dissatisfied
with a company and the goods/services they have consumed actually expend
the time and effort to complain. In these studies, conservative estimates sug-
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gested that as many as two-thirds (66%) of dissatisfied consumers failed to
complain about their experience, leaving only one-in-three (33%) as
complainants to a company.'" Other, more “shocking” estimates indicated
that only one dissatisfied customer in 20—or only 5% of them—formally
complained when experiencing a problem and anger with a company. Over
the next 30 years, especially this second “only 5% complain” finding would be
cited as a truism about customer behavior, and confirmation of the fact that
customer dissatisfaction and customer complaint rates are not always corre-
lated. But is it still the case today that relatively (or very) few dissatisfied cus-
tomers complain? And if indeed still true, what are the implications for
companies?

To answer the first question, we again analyze the latest sample of ACSI
data referenced in earlier chapters, the most recent full year of reliable data
available for analysis (2017) at the time of this book’s completion, and all of
the respondents across more than 350 companies measured in this sample.
Put simply, and looking across a selection of diverse ACSI-measured indus-
tries, including those with both high and low average satisfaction and both
high and low aggregate complaint rates, and defining “dissatisfaction” in mul-
tiple ways, we find that in all cases a relatively small (though variable) percent-
age of dissatisfied customers actually complain. These results are shown in
Table 6.2.

In Table 6.2, we begin with the aggregate sample of all respondents across
all companies and industries, including all of the consumer survey respon-
dents from 2017 answering about experiences with companies in 48 distinct
industries across diverse economic sectors. In the aggregate, among consum-
ers reporting average satisfaction, 11.7% of all customers complain about
their experiences with their companies. Taking the same sample but parsing it
to include only those customers who indicate below average satisfaction with
their experience—that is, defining “dissatisfaction” as anyone below the full
sample average satisfaction—the complaint rate rises to 18.9% of customers.
Parsing the sample again but now defining “dissatisfaction” more strictly as
only those respondents giving a response about their customer satisfaction
that is more than one standard deviation below average (or one unit of “aver-
age variance” in satisfaction below average), the complaint rate jumps to
33.3%. Finally, most strictly defining dissatisfaction as only a small percent-
age of respondents in the bottom half (1-5) of the raw 1-10 customer satis-
faction variable scale, the complaint rate rises to 40.2%. The final column
shows the change in “probability of complaint” between average respondents
and the least satisfied group, and in the case of the aggregate sample, it shows
that these least satisfied customers are 2.9 times more likely to complain than
the average consumer.
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Table 6.2 Complaint rates among dissatisfied customers

Complaint
Complaint  rate—all in
Complaint  rate—all bottom half Complaint
Complaint rate—all one SD of probability
rate—all below- below- satisfaction  change from
customers average average scale (1-5 of average to
(average satisfaction satisfaction 1-10) least
satisfaction) customers customers customers satisfied
Industry? (%)P (%) (%) (%) customers x
Full sample  11.7 18.9 333 40.2 2.9
Television & 5.8 9.4 15.9 0 0
video
players
Breweries 5.1 6.4 9.3 12.5 2.5
Automobiles 21.4 32.7 41.9 52.2 2.4
& light
vehicles
Wireless 15.7 25.4 41.0 46.0 2.9
telephones
Limited 9.9 14.3 26.7 32.6 3.3
service
restaurants
Airlines 14.0 15.9 21.3 24.2 1.7
Wireless 15.7 25.4 41.0 46.0 2.9
telephone
service
Subscription  36.8 54.3 66.5 66.5 1.8
TV

Source: Authors’ creation from American Customer Satisfaction Index data and methods
2Industries sorted by high to low customer satisfaction score

bSome overall industry complaint rates may not perfectly match the numbers in
Table 6.1 above, as those results reflect weighted averages based on company market
shares, while these scores are unweighted to allow for selection of cases based on
different types of dissatisfaction

Focusing on the strictest definition of customer dissatisfaction as our refer-
ence point, we see that while complaint rate and complaint probability vary
across industries, in most cases less than half of even the least satisfied custom-
ers complain. For two typically very satisfying industries, television and video
players and breweries, only a tiny fraction (0% and 12.5%, respectively) of
even the very least satisfied customers complain. That is, in these industries
and even in cases of relatively extreme dissatisfaction, between absolutely no
customers and only one-in-eight dissatisfied customers actually lodge a com-
plaint. Moreover, for only two industries in this sample of industries—auto-
mobiles and light trucks and subscription TV service—do more than half of
the least satisfied customers complain. The subscription TV industry, which
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leads all industries with the highest complaint rate at 37% and has the second
lowest satisfaction score behind only ISPs, has only about two-thirds of its
very least satisfied customers complaining.

To integrate these findings with the earlier findings, we have now seen three
interconnected phenomena and reached several conclusions. First, the
national, aggregate complaint rate is relatively low and has declined substan-
tially since 1994. Second, complaint rates range across industries due to eco-
nomic conditions, and in some cases, even very dissatisfying industries have
virtually no complaining customers because of these exogenous economic fac-
tors. Third, in general across industries, a relatively small percentage of even
very dissatisfied customers complain, from a low of 0% to a high of 66% of
dissatisfied consumers in the representative sample of industries examined.
Taken together, these interrelated phenomena lead to some important conclu-
sions, all of which could be viewed as potentially troubling for companies.

First, if customers are complaining less in the aggregate, complain little in
some industries, and even very dissatisfied customers often fail to complain,
then at least some of these customers—and most likely a substantial por-
tion—are “silently defecting.” That is, instead of even bothering to complain
to a company and attempting to seek redress or compensation, these custom-
ers are simply leaving the company and switching to a competitor without
saying a word. As we will see in the next section, this kind of silent defection
indicates that companies are losing repeat business, a vital source of profit-
ability for most companies, by missing an opportunity to turn these dissatis-
fied customers into loyal ones. Furthermore, this lack of complaining means
that firms are also missing valuable opportunities to use complaint informa-
tion and feedback from customers to improve their goods and services, and
thus to prevent future dissatisfaction among the same or different customers.
In short, most firms ought to view a lack of complaints from consumers as
missed opportunities. In fact, some managers thrive on their companies not
receiving complaints at the level of their competitors, but it may in fact be an
indication that their own companies are facing trouble in the future. Customer
engagement is a critically important issue in today’s marketplace, and custom-
ers complaining is one form of such engagement. Lacking a healthy rate of
complaints likely means your company’s customers are not as engaged as they
should be.

In the next section, we discuss how successful companies are at managing
complaints, and whether or not firms have fully recognized the importance of
complaint handling and improved their practices over time. We then con-
clude with alesson about customer complaints and “complaint maximization.”
In Chap. 7, which looks at customer loyalty and retention, we fully consider
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the “service recovery paradox,” the notion that customers who complain and
have their complaint managed very well actually become more loyal than the
average non-complaining customer.

6.4 Complaint Management Is Critical. Is
It Improving?

Customer complaints and the consequences of poor complaint manage-
ment—dissatisfied and potentially disloyal customers—are as old as business
itself. Recently, researchers “discovered” (or rediscovered, in a museum) what
is believed to be the oldest written customer complaint on the nearly
4000-year-old Babylonian “Complaint Tablet of Ea-Nasir.” The tablet reads
in part:

Now, when you had come, you spoke saying thus: ‘I will give good ingots to
Gimil-Sin’; this you said to me when you had come, but you have not done it.
You have offered bad ingots to my messenger, saying ‘If you will take it, take it;
if you will not take it, go away.”... You will learn that here in Ur I will not accept
from you copper that is not good.

With this evidence, we know that not only have customers long complained
when dissatisfied, but they have also used threats of disloyalty to achieve
acceptable recompense via a firm’s complaint handling and complaint
management.

Modern research on the relationships between customer complaints, a
firm’s complaint management (or recovery) system, and customer loyalty is
diverse and well established. As with a variety of topics relating to the linkages
between consumer perceptions, consumer behaviors, and external perfor-
mance metrics, the idea of customer complaint handling as an important
phenomenon with a tangible financial impact requiring significant attention
has grown over the last two decades. In this context, much of the scholarly
marketing literature takes as its starting point the relatively recent “service
recovery paradox,” the proposition that customers who experience a failure
and complain to a firm might (empirically) remain as satisfied or become even
more satisfied and/or as likely or more likely to remain loyal to the firm than
non-complaining customers (or pre-complaint customers). The driver of such
“increased loyalty scenarios,” of course, is that the complaints are handled
very well by the firm. As the researchers who initiated the SRP research
agenda—which we will investigate more fully in Chap. 7—succinctly noted
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at the time, “a good recovery can turn angry, frustrated customers into loyal
ones. It can, in fact, create more goodwill than if things had gone smoothly in
the first place.”'?

The existence of the service recovery paradox and the importance of com-
plaint handling by companies have been relatively common knowledge for
almost three decades, with many marketing and business professionals under-
standing clearly that this practice can be critical to maintaining customer loy-
alty. But have companies really taken these imperatives to heart and focused
on improving complaint management? Figure 6.2 provides data on aggregate
consumer perceptions of complaint handling by the companies these custom-
ers have complained to, using all ACSI sample data for each year and a 0—100
scale, as in previous examples.

As the data in Fig. 6.2 show, complaint handling has improved economy-
wide over the last ten years, and substantially so. In fact, in only two of the ten
years of data did customers’ ratings of complaint handling decline from the
prior year, though one of those did occur between 2016 and 2017, the most
recent two years of data available for this book. Nonetheless, given the large
samples we are examining, and similar to the national-level ACSI variable
results discussed earlier (and in each chapter of this book), even very small
changes in the complaint handling variable are statistically significant.
Therefore, the 6.1-point, 10.7% growth in the national-level complaint han-
dling rating over the last decade indicates very real improvement in the eyes
of consumers in how well firms are responding to customer complaints over

this period.
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Fig. 6.2 National customer complaint handling, 2008-2017. (Source: Authors’ creation
from American Customer Satisfaction Index data and methods)
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Two explanations—one very much positive, the other more ambigu-
ous—for firms’ improvement in complaint handling seem most plausible.
First, companies have finally “gotten the message,” and now managers are
recognizing the importance of complaint management for transforming
dissatisfied customers into enduringly loyal ones and are responding
accordingly. The service recovery paradox and its admonition to manage
complaints aggressively may have actually driven this message home, at
least for many companies. And technologies like websites, email, and social
media, which we have discussed extensively, may have aided in these efforts.
Just as these technologies have made it easier for consumers to find and
contact companies, they have also made it easier for firms to respond to
complaint inquiries.

Second, but somewhat less positive, it may be the case that companies have
done very little to improve their complaint management, but rather that the
improvement in complaint management is due solely to the declining aggre-
gate complaint rate. That is, if fewer customers are complaining, as the ACSI
data suggests, it may just be easier for firms to handle a smaller number of
total complaints more effectively with no additional effort. It is even possible
that companies are doing less today to manage complaints, but because of the
lower total system load consumers perceive it as companies are actually
improving their complaint handling efforts.

This second explanation for improved complaint handling delivered to
U.S. consumers—as an unintended but positive artifact of lower complaint
rates—raises an important issue, one that has “reared its head” at several
points throughout the chapter, and one that provides a good lesson upon
which to close the chapter. That lesson is: Whenever possible, companies
that want to maximize customer loyalty need to find means for inspiring
dissatisfied customers to complain, and then need to manage those com-
plaints well. Whether we are considering the declining aggregate complaint
rates caused (possibly) by lesser perceived efficacy among consumers, indus-
try conditions that lessen complaints, or the simple fact that a fairly small
percentage of even very dissatisfied customers’ complaint is unimportant, as
the negative outcomes for the companies are the same. In each case, compa-
nies are losing opportunities to turn unhappy customers into loyal custom-
ers via strong complaint handling and are unable to use complaints as a
source of information for making goods and services better for all customers
in the future. Thus, for any company willing to truly invest in managing
complaints and building customer loyalty, finding strategies to encourage
displeased customers to complain is imperative. Such efforts can simply be
focused on “give us your feedback,” which may or may not be a real com-
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plaint, per se, nor a dissatisfied customer. It may just be a customer willing
to share what they think are areas of opportunity for improvement as a more
general take on a good, service, or company. In Chap. 7, the strong relation-
ship between effective complaint management and future customer loyalty
is more clearly revealed.
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7

Customer Loyalty: Hey, Stick Around
for a While!

Chapter Overview

In this chapter, we consider changes in the loyalty of consumers over the last
25 years and the resulting implications. We find that customer loyalty, when
measured as an estimate of customer retention, has increased substantially to
the brands customers opt to engage with since 1994. Contrary to the many
warnings of businesspeople and marketers, we find that Millennials are among
the most loyal customers across the generational cohorts included in the ACSI
data, behind only the rapidly dwindling Silent Generation in their loyalty.
After considering industries with the strongest and weakest customer loyalty,
we examine the service recovery paradox, the finding that customers who
experience a problem with a good or service but receive highly effective com-
plaint management end up with stronger-than-average loyalty, even stronger
than those customers with a problem-free experience. Chapter 7 closes with a
discussion of the future of customer loyalty measurement—and in some
sense, measurement of the entire consumer experience—with an examination
of recently popularized (but highly flawed) measurement methods.

Key Conclusions

¢ Contrary to the dire warnings by some business professionals of an impend-
ing “collapse in brand loyalty,” loyalty has not declined, and it has in fact
increased dramatically, over the past quarter-century.

* While Millennial consumers are often accused of rampant disloyalty to
companies and brands, ACSI data show that Millennials are one of the
most loyal generational cohorts.
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* 'The service recovery paradox, where companies manage failures and com-
plaints very effectively, does in fact lead to stronger customer loyalty among
consumers. Companies in most contexts should therefore implement and
maintain effective complaint recovery systems.

* Many popularized alternative measures of customer loyalty, like Net
Promoter Score’, are highly flawed and should not be considered as viable
alternatives to customer satisfaction and loyalty measurement.

7.1 Is Customer Loyalty Dying? Or
Dead Already?

In many ways, consumers have more choice than ever before and more con-
venient ways of evaluating those choices before, during, and after the purchas-
ing process. The Information Revolution, the internet, and the consequent
rise of electronic commerce (e-commerce) have brought with them seemingly
limitless alternatives for consumers, as well as other advantages. These new
technologies provide consumers myriad new powers, such as the ability to
more easily learn about alternative products, the ability to compare quality
attributes and features between these more numerous options, compare prices,
and then buy what they prefer from suppliers almost anywhere in the interna-
tional marketplace. Under these new and more dynamic market conditions,
worries among business professionals and others about the potential death of
consumer loyalty are understandable. Put simply, consumers with more power
and choice than ever before are better able to exhibit disloyalty and better able
to abandon one company for another, resulting in reasonable concerns about
the future of customer loyalty.

Yet worries about the death of customer loyalty in an era of greater choice
are not necessarily universal and aimed at all consumers. Indeed, these worries
have been focused on particular groups of consumers. For a variety of reasons,
both related and unrelated to their behavior as consumers, the generations
coming-of-age as the Information Age first began to truly materialize
(Millennials) and then after its effects had already transformed society
(Generation Z) have become the source of particular attention and consterna-
tion. As consumers, these two generations, we are often told, are fundamen-
tally different than their predecessors in the Silent Generation, Baby Boomer,
or Generation X cohorts. Millennials and Generation Z consumers either
barely remember, or recall not at all, a time before the internet, smartphones,
e-commerce, social media, and retail giants like Amazon.com.! While the
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behavior of Baby Boomers and Generation X consumers may have been
changed by the Information Age, Millennial and Generation Z consumers
have been shaped by it. These recent generations are, for far too many reasons
to list here, the product of a radically new age and are fundamentally different
in their ideas, opinions, and consumer behavior. Their consumer power is also
growing quickly and requires the full, undivided attention of companies.

