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1. INTRODUCTION

To cope with maturing markets, stiffer competition and a continuous increase in customers’ expectations, service firms are forced to adopt proactive strategies to become more quality-focused and customer-driven. Endorsed by practitioners and academics alike, service guarantees have become increasingly attractive tools to spear-head the efforts to increase service quality, customer satisfaction, customer loyalty and, ultimately, the financial performance of companies.

While past research has focused on recommending certain criteria in the design of service guarantees, advocating the benefits of guarantees that fulfil those criteria and documenting success stories, the literature provides little rigorous and methodical empirical research on the relationships between service guarantees and service quality.  Moreover, past research has seldom examined the impact of service guarantees on employee motivation/vision and organizational learning – both of which are important determinants of service quality.  Hence, this paper attempts to investigate the relationship between a service guarantee and service quality as well as to examine the interaction effects between a service guarantee and determinants of service quality in the context of a multi-national hotel chain in America. 

2. BACKGROUND

This section examines previous research on service guarantee with emphasis on service guarantee models.  This will enable us to identify a preliminary validated framework to be used for this study.  An examination of the existing literature on service guarantees show that it focuses mainly on the important elements, benefits, impacts and success stories of service guarantees.  

Hart, Schlesinger and Maher (1992) define  “service guarantee” as “a statement explaining the service customers can expect (the promise) and what the firm will do if it fails to deliver (the payout)”.  A guarantee can be explicit or implicit, specific or total in coverage and conditional or unconditional (Hart, 1993).  The mere existence of a service guarantee is unlikely to bestow any benefits on the firm.  A service guarantee has to be well-designed to give the firm the desired marketing and operating leverages.  The literature describes seven key characteristics needed for a service guarantee to be successful (Hart, 1993; Marvin, 1992; Maher, 1991; Heskett et al., 1988; Hart, 1988).  A service guarantee has to be unconditional; easy to understand and communicate; meaningful; credible; a declaration of trust in customers; as well as easy to invoke and to collect on.

A service guarantee has great marketing appeal.  It proclaims the reliability of the firms’ high quality service and increases their aggressiveness. Most importantly, a service guarantee encourages potential customers to try the service.  Generally, customers’ perceived risk associated with any service encounter is high due to the unpredictable nature of services (Parasuraman, Zeithaml and Berry, 1985; Guseman, 1981).  A good service guarantee, by managing customer expectations, can reverse such a perception by making credible promises of high quality performance in those service elements deemed important by the customers. Customers are also assured to the extent that they are compensated in the event of service failures.  Naturally, both potential and existing customers will be attracted by these characteristics. 

While attracting new customers, a guarantee seeks also to keep dissatisfied ones through customer retention and recovery. Competent resolution of customer complaints makes customers even more loyal than those who are only satisfied with the firms’ quality (Jones and Sasser, 1995). In addition, not only will more customers be recovered but also by constantly and continuously improving those critical service elements that are close to the hearts of customers, service quality improvements can be accelerated. 

Conversely, a service guarantee may have no effect on the marketing strength of the firm (Hays et al., 2001b).  The essence of a guarantee lies in its value of recovering customers by encouraging complaints.  If the service standards are very poor to start with, implementing a service guarantee may be futile because customers’ expectations cannot be met and money is wasted trying to recover them.  At times, a service guarantee can actually discourage customers.  If some fundamental aspect, such as the hygiene in a hospital, is guaranteed, it can raise doubts about the service quality of the firm, thus, increasing the risk perceived by potential customers.  Similarly, if a guarantee is needed in order to attract customers, consumers can become suspicious and doubtful of the firms’ quality performance.  They may view this as the firm’s acknowledgement that failures occur, a confirmation of the existence of lingering problems.   

The operation impacts of a service guarantee on the company are many.  A guarantee can be such a power that ceaselessly drives, motivates and binds employees in the vision to offer superior service that exceed customer satisfaction through organizational learning in a well-established service recovery process.  Firstly, the implementation of a guarantee includes the setting up of a clear and inviting mechanism for customers to trigger the guarantee as well as training and empowering employees to deal with invoked guarantee.  This means that an organization is encouraged to thoroughly examine and formalize its entire service delivery system to avoid its guarantee being invoked or alternately to use the guarantee itself to recover the service.

