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Abstract 

 

The study examines the interrelationships of customer loyalty, service quality, customer perceive 

value and customer satisfaction in pharmaceutical retailing, supermarket and restaurant in the 

City of San Fernando. Specifically, it investigates the mediating effect of customer perceived 

value and customer satisfaction on the relationship of service quality and customer loyalty. The 

participants of the study were identified using judgment sampling technique. Further, using 

quantitative and causal research designs and partial least squares-structural equation modeling 

technique, the mediation analysis showed that customer perceived value and customer 

satisfaction mediate the significant and positive relationship between service quality and 

customer loyalty. Analysis of the data revealed that service quality and customer perceived value 

are significantly and positively related. The path coefficients are significant, and the relationships 

are positive. With regards to service quality and customer satisfaction and service quality and 

customer loyalty, the path coefficients are significant, and the relationships are positive. 

Therefore, the fit indices also suggest a very good outcome from the model suggesting that the 

manifest variables were able to capture the real perception of the raters of the SERVQUAL 

instrument in assessing the service delivery among selected local service providers. 

 

Keywords: customer satisfaction, perceived value, service quality, customer loyalty 

 

 

1. Introduction 

The importance of the service sector in the universal economy is speedily growing. Services are 

estimated to comprise nearly 75-80% of the value of the US economy (Laroche et al., 2004). The 

supermarket sector, which was a mounting industry in the USA in the 1920s, emerged in Turkey 

in 1954 with Migros and Gima (the most popular supermarkets in Turkey) and became 

widespread between the dates 1960 and 1970. In the year 2000, a momentous increase in the 

numbers of the services sector was clearly evident.  

 

The existing marketplace has become more intense as customers constantly expect retailers to 

match or exceed their expectations (Wong & Sohal, 2003). With a growing degree of 

homogeneity between merchandise offerings, the services sector is increasingly turning to the 

delivery of effective customer services to render a competitive advantage (Ellramet al., 1999). 

Maintaining service quality, customer satisfaction, customer perceived value and customer 
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loyalty is crucial for such retailers as they transact in a highly competitive world (Fonseca, 

2009). 

 

2. Literature Review 

 

2.1 Service Quality 

Service excellence strategy focuses on communication of processes, experiences, and intangibles 

to customers. It involves integrating a focus on the customer all the way through the firm and 

across all functions. One category of service is customer service, which includes the service 

provided in support of a company’s core products. Typically, customer service does not directly 

produce revenue but rather addresses customer requests, questions, and complaints, besides 

providing answers and solutions. Even if customer service does not frankly produce revenue for 

the organization, it enhances corporate value which, in turn, drives customers to support the 

product or service offered by the company, thus, escalating the potential for revenue generation. 

 

Sherden (1987) pointed that delivery of high-quality services where customers' expectations are 

exceeded is unusual though increasingly demanded by the customers. Toran (1993) offered the 

opinion that quality should be treated as the core element of industry's operations. Walker and 

Baker (2000) suggested that expectations act as standards or reference points for service 

evaluation and, thus, agents need to understand customers' expectations of their services. 

 

Accordingly, Parasuraman (1988) defined service quality as “the differences between customer 

expectations and perceptions of service”. The author argued that measuring service quality as the 

difference between perceived and expected service was a valid way and could make management 

identify gaps to what they offer as services.  

 

Service quality is a concept that has aroused considerable interest and debate in the research 

literature because of the difficulties in both defining it and measuring it with no overall 

consensus emerging on either (Agbor, 2011; Wisniewski, 2001). There are different "definitions" 

as to what is meant by service quality. One that is commonly used defines service quality as the 

extent to which a service meets customers’ needs or expectations (Asubonteng et al., 1996; 

Wisniewski & Donnelly, 1996; Dotchin & Oakland, 1994; Lewis & Mitchell, 1990). Service 

quality can thus be defined as the difference between customer expectations of service and 

professed service. If expectations are greater than performance, then perceived quality is less 

than satisfactory and, hence, customer dissatisfaction occurs (Lewis & Mitchell, 1990; 

Parasuraman et al., 1985).  

 

A service is an action performed by one entity on behalf of another one (Kritikos et al., 2013; 

O’Sullivan et al., 2002). Through the interaction between these two entities, there is a transfer of 

value from the provider to the requester or recipient. Kritikos et al. (2013) said that, depending 

on the service nature and the means or channels available, different service types can be 

identified. 

 

In addition, service quality is the consumer's decision of overall service provided, and also can 

be defined as the gap between consumer's expectation and actual service perceived (How & 
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Sorooshian, 2013; Parasuraman, Zeithaml, & Berry, 1985). Mainly, service quality is about the 

customer's determinant for perceived service (How & Sorooshian, 2013; Cronin & Taylor, 

1994). Consumers view the service quality in the aspects of the technical outcome provided, the 

process of the outcome delivered and the quality of surroundings where the service is delivered 

(Zeithaml, & Bitner, 2008). Companies that are able to implement these aspects well will deliver 

good service quality to the consumers. Besides, service quality plays a vital role in the marketing 

field since it is the barometer of what customers expect to get of a particular service 

 

Service quality is difficult to evaluate by the customers because it is intangible; different 

customers have different evaluation regarding the services (Hong & Goo, 2004). Superior service 

quality has been emphasized as an important competitive advantage for service firms operating 

in international markets (Sichtmann et al., 2011; Eriksson, Majkgard, & Sharma, 1999). This 

competitive advantage can be achieved through quality management practices (input), which 

lead to a service quality (output) that is better than the quality of competitors in the foreign 

market (Sichtmann et al. 2011; Naor et al. 2008; Kull & Wacker 2010; Flynn, Schroeder, & 

Sakakibara, 1995). 

 

Providing quality service is tremendously important to the quality of the relationship between 

providers and users at the business-to-business market. Both concepts are a part of a broader 

concept of general marketing. Service quality is an integral part of the integrated marketing; 

however, the relationship quality is a component of the collaboration and relationship marketing. 

Except for a few papers (Pepur et al., 2013; Caceres & Paparoidamis, 2007; Woo & Ennew, 

2004; Wong & Sohal, 2002), there has been no significant interest among researchers in the 

nature of this relationship. 

 

Service quality has a strong impact on the quality of the relationship at the business-to-business 

market. Arasli, Mehtap-Smadi and Katircioglu (2005) say that “service quality is an abstract 

concept and as such difficult to measure” and that care should be taken when selecting 

measuring instrument whose characteristics could best cover all the specific elements of using 

financial services at the business-to-business market. 

 

Service quality measurements are the cornerstone of performance metrics for any service 

provider (Bogomolova, 2011; Brown et al. 1993). The way in which service providers link the 

performance of their top managers and their payment bonuses to changes in satisfaction scores 

with service (Bogomolova, S, 2011; Boyd, 2010; Hauser et al. 1994) proves the importance of 

service quality measures in the industry. 