Just about the same time as we are required to send our book manuscript
to the publisher for type-setting and publication, projections indicate that
Millennials will surpass Baby Boomers as the largest generational cohort in
the U.S. in 2019.% Since all individuals in both the Boomer and the Millennial
groups are now adult consumers, with the youngest Millennials set to turn
23 in 2019, the latter will surpass the former as the largest group of adult
consumers in the U.S.. But Millennials will not hold their title as “largest
generational cohort” for very long. Projections suggest that Generation Z will
pass Millennials as the largest cohort in total number later in 2020 as well,
and as those consumers reach adulthood (which the youngest in Generation
Z will do in 2028), their combined importance as consumers will be truly
unmatched.’” Consequently, we think our book on the reign of the customer
is very timely, as a roadmap for customer-centric issues in an era of genera-
tional and dynamic market shifts. Together, Millennials and Generation Z
consumers will soon dominate the economy—and thus the fates of most
companies—over the next decade. And it is unlikely that all companies are
fully ready for this onslaught of tastes, needs, and wants likely to be exhibited
by Millennials and Generation Z consumers.

Taken together, all the aforementioned changes could be viewed as detri-
mental—and potentially deadly—to customer loyalty. Given that many com-
panies rely heavily on loyal customers and repeat business to drive revenue
and profitability, the potential effects of systematically less loyal customers,
should this materialize, would be catastrophic.* Without being too technical,
a company has two choices to have sustainable performance success: repeat
customers and/or developing new products continually (the latter is a func-
tion of the product life cycle theory, albeit beyond the scope of this book).
Needless to say, continually developing new products at a high rate to main-
tain success in the marketplace is typically more costly and ineffective than
strategically working on and implementing measures to obtain repeat cus-
tomer (i.e., customer loyalty).

Unfortunately, if all consumers have the ability to more intelligently and
easily choose from among a larger number of alternatives, they are at a mini-
mum also better able to exhibit disloyalty than ever before, regardless of their
actual behavior. And if this behavior is centered in and most potently
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exhibited by the youngest and soon-to-be largest generational cohorts driving
the economy, the effects could be even worse. This begs the question: Has the
proliferation of choice and the Information Age, and the gradual emergence
of new and different generational cohorts of consumers that exhibit different
ideas and behaviors, resulted in the “death of brand loyalty,” or has customer
loyalty actually improved over the last 25 years?

According to ACSI data and as we see in Fig. 7.1, aggregate national cus-
tomer loyalty—measured here as an estimate of customer retention on a
0-100% scale>—has improved significantly over the last 25 years. Indeed, but
for a few brief periods of decline, customers have gradually and consistently
become more and more loyal since 1994. In 1994, estimated economy-wide
customer retention posted an initial and relatively low score of 68.8%. By
2017, the retention estimate had increased 8.1 percentage points to 76.9%,
an 11.8% gain. Near an all-time high, customers are now more likely to
remain loyal to their chosen companies than at almost any point since 1994.
In short, while customer satisfaction has increased moderately over the past
25 years, with bigger and more dramatic changes for expectations and value,
customer loyalty and retention has leapt far higher than them all.

Yet the aggregate growth in customer retention notwithstanding; it is cer-
tainly still possible that trouble lies ahead. For instance, it is possible that the
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Fig. 7.1 National customer retention, 1994-2017. (Source: Authors’ creation from
American Customer Satisfaction Index data and methods)
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gains in customer retention from 1994 to 2017 are isolated to improvements
only (or mostly) among the older generations, and that younger consumers—
those Millennial and Generation Z consumers causing so much hand-
wringing—will indeed turn out to be “problematic” customers. Are there
differences across these generational cohorts that should make us worry about
the death of customer loyalty in the near future, even if it has increased since
19942 Put differently, which generational groups of consumers are most
loyal—those from the Silent Generation, Baby Boomers, Generation X,
Millennials, or Generation Z? In Table 7.1, we answer these questions, analyz-
ing the same aggregate sample of respondents across all companies and indus-
tries from the most recent available ACSI data, or nearly 175,000 consumer
survey respondents answering about experiences with companies in 48 dis-
tinct industries across diverse economic sectors.

As the ACSI data show, customer loyalty measured as an estimate of
retained customers does not behave as popular opinion suggests. Indeed, there
is very little differentiation in customer retention across the generations, and
the differences that do exist mostly run contrary to the warnings being issued.
Silent Generation consumers exhibit the highest customer loyalty at 78%,
suggesting that the oldest consumers (at least as of 2017), those ranging in age
from 72 to 89 years old at the time, are least likely to leave their current pro-
vider for a competitor and most likely to stay with their current company.
Loyalty dips to 76% for Baby Boomers and 75% for Generation Xers, with
consumers aged 53—71 and 37-52, respectively, somewhat less loyal than the
oldest cohort in the sample. This decline in loyalty among Boomers and Gen
Xers is perhaps not surprising, as these consumers also tend (in general and in
the aggregate) to have greater wealth and access to resources, with most in the
prime of their careers or early in retirement, and thus more financially able to
switch between companies easily.

But something surprising happens when we get to the Millennial genera-
tion, the primary source of consternation among businesses needing customer
loyalty for financial success. The customer retention estimate for this group

rebounds to 77%, with Millennials having Aigher loyalty than either of the

Table 7.1 Customer

: Customer
retentlo.n across Generation retention (%)
generations - -

Silent Generation (1928-1945) 78
Baby Boomers (1946-1964) 76
Generation X (1965-1980) 75
Millennials (1981-1996) 77
Generation Z (1997-2012) 73

Source: Authors’ creation from American Customer
Satisfaction Index data and methods
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two generations preceding them, and nearly as high as their Silent Generation
parents, grandparents, and great grandparents. In short, not only are
Millennials 7ot demonstrably less loyal than most of their predecessors, they
indicate being more loyal than most of them, and in a statistical sense signifi-
cantly so.

Importantly, however, customer loyalty does take a big dip with the genera-
tion following Millennials, a generation that also represents a source of con-
cern for marketers, plunging down to 73% for the Generation Z cohort. This
score is, by a significant margin, the lowest customer retention score. While
the Generation Z finding could portend trouble ahead for companies vis-a-vis
customer loyalty, it is important to note that in 2017, the year from which
this sample was drawn, only a very small percentage of the Generation Z cus-
tomers had actually reached adulthood® and thus appear in the sample. As of
2017, the only Generation Z consumers in the sample were either 18, 19, or
20 years old, and thus this sub-sample of respondents is comparatively quite
small and demographically narrower than the more than 20 years of data used
as a comparison. Given this, it is too soon to declare Generation Z consumers
as definitively “less loyal,” and until a larger proportion comes of age as adult
consumers, we should withhold judgment on their loyalty behavior. Perhaps,
though, the ACSI data provide some early warning signs for firms.

In sum, based on the analysis of customer retention across generations and
the earlier finding that loyalty has not declined substantially between 1994
and the present, but has in fact improved substantially, it appears that the
rumors of the “death of customer loyalty” have been greatly exaggerated.
Loyalty still appears to be alive and well, and Millennials and Generation Z
customers have not (or have not yet) killed it.

7.2 Which Customers Are Most Loyal?

Much like the other variables in the ACSI model that we have discussed thus
far in the book, customer loyalty and retention might be expected to vary
across industries, both in levels and in changes over time. While strongly cor-
related with and driven by customer satisfaction, customer loyalty is highly
sensitive to both firm and industry effects, similar to the case of customer
complaints that we described in Chap. 6. For example, customers can be
highly satisfied with a good or service but indicate lower loyalty than satisfac-
tion alone might predict due to a particularly high price point. Consumers are
typically more satisfied with luxury goods but cannot always afford to buy
them on every purchase occasion, leading to a disconnect between satisfaction
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and loyalty. Conversely, consumers are sometimes highly loyal to a good or
service about which they have only lukewarm satisfaction (e.g., the fast food
restaurant closest to a customer’s home). In many cases, strong loyalty despite
lower satisfaction can be driven by some companies offering mediocre goods
and services, but offering them at very low price points that consumers cannot
afford or even want to reject.

Regarding exogenous influences, changes in income or employment situa-
tion, among other macroeconomic effects, can make consumers more or less
loyal to certain brands than they would be otherwise, and these effects are
likely to impact different industries differently. Cross-industry variance in lev-
els and changes are thus to be expected, and this is confirmed to be the case
for customer retention as well. This variance is visible in the results provided
in Table 7.2, which shows industry-level customer retention rates from low to
high in 2017, with changes over the previous ten years, a period during which
the aggregate national customer retention rate increased 3.2%.

The leader in customer loyalty is the supermarkets industry, with a cus-
tomer retention estimate of 83%. Close behind, two nondurable goods indus-
tries, breweries (beer) and soft drinks, share second place with two retailers,
health and personal care stores and internet retailers at 82%. The strong cus-
tomer retention enjoyed by companies in all of these industries is understand-
able. Retailers like supermarkets and health and personal care stores are often
chosen by consumers based on proximity to the consumer’s residence (similar
to our fast food example earlier). While these consumers may stray from time
to time and drive some distance to shop at an “exotic” alternative, most super-
markets and health and personal care stores enjoy strong “convenience-based”
customer loyalty. Beers and soft drinks, on the other hand, are the type of
products where there is a large variety of alternatives at similarly low prices,
but for which consumers—through an evolving process of trial and error over
time—often settle on a favorite and purchase it almost instinctively time and
time again, a fact to which many bartenders across the country would attest.

At this juncture in the book, the worst performing industries should come
as little surprise and almost deserve no further mention. Internet service pro-
viders come in near the bottom at 64% retention, only slightly better than
their basement-dwelling cousins in Subscription TV, at 63%. While at one
point the companies in these industries had near-monopoly power and little
real reason to fear consumer dissatisfaction and disloyalty, due to government
regulation and the importance of delivery infrastructure in these industries, as
alternatives (to subscription TV, especially) finally arrive, many consumers are
becoming “cord cutters” and leaving them behind at the first opportunity.
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Table 7.2 Industry customer retention, ten-year changes, and growth rank

Customer Ten-year
retention 2017 change Growth
Sector Industry (0-100%) (%) (%) rank
Retail trade Supermarkets 83 2.5 23
Manufacturing- Breweries 82 5.1 17
nondurables
Retail trade Health & personal care 82 1.2 27
stores
Retail trade Internet retail 82 1.2 28
Manufacturing- Soft drinks 82 0.0 29
nondurables
Manufacturing- Apparel 81 6.6 12
nondurables
Retail trade Department & discount 81 3.8 20
stores
Retail trade Gasoline service 81 1.3 26
stations
Manufacturing- Food processing 81 0.0 30
nondurables
Transportation & Consumer shipping 81 -1.2 36
warehousing
Transportation & U.S. postal service 81 -1.2 37
warehousing
Health care & social Ambulatory care 81 -24 40
assistance
Manufacturing-durables Televisions & video 80 14.3 4
players
Accommodation & food Limited service 80 8.1 8
services restaurants
Accommodation & food Internet travel services 80 8.1 9
services
Retail trade Specialty retail stores 80 0.0 31
Finance & insurance Property & casualty 80 -1.2 38
insurance
Manufacturing- Personal care products 80 -3.6 a1
nondurables
Manufacturing-durables Wireless telephones 79 19.7 2
Telecommunications &  Computer software 79 5.3 16
information
Telecommunications &  Internet news & 79 3.9 19
information opinion
Finance & insurance Credit unions 79 -1.3 39
Telecommunications &  Internet search engines 79 -4.8 43
information & information
Finance & insurance Banks 78 18.2 3
Manufacturing- Athletic shoes 78 8.3 7
nondurables
Finance & insurance Internet investment 78 5.4 15

services

(continued)
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Table 7.2 (continued)
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Customer Ten-year
retention 2017 change Growth

Sector Industry (0-100%) (%) (%) rank

Telecommunications &  Internet social media 78 4.0 18
information

Transportation & Airlines 77 20.3 1
warehousing

Manufacturing-durables Automobiles & light 77 6.9 11

vehicles

Telecommunications &  Wireless telephone 74 12.1 6
information service

Accommodation & food Full-service restaurants 74 7.2 10
services

Finance & insurance Health insurance 74 2.8 22

Energy utilities Cooperative utilities 74 -5.1 44

Public administration Public administration 74 -0.6 35

Finance & insurance Life insurance 73 5.8 14

Health care & social Hospitals 73 -3.9 42
assistance

Manufacturing-durables Personal computers 72 5.9 13

Energy utilities Investor-owned utilities 72 0.0 32

Accommodation & food Hotels 71 2.9 21
services

Telecommunications &  Fixed-line telephone 71 1.4 25
information service

Manufacturing-durables Household appliances 71 -0.3 34

Energy utilities Municipal utilities 70 0.0 33

Telecommunications &  Internet service 64 1.6 24
information providers

Telecommunications &  Subscription TV 63 12.5 5

information

Source: Authors’ creation from American Customer Satisfaction Index data and methods

Regarding ten-year changes, the biggest gain in customer loyalty comes for
airlines, increasing a whopping 20.3% over this period. This dramatic
improvement in customer retention should not come as a shock either. The
airlines industry has also gained the most over this ten-year period in expecta-
tions, quality, value, and satisfaction, and thus most of the companies in this
industry are enjoying dramatic improvements in the loyalty of their custom-
ers. In turn, this is evidence that improvements in the experiences of consum-
ers provide financial benefits for companies. The second largest gain in loyalty
among the industries comes for wireless telephones, gaining 19.7% since
2008. As we saw in Chap. 5, the wireless telephones industry has also gained
the second most in customer satisfaction over the past decade, and it has paid-
off in more loyal customers.
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The biggest drops in loyalty appear in cooperative energy utilities (—5.3%),
and more interestingly, internet search engines and information (—4.8%).
The latter industry has the second largest decline in satisfaction over this
period as well. While Google is clearly the dominant player in this industry
and has grown from a “smaller” $18 billion annual revenue company to a
$140 billion revenue company over this period, or a more than 670% growth
in revenue, it has done so through an aggressive advertising model that appears
to have alienated some customers and caused them to seek alternatives and

display disloyalty.

Leading in Loyalty

As a whole, the supermarket industry leads the measured industries in customer
loyalty, and three individual supermarkets likewise lead in customer retention.
Publix comes in first with a retention rate of 86%, with Aldi and HEB close behind
and both at 85%. Amazon also scores in this top group at 85%, showing the
power and endurance of one of the world’s largest companies to continue to
grow rapidly even as innumerable smaller competitors seek to pick away at their
customers.

At the very bottom and lagging behind in loyalty are—surprise, surprise—two
internet service providers—Windstream at a mere 54% and Frontier even lower
at 53%. Not only do these companies need to be particularly concerned about
their ability to keep customers over the long term, but the industry as a whole
should be worried. As real practical choice arrives for consumers in this space,
they are likely to defect en masse.

7.3 The Service Recovery Paradox Is Real!

There has long been a suspected relationship between customer complaints,
complaint management (i.e., complaint recovery or complaint handling) by a
company, and a complaining customer’s continued loyalty to that firm.
Because of this relationship, economic benefits are assumed to exist for a
company that operates a complaint management system (e.g., a Customer
Relationship Management or CRM system) that minimizes customer dissat-
isfaction and maintains loyalty (or even increases satisfaction and customer
loyalty likelihood) among displeased customers. Indeed, a significant majority
of the academic studies on the topic have found that complaint behavior itself
is not fatal to a complainant customer’s satisfaction and loyalty, so long as
firms manage and handle the complaints of customers very well.” As we briefly
mentioned in the last chapter on customer complaints, most of the studies in
this area take as their starting point the “service recovery paradox (SRP),” the



7 Customer Loyalty: Hey, Stick Around for a While! 127

notion that customers who experience a failure and complain to the company
can remain as or even more satisfied, and as or even more likely to remain
loyal, to the firm than non-complaining customers. Of course, this increased
loyalty is dependent on complaints being managed really well by a firm.

But is the service recovery paradox real? After all, business professionals,
marketers, and market researchers sometimes fall victim to sensational and
convincing marketing truisms—such as the oft-repeated yet highly dubious
claim that “every dissatisfied customer will tell 10 (or 15, or 20) people about
their experience’—that are disconnected from any empirical evidence or
apply only to some very limited contexts.

