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South African motor vehicle industry
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Longer relationships with customers, with an anticipated concomitant increase in profitability flowing from such
relationships, have become the focus of many businesses. Over time numerous measures to gauge and predict loyalty and
commitment have been developed with the purpose to assist management in this respect. However, one of management’s
major challenges is to employ a model that is appropriate to explain and predict customer retention for a particular
company or brand. This study investigates the reliability of the ACSI for South Africa and reports on the empirical
findings in respect of the relationships between various dimensions in the ACSI model as applied in the South African
motor vehicle industry. Apart from a paper in press, no research or application of the ACSI has been published in any
South African academic journal (Terblanche, 2006). The motor vehicle industry as a whole as well as two individual
motor vehicle brands is the focal point of this study. The strengths of various relationships such as, for instance, the
relationship between customer satisfaction and customer loyalty and the relationship between customer expectations and
perceived value were studied. The interpretations of the findings between the various dimensions, which are useful from
both a theoretical and a managerial perspective, are offered.
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Background

Customer retention has become so important for businesses
that some author’s even label is as ‘the Holy Grail in
industries from airlines to wireless’ (Coyles & Gokey,
2005). In numerous studies customer retention was
identified as a significant contributor to profitability over the
long term (Anderson & Sullivan, 1993; Fornell, 1992;
Iniesta & Sanchez, 2002; Heskett, Sasser & Schlesinger,
1997; Heskett, 2002; Dick & Basu, 1994; Anderson, Fornell
& Lehmann, 1994). What constitutes the best measure of
customer retention is still open for deliberation. However,
satisfaction, loyalty and commitment, have received the
most exposure as measures of customer retention in
academic journals the past fifteen years (Oliver, 1999; Auh
& Johnson, 2005; Wetzels, De Ruyter & Van Birgelen,
1998). The relationships between satisfaction and loyalty
and between satisfaction and commitment have, on the
whole, received the major share of attention in the academic
literature (Oliver, 1999; Clerfeuille & Poubanne, 2003).
Various authors have also conceptualised and
operationalised customer retention as a dimension of the
loyalty construct (Boulding, Kolra, Staelin & Zeithaml,
1993; Zeithaml, Berry & Parasuraman, 1996).

Introduction

The 1980’s experienced various endeavours to enhance the
consistency and quality of goods and services produced. All
these attempts culminated in what became known as the
total quality movement (TQM). TQM, despite its promising

virtues, faded away as a management approach because of
its inability to improve either economic returns or
competitiveness. The search for alternative means to
increase profitability then started to focus on the assumption
that providing high-quality goods and services to the market
have an effect on profitability through customer satisfaction
(Anderson et al., 1994: 53-54; Forza & Filippini, 1998; Choi
& Eboch, 1998). Research on quality improvements and
enhanced satisfaction to increase profitability eventually led
to the development of national customer satisfaction indices.
These indices relied on customer experiences and
perceptions to measure the performance of firms, industries
and economic sectors (Fornell, Johnson, Anderson, Cha &
Bryant, 1996:7). The first national customer satisfaction
index that was published was the Swedish Customer
Satisfaction Barometer (Fornell, 1992). The first ACSI
model was an adaptation of the Swedish Customer
Satisfaction Barometer. ACSI was subjected to tests in 1993
and introduced in 1994, initially covering 7 sectors, 30
industries and over 180 companies (ACSI, 2001:2).

Various national measures of customer satisfaction, derived
from the ACSI methodology, were developed in countries
such as Norway (Andreassen & Lindestad, 1998a and
1998b; Andreassen & Lervik, 1999), Denmark (Martensen,
Grgnholdt & Kristensen, 2000), Europe (ECSI Technical
Committee, 1998; EKI6f, 2000) and Austria (Hackl,
Scharitzer & Zaba, 1996). With the extended application of
national measures of customer satisfaction, researchers also
started to expose weaknesses in ACSI. The major criticism
levelled at ACSI was the weak linkages between customer
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expectations and the other dimensions as well as the items
used to measure customer loyalty.