 

Jenet Manyi Agbor (2011) cited that in order for a company’s offer to reach the customers there 

is a need for services. These services depend on the type of product that is being offered and it 

differs in various organizations. Service can be defined depending on which area the term is 

being used. Kotler and Keller (2009) define service as “any intangible act or performance that 

one party offers to another that does not result in the ownership of anything”. As a whole, service 

can also be defined as an intangible offer by one party to another in exchange of money. 
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2.2 Service Quality (SERVQUAL) Dimensions 

One of the most commonly used frameworks for measuring service quality is the SERVQUAL 

instrument (Bogomolova, 2011; Coulthard, 2004; Asubonteng et al. 1996; Parasuraman et al., 

1988). SERVQUAL means Service Quality. It consists of five core dimensions of service 

quality: reliability, responsiveness, tangibles, empathy and assurance. This framework was used 

in the research to examine satisfaction of customers. 

 

SERVQUAL is a model created to assess service quality which needs to measure customer 

satisfaction from many sides of area and more than one reason. The five dimensions that are used 

to measure service quality are assurance, empathy, responsiveness, reliability and tangibles. The 

survey is based on SERVQUAL in order to find out the breach between customer opinions and 

what they expect to get. SERVQUAL is commonly used by four serving sectors like banking, 

securities dealer, credit card companies, repair and maintenance shop (Eng How, & Sorooshian, 

2013; Parasuraman, Zeithaml, & Berry, 1988). 

 

The SERVQUAL scale which is also known as the gap model by Parasuraman et al. (1988) has 

been proven to be one of the best ways to measure the quality of services provided to customers. 

This service evaluation method has been proven consistent and reliable by some authors (Brown 

et al., 1993). They held that, when perceived or experienced service is less than the expected 

service, it implies less than satisfactory service quality, and, when perceived service is more than 

expected service, the obvious inference is that service quality is more than satisfactory (Agbor, 

2011; Jain et al., 2004). From the way this theory is presented, it seems that the idea of 

SERVQUAL best fits the evaluation of service quality from the customer perspective. This is 

because when it is stated as “perceived” and “expected” service, it is very clear that this goes to 

the person, who is going to or is consuming the service and who definitely is the 

consumer/customer. The study by Parasuraman et al. (1988) presented ten dimensions of service 

quality. 

• Tangibles: the appearance of physical artifacts and staff members connected with the 

service (accommodation, equipment, staff uniforms, and so on). 

• Reliability: the ability to deliver the promised service. 

• Responsiveness: the readiness of staff members to help in a pleasant and effective 

way. 

• Competence: the capability of staff members in executing the service. 

• Courtesy: the respect, thoughtfulness, and politeness exhibited by staff members who 

are in contact with the customer. 

• Credibility: the trustworthiness and honesty of the service provider. 

• Security: the absence of doubt, economic risk, and physical danger. 

• Access: the accessibility of the service provider. 

• Communication: an understandable manner and use of language by the service 

provider.  

• Understanding the customer: efforts by the service provider to know and understand 

the customer. 
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The first SERVQUAL model that was drafted had 22 pairs of Likert-type items, where one part 

measured perceived level of service provided by a particular organization and the other part 

measured expected level of service quality by a respondent (Agbor, 2011; Kuo-YF, 2003). 

Further investigation led to the finding that, among these 10 dimensions, some were correlated. 

After refinement, these ten dimensions were later reduced to five dimensions as below: 

• Tangibility: physical facilities, equipment, and appearance of personnel 

• Reliability: ability to perform the promised service dependably and accurately 

• Responsiveness: willingness to help customers and provide prompt service 

• Assurance: knowledge and courtesy of employees and their ability to inspire trust and 

confidence 

• Empathy: caring individualized attention the firm provides to its customers 

 

Zeithaml et al. (2006) stated that “service quality is a focused evaluation that reflects the 

customer’s perception of reliability, assurance, responsiveness, empathy, and tangibles”. They 

added that among these dimensions, “reliability” has been shown consistently to be the most 

important dimension in service quality (Zeithaml et al., 2006); this was confirmed by Agbor 

(2011). SERVQUAL model is a valid instrument in the evaluation of service quality. 

 

Though the SERVQUAL scale is a widely used measure of service quality, there are a number of 

shortcomings associated with its dimensionality (Fullerton, 2005). Therefore, it has been 

suggested to develop industry- and culture-/country-specific measures of service quality (Imrie et 

al., 2002; Winsted, 1997). Despite this recognition, most of the empirical studies have measured 

service quality by using, adapting, or replicating the five-dimensional SERVQUAL scale in 

various service settings, such as banks (Nadiri et al., 2009; Arasli et al., 2005; Yavas et al., 2004, 

1997; Angur et al., 1999), airlines (Kozak et al., 2003), hotels (Mey et al. 2006; Nadiri & 

Hussian 2005; Karatepe & Avci, 2002), travel agencies (Johns et al., 2004), and higher education 

(Zafiropoulos & Vrana, 2008). 

 

2.3 Customer Satisfaction 

Building associations with customers is an important part of conducting business and, arguably, 

the existence of most businesses depends on establishing sound relationships with their clientele 

(Koermer, 2005; Bitner, Gremler & Gwinner, 2000; Booms & Tetreault, 1990). In many service 

occupations, providers are required to exhibit constructive behaviors such as friendliness and 

warmth (Tsai & Huang, 2002).  

 

According to Day (1984) as cited by How and Sorooshian, (2013), customer satisfaction is the 

decisive factor that customer will evaluate while making a decision on buying something. 

Customer satisfaction has played a prestige place in the market. Customers pleased with services 

can bring lots of advantages to the corporations, like customers who continue to receive the 

services which brings continuous profit (Homburg, Koschate, & Hoyer, 2006; Koermer, 2005). 

In addition, Homburg, Koschate, and Hoyer (2006) mentioned about the positive correlation 

between satisfactory customer services and customers who are not reluctant on paying more 

money. In this case, the reason is that a customer who received the service that reached the level 

of satisfaction normally is willing to pay more money for the service. Hence, many firms ought 



 

29 

 

PREO Journal of Business and Management                              ISSN: 2619-6824 

Vol. 3, Issue 1, February 2022 

to place customer satisfaction as final goal because of its close relationship to the business 

achievement due to previous research (Morgan et al., 2005).  

 

Customer satisfaction is made up of both emotional and cognitive aspects that rely on the service 

being given. Lenka et al. (2009) said that customer satisfaction depends on the evaluation of a 

population that consumes a particular service and other similar services.   

 

According to Parker and Mathews (2001) there are two basic approaches adopted in attempting 

to define the construct of customer satisfaction. Satisfaction can be defined either as an outcome 

of a usage, activity, or experience, or it can be viewed as a process. However, these perspectives 

are complementary interpretations: one depends on the other. When satisfaction is viewed as a 

process, one of the most widely adopted interpretations is an evaluation between what was 

received and what was expected. In addition, when satisfaction is reviewed from a process 

perspective, its definitions have concentrated on the antecedents to satisfaction rather than on 

satisfaction itself. In those cases, research has focused on understanding the cognitive processes 

involved in satisfaction evaluations. 