In addition, an effective service guarantee sets clear standards of performance for customers to expect and employees to adhere to (Al, 1993; Maher, 1991; Rose, 1990; Hart, 1988).  It communicates to workers the level of service that the firm intends to offer to its customers as well as provide a clear and strong task identity (Cahill and Warshawky, 1995). As the firm’s reputation and bottom-line are at risk, employees have no choice but to become committed to improving service quality.  Thus, a service guarantee can positively influence the motivation and vision of employees.  On the other hand, employees working under a service guarantee program may find it increasingly difficult to match up to the organization and customer expectations, given their limited training and skills.  Thus, a service guarantee may have no effect on those employees.  Worse, a service guarantee may even have a demotivating effect rather than a motivating effect on employees (Wirtz, 1998; Al, 1993; Lewis, 1993).  Due to the constant flow of negative feedback from service guarantee invocations, employees can become discouraged easily. 

Although organizations can learn in many ways, this study is focused on organizational learning through service failures, that is, customer complaints.  Due to the intangible nature of services, customer complaints can be viewed as an important means for detecting and correcting service failures which can provide much scope for organizational learning.  A service guarantee can be an effective complaint management tool that provides important feedback on service failure for firms, resulting in more efficient learning (Hays et al., 2000; Hill et al., 1998).  As the guarantee encourages and even rewards customer complaints, specific, actionable and constructive information on the sources of service failures can be acquired and shared among the employees.  This can increase the firm’s understanding of customers’ expectations of superior service quality and facilitate greater quality improvements.  

The link between service quality and business success has been established.  Quality is an important predictor of both market share and profitability in many markets (Buzzell and Gale, 1987; Philip et al., 1983).  Buzzell et al. (1987) and Phillips et al. (1983) have reported a significant relationship between relative quality and return on investment (ROI) for firms represented in the PIMS database.  Capon, Farley and Hoenig (1990) have found 20 studies that support a direct relationship between quality and economic returns in a meta-analysis of results from 320 empirical studies published between 1921 and 1987. Other researchers (Ittner and Larcker, 1996; Rust et al., 1995; Anderson et al., 1994; Bullard, Cronin and Schemwell, 1993; Jacobson and Aaker, 1987; Goodman, Mara and Brigham, 1986) have provided further evidence for the positive impact of perceived service quality on a firm’s success.  

A service guarantee can play an important role in enhancing a firm’s perceived service quality.  By ensuring responsiveness to customers’ expectations, the organization is compelled to deliver reliable and excellent service.  Much anecdotal evidence has been documented to show that service guarantees are useful for improving business performance.  Examples include British Airways, L. L. Bean, Domino’s Pizza, Citibank (Hart, 1988), Colorado Bank (Browning, 1989), Embassy Suites, Harrah’s Casinos (Rose, 1990), Hampton Inns (Rust et al., 1992), Delta Dental Plan, JWS Technologies, Marriott Hotels (Hart, 1993) and Radisson Hotels (Hays et al., 2000; Swanson et al., 1999; Hill, 1998).

Two studies namely Hays et al. (2001b) and Wirtz (1998) have attempted to develop a service guarantee model that encompasses the findings of the service guarantee literature.  Wirtz (1998) developed a model to show the impact of a well-designed guarantee on operations, service quality, consumer behavior and business performance.  However, the model has yet been validated empirically.  Hays et al. (2001b) developed a model (Figure 1) to show how a service guarantee affects service quality and business performance.  In this model, a strong service guarantee improves customer satisfaction, service quality and customer loyalty through three intervening variables: Marketing Communications Impact, Employee Motivation and Vision and Organisational Service Learning.  Although the model posited the positive effect of a service guarantee on the marketing strength of the firm, no attempt was made in the study to measure marketing impact.  Instead, the study focused more on the less obvious effects of a service guarantee, such as employee motivation and vision and learning through service failures, and their subsequent effects on service quality.

The dearth of empirical research confines theoretical discussion of a service guarantee to anecdotal reports.  To date, only the study of Hays et al. (2001b) represents the first step towards empirical verification of service quality and service guarantee.  While it is vital to understand the impact of service guarantee on motivation and vision, service learning through failures and service quality, it is even more paramount to examine the existence of any 


underlying linear or non-linear relationships among the variables.  Hence, this paper attempts to provide further insights into whether the variables of service guarantee, service quality, motivation and vision, and service learning through failures are inter-related in a linear or non-linear manner.  