The customer satisfaction models applied in the countries
other than the USA, such as Europe for instance, also differ
from the latest ACSI version (see Figure 1) in that an image
variable was added. In the European model image is treated
as an antecedent of both perceived value and customer
loyalty. Whereas ACSI use price tolerance and intention to
repurchase to measure customer loyalty, the European
model makes use of three items to measure customer
loyalty. These three items are the customer’s intention to
repurchase, intention of cross buying and intention to
recommend the brand/company to other consumers (Juhl,
Kristensen & @stergaard, 2002: 328). The latest customer
satisfaction index to be developed is the European
Performance Satisfaction Index (EPSI). Twelve countries,
namely the Czech Republic, Denmark, Estonia, Finland,
Greece, Iceland, Latvia, Lithuania, Norway, Portugal,
Russia and Sweden, were surveyed in 2005 (EPSI Rating,
2006).

Purpose of the article

In 2005 the ACSI methodology was used in a study of the
fast food and motor vehicle industries in South Africa. The
fast food and motor vehicle industries were selected because
both are highly competitive whilst their products represent
the two extremes of low involvement products (fast food)
and high involvement products (motor vehicles). This article
deals with the results in respect of the motor vehicle
industry. Very little research has been published on brand
loyalty of motor vehicles since the work of Mannering and
Winston on brand loyalty of American motor vehicles was
published in 1991.
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The purpose of this study was to investigate the reliability of
the ACSI for the South African motor vehicle industry. The
primary research objective of the study was to report on the
empirical findings in respect of the relationship between
customer satisfaction and customer loyalty in the ACSI
model for the motor vehicle industry in South Africa. The
secondary research objective of the study was to report on
the empirical findings in respect of the relationships
between the other dimensions (customer expectations,
overall product quality and perceived value) in the ACSI
model for the motor vehicle industry in South Africa.

The theoretical framework of ACSI

A primary objective of ACSI is to estimate the effect of
satisfaction on customer loyalty; customer loyalty is the
ultimate dependent variable in the ACSI model because of
its value as a substitute for customer retention and its effect
on profitability (American Customer Satisfaction Index,
2001; Fornell, et al., 1996; Johnson, Gustafson, Andreasen,
Lervik & Cha, 2001).

The initial ACSI model of 1994 customer satisfaction had
three antecedents. These antecedents were perceived quality,
perceived value and customer expectations (Johnson et al.,
2001:222). The ACSI model was expanded in 1996 to make
provision for two types of perceived quality, namely product
(physical good) quality and service quality. These changes
were essential to provide for manufacturing durables that
contain both a large product and a large service component
(Johnson, et al., 2001: 223). Figure 1 is a graphical
illustration of the latest version of ACSI.
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Figure 1: Expanded ACSI model
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Customer satisfaction is the focal point in a chain of
relationships in ACSI. These relationships extend from the
antecedents of customer satisfaction (perceived quality,
perceived value and customer expectations) to the
consequences of customer satisfaction (complaints and
loyalty) (Fornell, et al., 1996:8). Satisfaction in the ACSI
model means cumulative satisfaction and it is defined as a
customer’s overall experience to date with a product or
service provider (Johnson & Fornell, 1991). In a study by
Olsen and Johnson (2003: 193-194) it was found that the
variation explained in loyalty increased from 35% and 34%
for transaction-specific samples to 45% and 63% for
cumulative samples. Cumulative satisfaction also holds an
essential advantage over a more transaction exclusive view,
in the sense that it is better capable to forecast future
behaviour and economic performance (Fornell, et al., 1996;
Johnson, Anderson and Fornell (1995).

Customer satisfaction has been credited with many
worthwhile consequences. Fornell, Mithas, Morgeson, and
Krishon (2006:4) mention published research which found a
positive relationship between customer satisfaction and
loyalty, usage behaviour, reduced cost of future transactions,
reduced costs related to warranties, complaints, defective
goods and field service costs. The focus in this study is on
the relationship between customer satisfaction and customer
loyalty. Based on the preceding discussion, the following
proposition is suggested:

P1: There is a positive relationship between customer
satisfaction and customer loyalty in the South African
motor vehicle industry

Antecedents of customer satisfaction in ACSI

Customer satisfaction has three antecedents, namely
perceived quality, perceived value and customer
expectations in the ACSI.