 

Gilbert and Veloutsou (2006) mentioned that customer satisfaction is something murky and 

complicated. It is difficult to measure; although with research, it is something rare and needs to 

be explored. To date, there is no specific or most suitable method for researchers to measure 

customer satisfaction. Actually, customer satisfaction is an assessment by the consumers 

regarding the services or goods that are being bought and used (Yuksel & Rimmington, 1998). 

 

Scholars make researches on the structure of customer satisfaction with different types of 

theories like Contrast Theory (Howard & Sheth, 1969), Expectancy-Disconfirmation Theory 

(Oliver, 1981), Assimilation or Cognitive Dissonance Theory (Anderson, 1973), Equity Theory 

(Oliver & Swan, 1989) and Value-Percept Theory (Westbrook & Reilly, 1983). For example, the 

most broadly used Expectancy Disconfirmation Theory deals about customer satisfaction 

process. The theory receives the level of satisfaction or dissatisfaction assessment from a 

customer regarding the service or goods being provided and measures with forecast standards of 

performance. As regards to observation, the forecast standards are guessing the customer's aims 

to get the best possible products or services consistent to their expectations. Positive 

disconfirmation happens during performance when compared to forecasting what the customers 

aim to get. On the opposite, if the performance is not favorable, negative disconfirmation 

happens, and the customer is not satisfied.  

 

Fuller and Matzler’s (2008) Three-factor Theory gives a fundamental anatomy for customer 

satisfaction. The theory explains that three autonomous satisfaction factors affect customer 

satisfaction in different ways. Fundamental factors like dissatisfiers are basic prerequisites to 

fulfill satisfaction. If there is a failure to fulfill the basic prerequisites, performance may be 

unsatisfactory. According to Agbor (2011), customer satisfaction has been a subject of great 

interest to organizations and researchers alike. The principal objective of organizations is to 

maximize profits and to minimize cost. Profit maximization can be achieved through increase in 

sales with reduced costs. One of the factors that can help to increase sales is customer 
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satisfaction, because satisfaction leads to customer loyalty (Wilson et al., 2008), 

recommendation and repeat purchase. 

 

2.4 Customer Perceived Value 

Customer’s perceived value can be defined from the perspectives of money, quality, benefit, and 

social psychology. Value is at the central of what customers receive from a marketing exchange 

(Lai et al., 2009) and has been conventionally described as a trade-off between price and quality 

(Sinha & De Sarbo, 1988). In a marketing context, the definition of perceived value is not just 

limited to the perspective of money, but may also from the perspective of quality, benefit and 

social psychology (Kuo et al., 2009). 

 

In early studies related to profit impact market strategies, customer perceived value was 

determined by product quality, price paid by customer, and expectations (Petrick, 2002). Monroe 

(1990, p.46) found that the construct was formed in the ratio of the quality and the price. 

Zeithaml (1988) criticized this because the magnitude of the price is a relative concept. Further, 

Bolton and Drew (1991) noted that there are other various factors, not just the quality, 

influencing customer perceived value. A major amount of research has focused on the quality of 

the source of perceived value at the same time, when the price has been seen only as expenditure. 

 

Further, Qin and Prybutok (2009) studied three types of variables, namely; the independent 

variable (service quality, food quality and perceived value), the dependent variable (behavioral 

intentions) and mediating variable (customer satisfaction). The independent variables are defined 

as antecedent entities that have effects on other variables such as the dependent variables 

(Walker, 1999). Mediating variables are the connecting elements that transfer the effects of 

independent variables to dependent variables. For instance, in a hypothetical causal sequence of 

three or more variables, the middle variable is considered as a mediator (Tabachnick & Fidell, 

2007). 

 

In addition, Zeithaml (1988) provided evidence supporting an influential role of value in 

consumers’ purchase decision making. According to the Means-End Model proposed by 

Zeithaml (1988), perceived value is a direct antecedent of a purchase decision and a direct 

consequence of perceived service quality. Dodds et al. (1991) conceptualized perceived value as 

a tradeoff between perceived quality and perceived psychological as well as monetary sacrifice 

(also see Dodds & Monroe, 1985; Monroe & Chapman, 1987; Teas & Agarwal, 1997). Their 

model shows that perceived value is a direct antecedent of consumer purchase intention. More 

recently, Woodruff (1997) laid out a customer value hierarchy model in which customer value 

was viewed as a hierarchically structured construct at levels of consumption goals, 

consequences, and attributes. From the perspective of money, value is created when consumers 

pay lesser for goods by using coupons or promotions (Bishop, 1984). In economics jargon, this 

concept can be defined as consumer surplus. More specifically, perceived value is the gap 

between the highest price which customers are willing to pay for a certain product or service and 

the actual amount of money paid.  
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Quality perspective indicates that value is the gap between money spent for a product and the 

product quality (Bishop, 1984). It is a fact that a favorable perceived value is generated when 

less money is paid for a high-quality product. 

 

The rising competition for the increase in business, particularly in the retailing industry 

(convenience store sector) has at all times been very extreme and competitive, thereby forcing 

companies to seek for innovative approaches to get better and raise their market shares. Thus, 

understanding the ways to build up customer satisfaction and the category of features that makes 

customers satisfied have turned into and is still a major worry in retail management nowadays 

(Pritchard, Havitz & Howard, 1999).  

 

On the other hand, the social psychology perspective notes that the formulation of value is 

relevant to the particular meanings of purchasing goods to the buyer’s community (Sheth et al., 

1991). Sweeney and Soutar (2001) believe that goods have the ability to increase the impact of 

social self-concept due to their portrayal of social economic status and social culture. 

 

Lastly, the benefit perspective points out that perceived value is “consumers’ overall assessment 

of the utility of a product based on the perception of what benefit is received and what is given” 

(Zeithaml, 1988). The underlying premise of this definition reveals that benefits and sacrifices 

are imperative in the value formulation. The meaning of sacrifice is not limited to the money 

paid for certain goods but may also include the non-monetary costs such as transaction cost, 

search cost, negotiation cost and time incurred during the purchase (Cronin et al., 2000). 

 

2.5 Customer Loyalty 

Many researchers tried to define customer loyalty. Oliver (1997) defined customer loyalty as a 

strong commitment to make a repeated purchase or use a service consistently in the future. 

Anderson and Srinivasan (2003) defined customer loyalty as the customer’s favorable attitude 

towards an electronic business, resulting in repeat purchasing behavior. Pearson (1996), on the 

other hand, defined customer loyalty as the mind set of customers who hold favorable attitude 

towards a company, commit to repurchase the company’s service, and recommend the service to 

others. On the other hand, Kotler and Amstrong (2004) defined it as where the customer has 

positive attitude on particular brand manifested on consistent repurchase behavior. There are two 

main streams in defining customer loyalty. The first mainstream defines customer loyalty as a 

form of customer behavioral (Sancharan, 2011; Yang and Peterson, 2004) and actual repurchase 

behavior and actual recommendation action (Sancharan, 2011; Lai & Chen, 2010; Clemes et al., 

2008; Zeithaml, Berry & Parasuraman, 1996; Fornell, 1992). The second mainstream defines 

customer loyalty as customer attitude (Kuoet al., 2011) and is viewed as repeat purchasing 

behavior and recommendation intention (Sancharan, 2011; Lai & Chen, 2010; Clemes et al., 

2008; Ribbink et al., 2004; Anderson & Srinivasan, 2003; Parasuraman & Grewal, 2000; 

Pearson, 1996; Zeithaml et al., 1996; Fornell, 1992). 