3. RESEARCH HYPOTHESES

Hypothesis 1: There are significant underlying non-linear relationships between the dependent factors and their determinants.

Hypothesis 2: There are significant differences between the dependent factors and their determinants in the presence of a service guarantee.

METHOD

Data on “Service Quality” was obtained from telephone surveys of a random sampling of hotel guests. The guests were interviewed on their perceptions of various aspects of the hotel’s performance (Table 1).  The unit of observation for Service Quality data was the hotel customer as an informant.  

Table 1: List of Dependent Variables

	Variable Description

	Willingness to Recommend (WTRC)


Value for Price Paid (VPP)





Overall Satisfaction (OS)





Willingness to Return (WTR)





Overall Room Quality
 (ORQ)




Guest Room Cleanliness (GRC)




Guest Room Quietness (GRQ)




Guest Room Lighting (GRL)





Building and Grounds Appearance (BGA)



Sense of Security (SS)





Find Way Around Hotel (FWH)



The constructs of employee motivation/vision and learning through service failure were measured with a survey instrument developed by Hays et al. (2000) (Table 2).  The unit of observation for both the employee motivation/vision construct and the learning through service failure construct was the hotel employee as an informant.

4. DATA ANALYSIS

The data analysis strategy is adopted from the studies of Sum, Yang, Ang and Quek (1995) and Sum, Quek and Lim (1999) and Ang et al. (1999).  There are two stages to data analysis.  The first stage uses factor analysis to examine the presence of underlying dimensions for the independent (Table 2) variables.  The second stage involves the testing of the research propositions by means of Alternating Conditional Expectation (ACE) analysis in which regression models are developed to investigate the interrelationships between the dependent and independent factors.  

Since the unit of analysis was the hotel, each unit hotel observation for employees was matched with each unit hotel observation for guests for both before and after the implementation of the service guarantee.  Those observations that were not matched were discarded, thus leaving a usable sample of 88 matched observations.  The resulting list of dependent and independent variables employed in the ACE analysis is stated in Table 3.  Table 4 shows the factors used in the final ACE model and its corresponding R2, adjusted R2 and p-values.  The p-value for each variable is statistically significant at the 5% level.

Table 2: List of Independent Variables(
	Dimensions
	Variable Description

	Motivation and Vision

	Motivation
	Our employees always make customer satisfaction their top goal.

	
	Our employees go out of their way to listen when customers complain.

	
	Our employees feel a strong sense of accountability and ownership for service quality.

	
	Customer satisfaction is not very important to my co-workers. 

	Vision


	Our service quality priorities are always clear to our employees.  

	
	Our employees have a clear understanding of the role that service quality plays in helping our company compete in our market. 

	
	We have very well defined standards for service quality.

	Learning Through Service Failures

	Discovery
	When a service problem occurs, we are almost always aware of the problem. 

	
	Our employees are very aware of customer complaints and why they occur.

	
	Customers with a service problem seldom complain to us.

	
	Our systems catch all of our customers' complaints.

	Data


	We have accurate information on how many complaints we receive. 

	
	We have accurate information on why our customers complain.

	
	Information on customer satisfaction trends is communicated to all of our employees.

	Improvement
	Collecting customer feedback helps us to regularly improve our service quality.

	
	We have improved our service quality over the past year based on customer complaint information.

	
	Customer complaint information is used to help us eliminate future service problems.

	
	When a customer complains to us, the cause of the problem is found and fixed quickly.

	
	Customer complaints at our hotel occur over and over again for the same reasons. 

	
	Our service quality is improving rapidly.


(Based on the study of Hays et al. (2001a, 2001b).