Perceived quality

Customers’ view of perceived quality is the culmination of
how they experience product performance. Product
performance can be defined as the degree of customisation
and freedom from deficiencies, or how reliably the product
meets its specifications (Johnson & Ettlie, 2001:194). It was
found that reliability is relatively more important for service
satisfaction than product satisfaction (Johnson & Nilsson,
2000). In the ACSI model reliability is regarded as equally
important in product and service satisfaction. The causal
order of perceived quality and customer satisfaction has
been a source of debate amongst researchers (Dabholkar,
Shepherd & Thorpe, 2000). The conflicting results created
by inconsistencies in the definition and measurement of
quality and customer satisfaction have also led to diverse
findings in respect of the relationships between quality and
satisfaction (Choi & Eboch, 1998; Hardie, 1998; Sousa &
Voss, 2002). Research now supports the view that
satisfaction is the behavioural consequence of perceived
quality (Green & Boshoff, 2002:12; Gallarza & Saura,
2006:448). The ACSI model assumes that an increase in
perceived quality leads to a concomitant increase in the level
of customer satisfaction (American Customer Satisfaction
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Index, 2001:12). This assumption subscribes to the
theoretical perspective which states that customer
satisfaction results from consumers’ favourable evaluations
of the quality of goods and services (Babakus, Bienstock &
Van Scotter, 2004:718; Liu, 2005:433). Based on the
research findings that satisfaction is the behavioural
outcome of quality, the following proposition is suggested:

P2: There is a positive relationship between perceived
product quality and customer satisfaction in the South
African motor vehicle industry

Perceived quality (the composite of product (physical good)
quality and service quality) is modelled in the ACSI to have
an effect on perceived value. Researchers also found that
perceived quality had a significant effect on perceived value
(Dodds, Monroe & Grewal, 1991). Another study found that
product value was enhanced by marketing communications
that promote quality (Rangaswamy, Burke & Oliva, 19930.
Ostrom and lacobucci (1995) established that quality had a
significant influence on perceived service value under
dissimilar conditions. It can thus be concluded that prior
research concurs that perceived quality identified at the time
of purchase influence perceived value. Based on the support
for the influence of perceived quality on perceived value,
the following proposition is suggested:

P3: There is a positive relationship between perceived
quality and perceived value in the South African motor
vehicle industry

Perceived value

A research approach in which consumer behaviour is better
comprehended when explored through perceived value, has
been prevalent since the nineties (Nilson, 1992; Ostrom and
lacobucci, 1995; Jensen, 1996; Woodruff & Gardial, 1996;
Heskett, et al., 1997). The value concept has been described
as ‘multi faceted and complex’ because the term ‘value is
extremely abstract and polysemous in nature’ (Gallarza &
Saura, 2006:438). MacKay (1999:182) highlighted the
importance of utilitarian and hedonic components of
perceived value by stating that a product’s or service’s
appeal is an ‘amalgam of rational and emotional factors’.
Later on Sweeney and Soutar (2001:216) developed a four-
dimensional scale for the value construct which include both
utilitarian and hedonic components. Consumers, researchers
as well as practitioners have assigned different meanings to
value (Zeithaml, 1988; Lai, 1995; Woodruff & Gardial,
1996). Value has also been called an amorphous concept by
Zeithaml and Bitner (1996:3). Lin, Sher and Shih
(2005:333) suggested that perceived value should be defined
as a second-order multi-dimensional formative construct. In
their study Lin, et al. (2005) identified five constructs
(monetary sacrifice, web site design, fulfilment/reliability,
security/privacy and customer service) to underlie perceived
value.