 

Most of researchers have been using the second definition of customer loyalty because 

behavioral loyalty is difficult to observe and measure (Kuo et al., 2011; Lai & Chen, 2010). 

Thus, this study employs the second perspective of customer loyalty as defined by Ribbink et al. 

(2004), Parasuraman and Grewal (2000), and Zeithaml et al. (1996). 
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Customer loyalty is an important key to organization success and sustained competitive 

advantage for the service industry (Pullman & Gross, 2004). Strengthening customer loyalty will 

benefit in reducing the initial cost of introducing and attracting new customers, positive word of 

mouth, increase the number of purchase and value of purchase (McMullan & Gilmore, 2009; 

Tsoukatos & Rand, 2006), increase company’s profitability, growth, and performance 

(Reichheld, 1996) and increase market share and higher rates of return on investment (Reichheld 

& Sasser, 1990; Raj, 1985). 

 

2.6 Relationship of Service Quality and Customer Loyalty 

A significant number of researches have stated that there is a direct relationship among service 

quality, customer satisfaction and customer loyalty. For instance, Chodzaza and Gombachika 

(2013) studied service quality, customer satisfaction and loyalty among industrial customers of a 

public electricity utility in Malawi. They found a very strong relationship between service 

quality, customer satisfaction and customer loyalty. Service quality and customer satisfaction 

were regarded as relevant factors that could affect customer loyalty. High level of service quality 

will affect customer satisfaction and high level of customer satisfaction may lead to increased 

customer loyalty, high profitability, and increased market share of business (Rootman, 2006). 

This study also found that the relationship between service quality and customer loyalty is 

partially mediated by customer satisfaction. Bakti and Sumaedi (2012) studied the relationship 

between service quality, customer satisfaction, and customer loyalty in a public university library 

service in Indonesia. They found that service quality has a direct effect on customer satisfaction 

and customer satisfaction has a direct effect to customer loyalty.  

 

In other words, service quality influences customer loyalty indirectly via customer satisfaction. 

Lu et al. (2007) studied the differences in factors that affect customer satisfaction and loyalty in 

local and foreign supermarkets in China. The study found that there exists a difference in factors 

influencing customer satisfaction and loyalty with regard to Chinese or foreign supermarkets. 

Post-purchase service showed greater influence upon satisfaction for foreign supermarkets and 

in-store goods also have greater impact upon loyalty.  

 

2.7 Interrelationships of Service Quality, Customer Perceived Value, and Customer Loyalty 

Copacino (1997) asserts that companies can decrease their operating cost, overall expenses and 

increase their profit by having loyal customers. He added that five percent reduction in the 

number of customers may decrease firm’s profits by as much as 50% or more. In contrast, an 

improvement of five in loyalty and customer retention may lead to upturn from 25% to 75% in 

the company’s profit (Reichheld & Sasser, 1990). Some evidence by Wills (2009) suggests that 

the expense of gaining new customers may cost companies to spend five times more to keep an 

existing one. Hence, customer loyalty can contribute to the improvement of corporate revenues 

and ultimately profit margins, while decreasing cost expenditures. Reichhheld and Teal (1996) 

agree with this positive relationship.  

 

Convenience stores’ single best method to increase the service intensity is by recognizing the 

customer’s views (Zemke & Woods, 1998). However, modern retail outlets are rapidly replacing 

the unorganized traditional retail outlet, which has, in turn, led to the pervasive recognition of 
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convenience stores (Goldman et al., 1999). These stores offer customers speed of service and are 

recognized by customers as a channel of trade for their convenience. 

 

Furthermore, drivers like urbanization have increased disposable incomes, shifting demographics 

as well as lifestyle along with foreign direction investment(FDI) in retail having maneuvered the 

sector towards development. Nevertheless, the change as a result of ruthless competition, 

emerging players in the market, imitation of new characteristics and an increase in the quantity 

of new offers, customers’ new choices and also sensitivity to pricing, has forced key players in 

the industry to introduce differentiation and offer customer-oriented formats in order to increase 

competitive edge (Singh, 2006).For these reasons researchers globally (Reicheld & Sasser, 1990; 

Ciavolino & Dahlgaard, 2007; Singh, 2006; La Babera & Mazursk, 1983; Carpenter, 2008) have 

taken notice of the impact of customer satisfaction, retention as well as loyalty. 

 

Nonetheless the perception of ‘perceived value’ came out as the major business concern of the 

1990s and has persistently obtained widespread study awareness in the current century (Sánchez- 

Fernández & Iniesta-Bonillo, 2007). Organizations progressively further recognize that the 

perceived value concept is a significant aspect in strategic management (Mizik & Jacobson, 

2003; Spiteri & Dion, 2004). Regardless of this wide curiosity, the concept of ‘value’ has 

frequently not been evidently distinct in studies of the topic. Khalifa (2004) suggested that the 

perception had turned into one of the largely worn-out and distorted impressions in the 

management literature in particular. 

 

In terms of variables, numerous studies have extensively used definite dependent variables to 

quantify customer perceived value such as price (Yu et al., 2009). This has been the generally 

extensively utilized variable in comparison to retention (Carpenter, 2008), brand loyalty 

(Reicheld & Sasser, 1990), and also customer satisfaction (Singh, 2006). Nevertheless, when 

appraising CPV of convenience stores, customer satisfaction has been referred to extensively 

(Singh, 2006; Ciavolino & Dahlgaard, 2007). In regard to the polysemy of the theory of 

perceived value, there are complications in contrasting the results of diverse empirical research 

and, accordingly, there is a discrepancy in the depth of perceived value (Gallarza & Gil, 2006). 

In this sense, there is a compromise regarding the multi-dimensionality of the model of value 

(Sweeney & Soutar, 2001), accommodating the subsistence of quite a few explanatory features 

that permit the depth of perceived value. 

 

2.8 Interrelationships of Service Quality, Customer Satisfaction and Customer Loyalty 

Michael Porter's five forces analysis deals with factors outside an industry that influence the 

nature of competition and the forces inside the industry that influence the way in which firms 

compete. Thus, the industry’s likely profitability is conducted in Porter’s five forces model. A 

company has to appreciate the dynamics of its industries and markets in order to compete 

effectively in the marketplace. Porter (1980) defined the forces which drive competition, 

contending that the competitive environment is created by the interaction of five different forces 

acting on a business. In addition to competition among existing firms and the threat of new 

entrants into the market, there are also the forces of supplier power, the power of the buyers, and 

the threat of substitute products or services.  
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Porter further stated that the intensity of competition is dogged by the relative strengths of these 

forces. Moreover, understanding the nature of each of these forces gives organizations the 

necessary insights to enable them to formulate the appropriate strategies to be successful in their 

market (Thurlby, 1998).The strength of rivalry, which is the clearest of the five forces in an 

industry, helps determine the extent to which the value created by an industry will be dissipated 

through head-to-head competition. The most precious involvement of Porter's “five forces” 

framework in this issue may be its suggestion that rivalry, while important, is only one of several 

forces that determine industry beauty (Hubbard & Bemish, 2011; Porter, 208, p. 32). 

