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Chapter 12:
Managing Customer      
Relationships&

Building Loyalty

Services Marketing
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Recap

= In which week of the course are we? 

= Which part of the book are we starting?

= What is the most difficult part of working at the front desk?

= From where do the cycles (failure, mediocrity, or success) 
start?

= What are the three areas of the service talent cycle?
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Thought provoking questions

Why do I have do deliver a good 
teaching?

Are there services to which you 
are loyal?
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Why is Customer Loyalty Important 
to a Firm’s Profitability?

= Customers become more profitable the longer they remain 
with a firm:
è Increased purchases and/or account balances

- Customers/families purchase in greater quantities as they grow

è Reduced operating costs
- Fewer demands from suppliers and operating mistakes as   

customer becomes experienced

è Referrals to other customers
- Positive word-of-mouth saves firm from investing money in sales 

and advertising

è Price premiums
- Long-term customers willing to pay regular price
- Willing to pay higher price during peak periods
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Customer loyalty and firm’s 
profitability

Year 1

= Customer basis: 1,000

= New customers per year: 10%

= Yearly customer retention: 95%

Which is the customer basis for Year 2? And Year 3?
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Why Customer Loyalty Is Important 
for a Firm’s Profitability

6

Leaky bucket theory and firm growth
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Assessing the Value of a Loyal 
Customer

= Must not assume that loyal customers are always more 
profitable than those making one-time transactions
Costs 

- Not all types of services incur heavy promotional expenditures to  
attract a new customer 

Revenue
- Large customers may expect price discounts in return for loyalty
- Revenues don’t necessarily increase with time for all types of  

customers 



Slide © 2010 by Lovelock & Wirtz Services Marketing 7/e Chapter 2 – Page 8

Why are Customers Loyal?
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Why are Customers Loyal?

= Customers stay loyal when we create value for them

• Feelings by customers that in an established relationship, there is less risk  of something going 
wrong, greater confidence in correct performance, and the ability to trust the provider.

Confidence benefits 

• Embrace mutual recognition between customers and employees, being known by 
name, having a friendship with the service provider, and enjoyment of certain 
social aspects of the relationship. 

Social benefits 

• Better prices, discounts on special deals that are unavailable to most customers, 
extra services, higher priority when there is a wait, and faster service than most 
customers.

Special treatment benefits 
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Example – Priority for existing customers
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The Wheel of Loyalty
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The Wheel of Loyalty 



Slide © 2010 by Lovelock & Wirtz Services Marketing 7/e Chapter 2 – Page 13

Building a Foundation for Loyalty

= Search for value, not just volume
è Marketing is about getting better

business, not just more
business.

= Manage the customer base through 
effective tiering of service
è Zeithaml, Rust, and Lemon 

illustrate this principle through 
a four-level pyramid.

= Customer satisfaction and service 
quality are prerequisites for loyalty
è The satisfaction–loyalty 

relationship can be divided into 
three main zones: defection, 
indifference, and affection.

13
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Targeting the Right Customers

= Target the right customer
è How do customer needs relate to operations elements?
è How can service personnel meet expectations of different customers?
è Can company match or exceed competing services that are directed at 

same types of customers? 

= Focus on number of customers served and value of each 
customer 
è Some customers more profitable than others in the short term
è Others may have room for long-term growth

= “Right customers” are not always high spenders
è Can be a large group of people that no other supplier is serving well
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The Customer Pyramid
16

Source: Adapted from Valarie A. Zeithaml, Roland T. Rust, and Katherine N. Lemon (2001), “The Customer 
Pyramid: Creating and Serving Profitable Customers,” California Management Review, Vol. 43, No. 4, pp. 
118–142.
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Customer Satisfaction and Service 
Quality as Prerequisites for Loyalty

17

Source: Adapted from Thomas O. Jones and W. Earl Sasser, Jr. (November–December 1995), “Why 
Satisfied Customers Defect,” Harvard Business Review, p. 91.
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18

Strategies for Developing Loyalty 
Bonds with Customers

Deepen the relationship 
through cross-selling 
and bundling 

Create loyalty rewards

Build higher level bonds 
such as social, 
customized and 
structural bonds
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Example – Cross-selling
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Example – One-stop shopping
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Strategies for Developing Loyalty 
Bonds with Customers

= Reward Based Bonds: Incentives that offer rewards based on 
frequency of purchase, value of purchase, or combination of 
both 
è Financial bonds

- Discounts on purchases, loyalty program rewards (e.g., frequent  
flyer miles), cash-back programs

è Non-financial rewards
- Priority to loyalty program members for waitlists and queues in call  

centers; higher baggage allowances, priority upgrading 

è Intangible rewards
- Special recognition and appreciation, tiered loyalty programs

= Reward-based loyalty programs are relatively easy to copy and 
rarely provide a sustained competitive advantage 

https://www.target.com/circle
https://www2.hm.com/en_us/member/info.html
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Example – Financial bond
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23

Build Higher-Level Bonds

Higher-Level 
Bonds

Social Bonds Customization 
Bonds

Structural 
Bonds
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24

Build Higher-Level Bonds
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Strategies for Reducing 
Customer Defections
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26

Strategies for Reducing Customer 
Defections

Analyze customer defections and monitor 
declining accounts

– Understand the reasons for customer switching.

Ø These include:

Ø core service failures; 
Ø dissatisfactory service encounters; 

Ø high, deceptive, or unfair pricing; 
Ø inconvenience in terms of time, location, or delays; 

and

Ø poor response to service failure.
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What Drives Customers to Switch?
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Analyze Customer Defections and 
Monitor Declining Accounts 

= Understand reasons for customer switching

= Churn Diagnostics
è Analysis of data warehouse information on churned and declining 

customers

è Exit interviews: 
- Ask a short set of questions when customer cancels account;          

in-depth interviews of former customers by third party agency

è Churn Alert Systems: 
- Monitor activity in individual customer accounts to predict 

impending customer switching
- Proactive detention efforts – send voucher, customer service 

representative calls customer
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Example – Churn diagnostic
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Addressing Key Churn Drivers

= Delivery quality

= Minimize inconvenience and non-monetary costs

= Fair and transparent pricing

= Industry specific drivers

è Cellular phone industry: handset replacement a common reason for 
subscribers discontinuing services – offer proactive handset 
replacement programs
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Other Ways to Reduce Churn

= Implement Effective Complaint Handling and Service 
Recovery Procedures

= Increase Switching Costs
è Natural switching costs 

- e.g., Changing primary bank account – many related services tied 
to account

è Can be created by instituting contractual penalties for switching
- Must be careful not to be perceived as holding customers hostage
- High switching barriers and poor service quality likely to generate 

negative attitudes and word of mouth
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Example – Handling complaints