Various studies that have drawn on research in different
fields support the view that customer value may go further
than the price-quality trade-off (Kumar & Grisaffe,
2004:46). In 1996 Holbrook proposed a typology of
customer value using a framework derived from the
philosophical field of axiology (theory of value). According
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to Holbrook eight different types of customer value, namely
excellence (quality), efficiency (convenience), status
(success), esteem (reputation), play (fun), aesthetics
(beauty), ethics (virtue/morality) and spirituality (faith)
exist. Holbrook’s value types refer, without exception, to
what a customer can ‘get’ from a product or service.
Zeithaml (1988) differ with Holbrook’s types and
conceptualise value as having both a ‘get’ and a ‘give’
element. The significance of perceived value in marketing is
exemplified by the views of several authors who are of the
opinion that perceived value will increase in importance in
this century (Woodruff, 1997; Forester, 1999; Treadgold,
1999:45). The ACSI model defines perceived value as the
perceived level of product or service quality relative to the
price paid (Fornell et al., 1996:9; American Customer
Satisfaction Index, 2001:12). The preceding discussion leads
to the following proposition:

P4: There is a positive relationship between perceived
value and customer satisfaction in the South African
motor vehicle industry

Customer expectations

Customer expectations sum up a customer’s prior
consumption experience with a firm’s products or services
as well as marketing communication and word-of-mouth
information (Johnson, et al., 2001: 221). Expectations are
regarded as appropriate to forecast a firm’s ability to provide
future performance and as such should have a positive
influence on customer satisfaction (Fornell, 1992; ACSI,
2001). It is important that marketers understand customer
expectations, because different expectations enable
marketers to identify different market segments. The latter
enable marketers to develop distinct strategies for different
market segments (Webster, 1989; Pitt, Oosthuizen &
Morris, 1992). A wide range of factors create customer
expectations. A customer’s previous experiences, the
communication of an organisation with its customers,
advertisements, service recovery, promises, informal
recommendations, formal recommendations, price to be
paid, personal needs, corporate image and salespeople all
influence the formation of customer expectations (Zeithaml,
Parasuraman & Berry, 1990; Pitt & Jeantrout, 1994; Hart,
Heskett & Sasser, 1996; Zeithaml, Berry and Parasuraman,
1993; Robledo, 2001; Teboul, 1991; Grénroos, 1984, 1990;
Cadotte, Woodruff & Jenkins, 1987; Yu, 2005; Bebko,
2000).

The ACSI model defines customer expectations as the level
of quality that customers expect to receive and as such
serves as the benchmark that is adjusted or updated in
accordance with a customer’s more recent purchase and
consumption experience or what has been communicated to
him or her about the product or service. This view is similar
to the predicted service level of expectations as suggested by
Zeithaml, Berry and Parasuraman (1993). In the ACSI
model customer expectations are deemed to be positively
related to customer satisfaction, perceived value and
perceived quality (ACSI, 2001). Based on the findings in
respect customer expectations, the following three
propositions are investigated in this study:
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P5: There is a positive relationship between customer
expectations and customer satisfaction in the South
African motor vehicle industry

P6: There is a positive relationship between customer
expectations and perceived value in the South African
motor vehicle industry

P7: There is a positive relationship between customer
expectations and perceived quality in the South African
motor vehicle industry

Measures

The scales used in this study, are those set out in the ACSI
methodology report (American Customer Satisfaction Index,
2001). The latent variables (dimensions) and the manifest
variables (items) used to measure the latent variables are set
out in Table 1.

The dimensions measured were customer expectations,
perceived product quality, perceived service quality,
perceived value, customer satisfaction, customer complaints
and customer loyalty. Most of the dimensions (except for
customer complaints and perceived value) were measured
with three items. The items were linked to a 10 point
semantic differential scale, ranging from not very high/not
very well/very often/almost never/only some/very poor/very
dissatisfied/ etc (1) to very high/well/not very often/almost
always/all/very good/very satisfied/ etc (10). Customer
complaints were measured by whether a respondent
complained in the past 6 months (Yes/No) and how well the
complaint was handled — on a 10 point Likert scale ranging
from handled very poorly (1) to handled very well (10).
Perceived value was measured with two items on a 10 point
semantic differential scale.