 

Both potential and existing competitors influence average industry profitability. The threat of 

new entrants is usually based on the market entry barriers. They can take diverse forms and are 

used to prevent an influx of firms into an industry whenever profits, adjusted for the cost of 

capital, rise above zero. The threat that substitutes products posed to an industry's profitability 

depends on the relative price-to-performance ratios of the different types of products or services 

to which customers can turn to satisfy their same basic needs. The threat of substitution is also 

affected by switching costs – that is, the costs in areas such as retraining, retooling, and 

redesigning that are incurred when a customer switches to a different type of product or service 

(Johnson et al., 2008, p. 215). 

 

Buyer power is one of the two horizontal forces that influence the appropriation of the value 

created by an industry. The most important determinants of buyer power are the size and the 

concentration of customers. Other factors are the extent to which the buyers are informed and the 

concentration or differentiation of the competitors. Kippenberger (1998), in his research, states 

that it is often useful to distinguish potential buyer power from the buyer's willingness or 

incentive to use that power, that is derived mainly from the risk of failure associated with a 

product's use. 

 

Supplier power usually focuses first on the relative size and concentration of suppliers relative to 

industry participants and second on the degree of differentiation in the inputs supplied. The 

capacity to charge customers with different prices in line with differences in the value created for 

each of those buyers usually indicates that the market is characterized by high supplier power 

and at the same time by low buyer power (Porter, 1998). 

 

Panda (2003) said that success of a service provider depends on the relationship with customers 

which determines customer satisfaction and loyalty (Jones, 2002 as cited by Lymperopoulos et 

al., 2006). Research has shown repeatedly that service quality influences organizational outcome 

such as performance superiority (Poretla & Thanassoulis, 2005), increasing sales profit 

(Levesque & Mc. Dougal, 1996; Kish, 2000; Duncan & Elliot, 2002) and market share (Fisher, 

2001), improving customer relations, enhancing corporate image and promoting customer loyalty 

(Newman, 2001; Szymigin & Carrigan, 2001; Caruana, 2002; Ehigie, 2006). Furthermore, 

service quality and customer satisfaction were found to be related to customer loyalty through 

repurchase intentions (Levesque & Mc. Dougall, 1996; Newman, 2001; Caruana, 2002). 

Delivering quality service to customers is a must for success and survival in today’s competitive 

banking.  

 



 

35 

 

PREO Journal of Business and Management                              ISSN: 2619-6824 

Vol. 3, Issue 1, February 2022 

It is not easy to decide pricing for a product or service because the core values of the available 

goods are used to evaluate price which is crucial for consumer satisfaction because the price is 

the most prominent factor to help customer estimate the good or service value. Price is also 

critical for a customer to decide on a purchase or not (Khan 2011). From consumer’s viewpoint, 

price functions as an indicator to determine consumer experience with goods or service (Mattila 

& O'Neill, 2003, p.324). Customers, therefore, are more inclined to base their purchase decision 

on price factor than on anything else (Khan 2011). 

 

According to Skindaras (2009, p.3), “we come across a lot of assorted products bearing different 

price ranges. In Marketing Mix, the price is one of the four P’s which play an important part in 

implementing marketing strategy.” Pricing, according to Han (2009, p.501), is one of the most 

suiting elements which go through quick improvement. Furthermore, the costs linked to 

restaurant service, according to Andaleeb and Conway (2006, p. 5) are different from restaurant 

style. Potential buyers take it as an expense in case of inside reference point price from which 

they contrast exact price ranges. Apart from variables mentioned earlier, preference linked to 

service and program excellence is also closely related to consumer satisfaction within the fast-

food industry. 

  

Parasuman et al. (1988) mentioned that perceived service quality is a global judgment or attitude 

relating to the superiority of the service, whereas satisfaction is related to a specific transaction. 

On the other hand, customer satisfaction has frequently been suggested to be the leading 

determinant of loyalty (Lam & Burton, 2006). Ehigie (2006) suggests that there is a significant 

positive relationship between customer satisfaction and customer loyalty/retention.  

 

Based on the related literature and theoretical framework of the study of McDougall and 

Levesque (2000), Amin et al. (2013) and Parasuman (1985, 1988), they pointed out that service 

quality is an antecedent of customer satisfaction.  

  

In view of the research setting (All Day, Tabehoudai and Mercury Drug), Saha and Theeingi 

(2009) found a significant relationship between service quality and customer loyalty satisfaction, 

meaning that the higher the perceived quality was, the higher the customer satisfaction was.  

 

Based on the intensive literature review, the following hypotheses were formulated: 

H1a. Service quality significantly and positively affects customer perceived value. 

H1b. Service quality significantly and positively affects customer satisfaction. 

H1c. Service quality significantly and positively affects customer loyalty. 

H2.  Customer perceived value significantly and positively affects customer loyalty. 

H3.  Customer satisfaction significantly and positively affects customer loyalty. 

H4. Customer perceived value mediates the significant and positive relationship between 

service quality and customer loyalty. 

H5. Customer satisfaction mediates the significant and positive relationship between service 

quality and customer loyalty. 

 

Thus, the ultimate objective of the present study is to examine the interrelationships of service 

quality, customer perceived value, customer satisfaction, and customer loyalty. To contribute to 
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the body of knowledge in service quality, the research utilized a mediation model, in particular, 

how customer perceived value and customer satisfaction mediate the relationship between 

service quality and customer loyalty. 

 

Thus, based on the hypotheses identified and objectives of the study, a research framework was 

conceptualized.  

 

 
Figure 1. Proposed Structural Model 

 

Figure 1 presents the proposed structural model of the present study. In the model, there are five 

(5) direct relationships: service quality and customer perceived quality, service quality and 

customer loyalty, service quality and customer satisfaction, customer perceived quality and 

customer loyalty, and customer satisfaction and customer loyalty. Importantly, the proposed 

model tested the mediating effects of customer perceived value and customer satisfaction on the 

relationship between service quality and customer loyalty. 

 

3. Methods 

To establish a causal link between latent and observed variables, structural equation modeling 

(SEM) was utilized under confirmatory factor analysis. A quantitative and causal research 

designs were employed in the study to examine the interrelationships of service quality, customer 

satisfaction, perceived value and customer loyalty. This study is a confirmatory factor analysis 

geared towards better understanding of service quality contextualized in a localized setting 

among service quality provisions of a drug retail outlet, a buffet restaurant and a high-end 

grocery shop. 

 

Two (2) mediating variables which are ‘customer perceived value and customer satisfaction’ 

were added in the equation to test the weight of the correlation between latent variables under 

mediating circumstances under partial mediation analysis as specified in the structural model. 