To confirm the existence of the service recovery paradox (SRP), we analyze
a large sample of ACSI data across multiple industries and sectors and over the
same, most recent ten-year period used throughout the chapter, to establish
both the existence and the durability of this relationship, should it exist. The
results are presented in Figs. 7.2 and 7.3. Figure 7.2 compares aggregate
responses among consumers to the 1-10 scaled “repurchase likelihood” sur-
vey question discussed earlier, splitting the sample between those customers
who did and those who did not complain. These results bring into sharp focus
just how important customer complaints are to firms, revealing the substan-
tial differences in loyalty intention between consumers who complain and
those who do not. For example, while only 3% of non-complainants indicate
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Fig. 7.2 Customer retention among complainers and non-complainers. (Source:
Authors’ creation from American Customer Satisfaction Index data and methods)
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Fig. 7.3 Customer retention for non-complainers versus complainers with perfectly
managed complaints. (Source: Authors’ creation from American Customer Satisfaction
Index data and methods)

that they are “very unlikely” to repurchase from the same firm again in the
future, among complaining customers the number is five times higher at
15%. That is, across all economic sectors and consumer industries included in
the ACSI data, a consumer who has complained is five times as likely to indi-
cate that their next purchase for a good or service within that same category
will almost certainly be with a new or different company. Similar results are
observed on all of the lowest points on the scale from 1 through 4, with com-
plaining customers four or five times more likely to pick these “disloyalty”
options than non-complaining customers.

Yet the results in Fig. 7.2 also show that a customer’s complaint behavior is
not the sole determinant of loyalty intention. While 48% of non-complainants
indicate that they are “very likely” to repurchase from the same firm again, the
corresponding rate among complaining customers is 24%. That is, almost
one-quarter of the customers that do have a problem significant enough to
lead them to lodge a complaint with a company suggest that they will stay
loyal to the same company in the future. But, if 15% of complainants are
almost certain to defect, why are an even larger proportion—24% of com-
plainants—almost certain to remain loyal? To be sure, brand loyalty, price
competitiveness, limitations in alternatives, and similar explanations play
some role. But the factor mostly responsible for dividing complaining cus-
tomers into those who are almost certain to defect and those who are equally
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certain to remain loyal lies in successful complaint management by firms. This
fact is confirmed in Fig. 7.3, which shows average repurchase likelihood
among non-complaining customers and complaining customers who say their
complaint was handled almost perfectly.

As we see in Fig. 7.3, the analysis of a large cross-sector and over time
sample of ACSI data supports the existence of a service recovery paradox. For
six of the seven economic sectors included in our sample (all but the manu-
facturing sector including both durable and nondurable goods and its under-
lying industries), complaining customers who have their complaint handled
perfectly (i.e., rating the complaint handling experience a “10” on a 1-10
scale during surveying) give on average a higher repurchase or loyalty inten-
tion score than average non-complaining customers. The SRP “gap” is largest
for transportation and warehousing (e.g., express parcel delivery) and finance
and insurance (e.g., banks, credit unions, and insurance providers). In other
words, for all sectors except manufacturing, “perfectly managed complain-
ants” are significantly more likely to remain loyal than non-complaining
customers.

In sum, the SRP and the imperative for firms to manage complaints effec-
tively derived from it appears to be real. For most companies—or at least
those that rely on customer loyalty to realize profitable growth—finding ways
to handle complaints very well is necessary. While based on more complex
analysis, however, we can also state definitively that the importance of com-
plaint management to companies varies across industries, with some indus-
tries needing to more aggressively manage complaints than others.® This can
be seen in Fig. 7.3, where complaint handling produces less pay-off in terms
of increased loyalty likelihood than others. And because industry differences
impact customers’ purchasing behaviors following complaint handling, the
financial ramifications of firms’ complaint management efforts differ as well.
Nevertheless, most firms interested in repeat business must seek to turn many
complaining, unhappy customers into loyal ones, and must do so via effective
complaint management.

7.4 Satisfaction, Loyalty, and Recommendation
Are Different!

While we have closed most of the preceding chapters in the book with a dis-
cussion of the possible form consumer perceptions in these various areas
might take in the near future, to close Chap. 7 we follow a different path. In
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this case, we discuss the future of the measurement of customer loyalty, and in
some sense, the future of measurement of the customer experience as a whole.
However, this discussion is not tangential to the future of customer loyalty;
indeed, it bears directly on its future and that of other consumer perceptions.
That is, because how companies measure consumer insights often has a dra-
matic impact on how they perform and improve (or fail to improve) in pro-
viding positive consumer experiences, this discussion is an important one that
cannot be ignored. When combined with recent and troubling trends in cus-
tomer loyalty measurement, the significance of this metric discussion is greater
than ever before.

Over the past decade or so, a handful of researchers, other marketing pro-
fessionals, and even CEOs and related business leaders, have come to question
traditional consumer experience and customer satisfaction measurement. The
arguments and justifications of those in this group vary. For some, consumer
experience and satisfaction measurement systems are valuable, but are simply
too costly, complex, and time-consuming to undertake, especially in an era
when the prevalence of consumer surveying has grown exponentially, response
rates have declined dramatically, and data collection has become more difh-
cult.? For others, measurement of different key performance indicators (KPIs)
is simply deemed preferable for assorted reasons. A minority of these latter
doubters have gone so far as to suggest that customer satisfaction is “worth-
less” and reject the need for its measurement or management entirely.'’
According to these more extreme contrarians, customer loyalty—and not cus-
tomer satisfaction—is all that matters, and thus loyalty is all that should be
measured. Perhaps the most influential example of this type of thinking comes
from advocates of the “Net Promoter Score” (NPS™).

First outlined in-depth in the book 7he Ultimate Question—published in
2006 but actually an expanded version of an earlier, shorter 2003 article pub-
lished in the Harvard Business Review—NPS supporters argue that measure-
ment of customer satisfaction is an unnecessary waste of resources and that all
companies really need to do is measure a proxy for and correlate of customer
loyalty: how likely the consumer is to recommend the company/brand to oth-
ers.'" Because likelihood to recommend is both strongly associated with the
individual’s own loyalty intentions and behaviors, along with the ability to
promote and attract new customers to the company through recommenda-
tion, so the argument goes, it alone is the one number companies need to
measure and understand, the “one number they need to grow.”

Described briefly, the NPS survey question asks a group of respondents
(i.e., a sample of a company’s customers) how likely they are to recommend
the company to a friend or colleague (on a 0-10 scale). The NPS metric is
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calculated from the resulting data as the percentage of the sample of respon-
dents that are “promoters” (those that answer 9 or 10 on the scale) minus the
percentage of the sample that are “detractors” (those that answer from 0 to 6),
with the difference between the two reflecting the “net” promoter score.
(Those respondents giving a 7 or 8 on the scale are ignored as “neutral” or
“passive” respondents, neither likely to promote nor to detract, and thus
assumed to be silent about their experience.) The resulting statistic—which
theoretically ranges from —100 (all detractors) to 100 (all promoters)—serves
as the NPS for a company or other organization. And to be sure, over the past
ten years or so, many companies have come to accept the advantages of NPS
and the claims of its advocates. A large number of high-profile Fortune 500
companies have used or are currently using NPS, and anyone working in
market research or consulting would have likely come across NPS at
some point.

Why has NPS become so popular and been adopted by so many compa-
nies? NPS is, at its core, a rejection of traditional market research via con-
sumer surveys and statistical methods that many companies have long
struggled with. The NPS metric abandons all of this, conflates word-of-mouth
(recommendation) and customer loyalty—two metrics already important to
and measured by many companies—in favor of a simplistic, single-question
approach. Then, and critically, its advocates claim that companies with strong
NPS scores enjoy greater revenue growth and profitability than those with low
scores, and that NPS is a better predictor of firm financial growth than any
other metric. For these reasons alone, the idea is appealing to many. Indeed, a
metric that promises to be a stronger driver of financial performance than any
other, but that is also simple to measure, does not require a long survey, does
not require substantial data collection efforts, does not require complex statis-
tical methods, and can be understood by non-statisticians within companies
sounds too good to be true. The problem is, however, that the promises made
by NPS and its supporters are too good to be true.

The problems with NPS begin with how the metric is calculated, trans-
forming a 0—10 scaled variable arbitrarily into a three-category variable. Why,
for instance, should we assume that respondents answering 9 or 10 are
definitely going to promote the company or brand, while those answering an
8 will do absolutely nothing? Are those respondents giving an “8” on the scale
really that different than those that give a “9,” in terms of their future behav-
iors, so much so that we should assume the “8s” will stay totally silent while
the “9s” become active, frequent, boisterous promoters of the company and
its brands? Conversely, are those respondents answering a 0 versus a 6 all really
the same, in terms of their likelihood to speak negatively about a company?
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Should a company that finds that 50% of its customers give it a “10” while
the other 50% give it a “6” really have the same NPS score as one where 50%
of its customers give it a “9” and the other 50% a “0,” resulting in a dramati-
cally lower mean score on the raw “likelihood to recommend” survey variable?
These and many similar oddities used to calculate NPS cause the experienced
market researcher to question the validity of the metric out of the gate.

Yet much has already been written about these issues and about the meth-
odological and statistical shortcomings of NPS that result from transforming
an 11-point variable (0—10 scale) into a three-category variable.'> What are
the real, practical implications of the imprecision of NPS, in terms of its sen-
sitivity to differences and thus the meaningfulness of insights gleaned from it?
To find out, we examined a sample of data from the ACSI from 2017, the
same sample examined and described previously covering customers/survey
respondents of nearly 400 companies in 48 different economic industries. To
get at the usefulness of NPS, we compared ACSI’s 0-100 customer satisfac-
tion variable with the NPS variable from the same sample. Using this data, we
calculated company-level mean scores, standard errors, and 95% confidence
intervals (Cls) for both variables. The results of this analysis are included in
Table 7.3 below.

The 95% CI is the most important statistic in Table 7.3. A cornerstone of
inferential statistics, a 95% CI is interpreted as the probability of observing
the same results 95 times if you were to draw 100 random samples for the
same variables, within a margin of error. The CI is that margin of error. These
results show that, on average, we can expect an NPS score to vary randomly
9.1 points across samples. In other words, a company that sees its NPS at 32
and 41 across two separate samples may only be seeing random noise instead
of a real difference. By comparison, the ACSI satisfaction variable varies only
2.3 points on average. Normalizing these estimates for the different sizes of
the scales (—100 to 100 vs. 0—100), the results show that while the ACSI vari-
able should be expected to randomly vary about 2.2% on its scale between
samples, the NPS score varies about 4.5%, or more than twice as much vari-
ance. This larger random noise exists for NPS when compared to the ACSI
variable precisely because of the way in which the metric is calculated and in
how respondents are arbitrarily assigned to the underlying NPS categories.

Table 7.3 NPS, ACSI, and statistical precision

Variable N (companies) Mean SD SE  95% Cl Lower Upper
ACSI (0-100) 395 76.9 19.2 12 23 74.6 79.2
NPS (=100 to 100) 395 32.0 758 46 9.1 22.9 41.1

Source: Authors’ creation from American Customer Satisfaction Index data and methods
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Likewise, any additional analysis done on the NPS variable—such as any type
of correlation or regression analysis—is much more likely to produce unreli-
able results because of this same random variance.

The source of the much greater random error in NPS—the transformation
of the variable from its original 0-10 scale into three arbitrary categories—also
complicates any practical efforts for companies working to improve their
NPS. That is, assuming firms seek to improve their NPS by maximizing “pro-
moters,” the data becomes even more error-prone and even less reliable. Across
the same sample of companies analyzed, the “promoter” group shows average
normalized variance of 5.7%. Thus, even a very large boost in the proportion
of promoters for a company—from 55% to 60%, for example—may represent
nothing more than random noise, rather than the effects of any actions taken.

Finally, because the average sample size of completed interviews per com-
pany in the analysis is reasonably large (more than 425 respondents per com-
pany), it is important to note that at smaller sample sizes the random variance
in NPS will increase dramatically, making interpretation of the metric even
more difficult. For instance, holding all else constant in the analysis, but
changing the company-level sample sizes to a smaller but not at all uncom-
mon 100 interviews per company instead of 425, the 95% CI for NPS
increases to 14.8, meaning that an NPS of 46 and one of 32 might not actu-
ally be meaningfully different (for sake of comparison, the same sample size
change would take the 95% CI for the ACSI variable to only 3.8 from 2.3).

Based on the comparisons, it is unsurprising that NPS’ central claim, the
argument that first garnered attention and resulted in its adoption by many
companies—that the metric is the strongest predictor of firm revenue and
profitability growth—has been repeatedly disproven.'? The NPS metric is not
the strongest predictor of growth, and its failure to predict growth is directly
related to the random noise created when calculating it. The logic is simple to
understand, as we have illustrated in this section. But the statistical and
econometrics rationale go much deeper as well. Specifically, as we also stated
in Chap. 6, simply measuring customer satisfaction as a function of how likely
a customer is to recommend a good or service to another potential customer
does not capture the full variance of satisfaction or loyalty, nor its predictive
impact, level, and change over time. The noise in the NPS data has serious
implications. As a very coarse-grained example, any company leader would be
hard pressed to justify the chance that revenue for the year, for example, would
be 11% different just by chance (or an 11% drop in stock price). Why would
a company then be accepting an absolute data difference 14.8% for NPS ver-
sus 3.8% for ACSI? That margin of error is too large.

But even beyond the ability of the NPS metric to predict growth, it must
be noted that it is never advisable to disconnect customer satisfaction, cus-
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tomer loyalty, recommendation, or any other outcome variable from the
broader context in which these perceptions emerge. Doing so ignores vital
information. For example, there is typically a very strong (though neither
perfect nor consistent) positive statistical relationship between customer satis-
faction and loyalty; as satisfaction increases, so too does loyalty. But the link-
age between the two measures varies both across different industries and over
time. In practice, this means that satisfaction can matter more or less to loy-
alty in some industries rather than others, and that this relationship can shift
for a single industry or company based on other external factors (such as
competition in the market, macroeconomic conditions) over time. Thus,
tracking not just the scores but also the relationship between the two metrics
at regular intervals is critical.

Moreover, most high-quality and action-oriented market research measures
not only customer satisfaction and loyalty, but also the key drivers of satisfac-
tion (i.e., predictive influencing factors) for the company and its products and
services, with the goal of better understanding how these can be manipulated
and improved to increase satisfaction and loyalty. For example, a bank may
certainly want to know its customers’ satisfaction, loyalty, and propensity to
recommend the bank to others, but it must also measure how things like
number of branches or ATMs, quality of customer service personnel, quality
of the website, and so forth are viewed by consumers, and how these variables
impact both satisfaction and loyalty. Only with this information can the com-
pany make efficient improvements in the attributes that matter most to cus-
tomers and thereby most effectively improve their experiences.

Across Chaps. 3, 4 and 5, we discussed in detail the dynamics of customer
satisfaction over the last 25 years. In particular, in those chapters we focused
on the fact that satisfaction improvements appear to have been driven almost
entirely by improved consumer perceptions of value, while consumer percep-
tions of quality have been unchanged. Quality, as we said earlier, has more
potential power in driving satisfaction but has been limited in doing so
because of the flatness of the perceptions of quality of the last 25 years. Based
on this data, we concluded that the Information Age has allowed companies
to pass efficiency-driven cost savings on to consumers, lessening the need for
investments in quality, and that this, therefore, is how companies have gone
about providing higher satisfaction to consumers. But could there be another
parallel development responsible for this trend, for the lack of improvement
in quality and companies relying on price to boost satisfaction? Based on the
analysis of NPS, another explanation for lagging consumer perceptions of
quality over the last 25 years, and particularly the small decline in quality over
the last ten years, should be considered.
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Could it be that popular but highly flawed and uninformative metrics like
NPS have failed firms, leading them to misunderstand the importance of
quality to improved satisfaction—or even how to improve quality at all? Are
companies wasting time and resources chasing the noise endemic to NPS,
time, and resources that would be far better deployed on solid measurement
that can help realize real changes that will improve the customer experience?
These possibilities must be considered. After all, low-quality metrics often
lead to poor decision-making, and are sometimes worse than no metrics at all.
Moving forward, companies that want to compete on more than price, that
want to improve their customers’ experiences in an efficient way that also
improves perceptions of quality relative to competitors and drives business
their way, are far better served relying on concise, well-designed, and reliable
consumer surveys and statistical models in doing so (a one-question NPS
survey or a 410-question JD Power survey are not the answers—the NPS for
the reasons discussed and the JD Power satisfaction assessment for survey
fatigue reasons, where the quality of the data the respondents provide deterio-
rate to the point of being unreliable and invalid). Absent this, the stagnant
quality consumers perceive from the economy may continue, and ultimately
lead to weaker satisfaction and economic troubles, both for firms and national
economies.

