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ABSTRACT

Customer retention seems to be a matter of great concern to many companies
especially in service sectors. Particularly, the importance of customer retention is
highlighted since the competition among the businesses is growing and acquiring new
customers is very expensive. For the airline industry, customer retention has become
critical as companies are struggling with many challenges, mainly stiff competition,
apart from other issues such as terrorism and accidents. Those issues have caused
customers to keep switching from one airline to another. Thus, based on Mehrabian
and Russell model, this study has sought to examine to what extent the customer
retention in the airline industry can be influenced of by service quality, positive and
negative consumption emotions. Accordingly, using purposive sampling method, the
respondents for this study are passengers who have travelled using national airlines
within the past twelve months. Through self-administered questionnaire, 218
questionnaires were usable for analysis which was performed using SPSS and PLS-
SEM. The findings show that there is positive and significant relationship between
service quality and customer retention, between service quality and positive
consumption emotion; and between positive consumption emotion and customer
retention. In addition, result also shows that there is a negative relationship between
service quality and negative consumption emotion as well as between negative
consumption emotion and customer retention. Further, among service quality, positive
consumption emotion and negative consumption emotion; positive consumption
emotion has the most influence on customer retention. The findings of this study
provide valuable implications and contributions from the both managerial side and
academic perspective.
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND OF STUDY

Customer retention seems to be a matter of great concern to most key decision makers
in most companies (Han & Hyun, 2015). The modern business environment is
characterized by rampant business failure as seen in low profits, low growth, poor
image, and stiffening competition in every industry (Ali, Fu, & Rehman, 2014).
Industries are increasingly getting amorphous — borderless; globalization yielding new
realities and influences; challenges of satisfying human resource and so forth
(Arokiasamy, 2013; Naidoo, 2010). Customer retention guarantees company growth
as retained customers pose low cost of operation and acquiring new customers is very
expensive (Al-Jader & Sentosa, 2015; Hundre, Kumar, & Kumar, 2013; Mostert,
DeMeyer, & Van Rensburg, 2009). Airline industry around the globe is like any other
industries, it experiences challenges of customer retention in both cargo and passenger
operations. Further, 2015 was another very difficult year for air cargo. Growth has
slowed and revenue has fallen. In 2011 air cargo revenue peaked at $67 billion. In
2016, ““we are not expecting revenue to exceed $51 billion’’, said Tony Tyler (2016),
CEO!/ Director General, International Air Transport Association (IATA).

IATA reports that, globally, cargo volumes had expanded by 2.2 percent in
2015 compared to 2014. Though there was growth, it was rather a slower pace growth
compared to the five percent growth in 2014. This weakness indicates sluggish trade
trend in many parts of the globe, particularly in Europe and Asia-Pacific (IATA,
2016). To put the need for customer retention into airline perspective, it is important

to highlight the importance of the industry in the entire economy. The airline industry



of any economy around the world plays an important role in the development of the
economy (MAIR, 2016). Airline industry equally shapes other industries and sectors
of the economy. Commercial airline industry sector is particularly impactful on
tourism, trade and hospitality.

Over the last three decades, the airline industry has experienced one of the
most remarkable developments. This period witnessed high growth rates and stiff
competition (IATA, 2015). This is probably due to liberalization whereby one airline
can open a number of international routes. Nearly all national economies have their
own national carriers. In addition, a number of other commercial airlines equally
developed within the same economy. These developments inevitably have created stiff
competition in the industry.

Another sensitive issue that the airline industry has suffered from is terrorism
and accidents. A number of aircraft hijacking, shoot downs like the Malaysian
Airlines that was shot in Ukraine (Hankins, 2016), as well as a Russian civilian
aircraft carrying tourists was gunned down over Sinai in Egypt (MacFarquhar &
Thomas, 2015). Further, the 2014 financial year turned out to be a tough year for the
Malaysian aviation sector, particularly after the strong growth experienced in the 2013
financial year. There was a slowdown in passenger traffic and commercial aircraft
movements in the financial year 2014, mainly due to slower growth in domestic and
foreign tourist arrivals. Recent fatal air accidents of Malaysia Airlines flight MH370
and MH17, as well as Indonesia AirAsia flight QZ8501, added to the woes of the
airline industry (MAIR, 2016). All these cases seem to have left airlines users to be
indifferent. This situation of indecisiveness amongst travelers has had a lot of impact
on customer retention in the airline business. Coupled with stiff competition, airlines

seem to experience a reducing number of customers. Passengers do not seem to have a



reliably preferred airline that they can think of whenever they travel. Passengers only
have transactional rather than relational encounters with any airlines. This lack of
customer retention creates uncertainty in business operations. Strategic growth of the

company may be disturbed.