Data collection

A structured questionnaire was used to collect data and it
was administered by means of personal interviews.
Interviews were conducted with respondents during June
2005. To ensure a representative sample, respondents were
drawn randomly per suburb. Suburbs were drawn from the
2001 South African census and five interviews were
conducted within each selected suburb to ensure that a
demographically representative sample was obtained across
suburbs and areas. The total sample for this study was 2000
interviews. Other characteristics of the sample and sampling
procedure are as follows:

e the interviews were conducted in the seven major
metropolitan areas of South Africa

e the sample is in the same proportions of the South
African population in terms of both ethnic group and
gender to be representative

e  respondents were interviewed in-home

e  respondents were required to be 18 years and older to
qualify for the interview.
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Table 1: Latent and manifest variables of ACSI
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Latent Variables

Manifest Variables(ltems)

Customer expectations

Overall expectation of quality (pre-purchase)

Expectation regarding customization, or how well the product and
service fits the customer’s personal requirements (pre-purchase)
Expectation regarding reliability, or how often things would go
wrong (pre-purchase)

Perceived product quality

Overall evaluation of quality experience with product (post-
purchase)

Evaluation of customization experience, or how well the product fits
the customer’s personal requirements (post-purchase)

Evaluation of reliability experience, or how often things have gone
wrong with product (post-purchase)

Perceived service quality

Overall evaluation of quality experience with service (post-purchase)
Evaluation of customization experience, or how well the service fits
the customer’s personal requirements (post-purchase)

Evaluation of reliability experience, or how often things have gone
wrong with service (post-purchase)

Source: American Customer Satisfaction Index, 2001:14

A total of 34 motor vehicle brands were included in the
survey. For the purposes of this study, only the two most
owned motor vehicle brands are analysed. The reason for
the latter decision is that the rest of the motor vehicle brands
have very limited ownership amongst the respondents.

Data analysis

The relationships in the ACSI model were estimated with
Partial Least Squares (PLS). PLS is an iterative estimation
procedure that integrates aspects of principal-components
analysis with multiple regressions and is regarded as
suitable to predict the relationships in the ACSI model
(Gustaffson & Johnson, 1997; Steenkamp & Van Trijp,
1996; Wold, 1982). Earlier research also indicates that PLS
is appropriate for explaining complex relationships and to
predict empirical and or theoretical variables (Fornell &
Bookstein, 1982). PLS requires each variable to be
measured by using interval scale measures and therefore
each latent variable indicator in this study was measured
using semantic differential items as explained in the earlier
paragraph on measures. The customer complaint dimension
was not included in estimation calculations because an
insignificant number of respondents reported that they have
complained within the required period.

Results

The primary objective of this study was to consider the
reliability of the ACSI for the South African motor vehicle
industry. Secondary purposes were to assess the strengths of
the relationships between various dimensions in the ACSI
model for motor vehicle brands in South Africa.

The motor vehicle industry as a whole as well as two
individual motor vehicle brands was the focal point of this
study. The major relationship investigated was the

prediction of customer loyalty by ACSI, where customer
loyalty is based on customer satisfaction and customer
satisfaction is the outcome of customer expectations, overall
product quality and product value. As can be seen from
Figure 2 and Table 2, the results for the motor vehicle
industry indicate that 36,8% (from R?) of the variance in
customer loyalty is explained by customer satisfaction. The
balance, 63%, can be ascribed to measurement errors in
customer satisfaction and loyalty, together with the
influence of other unknown factors.

Table 3 contains the R? values for the two individual motor
vehicle brands. These values are 39,8% for Toyota and
33,3% for Volkswagen. What an ideal R® for a motor
vehicle brand should be, is arguable. The amount of
variance in loyalty explained by a single factor such as
satisfaction can be regarded as meaningful. Satisfaction thus
seems important for the formation of customer loyalty in the
motor vehicle industry.