Table 3: Description of Dependent and Independent Factors Used in ACE Analysis 

	Factor Name
	Factor Description
	Type

	Perceived Service Performance 

(Y1)
	The degree to which a firm’s amenities and services generate customers’ satisfaction, loyalty and positive word-of-mouth.
	Ordinal

	Learning and Recovery Structure

(X1)
	The extent to which a firm can learn and develop comprehensive systems, policies, procedures and standards to support good service recovery. 
	Ordinal

	Learning and Recovery 

Structure * SG

((X1SG10/X1SG01)
	The extent to which a firm can learn and develop comprehensive systems, policies, procedures and standards to support good service recovery in the absence/presence of a service guarantee.
	Ordinal-Categorical

	Motivation

(X2)
	The extent to which a firm’s employees feel accountable, are motivated to satisfying customers and aware of the key role that service quality plays in the company’s overall strategy.
	Ordinal

	Motivation * SG

(X2SG10/X2SG01)
	The extent to which a firm’s employees feel accountable, are motivated to satisfying customers and aware of the key role that service quality plays in the company’s overall strategy in the absence/presence of a service guarantee.
	Ordinal-Categorical

	Complaint Data Accuracy

(X3)
	The extent to which a firm knows the exact nature of customer complaints.
	Ordinal

	Complaint Data Accuracy * SG

(X3SG10/X3SG01)
	The extent to which a firm knows the exact nature of customer complaints in the absence/presence of a service guarantee.
	Ordinal-Categorical

	Complaint Willingness

(X4)
	The extent to which a firm’s customers are willing to complain in the face of a service breakdown.
	Ordinal

	Complaint 

Willingness * SG

(X4SG10/X4SG01)
	The extent to which a firm’s customers are willing to complain in the face of a service breakdown in the absence/presence of a service guarantee.
	Ordinal-Categorical

	Service Guarantee (SG)
	The absence/presence of a service guarantee.  
	Categorical


(X1SG10  represents Learning and Recovery Structure in the absence of a service guarantee

X1SG01 represents Learning and Recovery Structure in the presence of a service guarantee

Table 4: ACE Model for Perceived Service Performance 

	Determinant Factors

(Factor Name)
	Dependent Factor

Perceived Service Performance (Y1)

	
	Factor R2
	Factor p-value

	Learning and Recovery Structure (X1)
	0.0319
	0.126e-3

	Learning and Recovery Structure With Service Guarantee (X1SG01)
	0.0134
	0.410e-4

	Motivation With Service Guarantee (X2SG01)
	0.0827
	0.203e-1

	Complaint Data Accuracy Without Service Guarantee (X3SG10)
	0.1333
	0.285e-1

	Complaint Willingness (X4)
	0.0161
	0.308e-1

	Complaint Willingness Without Service Guarantee (X3SG10)
	0.0007
	0.499e-1

	Service Guarantee (SG)
	0.0268
	0.115e-1

	Model p-value
	
	0.134e-2

	Model Adjusted R2
	
	0.2418

	Model R2
	
	0.3402

	N
	
	88


5. RESULTS AND DISCUSSION

From the list of 13 independent factors (Table 3), a best 7-independent-factor regression model is selected for Perceived Service Performance (Y1).  The final analytic transformations for the ACE regressive model are shown in Figure 2.  The adjusted R2 value and p-value for the Perceived Service Performance model are 0.2418 and 0.134e-2 respectively.   The findings support the study’s hypotheses that there are significant non-linearities and differences in the Perceived Service Performance-determinant relationships.
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Figure 2: Transformations for Perceived Service Performance Model
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Figure 2: Transformations for Perceived Service Performance Model (Continued)

Learning and Recovery Structure 

Figure 2b shows that learning and recovery structure affects perceived service performance positively.  The transformed variable suggests that in order to improve customers’ perceptions of service performance, proper recovery structure is critical for recovering service failures. 

IBM’s Rochester, Minnesota plant, developer and manufacturer of the AS/400 and winner of the 1990 Malcolm Baldridge National Quality Award, undertook a study to chart the impact of recovery on customer retention.  Its study found that customers were even more likely to bring in repeat business if a problem was resolved satisfactorily than if there had been no problem in the first place.  Thus, when the consumer chooses a service provider for the next transaction, the effectiveness of the service recovery effort may be a more important determinant than the original service failure. 

Learning and Recovery Structure - With Service Guarantee

Learning and recovery structure in the presence of a service guarantee seems to affect perceived service performance.  The plot suggests that as the level of learning and recovery structure increases, perceived service performance first decreases and then increases (Figure 2c).

The transformation reaffirms the need of having a high level of learning and recovery structure in a successful service guarantee program.  Consistent and reliable systems, policies, procedures and standards ensure that the guests’ initial displeasure is minimised and that they are adequately compensated for the inconveniences. 