 

SEM begins with a theory where the researcher intends to test the relationship among constructs 

of interest in the study. The relationships are modeled into a theoretical framework represented 

by a schematic diagram. The schematic diagram presents the hypotheses of interest tested in the 
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study. The constructs of interest involved were measured using a set of items in a questionnaire. 

The measurement scale for each item should be either interval or ratio.  

 

Structural Equation Models (SEM) are used in a deductive mode to fit the reflective or formative 

construct, to calculate the unmeasured sources of variability responsible for the commonality 

among a set of scores and to verify the factor structure of a set of observed variables. SEM helps 

the researcher to use the knowledge of the theory, empirical research, or both, to postulate the 

relationship pattern and then test the hypotheses statistically. Unlike the more traditional 

multivariate linear model, the response variable in one regression equation in SEM may appear 

as a predictor in another equation. These structural equations are meant to represent causal 

relationships among the variables in the model. 

 

3.1 Participants 

The participants of the study were selected customers of local service providers in the City of 

San Fernando, Pampanga. There were three (3) selected local service providers that formed the 

locale of this study. One is a branch of a prominent drug store chain in the country, another is an 

emerging high-end grocery shop, and the other is a known buffet restaurant in the City of San 

Fernando, Pampanga.  

 

The participants were selected through judgment sampling technique. All identified participants 

of the study assessed the service quality of the local service providers. In order for a respondent 

to be considered, he or she must have availed the services of identified service providers under 

study. Moreover, their level of perception based on their perceived quality, satisfaction, and 

loyalty were gauged.  

 

To check whether the number of the sample size is sufficient to test a structural model, two (2) 

methods were used to estimate the minimum required sample size – the inverse square root 

method and the gamma exponential method. Using WarpPLS 6.0, the minimum absolute 

significant path coefficient in the structural model of 0.26, significance level of 0.01, and 

statistical power level of 0.99 (the highest possible statistical power to guarantee high degree 

acceptability), the minimum required sample sizes were as follows: 321 for the inverse square 

root method and 295 for the gamma exponential method (see Figure 2).  

 

The value of 0.26 for the minimum absolute significant path coefficient is found in the results of 

the mediation model in Figure 3. The statistical power level of 0.99 signifies that the probability 

of making Type II error is very minimal. Since 613 samples were used in the present study, there 

is sufficient evidence that the results of the structural model are highly acceptable. 
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Figure 2. Results of the inverse square root and gamma-exponential methods 

 

3.2 Research Instrument 

A survey questionnaire was used in the study. The instrument is composed of two (2) parts – 

demographic characteristics of the respondents and the items for each construct (service quality, 

customer perceived value, customer satisfaction, and customer loyalty).  

 

To gauge the level of service quality of a local service provider, the items were taken from 

SERVQUAL framework having the following dimensions: reliability, responsiveness, assurance, 

tangibility, and empathy (Parasuraman et al., 1988). On the other hand, customer satisfaction 

scales were taken from Bloemer and Ruyter (1998). As for customer perceived value, the items 

came from Hussain et al. (2014). And lastly, customer loyalty was measured using scaled 

adopted from Cronin et al. (2000). All items for each construct underwent validity (convergent 

and discriminant validity) and reliability (Cronbach’s alpha and Composite reliability) tests. 

 

3.3 Data Analysis 

To assess the relationships between service quality and customer perceived value, service quality 

and customer satisfaction, service quality and customer loyalty, customer perceived value and 

customer loyalty, customer satisfaction and customer loyalty, and the mediating effects of 

customer perceived value and customer satisfaction on the relationship between service quality 

and customer loyalty, a partial least square – structural equation modeling (PLS-SEM) was 

utilized. The partial least squares – structural equation modeling (PLS-SEM) is an approach 

where the variance of the latent variables, particularly endogenous variables, is maximized by 

partial model relationships estimation in an ordinary least square (OLS) regressions. This 

technique works very much similar with regression analysis (Hair, Ringle, & Sarstedt, 2011). It 

is now widely used because it can solve problematic modeling issues, highly complex models, 

and non-normal data (Hair et al., 2014). The data that were used in the study were processed 

using WarpPLS 6.0. 

 

4. Results 

The present study utilized PLS-SEM to measure the direct effects (service quality and customer 

perceive value, service quality and customer satisfaction, service quality and customer loyalty, 

customer perceived value and customer loyalty, and customer perceived value and customer 
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loyalty) and mediating effects of customer perceived value and customer satisfaction on the 

relationship between service quality and customer loyalty. 

 

For the evaluation of the study using PLS-SEM, there were two (2) levels of analyses that were 

undertaken. In the first level, the measurement model was assessed. In this analysis, tests of 

reliability and validity of the research constructs were examined. Moreover, in the second level, 

the hypotheses of the structural models were evaluated. In this level, hypothesized relationships 

among constructs were investigated (Hulland, 1999). 

 

4.1 Model Fit and Quality Indices 

Since the study used PLS-SEM, one of its aims is to identify if the model has a better fit with the 

original data than another (Kock, 2017). This was vital in measuring the quality of the model 

using several indices.  

 

Table 3 presents the goodness of fit and quality indices of the structural equation model. There 

were six (6) indices computed in the present study, namely: average path coefficient (APC), 

average R-squared (ARS), average adjusted R-squared (AARS), average block variance inflation 

factor (AVIF), average full collinearity VIF (AFVIF), and Tenenhaus goodness of fit (GoF). In 

order for the model to be acceptable, the p-values of APC, ARS, and AARS must be equal to or 

lower than 0.05 (Kock, 2017). With the values of 0.470 for APC, 0.460 for ARS, and 0.457 for 

AARS, reflecting p-values less than 0.05, the coefficients are within acceptable range. 

 

In terms of AVIF and AFVIF, the values must be both equal to or lower than 3.3 (Kock, 2017). 

With regard to Tenenhaus GoF, a gauge of the explanatory power of the model, the following 

thresholds are being followed: small if equal to or more than 0.1, medium if equal to or greater 

than 0.25, and large if equal to or larger than 0.36 (Wetzels, Odekerken-Schroder, & van 

Oppenm 2009; Kock, 2017). As seen in the results, the coefficients are within acceptable ranges.  