Notes

1. For examples of the business community worrying about the loyalty of these
generational cohorts, see: Glasheen, J. “Millennial Brand Loyalty Comes into
Question,” RetailWire.com, November 26, 2018; Sharma, V. “Marketing to
Gen Z: Death of Brand Loyalty,” February 5, 2019.

2. See: Fry, R. “Millennials Projected to Overtake Baby Boomers as America’s
Largest Generation,” Pew Research Center, March 1, 2018. Accessed online at:
heeps://www.pewresearch.org/fact-tank/2018/03/01/millennials-overtake-
baby-boomers/

3. See: Gherini, A. “Gen-Z is About to Outnumber Millennials. Here’s How
That Will Affect the Business World,” INC.com, August 22, 2018. Accessed
online at: hteps://www.inc.com/anne-gherini/gen-z-is-about-to-outnumber-
millennials-heres-how-that-will-affect-business-world.html.

4. For a review of the importance of customer loyalty, see: Anderson, E. W,
C. Fornell and D. R. Lehmann (1994). “Customer Satisfaction, Market
Share, and Profitability: Findings from Sweden,” Journal of Marketing,
58(3), 53-66.

5. The ACSI customer retention variable is derived from a 1-10 scaled question
asking the consumer their “likelihood to purchase from the same company in
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the future.” The resulting 1-10 scaled variable is transformed to an estimate
of customer retention, with those scoring very low on the scale (1-4) given a
“0%” probability of being retained, and most of the rest of the responses
divided by 10 to create a probability equal to their response (e.g., 5 = 0.5,
6 = 0.6). As no consumer is certain to remain loyal in the future, those reply-
ing with a “10” are given only a 90% probability of being retained.

. Like almost all studies of its kind, the ACSI only interviews consumers

18 years of age or older.

. For a recent study on this topic using ACSI data, see: Morgeson, E V., I1I, Hul,

T., Mithas, S., Keiningham, T., Fornell, C., & Duan, Q. (2020). Customer
Loyalty Payoffs from Complaint Management: A Comprehensive Examination,
Working Paper, Ann Arbor, MI: American Customer Satisfaction Index.

. See: Morgeson, E V,, ITI, Hult, T., Mithas, S., Keiningham, T., Fornell, C., &

Duan, Q. (2020). Customer Loyalty Payoffs from Complaint Management: A
Comprehensive Examination, Working Paper, Ann Arbor, MI: American
Customer Satisfaction Index.

. For a discussion of this trend, see: Kennedy, C. and H. Hartig. “Response

Rates in Surveys Have Resumed Their Decline,” PewResearch.org, February 27,
2019. Accessed online at: https://www.pewresearch.org/fact-tank/2019/02/27/
response-rates-in-telephone-surveys-have-resumed-their-decline/.

For this argument, see: Gitomer, ]. (1998). Customer Satisfaction is Worthless,
Customer Loyalty is Priceless: How to Make Customers Love You, Keep Them
Coming Back and 1el] Everyone They Know, Bard Press: Austin, TX.

For the original article, see: Reichheld, E E “The One Number You Need to
Grow,” Harvard Business Review, December 2003. For the larger book on the
topic, see: Reichheld, E E (20006). 7he Ultimate Question: Driving Good Profits
and True Growth, Cambridge, MA: Harvard Business School Press.

For an excellent review of the many problems of Net Promoter Score, see:
Zaki, M., D. Kandeil, A. Neely and J. R. McColl-Kennedy (2016). 7he
Fallacy of the Net Promoter Score: Customer Loyalty Predictive Model. University
of Cambridge: Cambridge Service Alliance. Accessed online at: hteps://pdfs.
semanticscholar.org/6b43/8d668d66ce8a3bdd569758c4f6368b316d87.pdf
See: Keiningham, T. L., B. Cooil, T. W. Andreassen and L. Aksoy (2007). “A
Longitudinal Examination of Net Promoter and Firm Revenue Growth,”

Journal of Marketing, 71(3), 39-51.
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Satisfied Customers: An Asset Driving
Financial Performance

Chapter Overview

In this chapter, we seek to answer what is possibly the most important question
addressed in the book: Is there a significant relationship between the experi-
ences customers have with a company, measured as customer satisfaction, and
a company’s financial performance? Can customer satisfaction help predict a
company’s long-term financial performance? The chapter begins with a brief
and non-technical review of the foundations of the relationship between con-
sumer experiences, customer satisfaction, outcomes of satisfaction and subse-
quent consumer behaviors, and company financial performance. We continue
by considering the empirical evidence relating satisfaction (as measured by
ACS]I) to a variety of important financial performance metrics tracked by most
companies and market analysts. The chapter concludes with an in-depth analy-
sis of the relationship between ACSI and stock market performance, arguably
the most-watched measure of a company’s overall financial success.

Key Conclusions

¢ 'The theoretical and practical foundations of the linkages between customer
satisfaction and financial performance connect consumer experiences, sat-
isfaction, and the outcomes of satisfaction, which then impact a company’s
financial performance.

Significant parts of this chapter are based on the authors’ article titled, “Stock Returns on Customer
Satisfaction Do Beat the Market: Gauging the Effect of a Marketing Intangible.” This article was
originally published in the journal of Marketing in 2016.
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* Customer satisfaction as measured by ACSI has been positively linked to a
wide range of a company’s financial performance metrics, including reve-
nue growth, market share, earnings, and various metrics of market value.

* Notably, customer satisfaction (ACSI) has consistently been found to be a
positive and significant predictor of a company’s stock market performance
that consistently outperforms the S&P 500.

8.1 Foundations of the Customer
Satisfaction-Financial
Performance Relationship

In the preceding chapters, we have examined a wealth of data regarding con-
sumer perceptions of their experiences with goods and services, focusing on
the evolution of these perceptions over the past 25 years. At the center of the
ACSI model, as we described in Chap. 1 (see Fig. 1.1 and the Appendix to
Chap. 1), lies customer satisfaction or ACSI, the “hub” of the model sitting
between and mediating the relationship between consumer experiences and
their future attitudes and behaviors. The ACSI model is a cause-and-effect
model with drivers of satisfaction on the left side (customer expectations,
perceived quality, and perceived value), customer satisfaction (the so-called
ACSI index) in the center, and outcomes of satisfaction on the right side (cus-
tomer complaints and customer loyalty, including customer retention and
price tolerance). These right-hand variables are the ones that then oftentimes
are modeled to have an effect on a company’s financials—our focus in Chap.
8. Customer satisfaction is the most general and powerful metric included in
the ACSI model, as it serves as a proxy for the totality of consumer attitudes
toward their experiences with goods and services, simultaneously a conse-
quence of the consumer perceptions and the strongest predictor of future
behaviors. These relationships are significant at the individual customer, com-
pany, and country levels, as several of the previous chapters have addressed.
For example, in Chap. 5, we provided strong evidence that customer satis-
faction does indeed fulfill this multi-purpose, opting to describe the observed
relationship between ACSI and important macroeconomic indicators, and
thus showing the importance of aggregate customer satisfaction to a national
economy. But our earlier discussion left open a critical question: For the indi-
vidual company, does customer satisfaction really matter, or is it just a “feel
good” marketing and public relations tool, as many companies seem to view
and use it? In other words, is customer satisfaction predictive of company
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financial performance, and if so, how does the relationship work? In this
chapter, we seck to answer these questions in more concrete detail than we did
in Chap. 5. The customer satisfaction to performance link is powerful, and
incredibly important for companies and policymakers to understand.

Let us begin by briefly describing the foundations of the theoretical rela-
tionship between customer satisfaction and company financial performance.
In simplified form, the linkages between customer satisfaction, its drivers and
outcomes, and financial performance can be summarized graphically as shown
in Fig. 8.1.

The relationship between customer satisfaction and company financial per-
formance begins with the totality of consumer experiences with a company’s
offerings. This includes some that precede the actual acquisition of the good
or service, like experiences with advertising, information about and percep-
tions of the company’s brand, and the customer’s expectations about a forth-
coming experience. Once the consumer has actually acquired the good or
service and thus becomes a customer, he or she experiences the cost of acquir-
ing the good/service via the price paid and directly experiences the quality of
the product and/or service by use, consumption, or participation in its deliv-
ery. This happens both immediately, as a judgment about its usefulness and
value to the individual customer upon first use, and over time regarding its
reliability and durability. Common customer experiences may also include
problems or failures with the good or service and the company’s efforts to
resolve these problems quickly and effectively (see more in Chap. 6), along
with a variety of more finite and idiosyncratic attributes specific to only cer-
tain consumer industries (attributes that we have described throughout

Chaps. 2, 3, 4, 5, 6 and 7).

Financial
Performance

Customer
Satisfaction

Customer
Experiences

= Advertising = Consumption = oyalty Intention =Revenue/Sales Growth
=Brand Image Fulfillment = Loyalty Behavior =Earnings

= Expectations =Recommendation = Market Value

=Price =Up-Selling =Stock Growth

= Customer Service =Cross-Selling

=Product Quality =|ncreased Usage

=Service Failure =Lower Acquisition

=Complaint Recovery Costs

Fig. 8.1 The customer satisfaction-financial performance relationship. (Source:
Authors’ creation from American Customer Satisfaction Index data and methods)
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The aggregate of all of these customer experiences over a period of time
eventually leads the consumer to a judgment. The judgment may not result
from a defined or “tidy” cognitive process. It may, in fact, only exist sub-
consciously in the consumer’s mind, and/or it may not occur until well after
the original purchase and consumption when the consumer begins to con-
sider a new purchase of the same or a similar type of good or service—a deter-
mination of customer satisfaction. It is based on this satisfaction determination
that the consumer makes a final judgment about pleasure and fulfillment with
the consumption experience provided by a particular company. In this
moment, the consumer considers the sum total of his or her experiences with
the past purchase, use, and consumption, and based on this information,
decides about future purchasing behaviors.

It is the satisfaction determination on the part of the customer that drives
a number of potential outcomes relating to future customer behaviors, includ-
ing (but not limited to): a desire by the customer to remain loyal to the com-
pany, or alternatively to seek another supplier and defect (loyalty intention
and behavior); a decision to speak to others and recommend the company
and its goods (recommendation or word-of-mouth); a desire to buy or use the
company’s goods and services more, buy new or different products from the
company, or to buy more expensive alternatives from the company (increased
usage, cross-selling, up-selling). Based on too many research studies to outline
here (but some that are included in citations in this and other chapters), cus-
tomer satisfaction has shown to be positively associated with all of these
behaviors. In turn, all of these behaviors are considered to be positively related
to a company’s financial prospects in various ways such as stronger sales and
revenue growth, stronger and less variable cash flow growth, and larger market
share, claims we provide evidence for below.

Importantly, companies that enjoy stronger loyalty through satisfaction
have also been shown to require less advertising, marketing, and price dis-
counting in order to retain current customers or to win new customers, which
provides financial benefits to the company via lower customer acquisition or
price inducement costs (and thus greater earnings and profitability). Among
the many benefits of customer satisfaction, it has also been shown to reduce
costs related to warranties and defective goods, complaints and complaint
management, and field service costs for companies. Empirical evidence also
suggests that customer perceptions of superior quality, which are strongly
related to customer satisfaction, are associated with stronger economic returns.
Several case-based research studies have also found that customer satisfaction
is positively associated with employee loyalty, cost competitiveness, profitable
performance, and long-term growth.!
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Few scholars and businesspeople would dispute, at least in theory, the exis-
tence of most of the satisfaction-related relationships considered so far, as they
lie at the heart of not only the marketing function, but at the very center of
the concept of free market capitalism. In our collective understanding of free
markets since the active days of Adam Smith, around the time when the
United States Declaration of Independence was adopted in 1776, higher
utility-producing companies (i.e., more satisfying companies) are expected to
thrive and grow, while companies that do the opposite are expected to shrink
and go bankrupt. If we were to find that these conditions did not hold, that
more satisfying companies somehow performed the same as any other com-
pany financially, we would need to fundamentally rethink our basic under-
standing of capitalism. Yet while the logic may be simple and convincing,
what about real, solid evidence? Innumerable studies have confirmed a link
between customer satisfaction and firm financial performance. We review a
selection of these studies in Chap. 8, starting with the empirical evidence of
the satisfaction-performance link.

8.2 Evidence of the Customer
Satisfaction-Financial
Performance Relationship

While we have only included content in the book that tells the ACSI story,
provide learning, and value, perhaps the most important content we can pro-
vide to those who may be skeptical about the impact of customer satisfaction
relates to the empirical evidence of the customer satisfaction—financial per-
formance relationship. Companies really do benefit significantly from manag-
ing customer satisfaction. Positively, numerous scientific articles have been
written showcasing the reliable and valid link between customer satisfaction
and a company’s financial performance. In this section of the book, we sum-
marize the voluminous literature that finds a positive relationship between
customer satisfaction, as measured by ACSI, and the financial performance of
companies, focusing only on robust, academic, peer-reviewed studies investi-
gating the types of financial metrics most often used by companies.? We pro-
ceed in order from the association between ACSI and company sales and
revenue growth, through to several other core financial metrics—such as
market share, earnings and profitability, and overall firm market value. Given
the importance many publicly traded companies place on stock price, we
dedicate a separate section, as follows, to provide an in-depth discussion of the
customer satisfaction—stock market relationship.
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Sales/Revenue Growth. Virtually any financial or accounting performance
metric is important in the context of validating the critical nature of customer
satisfaction for a company (and a country). Let us begin with revenue and
sales growth, measures of financial success that are, in many respects, the most
basic and fundamental indicators of company financial performance. That is,
among the many diverse objectives of varied businesses, a common goal of
virtually all of them is to sell more of their products and services to consumers
this year (or quarter) than last year (or quarter). Revenue growth is typically
measured by companies as the change in total dollar sales (or the company’s
home-country currency) from one period to the next but can also be mea-
sured as the period-to-period change in unit sales, service usages rates, room
occupancy (for hotels), and so forth.

As described earlier, the theoretical basis of the relationship between cus-
tomer satisfaction and firm sales or revenue growth results from positive cus-
tomer experiences with a company’s products and services, resulting in
stronger customer satisfaction, which in turn leads to favorable outcomes like
stronger customer loyalty (stabilizing revenue through repeat business), stron-
ger word-of-mouth (helping to bring in new customers and more revenue),
and more up- and cross-selling activity and usage (bolstering sales of new or
more expensive goods). A variety of academic studies have confirmed these
relationships and found statistically significant and sizable relationships
between customer satisfaction and revenue/sales growth.

For example, using ACSI satisfaction data, both Keiningham et al. (2007)
and Morgan and Rego (2000) find a strong, positive impact of customer sat-
isfaction on both firm revenue and revenue growth. Importantly, both studies
also compare the effect of ACSI on revenue and revenue growth to a variety
of other marketing metrics—including customer complaint rate, “top-box”
customer satisfaction, and Net Promoter Score (NPS)—and find that ACSI is
a significantly stronger predictor of revenue than the other satisfaction met-
rics. Other research teams (Gruca and Rego 2005) have confirmed and helped
to explain this evidence by finding a positive relationship between stronger
customer satisfaction and stronger, more consistent cash flow for companies.
Thus, as anticipated and predicted by theory, firms with stronger satisfaction
do in fact experience stronger revenue and revenue growth, confirming the
connection between satisfaction and these desirable financial outcomes for
companies.’