1.2 STATEMENT OF THE PROBLEM

The airline industry has been struggling with many challenges including cutting costs,
managing fluctuating demand, keeping up with tight quality requirements while trying
to maintain superior services and satisfy the needs of various customer groups (Baker,
2013). Specifically, the airline companies are experiencing aggressive competition
due to the low cost of the emergence carriers (Trejos, 2014; Jan, Abdullah, & Smail,
2013); the rapid advancements in technology (Al-Jader & Sentosa, 2015); and
superior service quality being offered by some airlines (Mazzeo, 2003). These issues
have caused customers to keep switching from one airline to another.

Generally, customers in the airline industry do not seem to have reliably fixed
trust in one preferred airline whenever they have to travel (Bejou & Palmer, 1998). As
of now, whenever one has to travel, the customer always wants to try another airline
instead of sticking to one. Yet the ideal situation should have been that whenever a
customer has to travel or has any need to use air transport system, such customer
should automatically be able to know where and which airline to use (Campbell &
Vigar-Ellis, 2012). This trend is caused by a number of factors which include among
others; the previous poor consumption experience (Jang & Namkung, 2009).

Furthermore, some airlines suffer from poor services, such as poor check-in
services, issues with reservations and ticketing, flight delays, issues with flight

schedule, which leaves customers extremely agitated and dissatisfied (Petzer, Meyer,



Svari, & Svensson, 2012; Ali, 2007). Normally, when customers are dissatisfied, they
often tend to switch to other service providers (Chang & Chang, 2010). This lack of
capacity to retain customers has many implications on the part of airliners such as the
need to incur extra costs to recruit or search for new customers (Jahromi, Stakhovych
& Ewing, 2016; Mostert et al., 2009).

In addition, some research has been done related to customer retention (CR) in
a wide range of industries across economies in the world. The most cited reason for
research attention in customer retention (CR) is the ever changing consumer
behaviour and difficulties and high cost of recruiting new customer (Lewis, 2006;
Reinartz, Thomas, & Kumar, 2005). Although researchers bring about possible
different determinants of customer retention in different perspectives and industries,
such as perceived service quality and consumption emotions (Syagirah &
Faizurrahman, 2014), satisfaction, trust and price reasonableness (Han & Hyun,
2015), customer satisfaction, perceived value and brand image (Hussain, Al-Nasser, &
Hussain, 2015), relational investment and solidarity (Othman & Is’ haq, 2015),
switching barriers observed as some possible customer retention determinants
(Tamuliene & Gabryte, 2014; Trasorras, Weinstein, & Abratt, 2009; Ranaweera &
Prabhu 2003); it is not yet clear as to what actually brings about acceptable level of
customer retention as researchers seem to lack coordination of possible issues that
explain the concept. Thus, there is a general need to examine the factors which could
influence customer retention, particularly in the context of the airline industry.

Although most studies mention service quality as the main established factor
which could help firms to retain their customers (Han & Hyun, 2015; Syagirah &
Faizurrahman, 2014; Trasorras et al., 2009; Venetis & Ghauri, 2004), besides service

quality, few literatures have found that consumption emotion also plays a key role in



influencing customer repurchase decisions (Romani, Grappi, & Dalli, 2012; Faullant,

Matzler, & Mooradian, 2011; Han & Back, 2007). However, not many empirical

studies pay attention to the influence of consumption emotion, especially in relation to

the airline industry. Therefore, this study sought to examine the influence of service

quality,

positive and negative consumption emotion on customer retention,

particularly in the context of the airline industry.

1.3 RESEARCH QUESTIONS

The research questions are as follows:

1.

What is the relationship between service quality and positive consumption
emotion?

What is the relationship between service quality and negative consumption
emotion?

What is the relationship between service quality and customer retention?
What is the relationship between positive consumption emotion and
customer retention?

What is the relationship between negative consumption emotion and
customer retention?

In retaining customers in the airline industry, which factor; service quality,
positive consumption emotion or negative consumption emotion exerts the

most influence?

1.4 RESEARCH OBJECTIVES

This study has general objective and specific objectives are as follows:



1.4.1 General Objective

The general objective of this study is to identify and examine the influence of service

quality, positive consumption emotion and negative consumption emotion on

customer retention in the airline industry.

1.4.2 Specific Objectives

Specifically, the research objectives of this study include the following:

1.

To examine the relationship between service quality and positive
consumption emotion.