Motivation – With Service Guarantee

The importance of motivation in the presence of a service guarantee is reflected in Figure 2d which shows a high threshold level of motivation before perceived service performance starts to improve.

Employees who are very motivated and feel responsible for delivering quality service will develop a sense of urgency in meeting customers’ needs.  This may be especially true in the presence of a service guarantee.  This sense of urgency in the employees can translate into appropriate attitudes and commitment to customer satisfaction. Thus, perceived service performance increases.

Complaint Data Accuracy – Without Service Guarantee

Figure 2e shows the transformed variable of complaint data accuracy in the absence of a service guarantee. This suggests that while some perceived service performance could be attained with low data accuracy, a high level of complaint data accuracy is required before further increases in service performance can be realised. 

Accurate, relevant and sufficient information on customers is necessary for a firm to identify service failures, address customer complaints, and improve service performance to prevent future service failures. One way to obtain such information is through customer complaints.  Complaints bring to the firm’s attention the problematic areas in the service encounter.  This enables the firm to focus on strengthening its core competencies and eliminating its weaknesses.  Moreover, customers’ feedback gives the firm insights into the customers’ criteria for excellent service, thus helping the firm to tailor its services to suit each customer. Nevertheless, the data obtained may sometimes be insufficient or too general to produce significant changes in customers’ perception of service performance.  When the information is gathered with greater precision and is scrutinised more closely, fundamental system faults are likely to be identified.  The feedback is then used to reengineer policies, procedures and systems.  Consequently, a significant improvement in service performance is observed. 

Complaint Willingness

The transformation plot (Figure 2f) suggests that as the degree of willingness of customers to complain increases, the level of perceived service performance flattens and then increases. 

In general, increased willingness of customers to complain can provide the firm with an immense competitive advantage as the feedback obtained can be utilised to improve the firm’s service performance.  It is obvious that if unhappy customers are to be appeased, they must first make a complaint.  When complainants subsequently receive fair and respectful treatment, their perceptions of the capabilities of both the firm and the employees change for the better.  Moreover, eliciting feedback from customer is a form of two-way communication whereby the firm can respond to each complaint with better treatment of the customer involved.  Since each complaint often speaks for many other customers who were dissatisfied but did not complain, actively encouraging customer complaints for the purpose of improving the service delivery system is an excellent way to collect information about the firm’s performance.  Plymire (1991) and Richins et al. (1989) concur with this notion.  

Complaint Willingness – Without Service Guarantee

The transformed variable of the degree of customers’ willingness to complain in the absence of a service guarantee is shown in Figure 2g.  Figure 2g indicates that higher degree of complaint willingness first has a negative followed by a positive impact on perceived service performance.

With increased willingness of customers to complain, the firm is able to obtain information pertaining to the needs and wants of its clients.  A complete understanding of customers’ expectations can foster improvements in system capabilities and strengthen the weak links in the service delivery.  Customers’ perception of service performance then improves.

Service Guarantee

Customers’ perceived level of service performance is higher under a service guarantee program than in the absence of a service guarantee program (Figure 2h).

Guarantees are legally binding contracts that can have a substantial negative impact on a firm’s bottom line.  This intimidating downside would not make sense if there was not an upside at least as large.  Specifically, guarantees require an organisation to establish customer satisfaction measures as key performance indicators and to track errors.  This in turn affects both the operations and culture of the firm.  The guarantees make strong statement about the importance of service quality to the firm and empower employees to ensure customer satisfaction. 

Figure 2h confirms the findings of various authors (Hays et al., 2001b; Hill et al., 1998; Wirtz, 1998; Ettorre, 1994; Hart, 1993; Rust et al., 1992; Maher, 1991; Rose, 1990; Browning, 1989; Firnstahl, 1989; Hart, 1988) that a service guarantee impacts customer service delivery positively.

6. CONCLUSION

Our study provides the groundwork for using ACE in service quality research and contributes significantly to the understanding of the complex relationships (both linear and non-linear) of perceived service performance, service guarantee and other determinant variables.  Specifically, our findings suggest non-linear relationships between perceived service performance and its determinant variables.  Thus, it is paramount that managers understand and utilize our results effectively to achieve increased perceived service performance.
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Figure 1: A Service Guarantee Model by Hays et al. (2000)
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