Composite reliability values were calculated to determine
how well loyalty is measured by the items used to measure
loyalty. The composite reliability indicated a value of 0,508
for customer loyalty in the motor vehicle industry as a
whole and is lower than that of any of the other latent
variables. The two items used for the measurement of
loyalty consistently produced contradictory findings. The
item measuring the intention to purchase the respondent’s
favourite motor vehicle brand again in the future
consistently produced positive results. The items that are
combined to measure the respondent’s continual support if
prices are increased or lowered, produced conflicting results,
indicating that these particular two items are not suitable for
measuring loyalty.
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Figure 2: Expanded ACSI model for the motor vehicle industry

Table 2: Variance explained and composite reliability of the motor vehicle industry

R? Composite Reliability

Product overall quality(POQ) 0,584 0,909
Customer expectations(CE) 0,878
Perceived value(PV) 0,509 0,939
Customer satisfaction(CS) 0,732 0,887
Customer loyalty(CL) 0,368 0,508

Table 3: Variance explained and composite reliability of the individual motor vehicle brands

R’ Composite reliability
POQ PV CS CL POQ CE PV CS CL
Toyota 0,461 0,370 0,690 0,398 0,888 0,838 0,920 0,841 0,665
Volkswagen 0,679 0,531 0,722 0,333 0,913 0,924 0,939 0,849 0,530

Figure 2 demonstrates that all the relationships between the
different dimensions are in the direction predicted in the
propositions. Not all the relationships are, however, strong.
The relationships between customer satisfaction and
customer loyalty, customer expectations and perceived
quality as well as perceived quality and perceived value are
rather strong. The relationships between perceived quality
and customer satisfaction and perceived value and customer
satisfaction can probably be be described as moderate. Even
though the relationship between customer expectations and
perceived quality are the strongest in this study, the
relationships between customer expectations and other
dimensions vary. As a matter of fact, the relationships
between customer expectations and perceived value and
customer expectations and customer satisfaction are very

weak. Johnson, et al. (2001:227-228) provides quite a
thorough discussion of some of the relationships involving
the antecedents and consequences of satisfaction in the
ACSI which are conceptually and/or empirically weak. It is
especially the weak linkages between customer expectations
and the other dimensions, as again confirmed in this study,
that have been criticised heavily. This founding urged
Johnson, et al. (2001: 228-229) to suggest the elimination of
customer expectations as a construct when cumulative
satisfaction measures are used and their suggestion is
supported with examples from various industries.
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Managerial implications

This study’s findings are useful from both a theoretical and
a managerial perspective. Customer satisfaction which
drives customer loyalty in the ACSI model seems to be a
good predictor of customer loyalty in the South African
motor vehicle industry. The items used to measure customer
loyalty demonstrated a weakness because it scored low on
reliability. Items such as intention to recommend and
intention to purchase the particular motor vehicle brand
again in the future have been used extensively in various
studies to measure loyalty. The use of such items in the
place of the item that produced a negative relationship with
loyalty, could improve the composite reliability of the items
used to measure loyalty.

The findings of the study are supportive of the views of
authors that endorse a positive relationship between
satisfaction and loyalty. At the same time the findings are in
conflict with the views of various authors who state that
customer satisfaction cannot be a sole predictor of customer
loyalty. Different items might also improve such
measurement. The latter point was raised by a prominent
researcher who has applied the ACSI in many studies
(Johnson, 2003). Thus, not all satisfaction (even at a high
degree) translates into loyalty (Mittal & Lassar, 1998).
Andreassen and Lindestad (1998) also found that, contrary
to their expectations, customer satisfaction has no impact on
customer loyalty. It has also been proposed that trust is a
stronger emotion than satisfaction and it may therefore
better predict retention (Hart & Johnson, 1999).

Managers are continually confronted with the dilemma that,
even when their customers say they’re satisfied, they still
switch to other brands. Reality is that satisfied customers
aren’t necessarily or don’t inevitably become loyal
customers. Loyalty as such, demands a commitment from
the customer that sheer satisfaction cannot bring. The
implications for managers are that customer satisfaction
measures are inadequate on their own and need
supplementing by a measure of loyalty. In other words, it
means that one cannot focus only on those elements of
quality creating satisfaction because such elements don’t
necessarily convert into loyalty.

Limitations of the study

Care should be exercised in the interpretation and utilisation
of the results. The major reason for this is that, although the
sample is representative of the entire South African
population, this does not necessarily mean that the
respondents are representative of typical motor vehicle
owners. In other words, the typical owners of the various
motor vehicle brands might be underrepresented in the
sample.
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