 

Table 3. Model Fit and Quality Indices 

Model Fit & Quality Indices Coefficients 

APC 0.461, p<0.001 

ARS 0.553, p<0.001 

AARS 0.552, p<0.001 

AVIF 2.952, acceptable if <= 5, ideally, <= 3.3 

AFVIF 2.839, acceptable if <= 5, ideally, <= 3.3 

TenenhausGoF 0.581, small >= 0.1, medium >= 0.25, large >=0.36 

 

4.2 Collinearity 

When intercorrelations or inter-associations among variables are high, multicollinearity may 

arise. To verify whether multicollinearity exists or not, the variance inflation factor (VIF) 

coefficients were computed using WarpPLS 6.0 and reflected in Table 4. The VIF values allow 

examination of both lateral and vertical collinearity (Kock & Lynn, 2012).  In order to tell 

whether no multicollinearity exists, the values of VIF must be equal to or lower than 3.3 (Petter, 

Straub, & Rai, 2007; Kock & Lynn, 2012; Kock, 2017). 
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4.3 Reliability and Validity Measurements 

To demonstrate the robustness of the results of the study, assessment of the reliability and 

validity of the variables is necessary. Reliability of the constructs was assessed to evaluate the 

consistency of items, particularly reflective items, in terms of what they intend to measure 

(Straub, Boudreau, & Gefen, 2004; Roldan & Sanchez-Franco, 2012). There were two (2) 

measures of reliability – Cronbach’s alpha and Composite reliability (Roldan & Sanchez-Franco, 

2012; Kock, 2017). Comparing the two (2) measures of reliability, composite reliability in 

general is more acceptable (Dillon & Goldstein, 1984; Peterson & Kim, 2013) but both were 

reported in Table 4. In order to reflect high reliability, the values of the composite reliability and 

Cronbach’s alpha must be equal to or higher than 0.7 (Fornell & Larcker, 1981; Nunnally, 1987; 

Nunnally & Bernstein, 1994). Table 4 shows that service quality (SERVQUAL), customer 

perceived value (CPV), customer satisfaction (CS), and customer loyalty (CL) reflect high 

reliability.  

 

Table 4. Factor Loading, Collinearity, AVEs, and Reliability Measures 
Constructs Factor Loading VIF AVE CR CA 

Service Quality   0.525 0.943 0.934 

Tan1 0.561 2.066 

Tan2 0.584 2.456 

Tan3 0.613 1.861 

Rel1 0.697 2.133 

Rel2 0.723 2.378 

Rel3 0.676 1.833 

Res1 0.748 2.224 

Res2 0.728 2.173 

Res3 0.749 2.154 

Ass1 0.766 2.371 

Ass2 0.810 2.959 

Ass3 0.801 2.806 

Emp1 0.784 3.147 

Emp2 0.779 3.182 

Emp3 0.794 3.040 

Customer Perceived Value   0.661 0.907 0.871 

CPV1 0.774 1.836 

CPV2 0.810 2.095 

CPV3 0.845 2.294 

CPV4 0.857 2.797 

CPV5 0.777 2.162 

Customer Satisfaction   0.618 0.890 0.844 

CS1 0.759 1.899 

CS2 0.839 2.319 

CS3 0.830 2.031 

CS4 0.797 1.984 

CS5 0.697 1.611 

Customer Loyalty   0.638 0.898 0.857 

CL1 0.740 1.829 

CL2 0.813 2.154 

CL3 0.842 2.230 

CL4 0.830 2.347 

CL5 (0.764) 1.877 

All item loadings are significant at 0.001 (p<0.001); VIF = variance inflation factor; AVE = average variance extracted; CR = 

Composite reliability; CA = Cronbach’s alpha 
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In terms of validity of the constructs, both convergent and discriminant validity tests were 

performed. Convergent validity measures the item quality or question/statement quality of a 

construct. It gauges whether the respondents and the designers of the items/questions/statements 

of the questionnaire have the same understanding on what the construct intends to measure 

(Kock, 2017). In order to say that the constructs possess convergent validity, the p-values of each 

item must be equal to or lower than 0.05 and the loadings be equal to or higher than 0.5 (Hair, 

Anderson, & Tatham, 1987; Hair et al., 2009; Kock, 2017). Item loading refers to the correlation 

between the construct and the item (Amora, Ochoco, & Anicete, 2016; Kock, 2017). As shown 

in Table 4, all constructs are statistically significant, and the item loadings were greater than 0.5.  

 

Part of the assessment of convergent validity is measuring the amount of variance of each 

variable from its items relative to the amount due to measurement error or simply the average 

variance extracted (Chin, 1998; Amora, Ochoco, & Anicete, 2016). According to Fornell and 

Larcker (1981), the average variance extracted (AVE) must be equal to or higher than 0.5 but for 

instances where the AVE is less than 0.5, the composite reliability must be higher than 0.6 in 

order for the construct validity to be adequate. Therefore, the coefficients of AVE satisfied the 

acceptable validity. 

 

On the other hand, discriminant validity also measures the quality of items or 

questions/statements of a construct. It gauges whether respondents are not confused with the 

items or questions/statements with the other items or questions/statements in the same construct 

(Kock, 2017). To achieve discriminant validity, the square root of the AVEs of each construct 

should be greater than any of the correlations involving that construct (Fornell & Larcker, 1981; 

Kock & Lynn 2012; Kock, 2017). Thus, the structural model reflects discriminant validity.  

 

Table 5. Square Roots of AVE Coefficients and Correlation Coefficients 

 SERVQUAL CPV CS CL 

SERVQUAL 0.725    

CPV 0.665 0.813   

CS 0.733 0.751 0.786  

CL 0.727 0.710 0.739 0.799 
Diagonal elements are the square root of AVE of constructs while the off-diagonal elements are the correlation between 

constructs.  

 

4.4 Structural Model 

Figure 3 illustrates the SEM analysis in graphical format. The model utilized reflective 

constructs to analyze the effect of measured variables. Reflective constructs are appropriate 

when measuring effects between latent variables and observable indicators (Siguaw, 2006). 

 

The beta coefficients are the path coefficients of the mediation model. Analysis of the data 

showed that service quality significant and positively affects customer perceived value (β = 0.68, 

p<.01). The same is true with service quality and customer satisfaction (β = 0.74, p<.01) and 

service quality and customer loyalty (β = 0.31, p<.01). The results indicate that, as service 

quality rises, customer satisfaction and customer loyalty also move in the same direction.  
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Furthermore, the structural model shows that customer perceived value and customer loyalty (β 

= 0.26, p<.01) and customer satisfaction and customer loyalty (β = 0.31, p<.01) magnify 

statistically significant and positive relationships.  

 

 
Figure 3. The Structural Model with Parameter Estimates 

 

The R2 coefficients are the variance percentage in the latent variable that is explained by the 

latent variables that are hypothesized to affect it (Kock, 2017). The R2 coefficients of 0.46, 0.54, 

and 0.65 (or ARS of 55%) magnify that 55% of the variability of customer loyalty can be 

explained by service quality, customer perceived value, and customer satisfaction. The 45% can 

be explained by other factors not included in the present study.  

 

Table 6 presents the direct and indirect effects of the structural model. Analysis of the data 

revealed that service quality and customer perceived value are significantly and positively related 

(β = 0.679, p<.001).Therefore, H2 is supported. The effect size of SERVQUAL → CPV is large 

(f2 = 0.461).  

 

With regard to service quality and customer satisfaction (β = 0.738, p<.001) and service quality 

and customer loyalty (β = 0.312, p<.001), the path coefficients were significant, and the 

relationships are positive; therefore, H1b and H1c are supported. The effect size for 

SERVQUAL → CS is large (f2 = 0.544) while the effect size for SERVQUAL → CL is medium 

(f2 = 0.228).  