Market Share. In virtually all private sector industries, companies are not
alone in seeking to attract customers. With the exception of a few highly regu-
lated industries (e.g., energy utilities and public sector services), competitors
almost always exist. Market share as a performance measure gauges the success
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of a company by understanding how much of the total market of consumers
a company controls relative to its competitors. While dificult in some cases
to determine definitively, especially in highly differentiated industries with
many small competitors, market share metrics are produced by dividing a
company’s revenue in a particular category by the total revenue generated
from all sales in that category (i.e., collective sales by all companies that oper-
ate in the category).

The theoretical basis for expecting a positive customer satisfaction-market
share relationship is similar to that for revenue growth. In both instances,
companies that provide better experiences to their customers, resulting in
stronger satisfaction, enjoy stronger loyalty (with satisfaction as a form of
“defensive marketing” protecting existing market share), an ability to cost-
effectively recruit a larger number of new customers (with satisfaction and
word-of-mouth as tools for “offensive marketing” and new customer acquisi-
tion), the ability to better market new goods that increase share, and so forth.
And here too, a strong association between customer satisfaction and market
share has been discovered, though the relationship is not as simple and
straightforward as might be expected.

In one study comparing satisfaction (as measured by ACSI) to a variety of
other marketing metrics as predictors of a range of business outcomes, Morgan
and Rego (2000) find that satisfaction is a positive, significant, and the rela-
tively strongest predictor of market share of the metrics examined. In another
study primarily focused on the impact of service failure on satisfaction and
market share in the airline industry, researchers (Keiningham et al. 2014) find
that customer satisfaction has a positive effect on market share, but that this
relationship is mitigated by the existence of both major and minor service
failure incidences. Interestingly, also using ACSI data as their measure of sat-
isfaction, Morgan et al. (2013) find a negative association between ACSI and
market share, though they attribute this finding mostly to the inability of
some companies, once they become very large and dominant in a market, to
satisfy more diverse consumer needs as their customers become more heterog-
enous. That is, while a company’s customer satisfaction drives company reve-
nue and market share to grow in tandem for a time, once a company grows
very large and gains a large proportion of market share, the greater diversity of
customers and customer needs make delivering consistently strong satisfaction
more difficult. Thus, these largest market share companies seem to grow less
satisfying over time.*

Earnings and Profitability. While both revenue growth and market share
capture significant aspects of business success, they can at times conceal the
means by which a company is increasing its revenue and share. Some compa-
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nies, and especially younger companies seeking to grow their sales and market
share, will often sacrifice earnings and profitability to achieve this market
growth, anticipating that profitable growth will come in time. Measures of
earnings and profitability, which can be computed simply by dividing revenue
by expenses, account for this possibility and thus give a clearer picture of busi-
ness success. Here too, the satisfaction of a company’s customers can help
inform how profitable a company is likely to be. And once again, the system
of theoretical relationships described above explains the linkage. For example,
a satisfying company that is creating loyal customers via high quality con-
sumer experiences is less likely to require costly discounting to lure new cus-
tomers or to keep old ones, increasing the firm’s prospects for profitable
growth. Similarly, that same company, because it is maintaining customer
loyalty through these positive experiences, is less likely to require as much
advertising or other marketing vehicles to attract new customers, again better-
ing the prospects for profitability.

As with revenue and market share, studies of the relationship between sat-
isfaction and earnings suggest a positive relationship. Fornell et al. (2016) find
a positive relationship between ACSI and both earnings per share and earn-
ings surprises, or company earnings reports that exceed/fall short of analysts’
forecasts. As we discuss in the next section on ACSI and stock returns, this
latter finding is thought to be the mechanism through which customer satis-
faction results in better-than-market stock performance for firms. Ngobo
et al. (2012) find similar results and conclude that customer satisfaction as
measured by ACSI is a powerful yet overlooked tool for analysts (and others)
seeking to predict a company’s earnings performance.’

Market Value. What is the real economic value of a company? While widely
used and very important in their own right, the financial metrics reviewed so
far focus first and foremost on a company’s direct (and in some sense, rela-
tively recent) success in improving the quantity of its exchanges with buyers,
along with the profitability of those exchanges. The final category of financial
performance examined in this section looks beyond this information and
integrates the perceptions of the broader financial and investment commu-
nity, including what it thinks of a company’s past performance and future
prospects for success—market value. The theory earlier explains the expected
positive relationship between customer satisfaction and market value. In
short, a company that enjoys all or many of the positive outcomes of satisfac-
tion—including more loyal customers, customers willing to recommend a
product or service, and customers willing to buy new or more expensive prod-
ucts from a company along with the need for less advertising, lower marketing
and customer acquisition costs, and so forth—ought to enjoy a greater market
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value. The reason for this greater market value is the positive financial conse-
quences of customer satisfaction initiatives, like stronger revenue growth,
market share, and earnings, all of which are predictive of company perfor-
mance in the stock market. To the extent that the investment community
perceives these stronger company-customer relationships as responsible for
the positives financials, they might also perceive greater future potential for
the company, investing more than might otherwise be the case.

In its simplest formulation, the market value of a company can be mea-
sured as the sum total of everything that has been invested in the company at
any given point in time (e.g., the market value of equity). A more complex
and telling measure, however, is Tobin’s q, which measures a company’s overall
market value as the ratio of its market value of equity divided by the cost to
replace all the company’s assets at current value. A Tobin’s q greater than 1
(i.e., higher equity market value than replacement cost) indicates that a firm’s
market value is greater than the value of the sum of the company’s assets. This
suggests that the market perceives some unmeasured or unrecorded assets of
the company and is more optimistic about the company’s future prospects
than the simple sum of its assets should otherwise warrant. In this context,
that unrecorded, intangible strategic company asset is customer satisfaction,
viewed from an asset-perspective as the strength of the company’s relation-
ships with its customers. On the other hand, a Tobin’s q less than 1 indicates
that the market value is less than the recorded value of the assets of the com-
pany. This suggests that the investment community may be undervaluing the
company, or that it is considering other intangible factors (e.g., weak cus-
tomer relationships and satisfaction) when (under)valuing the company’s
future prospects.

A large number of studies have found a positive relationship between cus-
tomer satisfaction and Tobin’s g—more, in fact, than need to be discussed
here. One such study, by Anderson et al. (2004), examined the satisfaction—
Tobin’s q relationship both in the aggregate and across a broad range of indi-
vidual consumer industries, and discovered that in virtually all cases the
relationship was strong, positive, and significant. Since this study, there have
been at least a dozen additional such studies conducted, all finding similar
results.® Taken together, these findings suggest that customer satisfaction pro-
vides vital information about the value of a company that goes far beyond the
sum total of its tangible assets. This intangible value takes the form of cus-
tomer satisfaction—a strategic company asset—that represents a company’s
relationship with its customers that creates, or that the investment commu-
nity believes will create, the conditions for the company to overperform rela-
tive to what its “assets on the book” suggests is likely.
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In the final section of Chap. 8, we delve more in depth into a customer
satisfaction-financial performance relationship that is related to all of the pre-
ceding metrics, one that is arguably more important than all of these—the
relationship between customer satisfaction and stock returns of publicly
traded companies.

8.3 Customer Satisfaction and Stock Returns

To almost anyone reading this book, the following statement will probably
seem trivial: A publicly traded company’s stock market performance is very
important. From the perspective of the firm, the sale of securities provides
vital capital to spend on new or increased production capacity, research and
development, new or improved product advertising and marketing, and a
host of other activities essential to long-term business success. Poor stock mar-
ket performance can make it difficult for firms to keep or raise this capital,
and also to service debt already accumulated. For a company’s management
team, stock market success or failure is vital as well. A substantial proportion
of CEOs have their variable compensation tied to the market returns of their
company. These CEOs also often receive share options as a substantial portion
of their bonuses, which thus become more or less valuable as a consequence
of market performance. Conversely, poor stock market performance can lead
to the replacement of a firm’s management team, and innumerable CEOs
have been replaced due, at least in part, to perceptions that the firm’s stock
market performance is sub-par (though the wisdom of these moves and their
positive impact on equity prices is questionable”).

At its core, the stock market value of a publicly traded company reflects the
collective perception from the business and investment community about the
current performance and both short- and long-term prospects of a com-
pany—how it has performed in the past, is performing now, and how well it
is likely to perform in the future. For example, stock market pricing is related
to, and driven by, all of the financial performance metrics discussed earlier in
Chap. 8, along with others. And if, as both the theory and the empirical evi-
dence reviewed suggest, customer satisfaction tends to improve repeat busi-
ness, usage levels, up- and cross-selling opportunities, positive word-of-mouth,
and resultant future revenues, market share, earnings, and market value, it
seems logical to expect that these effects will impact company stock prices and
changes in those prices. We would expect these effects to be direct, but also
mediated through satisfaction’s impact on the financial performance measures
discussed above. Do these expectations hold? Is customer satisfaction included
in this list of predictors of company stock market performance?
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The first definitive study on the topic (Fornell et al. 2006) found a strong
and positive relationship between a company’s customer satisfaction and its
stock market performance, after controlling for industry differences and
related variables. Since this study, a debate about whether firms with superior
customer satisfaction also earn better-than-average stock returns has taken
hold in the business and marketing literature. Hoping to end the debate once
and for all about the effect of customer satisfaction on stock prices, three
authors (Fornell et al. 2016) recently conducted a 15-year analysis using data
from the ACSI to represent customer satisfaction and stock market returns
from publicly traded companies in the U.S.. The study also replicated the
analysis using similar data in the U.K.®

For the U.S. analysis, the satisfaction scores for the publicly traded compa-
nies were related to actual stock portfolio returns and changes from a fund
trading exclusively on customer satisfaction information.” In other words, real
returns from a real portfolio of strong customer satisfaction companies were
purchased over time to test this relationship, and the results were not merely
based on “hypothetical” back-testing, which is often open to “researcher
manipulation.” The findings were nothing short of remarkable.

When examining the cumulative satisfaction portfolio returns, the results
show 518% growth over a 15-year period, compared to only a 31% increase
for the S&P 500 over the same period (see Fig. 8.2). The consistency of the
over performance is uncanny; on an annual basis, the customer satisfaction
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Fig. 8.2 Cumulative returns on $100 invested in the customer satisfaction portfolio
versus the S&P 500, April 2000-June 2014. (Source: Authors’ creation from American
Customer Satisfaction Index data and methods)
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portfolio outperformed the S&P 500 in 14 out of the 15 years included in the
analysis. But do these results generalize across time and space and over eco-
nomic contexts? As to the question of whether the results hold in a different
stock market, the authors validated their analysis in another country, the
U.K., using similar data available in that market, allowing for direct compari-
sons between the U.S. and U.K. markets. As Fig. 8.3 shows, the results are
highly consistent in the U.K. when compared to those in the U.S.

Going a bit deeper into the results from the U.S. data, where there is a
longer 15-year period to study, the data show a large, positive, and significant
“alpha,” which indicates above-market returns outside the realm of random
chance. The effect of customer satisfaction on stock price is also found to be,
at least to some degree, channeled through earnings surprises, consistent with
the findings discussed earlier. In other words, customer satisfaction allows
firms to outperform what analysts (and others) believe will be the company’s
near-term financial performance, with the stock market reacting once this
information is made public. As mentioned earlier, customer satisfaction has a
significant effect on both earnings as well as earnings surprises.

As suggested by the sheer size of the abnormal stock returns based solely on
trading with customer satisfaction information, the reward for having satis-
fied customers is much greater than is generally known. Customer satisfaction-
based trading generates “excess” stock returns of about 10% per year. In short,
companies and their management teams, whose fortunes are often closely tied
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Fig. 8.3 Cumulative returns on £100 invested: High NCSI portfolio, low NCSI portfolio,
and the FTSE 100. (Source: Authors’ creation from American Customer Satisfaction
Index data and methods. Note: The “High NCSI portfolio” consists of the top 50% of
measured companies in customer satisfaction; the “Low NCSI portfolio” consists of the
bottom 50% of measured companies in customer satisfaction)
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to the stock market performance of their companies, ought to be closely
tracking and managing their companies’ customer satisfaction.

Given this, why are many firms not focusing adequate attention on improv-
ing the satisfaction of their customers? That is, if the economic benefits of
high customer satisfaction in terms of improved consumer utility and share-
holder value are as large as these findings suggest, why do many companies fail
to improve customer satisfaction? Without a doubt, many companies ignore
the importance of customer relationships. The explanation for this is likely to
be found in inadequate customer data collection and/or a general misunder-
standing of just how strategically valuable satisfied customers are as assets to a
firm. In fact, many companies—even large, high-profile companies—do not
even know what their customers think about them and why.'* Many data col-
lection vehicles exist and even a wealth of satisfaction data exist for compa-
nies. Yet, it is safe to say that there has not been corresponding progress in
strategically developing and implementing satisfaction initiatives in many
companies, as evidenced by the findings discussed in earlier chapters.

In fairness, it should be recognized that customer satisfaction information
is not without interpretational challenges, some of which we discussed in
Chap. 5. Consequently, it would be unrealistic to expect that equity markets
would be frictionless with respect to such information. In addition to the fric-
tion associated with arbitrage costs, imperfect information, limitations on
investors’ cognitive and reasoning skills, and institutional rigidities that impair
market efliciency, customer satisfaction is not a part of the analysis models
most investors use. But based on these findings, it should be. We appear to be
at a point where we should re-evaluate whether it is earnings or customer
satisfaction that belongs among the “risk factors” used by investors to price
assets. Empirically, they are correlated. One mitigates the effect of the other.
But which one should be mitigated? What comes first, earnings or customer
satisfaction? The answer is that earnings per se do not cause customer satisfac-
tion, but there is ample evidence pointing in the other direction.
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Your Future: Opportunities for Customer
Centricity and Satisfaction

Chapter Overview

In this concluding chapter, we begin with a discussion of economic globaliza-
tion, where goods and services are traded more freely between nations than
ever before, and firms seek to spread their operations, goods, and services to
all corners of the globe. We outline how this evolving and more complex busi-
ness world—where companies often market to larger and more diverse popu-
lations of consumers—demands better and more exact metrics to measure
and understand performance. However, small, medium, and large corpora-
tions alike seem to be ignoring this need for more robust metrics, too often
turning to fad methods and confusing the availability of “Big Data” or easy-
to-get data with data collected correctly and analyzed via valid analytical tools.
The chapter closes with a look at the enormous potential value of a “Global
Customer Satisfaction Index” based in the ACSI model to aid national econo-
mies, multinational corporations, and the worldwide economy as a whole as
economic globalization proceeds.

Portions of this chapter are based on two of the authors’ earlier articles: Morgeson II1, Forrest V., Tomas
Hult, and Pratyush Nidhi Sharma (2015). “Cross-National Differences in Consumer Satisfaction:
Mobile Services in Emerging and Developed Markets.” Journal of International Marketing, 23(2), 1-24;
Morgeson III, Forrest V., Sunil Mithas, Timothy L. Keiningham, and Lerzan Aksoy (2011). “An
Investigation of the Cross-National Determinants of Customer Satisfaction.” Journal of the Academy of
Marketing Science, 39(2), 198-215.
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Key Conclusions

* Rapid globalization, especially over the past 20 years, has resulted in a more
economically open world, with goods and services crossing national bor-
ders and companies internationalizing their operations more than
ever before.

* Due to globalization, marketing research is more important than ever
(domestic, foreign country-based, and cross-countries), with firms needing
to measure the experiences of their customers in multiple, diverse markets
simultaneously.

* Yet, global market research has in many ways regressed over the last 20 years,
with companies turning to “quick-fix solutions” that have led them astray.
Couple this lax research with the exponential increase in trade across coun-
try borders and the result is that companies are taking undue risks with
their customer assets.

* We conclude the chapter with a call for a “Global Customer Satisfaction
Index” and its advantages for multinational companies, national econo-
mies, and the global economy as a whole.