To examine the relationship between service quality and negative
consumption emotion.

To investigate the relationship between service quality and customer
retention.

To examine the relationship between positive consumption emotion and
customer retention.

To examine the relationship between negative consumption emotion and
customer retention.

To determine which factor among service quality, positive consumption
emotion, negative consumption emotion influences customer retention the

most in the airline industry.

1.5 SIGNIFICANCE OF STUDY

Customer retention brings about good word-of-mouth, stimulates repeat purchases,

customer loyalty, and brings the possibility of the low cost of operation (Bolton,

Kannan, & Bramlett, 2000). Available airline industry literature suggests that



customer retention is a great challenge because if customers keep switching to other
service providers, that could obstruct the strategic growth of the industry. Most
explanations for customer retention have been attributed to service quality (Trasorras
et al., 2009); customer trust, organisational image and service quality (Ali & Amin,
2014); and several other antecedents including calculative commitment, dependence,
interpersonal relationships, interactional, distributive and procedural justices (White &
Yanamandram, 2007). Despite the rigorous identification of the customer retention
factors, the airline industry still suffers challenges of customer retention. This study
will make a contribution to the customer retention research especially in airline
industry from two sides which are academic and managerial.

From the academic side, it will add more literature onto existing body of
knowledge, especially on factors that enhance customer retention. For this study, the
incorporation of service quality, positive consumption emotion and negative
consumption emotion variables will examine the theory in other contexts. It will
explain service quality, positive consumption emotion and negative consumption
emotion as the main determinants of customer retention in airline context. Further, it
will explain the influence of positive and negative consumption emotions on customer
retention because there are only a few studies that have been done that examined
consumption emotions, either positive or negative, in other service industries such as
restaurant and hotels.

From the managerial side, this would enable the managers in the airline
industry to gain insight into how customers could be retained. Economically, success
in satisfying airline customers would attract more customers and make the airline

companies gain competitive edge in the industry. Particularly, it is hoped that the



findings of this study will help managers to further understand that besides service

quality, consumption emotions also plays a role in retaining customers.

1.6 DEFINITION OF THE TERMS
1.6.1 Customer Retention

Customer retention is customer’s commitments to rebuy or continuously repeat

purchase for the airline services (Oliver, 1999).

1.6.2 Service Quality

Service quality is the consumer’s opinion and assessment of the ability of the airline
services to fulfil their consumption expectations (Parasuraman, Zeithaml, & Berry,

1985).

1.6.3 Positive Consumption Emotion

Positive consumption emotion is favourable experiences and feelings of the customers

with the airline services such as joy and happiness (Westbrook & Oliver, 1991).

1.6.4 Negative Consumption Emotion

Negative consumption emotion is unfavourable experiences and feelings of the

customers with the airline services such as anger and fear (Tronvoll, 2011).

1.7 SCOPE OF STUDY

The study is limited to examine service quality and consumption emotions (positive
and negative) as the main variables that contribute to customer retention. The study
also selected respondents who travelled using national airlines only. The research too

is a cross-sectional study that collected the data at one specific point in time.



1.8 ORGANIZATION OF CHAPTERS

This study contains five chapters. Chapter one presents the introduction of the study,
starting with the background of the study, followed by the statement of the problem,
research questions, research objectives, significance of the study, the definition of the
terms, the scope of the study and finally chapter summary. The second chapter
comprises of a review of previous studies on customer retention, service quality and
consumption emotions. It also discusses the relationship between those variables
leading to the development of the hypotheses and the research framework and the
summary of the chapter. The third chapter discusses the research methodology.
Chapter three also presents the research design, measurement and measure, data
collection, sampling procedure methods, data analysis and chapter summary. Chapter
four reports the findings of the data analysis in which the researcher has used SPSS
and smart PLS-SEM for the data analysis and testing the hypotheses. Finally, chapter
five will discuss the main findings and research questions. This will be followed by
the implications and contribution for the airline companies, and closing with

limitations, direction for future research and conclusion.

1.9 CHAPTER SUMMARY

This chapter consists of nine sections. The first section explains the background of this
study, which looks at the airline industry across the world. The second section
explains the research problem, also highlighting the key research gaps. The third
section provides the research questions; whereas section four provides the research
objectives which are divided into general objective and specific objectives. Section
five discusses the significance of the study followed by section six in which the

researcher gives brief definitions of the terms which are used in this study. The scope



of the study is presented in section seven. The organization of the chapters is
highlighted in section eight. Finally, section nine is where the researcher reviews and

summaries chapter one.
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