 

When it comes to customer perceived value and customer loyalty (β = 0.259, p<.001) and 

customer satisfaction and customer loyalty (β = 0.314, p<.001) relationships, the results revealed 
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that significant and positive relationships exist; therefore, H2 and H3 are supported. The effect 

sizes for CPV → CL (f2 = 0.190) and CS → CL (f2 = 0.237) are both medium.  

 

Table 6. Direct and Indirect Effects of the Structural Model 

Hypotheses β SE f2 p-value 

Direct Effects     

H1a. SERVQUAL → CPV 0.679 0.037 0.461 <0.001 

H1b. SERVQUAL → CS 0.738 0.037 0.544 <0.001 

H1c. SERVQUAL → CL 0.312 0.039 0.228 <0.001 

H2. CPV → CL 0.259 0.039 0.190 <0.001 

H3. CS → CL 0.314 0.039 0.237 <0.001 

Indirect Effects     

H4. SERVQUAL → CPV → CL 0.176 0.028 0.128 <0.001 

H5. SERVQUAL → CS → CL 0.232 0.028 0.169 <0.001 
f2 is the Cohen’s (1988) effect size: 0.02=small, 0.15=medium, 0.35=large; SE = standard error, β=standardized path 

coefficient 

 

The mediation analysis shows that customer perceived value and customer satisfaction mediate 

the significant and positive relationship between service quality and customer loyalty; therefore, 

H2 and H3 are supported by the fit indices of the model. The effects sizes for SERVQUAL → 

CPV → CL (f2 = 0.128) and SERVQUAL → CS → CL (f2 = 0.169) are both medium.  

 

The standard error (SE), as shown in Table 6, is a measure of spread of the sample data. The SE 

shows how far the sample statistic deviates from the actual population mean. As the sample size 

increases, SE decreases. The higher the sample size, the closer the sample mean to the actual 

population mean (Berenson et al., 2012).  

 

5. Discussion and Conclusion 

The high correlation between observed variables and latent variables was due to the 

parsimonious groupings of selected observable variables appropriately enough to describe the 

customer service phenomenon delivered by the selected local service providers. This confirms 

that the level of service quality is a major determinant for customer loyalty and it cut across 

almost all types of services. 

 

The reduction of observable factors among observable variables is the main reason why high 

correlational coefficients was produced in the structural equation model and a good fit value was 

yielded. Multicollinearity was also eliminated since the model distinguished the true relation 

among latent and observable variables and thus evaded the probability for spurious correlation. 

 

The high factor loadings of the manifest variables suggest that there is a very strong association 

between the identified latent variables and the manifests variables for the SERVQUAL 

instrument. 

 

The fit indices also suggest a very good outcome from the model indicating that the manifest 

variables were able to capture the real perception of the raters of the SERVQUAL instrument in 
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gauging the service delivery among selected local service providers. The fit indices are well 

within the desired value range of the heuristically accepted fit norms for structural equation 

models.  

 

Dick and Basu (1994) argue that there are two issues that are required for customer loyalty; these 

are favorable attitude or positive perception towards a particular service provider that is high 

compared to potential alternatives, and repeated patronage or being loyal to a particular business 

establishment (repeat purchase behavior/re-investment). Thus, the most important matter is to 

consider customer loyalty as the relationship between the relative attitude toward an entity and 

patronage behavior. Attitudes have commonly been related to behaviors, but it is essential to 

notice that a consumer may hold a favorable attitude toward a brand, but not repetitively 

purchase it because of greater relative attitude toward other brands.  

 

Håkansson (1982) believed that customer loyalty mechanisms undertaken among service 

providers are aimed to create “better” customers and to differentiate the organization from its 

competitors. With “better” customers it is being assumed that he is talking about what this study 

has identified as loyal customers, who are profitable customers with high frequency of visits to 

the store. Perception and satisfaction, therefore, possess a strong mediating effect or has a direct 

reinforcement for the loyalty behavior among customers. 

 

The findings of this study show that there is a direct positive relationship between service quality 

and customer loyalty. On the other hand, customer perceived value and customer satisfaction has 

a strong mediating effect between service quality and customer loyalty. This study indicates that 

service quality is greatly affected by perceived value and customer loyalty. This gives the idea 

that quality surmounts other factors for any service patronage or loyalty programs of any service 

providers as this has been the foundation for any perceivable value and satisfaction among 

customers. Service quality has been placed to be the most important factor of customer loyalty 

and thus deemed to be the most important consideration for the average consumer under a 

patronage or loyalty program. The findings of this research reveal that service quality plays a 

significant role in influencing consumers’ perception as well as their satisfaction during the 

‘moment of truth’ or during availment of service among service providers. 

 

It is therefore important and necessary that retailing firms (pharmacy, restaurant and supermarket 

stores) must have an explicit program for customers for them to experience the true promise of 

their offered service quality, thus creating a positive perception and satisfaction which, in turn, 

make customers loyal; the program may be in the form of rewards, discounts and other 

privileges. Alongside with those rewards, it is important that customers must be satisfied by the 

service rendered by the firm. No amount of rewards or discounts can suffice positive perception 

and customer satisfaction through a good and memorable service experience coupled with a 

rational sense of value for money.  

 

Another thing to note is that this study’s cross-sectional and causal coefficients generated from 

the result of the model building may vary over time because of customers’ change in preference 

and taste for a particular service. Thus, causal models generated from cross-sectional studies 

particularly in social sciences like this research have also their limitations. The manifest 
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variables also may be subjected to change over time and the level of causality may also be 

affected by the longitudinal changes. Hence, firms such as service providers should also be 

vigilant in their respective sphere of influence for their customers because the tremendous 

change in the marketplace always drives competitors with creative strategies to snatch a big 

chunk of market share away from their rivals. Regular environmental scanning and continuous 

monitoring of customer relationship management (CRM) activities are still the best way to 

contain, maintain and lock customers for their loyalty. 

 

With so many choices for services of whatever type competing on cut-throat price wars, 

companies cannot simply rely on one CRM or marketing strategy to make their customers loyal 

to them. Innovation is still a factor to be considered when crafting loyalty programs. 

 

Strong market presence and positive image are still the major determinants of customers’ 

attention towards availing a service. Image equity must always be coupled with high service 

performance so as to fulfill the firm’s proposition promise. The ability of the service to exhibit a 

strong quality performance in the market against competing firms is a major indicator to become 

a top of the mind choice or a household name in the plethora of services competing in a highly 

contestable experience economy. 

 

Part of the unique selling proposition of a service must be the high-quality standard that can be 

visibly noticed or experienced by the customers. Living to that philosophy will eventually lead 

the service to stand out among its competitors. Repeat purchase then can be expected with high 

probability. Customers in developing countries like the Philippines always look or search for 

services that suit their budget yet do not shortchange their expected quality experience. Thus, it 

is very important among service providers to note this phenomenon. 

 

Survival in a contested marketplace is very crucial. It must be dealt with proper and unique 

selling proposition with the mixture of high value products, reasonable prices and good customer 

service. Having these factors at hand, repeat purchase and patronage can be highly expected from 

customers. 
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