9.1 Economic Globalization

According to Pulitzer-prize-winning author Tom Friedman, as discussed in
his bestseller 7he World Is Flat, the world became “tiny” with the advent of
Globalization 3.0 around the year 2000. And the process of globalization
continues. The World Economic Forum recently rolled out the foundational
premise for a Globalization 4.0, and Klaus Schwab (Founder and Executive
Chair of the World Economic Forum) pointedly said that “Globalization 4.0
has only just begun, but we are already vastly under-prepared for it.”!
Globalization 4.0 represents rapid emergence of ecological constraints, the
advent of an increasingly multipolar international order, and rising inequality,
but also tremendous customer expectations of increases in trade across coun-
try borders, supply chain efficiencies, and quality standards—all issues that
directly affect customer satisfaction. Consequently, while the world and its
many small, medium, and large corporations have managed customer satis-
faction and the customer experience reasonably well in the Globalization 1.0,
2.0, and 3.0 periods summarized by Friedman, Globalization 4.0 presents
unique challenges related to diversity, population increases, distinctive cus-
tomer needs and wants, and global connectedness expectations, among myr-
iad issues that affect how companies leverage their strategic customer assets.
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It is no wonder that economic globalization and international trade are at
the forefront of the minds of most business executives today. Due to advances
in communications technology and commercial transportation, the people,
economies, and governments of the world are more interconnected than ever
before. The effects on each of these entities from the “shrinking” of the world
have been profound. Focusing on the consequences of economic globaliza-
tion, or the dramatic opening of most of the world’s markets to dramatically
increased foreign trade and investment, in Chaps. 4 and 5 we discussed some
of the benefits (via better prices) being realized by consumers through global-
ization. Yet these trends deserve fuller attention, as they illustrate both the
radical growth in global trade over the past 25 years and highlight their pro-
found impact on consumers and markets worldwide. They also help prob-
lematize these globalization developments for firms seeking to satisfy their
customers today.

The data are very telling on trade and production, and the implications for
customer satisfaction are also profoundly telling. The value of trade across
borders has grown faster than the growth in the cumulative production (GDP)
of all countries for more than half a century. The value of world trade is fore-
casted to be about 167 times larger in 2020 than it was in 1960, and the world
economy to be 65 times larger in the same span. These numbers are inargu-
ably astounding, yet may appear strange. Surely, we cannot trade more than
we make, and of course we do not. What accounts for this trade growth is the
combined trade of raw materials, work-in-process (e.g., component parts),
and finished products. When we talk about trade, oftentimes we think only
about the latter, just the finished goods that we as end-customer buy and use.
But finished products account for less of the total trade value across countries
than ever before. Over the years, companies have developed incredibly deli-
cate and globalized value chains. For example, it is not unusual for a car man-
ufactured by General Motors (e.g., Chevrolet) or Porsche (e.g., Cayenne) to
have some 30,000 parts from about 80 countries.

At the macro level, Figs. 9.1 and 9.2 illustrate the dynamics that the world
has seen in trade, production, population, and regional trade agreements (i.e.,
agreements involving more than two countries) since 1960. World trade and
world production are indexed at 100 in 1960 in the figures. Figure 9.1 has
data from 1960 to 2020, and Fig. 9.2 has data from 1960 to 2025, with the
last five years forecasted using statistical forecasting techniques. Trade is
defined as cross-country border trade, and production is defined as cumula-
tive production for all countries (i.e., GDP for each country added together).
Population is captured in millions on the left y-axis, and number of regional
trade agreements in force is captured in actual numbers on the right y-axis. As
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Fig. 9.1 The international marketplace, 1960-2020. (Source: The data are from United
Nations, World Bank, and World Trade Organization)

expected, the globe’s population has grown at a fairly steady rate from some
3.0 billion people in 1960 to about 7.8 billion people in 2020, with an
estimate that global population will peak at some 11 billion people and then
level off in about a century. Finally, at a coarse-grained level, global efliciency
is defined as the value of total world trade relative to countries’ total GDP
production. A higher number means the world operates more “globally
efficient.”

Several reasons exist for why countries and companies realize value based
on global efficiencies by engaging in multiple border crossings to make one
product (such as, for example, automobiles). Lowering barriers to border
transactions (e.g., tariffs) and specialization in production (e.g., component
parts) are two of the primary macro-specific reasons. In short, the globe has
become structured as a dynamic, always-evolving, and increasingly efficient
web of supply chains. We have come to rely on these increased global efficien-
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Fig. 9.2 Global efficiency, 1960-2025. (Source: The data are from United Nations,
World Bank, and World Trade Organization. Years 2020-2025 are forecasted)

cies in production to progress toward a better world, improve standards of
living, and aiding emerging markets to become higher-income nations.
Recent trends in anti-globalization and economic nationalism notwithstand-
ing, the efficiencies and benefits realized via economic globalization are likely
to push this process forward in the future. Customers expect and demand
these global efficiencies to increase, not decrease as we have seen since 2011
(Fig. 9.2).

There is cause for alarm on the globalization front. More customers (an
increase from 3.0 to 7.8 billion people on the globe in the least 60 years) mean
more diversity and heterogeneity in tastes, needs, and wants. More trading
across country borders mean more heterogeneity in market segments and how
to target the segments (i.e., a global, standardized approach is unlikely to
appeal to Generation Z customers). More nationalistic tendencies—at least
for now—mean less global efficiency in global supply chains and production.
At the same time, there is no stopping the cross-border flow of raw materials,
work-in-process (e.g., component parts), and finished products. Customers
demand these trade flows to continue despite potentially higher costs due to
lowered global efficiencies.
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Let us illustrate the global efficiency dilemma we are facing (based on data
in Fig. 9.2). For decades, global supply chains have supported a cumulative
win-win for the world. From 1960 until 1972, the ratio between the value of
what was traded across country borders to the cumulative production (GDP)
for all countries was between 1.00 and 1.17. Basically, we traded about the
same value of goods and services as what we produced. From 1973 to 1999,
the trade-to-production ratio was between 1.32 and 1.92. But, from 2000 to
2017, we have hovered between annual ratios of 2.00 and 2.60. The troubling
part is that for the first time in seven years, we saw the global efficiency ratio
go below 2.60 in 2018, be at 2.57 in 2019, and then also expected to stay
below 2.60 in 2020 (forecasted at 2.59). What does this mean? Generally, we
can say that the efficiencies the world has developed in its global web of sup-
ply chains are now threatened with the escalation of tariffs and various forms
of trade wars. So, we are faced with a world where costs may be increasing
(e.g., tariffs), trade increasing, global efficiencies (slightly) decreasing, and
customers who have come to rely on the international marketplace as one
market, where they can buy anything that is produced anywhere.

9.2 Globalization and the “Marketing
Metrics Problem”

Needless to say, based on the discussion above regarding economic globaliza-
tion, but firms are increasingly focused on international markets to improve
their total sales and profitability. As illustrated in the previous section, these
globally active companies operate in a very complex and dynamic interna-
tional business ecosystem.? Customers demand that the companies solve these
complexities, and we as customers do not really want to be “in the know,” per
se, on how companies solve delivering on our needs and wants. It just needs
to be done! Clearly, the international opportunities for all types of companies
are endless given that the international marketplace has gone from some 3.0
billion people in 1960 to 7.8 billion people in 2020, with purchasing power
increasing throughout the world (e.g., the globe has fewer poor people than
ever in percentage of the total population). For small, medium, and large
corporations alike, expanding into international markets carries the promise
of more profitable sales growth. In 2018, for instance, about 43% of the total
sales of S&P 500 listed U.S. firms were classified as foreign sales, an impres-
sive percentage yet still well below its peak from prior to the Great Recession.?
Crossing national boundaries to market goods, however, is not without diffi-
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culties. Indeed, moving from a single market where the firm has (typically)
become good or excellent at pleasing one group of customers by meeting their
wants and needs, to offering goods to many diverse groups of consumers in
many markets simultaneously can be very difficult.

Many large, otherwise highly successful companies have experienced the
difhiculties of internationalization firsthand. Even firms with exceptional track
records of success in globalizing their businesses sometimes fail to find success
in certain national markets. This list includes high-profile companies like
Home Depot (China), Walmart (South Korea, Germany), and even early
leader in globalization McDonald’s (Iceland, Barbados).* A simple search on
the web provides numerous examples of companies that have failed for largely
cultural reasons to become successful in some part of the world. Fortunately,
the days when failure internationally was commonplace for many companies
are over. Historically, these companies could continue to rely on their domes-
tic, home-country markets and maintain performance success. Figures 9.1
and 9.2 illustrate that the exponential increase in trade across countries, espe-
cially in the last 20 years, will continue, and companies that cannot handle
such international competitiveness will fail and they will fail across the board.
International competition in foreign markets and international competition
in companies” home-country markets will not be kind to the companies that
do not nurture the customer experience appropriately, deliver on customer
satisfaction, and treat customers as strategic company assets. Simplistically,
while failures to globalize businesses almost always have multiple causes, they
also almost always involve some level of an inadequate understanding of the
firm’s existing and new customers (e.g., the needs of existing customers are
not static and cannot be treated as such).

The scaling-up of operations from a population of customers of size X to a
much larger population of customers is invariably challenging, whether doing
so inside a single market or across national markets. To clarify, we do not
expect that every company needs to think about the international market-
place as a market that has increased from 3.0 billion people in 1960 to 7.8
billion people in 2020. Many of these people are not customers for all prod-
ucts and services. As always, segmentation of the marketplace needs to be
done, but it is also clear that each market segment is much larger now than in
1960. Some of these related customer challenges are simply logistical and
operational, of course, and emerge from the challenges inherent in serving a
larger number of consumers. But when done internationally, scaling up is
typically even more difficult, as not only are logistical challenges larger, but
because customers in different national markets often have very different cul-
tures, customs, traditions, expectations, wants, and needs. As such, for the
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multinational firm that is either considering expansion into a new national
market or judging the performance of its operations already in that market,
metrics for gauging its success in satisfying customer needs and wants are even
more critical. In short, the strength and precision of marketing metrics must
advance as the complexity of the environment to which they are being applied
increases.

Whether focused on the internationalization of their brand or not, compa-
nies seem, in fact, to have at least recognized the increased importance of
measuring their performance with customers. Today, companies are doing an
enormous amount of market research, more than ever before (but not neces-
sarily as rigorous in terms of reliability and validity as we mentioned earlier).
Globally, spending on traditional market research and other emerging data
collection and analysis efforts (e.g., Al, machine learning, social media moni-
toring) grew to more than US$80 billion in 2018.° It is not uncommon for
large domestic U.S. firms to spend millions of dollars annually on data collec-
tion, data analysis, and implementation of learnings from analyzed data
toward improving their consumers’ experiences. Multinational firms have
likewise followed suit. Many large MNCs now conduct cross-national market
research programs examining consumer perceptions of their products and ser-
vices across very diverse national markets simultaneously (e.g., developed and
less developed, culturally distinct).® In many of these studies, data are col-
lected using standardized survey instruments in multiple languages across a
dozen or more countries/markets and the results are then compared across
these markets and utilized as the basis for performance incentives, operational
decision-making, and process improvement.

This stronger emphasis on market research, and especially as it is being
deployed cross-nationally, has been aided by the appearance of “Big Data.”
Due to the Information Age, the internet, and the rise of computing power,
phenomena we have discussed throughout earlier chapters, there is more data
available for companies to analyze than ever before. One estimate suggests
that the amount of data is growing so fast that more than 90% of the data that
exists in the world has been created in just the last two years.” This rate of data
creation is only accelerating, and Big Data refers to the vastly larger amount
of information for companies to analyze—much of it publicly and freely
available for analysis by any researcher or company—toward learning more
about their customers. This is the age of Big Data but also the era of data
overload and data noise. This type of abundance of data emerges from an
array of sources, including traditional primary consumer survey data (though
collected more easily and efficiently via the internet) but also includes cus-
tomer loyalty program data, social media data, and internet search query data.
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The combination of the three factors mentioned above—globalization, the
proliferation of market research (both within and across national markets),
and Big Data—is definitive of and essential to the rich information environ-
ment confronting companies today. Together, they have made possible and
contributed to the rise of one final trend: “Customer Experience Management”
(CEX or CXM) tools and applications. In the past, we often talked about
Customer Relationship Management in the spirit of CEX, and now we are
also moving to the notion of Customer Engagement as a new frontier that has
to be managed relative to customer satisfaction. Given these customer-centric
phenomena and strategic initiatives, a significant number of new companies,
many of them only a decade or so old, have emerged to fulfill the needs of
research-hungry companies trying to better understand their customers
within and across multiple markets and better utilize the wealth of data avail-
able. These companies often focus on different aspects of the research pro-
cess—such as online data collection, social media monitoring, dashboards for
completing simple analysis, and attractively presenting results, among other
tasks. Companies with names like Qualtrics, Medallia, Brandwatch, Tableau,
Cint, and others lead the way in the CEX tools and applications space.

Given all of the trends considered above, let us now ask a question: Are
these trends, which include economic globalization and a heightened empha-
sis on market research, new sources and types of data and information, the
sheer quantity of data available, and CEX tools for more easily managing
analysis of this wealth of data, really helping companies? Based on the data
and findings presented thus far, we are in a position to answer this question,
at least vis-a-vis the U.S. market. The U.S. remains the world’s largest and
wealthiest single market and the market where, it is fair to proclaim, most
large domestic and multinational firms that attempt to enter it work hardest
to please consumers and win market share. Thus, if anywhere at all, we would
expect to see the fruits of these efforts (if they exist) to appear most clearly in
the U.S. Have they appeared?

As we have discussed in earlier chapters, the historical trends in ACSI cus-
tomer satisfaction data (including the other ACSI model variables—customer
expectations, perceived quality, perceived value, complaint behavior, and cus-
tomer loyalty) do not seem to point to either a longer or nearer-term explo-
sion in consumer pleasure. The national ACSI score has increased significantly
over the past 25 years, up 3.4% over the period. Over the past decade, when
many of the trends discussed above along with the CEX tools designed to
make analysis and presentation of data easier and more efficient really began
to grow, the growth in satisfaction is even lower. National customer satisfac-
tion is up only 1.3% over this period. But given the customer heterogeneity
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in the international business ecosystem, with the increase in population, and
the exponential increase in international trade, the flatness of customer
satisfaction (i.e., ACSI score) is predictable and understandable. This is the
international marketplace that companies will continually face when target-
ing international consumers. And if companies do not target international
consumers at an increasing rate, other companies will do so. So, companies
need to understand the dynamics in the international marketplace, have a
sophisticated way to assess customer satisfaction metrics that center on cus-
tomers as a strategic company asset, and compete fiercely with myriad options
that customers have to satisfy their needs and wants. Relatively speaking,
there are no country borders in the international marketplace, at least that is
the mindset of today’s customers, and especially the Generation Z individuals.

Furthermore, and as we also outlined in previous chapters, the improve-
ment in customer satisfaction is moderate, and is also being driven mostly by
consumer perceptions of value (price) and almost not at all by improvements
in quality. Quality is essentially unchanged over the past 25 years and has
actually declined —0.1% over the past decade, as was mentioned in Chap. 3.
And since market research, data analysis in general, and CEX analytical tools
predominantly focus on improving guality attributes like customer service,
product quality, website quality, call center support staff, and so forth, it is
reasonable to conclude that these tools—along with more market research
and/or the emergence of Big Data—have had very little positive effect on
customer satisfaction.

How can this be? How can firms have more data than ever before, more
research and analytics examining this data, and new and “better” tools for
completing this analysis, and yet see little or no improvement in consumer
perceptions of quality or satisfaction? We hinted at one answer to these ques-
tions in Chap. 7. Poor marketing metrics seem to have grown in popularity
even as robust and accurate measurement of the consumer experience has
become more important. In many ways, ironically enough, the trend toward
these kinds of gimmicky metrics—which often emphasize single-question
surveys and dubious analytical methods that ignore more than a century of
sound statistical practice—is a product of a complex, Big Data world that
demands exactly the opposite.

The proliferation of large amounts of data, data collection, and more com-
plex kinds of analysis has proven confusing and cumbersome to marketing
managers and other executives. The false promise of methods that are simple
and “even better” under such conditions will, naturally, seems appealing to
data-weary managers and researchers. Methods like the Net Promoter Score,
which we described in detail in Chap. 7, promise to cut through the complex-
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ity of the longer and more complex consumer experience surveys used in
many firms and replace all that cost and effort with a single question survey
anyone can ask and a metric anyone can compute. But as is often the case,
things that appear too good to be true usually are. ACSI data shows that they
have done little to improve consumer perceptions of their experiences with
companies. The answer is not a one-question Net Promoter Score survey, nor
a 410-question JD Power survey (the former is not reliable and valid in scien-
tific rigor and the latter creates respondent fatigue which means the quality of
the data is problematic). The answer is to manage the quality of the data (e.g.,
reliability and validity) with a parsimonious survey that can explain levels,
changes, and impacts in a predictive sense. Companies need to know that if
they implement a certain customer-centric initiative that there is a cause-and-
effect outcome that is beneficial for them, the customers, and they achieve
profitable customer loyalty.

While one would expect consumer satisfaction to improve as companies
gather more data and have access to more information about what their cus-
tomers want and need, poor metrics are blocking this development. Indeed,
learning requires more than just data, and Big Data and tools for presenting
this data are not enough. A few key lessons from long-accepted best practices
in data collection and analysis for market research deserve renewed attention.
Consider the following:

Big Data Versus Little Data. Big Data provides companies with more data
on more consumers and aspects of the shopping and consumption process
than ever before. In effect, we now have data on every portion of the customer
experience and how it relates to customers as strategic company assets. The
quality of the data, the quality of the analysis undertaken on the data, and the
quality of the interpretations of the practical implications that can be gleaned
from the data are still very much debatable. For example, almost no matter
how big, Big Data is not exempt from the laws of probability. Accurately mea-
suring samples of customers that are representative of an entire customer
population or a sub-segment of customers of greatest interest to the business
manager is still essential. History offers a cautionary tale still famous with
survey researchers. In the 1936 presidential race, Literary Digest used a sam-
ple of 2.5 million respondents—50 times larger than the sample used by
George Gallup’s startup company—to predict a landslide for Alf Landon.
Gallup, with a much smaller sample, projected a landslide for Franklin
Roosevelt. “Little Data” used probability sampling of much less data, and
predicted the outcome correctly, while Big Data failed. Similarly, if a com-
pany has access to millions of data points but a poorly calculated metric, deci-
sions based on this metric will be misleading.
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Long Surveys. While many marketing managers have turned to a reliance on
short, single-question surveys, the opposite impulse exists as well. Much of
the Big Data analyzed today relies on surveys that are much too long. The
online data collection environment, where data collection is easier and
cheaper, has fed this impulse and allowed for the creation of massive surveys.
Yet virtually no human respondent can provide meaningful answers to 300 or
more survey questions before succumbing to mental fatigue and providing
random responses. The Chevrolet commercial that has been popular on TV
for some time in 2019 talks about JD Power using 410 questions in their
surveys to assess who is best in class, with Chevrolet the winner in a number
of categories. We would argue that such surveys are fraught with survey
fatigue. Consequently, problems exist with the quality of the responses to
these long surveys.

Data Versus Information. Most consumer data, especially from surveys, is
notoriously noisy. Methods for dealing with noise and turning raw data into
valuable information exist, but are rarely used in simple CEX tools and appli-
cations. In customer experience survey data, for example, just about every-
thing is correlated to everything else. Therefore, it is difhicult to determine
what causes what. Worse yet, the high correlations make it more important to
distinguish between causes and associations. That is, one might target some-
thing for improvement that it is highly correlated to but does not truly drive
or cause customer satisfaction or customer loyalty. Causal analysis systems for
strong analysis of data exist, but they do not exist in most CEX tools due to
their complexity. Rarely do we hear about reliability, validity, common method
bias, and a variety of other quality issues with data in consumer surveys, but
these issues are part of the science of customer satisfaction (which we dis-
cussed in the Appendix in Chap. 1). A one-question Net Promoter Score
(NPS) survey or a 410-question JD Power survey is seldom the answer to
these reliability, validity, and common method bias issues.

Calibration Toward Objectives. Satisfied and loyal customers are a conduit
for achieving company financial objectives—customer retention, revenue,
profit, market share, stock price, and so forth. We outlined many of the finan-
cial performance metrics empirically associated with customer satisfaction in
the last chapter. Whatever the customer satisfaction gauge or measure used, it
must be calibrated so that its increase will contribute to this objective. In
other words, the idea is to optimize customer satisfaction with respect to the
desired outcome. There are systems for this, but they are rarely used in the
simple CEX tools or single-question surveys popular today. On the contrary
and rather inexplicably, many Fortune 500 companies use an NPS metric
that, as we described in Chap. 7, is poorly calculated and designed to actually
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increase noise in the data. In the age of social media, customer recommendations
are indeed important, but they are not a substitute for customer satisfaction
and loyalty, especially when measured via NPS.

We hope that the wealth of data presented in these pages are useful in their
own right, helping business and marketing professionals better understand
their consumers and the dynamics of consumer perceptions over time. But
perhaps it will also have an additional effect. Perhaps this data will inspire
market researchers to again remember the importance of not just a lot of data
or simplistic measures promising more than they can deliver, but high-quality
metrics produced through data (big or small) as well. In the next section, we
outline one venture we argue could be highly beneficial in truly improving the
goods and services offered to consumers—not just in any one national mar-

ket, but globally.

9.3 Global Indices of Customer Satisfaction
and Global Competitiveness

Thus far in the book, our focus has been on the purposes of the ACSI project
at its inception and over its history, the methods and structures used by the
project to measure customer satisfaction, and, most critically, the findings
from 25 years of ACSI data collection and analysis. In what follows, our focus
shifts to the future importance of national indices of satisfaction in a global-
ized economic world. Perhaps little known, the American Customer
Satisfaction Index has collected data and done work in dozens of countries
already. Here we will examine the relevance of these national indices—and
more specifically, a substantial number of these indices conducting harmo-
nized measurement using common models and methods across a variety of
nations actively engaged in international trade, or a “Global Customer
Satisfaction Index”—in understanding the competitiveness of economies in an
era of increasingly free trade and cross-national economic competition.

As we have described in detail, international trade is a central feature and
vital component of the modern globalized economy. Brief political roadblocks
and unavoidable economic downturns notwithstanding, international trade
will almost certainly grow even more important moving forward into the
future. Corresponding with the age of economic globalization, the intercon-
nectedness of national economies through free market trade is greater now
than it has ever been, and the proven efficiencies realized therein are likely to
inspire more of it rather than less. And while many of the myriad effects of the
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growth in international trade are beyond the scope of this book, one effect is
of particular interest: To succeed in this new global economy, economic poli-
cymakers and participants (i.e., national markets and companies alike) must
be more concerned about the competitiveness of the goods and services pro-
duced within their national economies, and thus more attentive to strategies
for measuring and tracking that competitiveness over time.

From one perspective, as barriers to international trade have fallen and the
flow of goods and services across borders has increased, economic policymak-
ers must worry more than ever about the ability of domestic firms to satisfy
consumers with high-quality goods and services. Otherwise, these local com-
panies—which often provide the backbone of local employment and pay the
largest share of taxes—are sure to lose market share to foreign suppliers
through cross-border trade. In other words, monitoring and tracking the
quality delivered by local suppliers of goods and services can provide advance
notice (to both the firms themselves and to national policymakers and politi-
cians) that these suppliers are falling behind in the eyes of consumers, and that
consumer demand for these (local) suppliers may decline as well. In turn, this
could possibly open-up opportunities for foreign suppliers to enter the mar-
ket and steal market share.

Advance knowledge about declining success in the eyes of consumers could,
therefore, provide a degree of insulation—or at very least, point toward the
need for innovation—for a national economy against international competi-
tors looking to make inroads. From a macroeconomic perspective, this knowl-
edge mightalso help shield a national economy from growing trade imbalances
and fluctuations in the value of currencies. One need only look at the slow,
painful decline of the U.S. auto industry—which went from dominating
global auto sales to being supplanted (at least at times) by Japanese automak-
ers for the top spot in even domestic U.S. sales—for an example of the poten-
tially detrimental effects of this phenomenon.

From another angle, the ability of local domestic firms to produce competi-
tive, high-quality goods and services speaks, at least in part, to the potential of
a national economy to export goods to other markets and find success. An
individual company or an entire domestic industry that produces highly sat-
isfying goods and services enjoyed by local consumers should (all other things
being equal) be better able to successfully export these goods to foreign mar-
kets and compete successfully with existing suppliers. The converse is true as
well, with numerous examples of large corporations attempting to enter for-
eign markets and finding only limited success due to deficiencies in competi-
tiveness the company did not fully understand (see Home Depot, Walmart,
and McDonald’s above). From this perspective, economic policymakers and
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firms are certainly better off if they understand how well their goods and ser-
vices might compete in the global marketplace.

In 1994, Professor Claes Fornell first proposed the idea of a national index
of customer satisfaction (first in Sweden, then in the U.S.) as a means for
measuring the quality of the output of a national economy, rather than just its
quantity. The history of this idea and the underlying purposes of such indices
were described in Chap. 1. This idea was from the start linked to measuring
quality as a means for determining the competitiveness of some goods and
services relative to others, as it was designed and deployed first for a Swedish
economy battling new competitors within the European Union. But as the
world now finds itself in the midst of Globalization 4.0, where the world has
become “tiny” and cross-border trade increasingly important to economies
large and small, it is necessary to take this recommendation one step further.
The globalized economy needs a Global Customer Satisfaction Index, a sys-
tem of harmonized national indices of satisfaction based in a common meth-
odology, to measure the quality, rather than just the quantity, of the goods
and services produced and distributed across national boundaries.

With these conditions and the challenges of the global marketplace in
mind, and this “call to arms” for a global system of customer satisfaction mea-
surement offered, let us now consider just a handful of the ways in which such
a system of national indices of satisfaction could help both national econo-
mies and the global economy as a whole. We outline five advantages such a
system might offer to both companies and economic policymakers looking
for an edge in a hyper-competitive world.

Track Performance of (Key) Domestic Firms in (Key) Industries. A basic,
inward-looking use for a national customer satisfaction index is to monitor
and track the performance of important domestic firms in key economic
industries, with a focus on how well these local firms are performing relative
to foreign competitors (should these already be competing in the market).
Not all industries are built alike for national economies, with some far more
important to the future economic success of a nation than others. In markets
where little or no foreign competition yet exists, this type of measurement
system can be used to reveal how susceptible the industry might be to the
entry of foreign competitors. In other words, should domestic companies
prove to perform poorly or if quality and satisfaction are degrading, this may
signal that this critical industry is at risk of losing market share to foreign
competitors, should they exist or arrive.

Identify Industry Performance Leaders and Best Practices. Related to this first
objective, tracking the quality and satisfaction produced by companies within
key economic industries can help insulate these industries from foreign
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competition in other ways. By tracking and comparing firms on quality and
satisfaction, top performers can be identified—whether these are domestic or
foreign companies—that are outperforming others. Understanding who the
strongest performers are can provide critical information about best practices
for lower-scoring or lagging firms, information that can help the latter improve
their own products and services and improve the satisfaction of their consum-
ers. Cross-company benchmarking toward quality and satisfaction improve-
ment can not only aid individual companies compete within their own
market, but can help in their quest to increase their customer base through
future internationalization.

Conduct Cross-National Performance Benchmarking. From a different,
outward-looking perspective, a national index of satisfaction allows for bench-
marking performance in quality and satisfaction delivery across industries in
multiple countries simultaneously. The goal of this activity is discovering not
only potential sources of future competition, but also markets that may be
open to the introduction of higher quality goods and services because domes-
tic firms are falling short. Additionally, this type of cross-national benchmark-
ing can help reveal information about best-in-class foreign industries or
companies worthy of emulation, as a means to improve the performance of
domestic suppliers.

Multinational Firm Performance Tracking. A national customer satisfaction
index—or more accurately, the system of such indices we recommend, span-
ning a variety of national markets—can also allow for monitoring the perfor-
mance of large multinational companies operating in several markets
simultaneously. In turn, this information can help these companies know how
they are doing in their oftentimes expansive, disparate operations, and guide
them to areas (countries or markets) where they may be underperforming and
need to make improvements (and decide how to do so). And as many econo-
mies rely disproportionately on the performance of a handful of large multi-
national companies, knowing how these are doing can be vital to understanding
national economic growth writ large.

Monitor National Economic Performance. By producing national-level,
economy-wide satisfaction data and scores (like that produced by the ACSI in
the U.S. and described in Chap. 5), a national index of satisfaction can offer
a means for monitoring overall national performance in delivering quality and
satisfaction. That is, data at the aggregate level provides information and
insight into the overall, general health of the national economy, and whether
that health is improving or declining. The ACSI score, as we discussed in
Chap. 5, is predictive of gross domestic product and consumer spending
growth, indicators vital to the health of every economy. As such, comparing
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this data across nations gives information about the comparative health of
multiple national economies, and the direction these economies may be head-
ing over both the near and long term.

This list of the benefits of a Global Customer Satisfaction Index is obvi-
ously only partial. These are just some of the advantages that such a system of
national indices of satisfaction can provide for economies around the globe.
And given the realities of the modern economy, it is perhaps not surprising
that national indexes of satisfaction are in fact now being conducted in dozens
of countries around the world. Research groups in a wide range of countries
in North America, South America, Europe, Africa, and Asia have inaugurated
national indexes of satisfaction, many emulating or directly partnering with
ACSI for this purpose.® Yet work remains. As international competition and
trade are likely to continue to grow and become more intense, and with the
positive role these indices can play in understanding and even predicting this
evolution, it is necessary that many more such indexes be developed, a posi-
tive for both these economies and the companies and consumers within them.
To bookend our book and to stress this macro-micro dynamic (e.g., countries,
economic sectors, industries, firms, and customers), we leave you with the
quotation we started with in Chap. 1:

To understand more fully the modem economy, and the firms that compete in
it, we must measure the quality of economic output, as well as its quantity. Claes
Fornell, Chair of the Board and Founder, American Customer Satisfaction
Index, 1995.

Notes

1. Schwab, Klaus. “Globalization 4.0—What Does It Mean?” World Economic
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2. The international business ecosystem is defined as the organisms of the busi-
ness world—including stakeholders, organizations, and countries—involved
in exchanges, production, business functions, and cross-border trade through
both marketplace competition and cooperation—Hult, G. Tomas M., Maria
Alejandra Gonzalez-Perez and Katarina Lagerstrdm (2020). “The Theoretical
Evolution and Use of the Uppsala Model of Internationalization in the
International Business Ecosystem.” Jouwrnal of International Business
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4. For good analyses of these companies’ challenges in internationalizing in cer-
tain markets, see: Sang-Hun, Choe. “Wal-Mart Selling Stores and Leaving
South Korea,” New York Times, May 23, 2006. Accessed online at: heeps://
www.nytimes.com/2006/05/23/business/worldbusiness/walmart-selling-
stores-and-leaving-south-korea.html; Bhasin, Kim. “Why IKEA Took China
By Storm, While Home Depot Failed Miserably,” Business Insider, September
14, 2012. Accessed online at:  htps://www.businessinsider.com/
ikea-home-depot-china-failed-2012-9

5. Palacio, Xabier. “ESOMAR’s Latest Global Market Research Report Values
Global Research and Data Industry Market at US $80 billion,” ResearchWorld.
com. Accessed online at: https://www.researchworld.com/esomars-latest-
global-market-research-report-values-global-research-and-data-industry-mar-
ket-at-us-80-billion/

6. Brooke, Zach. “3 Common Pitfalls of International Market Research (and
How to Avoid Them),” American Marketing Association, October 1, 2017.
Accessed online at: https://www.ama.org/marketing-news/3-common-pitfalls-
of-international-market-research-and-how-to-avoid-them/

7. For this and other information on Big Data, sce: Baesens, Bart (2014). Analytics
in a Big Data World, Wiley and SAS Business Series.

8. For more information on these national indexes of satisfaction based on the
ACSI model, visit the ACSI website at: hteps://www.theacsi.org/products-and-
services/international/global-csi
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Appendix A: The Science of Customer
Satisfaction (ACSI)

This Appendix briefly presents ACST’s patented science of customer satisfaction
and the 14 generic survey questions that are used in the data collection to assess
the ACSI model in Fig. 1.1. In the actual data collection, each question is cus-
tomized to the industry and several customer qualifiers are included to ensure
quality data. The instrument also includes additional questions (e.g., demo-
graphics), for a variety of reasons, as well as a breakdown of product and service
quality assessments, as applicable. A 10-point scale is used with the exception of
question 12, with the end points identified for each question in parenthesis.

The American Customer Satisfaction Index uses the customer interviews as
input into a multi-equation econometric model developed at the University of
Michigan’s Ross School of Business. The ACSI model is a cause-and-effect model
with indexes for the drivers of satisfaction on the left side (customer expectations,
perceived quality, and perceived value), customer satisfaction (the so-called ACSI
index) in the center, and outcomes of satisfaction on the right side (customer
complaints and customer loyalty, including customer retention and price toler-
ance). These right-hand variables are the ones that then oftentimes are modeled
to have an effect on a company’s financials (this link is discussed in Chap. 8).

Given this modeling, very specifically, the ACSI Model can account for
levels (i.c., a score from 0 to 100 on each variable), changes in variables” scores
between time periods, and impacts of the variables (i.e., represented by the
arrows in the model). The ACSI system has two U.S. patents (No. 8666515
and No. 6192319 B1).

The indexes, also referred to as variables or constructs (shown in Fig. 1.1),
are multivariable components measured by several questions that are weighted
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within the model. The questions assess customer evaluations of the determi-
nants of each index. These are the indexes that are reported on a 0—100 scale.
The survey and modeling methodology quantifies the strength (i.e., impact) of
the effect of the index on the left to the one to which the arrow points on the
right. These arrows represent “impacts.” The ACSI model is self-weighting to
maximize the explanation of customer satisfaction (ACSI) on customer loyalty.
Looking at the indexes and impacts, users can determine which drivers of sat-
isfaction, if improved, would have the most effect on customer loyalty.

Customer Expectations

Customer expectations is a measure of the customer’s anticipation of the qual-
ity of a company’s products or services. Expectations represent both prior
consumption experience, which includes some non-experiential information
like advertising and word-of-mouth, and a forecast of the company’s ability to
deliver quality in the future.

1. How high did you expect the overall quality of the product/service to be?
(Not very high—Very high)

2. How well did you expect the product/service to meet your personal require-
ments? (Not very well—Very well)

3. How often did you expect things with the product/service to go wrong?
(Not very often—Very often)

Perceived Quality

Perceived quality is a measure of the customer’s evaluation via recent consump-
tion experience of the quality of a company’s products or services. Quality is
measured in terms of both customization, which is the degree to which a product
or service meets the customer’s individual needs, and reliability, which is the fre-
quency with which things go wrong with the product or service.

4. How high has the overall quality of the product/service actually been? (Not
very high—Very high)

5. How well has the product/service actually met your personal requirements?
(Not very well—Very well)

6. How often have things actually gone wrong with the product/service? (Not
very often—Very often)
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Perceived Value

Perceived value is a measure of quality relative to price paid. Although price
(value for money) is often very important to the customer’s first purchase, it
usually has a somewhat smaller impact on satisfaction for repeat purchases.

7. Given the quality of the product/service, how would you rate the price you
paid? (Not very good—Very good)

8. Given the price you paid for the product/service, how would you rate the
quality? (Not very good—Very good)

Customer Satisfaction (ACSI)

The customer satisfaction (ACSI) index score is calculated as a weighted aver-
age of three survey questions that measure different facets of satisfaction with
a product or service. ACSI researchers use proprietary software technology to
estimate the weighting for each question.

9. Considering all of your experiences to date with the company/brand,
how satisfied are you? (Very dissatisfied—Very satisfied)

10. Considering all of your expectations, to what extent has the company/
brand fallen short of or exceeded your expectations? (Fallen short of
expectations—Exceeded expectations)

11. Forget the company/brand you bought for a moment. Imagine an ideal
product. How well do you think the company/brand you bought compares
with that ideal? (Not very close to ideal—Very close to ideal)

Customer Complaints

Customer complaints are measured as a percentage of respondents who indi-
cate they have complained to a company directly about a product or service
within a specified time frame. Satisfaction has a negative relationship with
customer complaints, as the more satisfied the customers, the less likely they
are to complain.

12. Have you complained about your product/service to the company within
the past six months? (Yes—No)
13. How well was the complaint handled? (Handled very poorly—Handled

very well)



178 Appendix A: The Science of Customer Satisfaction (ACSI)
Customer Loyalty

Customer loyalty is a combination of the customer’s professed likelihood to
repurchase from the same supplier in the future, and the likelihood to pur-
chase a company’s products or services at various price points (price toler-
ance). Customer loyalty is the critical component of the model as it stands as

a proxy for profitability.

14. The next time you seek to buy a new product/service, how likely is it you
will buy the same brand again? (Not very likely—Very likely)



Appendix B: All-Time Top-100 Research
Publications on Customer Satisfaction

The ranking of the all-time top-100 research publications (articles and books)
on customer satisfaction was based on total citations in Google Scholar on
January 4, 2020 (see last column labeled GSC for the Google Scholar cita-
tions). These top-100 publications are from the more than 2.6 million publi-
cations that resulted from the overall customer satisfaction query on Google
Scholar. The abbreviated customer-satisfaction-focused descriptions of the
publications in this table use quotations as much as possible to stay true to the
authors’ intent.

The Google Scholar search was limited to the words “customer” and
“satisfaction” appearing in the titles of the publications to focus primarily
on strategic-oriented satisfaction publications (and no derivatives of cus-
tomer satisfaction, such as “consumer” satisfaction, or related terms were
used). The Google Scholar top-1000 publications that included “customer”
and “satisfaction” in the titles were manually evaluated for inclusion in the
top 100. Total citations was the sole criteria. The “field” column represents
the main category of the publication (although many publications span
multiple fields).

The top-100 publications collectively have 170,332 total citations. The
average number is 1703 citations per publication. On January 4, 2020—when
the Google Scholar data were compiled and analyzed—it took 606 citations to
be in the all-time top-100 research publications on customer satisfaction. Any
customer satisfaction publication included in Google Scholar, with the search
parameters used, could be included. Effectively, publications from 1965 to
2015 made the top-100 ranking for total impact via citations.
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It took 1143 citations to be in the top 50, and it took 8053 citations to be
in the top 3. The top-three articles on customer satisfaction involve one of the
coauthors of this book (Fornell, Hult), and these three articles have 26,714
total cites (or 15.7% of the 170,332 total citations for the top 100). Claes
Fornell has published 10 of the top-100 articles on customer satisfaction, the
most of any author in the top 100.
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Index’

ACSI-measured industries,
diverse, 108
Action-oriented market research
measures, 134
Administration, public, 15, 33
Aggregate consumer perceptions
current, 45
national, 60
Airlines, 33, 34, 41, 49, 65,79, 87,
125, 145
Always exceed expectations, 25, 35-37
American consumers, 2, 18, 19, 25, 27,
44,71, 74
American Customer Satisfaction
index (ACSI)
and company sales and revenue
growth, 143
complaint rates, 99, 100, 103, 106,
114n6, 144
and consumer spending, 83
growth, 80, 170
data, vii, viii, 1, 2, 21n1, 27, 29, 30,
34, 43, 45, 46, 59, 65-67, 73,
74, 84, 86, 87, 106, 108, 113,

'Note: Page numbers followed by ‘0’ refer to notes.

© The Author(s) 2020

117,120-122, 127-129,
145, 165
collection, 167
expectations metric, 26
and important macroeconomic
indicators, 13, 140
and market share, 49, 140, 143, 145
measurement, 43, 85, 89, 107
metrics, 65
model
core, 13
formal, 20
and methodology, 9-16
variables, 9, 18, 28, 75, 99,
103, 163
project, vii, viii, 1, 2, 5, 13, 18,
21nl, 27,59, 72,73, 167
score, 9, 61,79, 163, 164, 170
and stock market performance,
139, 140
study, 4, 9, 10
survey, 10, 11, 21n2, 61
system and measurement, 9
variables, 38n4, 60, 103, 112, 132, 133
national-level, 38n2
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American Society for Quality
(ASQ), 24

Annual sample, 22n5

Artificial intelligence (Al), 19, 37, 72,
86, 90-93, 94n8, 162

ACSI, see American Customer
Satisfaction Index

ASQ, see American Society for Quality

Assessing marketing performance

Assets, viii, 17, 20, 139-151, 156, 161,
164, 165

strategic company, 2—21
Average consumer, 43, 108

Baby Boomers, 45, 118, 119, 121

Bankruptcy, 88, 89

Banks, 10, 30, 32, 33, 51, 66, 87,
129, 134

Behaviors, viii, 1, 3, 5, 11-13, 17, 19,
20, 35, 38n4, 83, 101, 107,
108,111,118, 119, 122, 126,
128-131, 139, 140, 142, 163

Big Data, 42, 59, 155, 162-166

BLS, see Bureau of Labor Statistics

Brand loyalty, 106, 117, 120, 128

Bureau of Labor Statistics (BLS), 68n2

Business outcomes, 12, 145

CEX tools, 163, 166
Cobhorts
generational, 20, 117, 120, 121
largest generational, 44, 119, 120
Companies
cable, 8, 49
consumer-facing, 13
consumer shipping, 49
internationalizing, 156
large multinational, 170
largest market share, 145

measured, 9, 15, 22n5, 33, 34, 108,
114n9, 131, 147, 150
new economy, 33
satisfying, 21, 107, 143, 146
service-providing, 35
Company/brand, viii, 2-21, 22n5, 26,
30, 33-37, 46, 48-51, 53,
54n1, 61, 62, 65, 66, 72, 73,
79-82, 86-91, 98-100, 104,
105, 107, 108, 110, 113, 114,
117-119, 121, 123, 126-128,
130-134, 135n5, 139-150,
153n7, 161, 162, 164-166,
168, 175-178
Company market shares, 109
Company performance, 147
Company revenue, 145
Company stock prices, 148
Competitiveness, 67, 114n9, 128, 142,
161, 167-169
Competitors, viii, 38, 46, 48, 49, 58,
59, 61, 62, 64-66, 73,75, 79,
82, 89, 90, 104, 106, 110,
121, 126, 135, 144, 145,
168, 169
Complain/complaining, 19, 20,
97-111, 113, 127,129, 177
Complaining customers, 13, 98-101,
110, 113, 126, 128, 129
Complaint behavior, 1, 3, 5, 13, 17,
19, 97, 107, 126, 128, 163
Complaint handling
by companies, 98, 112
decline, 112
efforts, 113
experience, 129
firm, 111
improved, 110, 113
national-level, 112
strong, 113
system, 13
variable, 112
Complaint likelihood, 97, 105



Complaint management, 20, 97, 98,
111-113, 126, 129, 142
effective, 20, 114, 117, 129
efforts, 129
practices, 20, 97
system, 126
Complaint rates
aggregate national, 97
customer, 19, 101
benefits for companies of
maximizing customer, 20, 97
high/highest, 103, 104, 106,
107,110
low/lower, 12, 101, 105, 106, 113
aggregate, 108
Complaints
fewer, 100
formal, 98, 107, 114n6
informal, 114n6
lodge, 98, 99, 109, 128
managing, 110, 113
monitored, 99
probability of, 108, 109
real, 104, 113
total, 113
Consumer(s)
behaviors, 11, 12, 35, 83, 107, 111,
119, 139
complaint behavior, 3, 107
complaints, 3, 100, 107
demand, 4, 26, 168
economy, 10, 19
expectations, rising, 27, 29
experiences, viii, 9, 11, 19, 20, 37,
42, 45, 46, 49, 53, 86-88,
117, 130, 139-141, 146,
164, 165
high quality, 50, 146
industries, 3, 46, 51, 128, 141, 147
insights, 2, 4, 130
international, 164
perceptions, 5, 9, 10, 16-19, 28, 37,
38n3, 38n4, 41, 43-46, 48,
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49, 51, 52, 57, 60, 62, 66-68,
71-76, 78, 80, 86, 88, 91,
101, 111, 112, 129, 130, 134,
140, 162, 164, 165, 167
rising expectations, 27, 29
satisfaction, 2, 5, 11, 88, 165, 179
sectors, 27, 43, 99
sentiment, 81, 82
spending, 7, 81, 83
growth, 80-83, 170
value perceptions, 62, 65, 66
Consumer-facing companies, 13
Consumer-packaged goods (CPG), 3
CPG, see Consumer-packaged goods
Credit unions, 30, 32, 33, 51, 66, 129
Customer-centric economy, 1, 2, 53
Customer centricity, viii, 5,
16-18, 155-159
Customer complaint rates, 19, 20, 97,
99-101, 104, 108, 144
Customer complaints, 9, 11-13, 16,
17,19, 20, 21n2, 98-112,
114n7, 122, 126, 127, 140,
175, 177
Customer expectations
aggregate national, 27
changing, 49
improved, 49, 91
increasing, 32
measures of, 1
Customer experience, vii, 19, 35-37,
50, 71, 88, 90, 92, 130, 135,
141, 142, 144, 156, 161,
165, 166
Customer loyalty, 118
aggregate national, 120
convenience-based, 123
death of, 118, 121, 122
enduring, 35
higher/highest, 12, 121
importance of, 12
likelihood, 126
maintaining, 112, 146
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Customer loyalty (cont.)
maximize, 113
measurement, 117, 130
profitable, 129, 165
program data, 162
stronger, 88, 118, 144
Customer perceptions
national, 43
stronger, 75
Customer satisfaction
all-time top-100 research
publications on, 179
driver of, 19, 45, 52, 53, 57,
65, 67,74
effect of, 149, 150
improvement in, 57, 67, 75, 84,
100, 164
and stock, 148—-150
Customer satisfaction-consumer
spending relationship, 81
Customer satisfaction-financial
performance
relationship, 140-148
Customers complain
dissatisfied, 107-111, 113
least satisfied, 109, 110
Customer service
aftersales, 62
automated, 92, 93
better, 91
contemporary, 45
creative, 35
exceptional, 35
human-delivered, 36
quality, 42
worsened, 91
Customization, 11, 12, 19, 26, 42, 52,
53,73, 176

Defensive marketing, 73, 145
Digital service provision, 32

Dissatisfaction, 12, 85, 98, 99,
108-110, 123, 126

Dissatisfied customers, 12, 20, 73,
97-99, 101, 105, 107-111,
113, 114, 127

Drivers of satisfaction, 10, 60, 134,
140, 175, 176

Earnings, 8, 80, 140, 142, 143,
145-148, 150, 151
Earnings surprises, 146, 150
E-commerce, 26, 118
Economic factors, 110
industry-dependent, 104
Economic globalization, 58, 155-160,
163, 167
Economic growth
national, 83, 170
strong, 7
sustainable, 4
total, 67
Economic industries, 9, 29, 97, 101,
105, 132, 169
distinct, 29
diverse, 9, 97
Economic outpug, 1, 2, 4, 13,
18, 41, 171
Economic sectors, 2, 9, 11, 13, 15, 19,
26,73,76,97, 105, 128,
129,171
diverse, 29, 108, 121
Economy
modern, 2—4, 18, 25, 42,
58,98, 171
post-quality, 67
strong, 85
Efficiencies, 13, 17, 42, 43, 45, 58, 59,
75,76, 87,91, 93, 151, 156,
158-160, 167
ETE, see Exchange-traded fund
Exceeding expectations, 36, 37



Exchange-traded fund (ETF), 153n9
Expectations
aggregate, 30, 34
always-increasing, 36
categories, 33
changing, 34
of consumers, 18, 25, 26
customers, 1,9, 11, 12, 16, 18,
26-38, 45, 46, 57, 59, 75, 76,
91, 93, 140, 156, 163,
175, 176
depressed, 34
growing, 33
higher-than-ever, 29
increasing, 32, 33, 36
low/lowest, 18, 25, 33, 34
managing, 37
outperform, 35
prior, 11, 35, 36
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