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Abstract

The purpose of this study was to investigate the impact of the three dimensions of customer
equity (value, brand and relationship equity) on customer satisfaction, through a structural
equation model. For the purposes of this study, questionnaires were distributed to a randomly
selected group of 200 customers of Fast food unit of Kalleh Company that are divided into three
groups included fast foods, restaurants and coffee shops in Isfahan city. A total of 185
responses were received. Of these, eight (8) responses had to be discarded due to invalid or
incomplete data entries. Thus the sample comprising of a total of 177 respondents was used for
analysis. The data was analyzed by AMOS software. Six hypotheses were derived and, based on
data analysis, all six were supported. Value, brand, and relationship management were all
confirmed to be important factors in enhancing customer satisfaction. Relationships among
value equity, brand equity, and relationship equity were also identified. The results of this study
are presented through marketing channels of the Fast Food unite limited Kalleh Company, as a
private manufacturer and distributor of food product in Iran, as the case firm in this study.
Managerial implications are discussed.

Keywords: Value equity, Brand equity, Relationship equity, Customer equity, Customer
satisfaction

1.Introduction

In the current competitive marketing environment, customer equity as a measure of the
expected future behavior of a firm’s customers is a key strategic asset that must be monitored
and nurtured by firms to maximize long-term performance. Customer equity (CE), usually
defined as the discounted sum of customer lifetime values (CLV), is a paradigm that suggest a
customer-focused marketing strategy. With the growing recognition that customers are
market-based assets, research on linking operational marketing inputs to customer attitudes
and customer equity has been gaining significance. In response to this, several conceptual
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models have been proposed (Bolton, Lemon, and Verhoef 2004; Kamakura et al. 2002; Reinartz
and Kumar 2000; Rust et al,2004). However, despite the recent advances in research, the
results are still inconclusive as to the relationship among marketing inputs, customer attitudes,
and customer behavior (Villanueva and Hanssens 2007). This research is motivated by the
present gap, and it fills this literature void by investigating the effect of customer equity on
customers satisfaction of fast food unit of kalleh company in Isfahan city. In developing this
paper, we will begin with a brief review of customer equity and its dimensions and then we will
explain customer satisfaction .Then we will clarify effect of the three dimensions of customer
equity (value, brand and relationship equity) on customer satisfaction and the relationship
among customer equity drivers. After that we will present our theoretical point of view and
propositions and finally we will end up with contributions and conclusions of this research.

2.literature Review
2.1.Customer equity

The customer equity (CE) paradigm proposes that firms can achieve superior performance by
changing their focus from delivering competitive products to building good customer
relationships (Blattberg et al, 2001; Rust et al, 2000). In order to understand consumers’ needs,
each organization has to find the factors motivating its customers to start a transaction with the
firm, and proceed doing business with that firm in the future. So in order to keep up with
competitors, it is crucial for companies to pay enough attention to this field as a measure of the
expected future behavior of a firm’s customers. The value a customer brings to a firm is not
limited to the profit from each transaction but is the total profit the customer may provide over
the duration of the relationship with the firm (Kumar & George, 2007). Thus, customers are
seen as the intangible assets a firm should wisely acquire, maintain, and maximize just like
other financial assets (Blattberg et al., 2001). Customer equity, usually defined as the sum of
the discounted lifetime values of all of its consumers, has been considered the most
determinant of the long-term values of the firm (Kim et al, 2010; Lemon et al., 2001) . The
concept of customer equity brings together customer value management, brand management,
and relationship / retention management. It is viewed as the basis for a new strategic
framework to build more powerful, customer-centered marketing programs that are financially
accountable and measurable (Lemon et al, 2001). Also CE models emerge as powerful tools to
maximize the return on marketing investments, and to guide the allocation of the marketing
budget (Blattberg and Deighton, 1996, Rust et al, 2004).

2.2. Drivers of customer equity

Lemon et al. (2001) defines three types of equity—value, brand, and relationship—as key
drivers of overall customer equity. Each driver of CE consists of customer specific attributes
referred to as “sub-drivers.” Identifying the drivers and sub-drivers specific to each industry is
the first step in utilizing CE as a marketing tool. Since, sub-drivers may change from one
industry to another (Blattberg and Deighton, 1996; Rust et al, 2000); the sub-drivers should be
established on an industry by industry basis. First, “value equity” is the customer's objective
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assessment of the utility of a brand, based on perceptions of what is given up for what is
received (Zeithaml, 1988, Rust et al, 2004; and Vogel et al., 2008). Three key influences on value
equity are quality, price, and convenience (Gale, 1994; Parasuraman, 1997; Woodruff, 1997;
Zeithaml, 1988; and Lemon et al., 2001). Second, relationship equity expresses the tendency of
customers to stay in a relationship with a brand, going beyond objective and subjective
assessments of it. In other words, relationship equity represents a customer’s response to
corporate initiatives which strive to build and maintain a base of committed customers for the
organization (Zeithaml et al, 2006). If the perceived relationship equity is high, the consumers
will feel well treated and handled with special care (Kristof et al, 2001). Then, the consumers
will be satisfied and it would lead to repurchase (Rust et al, 2001). Usually, loyalty programs
under a firm's control may enhance relationship equity; however, loyalty toward a certain
brand grows weaker than yesterday as a variety of alternatives are offered to customers. What
is necessary is to build strong customer relationship through special treatment or recognition,
and community programs can be an efficient way to boost relationship equity. Third, brand
equity is a customer's subjective and intangible assessment of the brand over and above its
value (Kim et al., 2008; Lemon et al., 2001). Compared with value equity, brand equity is a more
subjective, emotional, and experiential appraisal of a corporation or a brand (Lovelock and
Wirtz, 2007) The key actionable levers of brand equity are brand awareness, attitude toward
the brand, and corporate ethics (Lemon et al., 2001).

2.3.customer satisfaction

The topic of ‘customer satisfaction’ has held a significant position in the marketing literature
over from decades since satisfied customers can generate long-term benefits for companies,
including customer loyalty and sustained profitability. (Wu and Batmunkh, 2010) .Customer
satisfaction is defined as the degree of overall pleasure or contentment felt by the customer,
resulting from the ability of the service to fulfill the customer’s desires, expectations and needs
in relation to the service.(Hellier et al, 2003). Wang, Lo, and Yang (2004) noted that satisfaction
is more fundamental and useful in predicting consumer behaviors and organizational
performance than transaction-specific consumer satisfaction because cumulative customer
satisfaction motivates a firm’s investment in customer satisfaction.

2.5.Customer Equity and customer satisfaction

When a firm delivers superior perceived as compared to competitive offerings (Parasuraman
and Grewal, 2000), it leads to enhanced customer-satisfaction and higher repurchase intentions
(Eggert and Ulaga, 2002). Furthermore, researchers pointed out that value equity has an impact
on a customer’s switching propensity, a measure similar to satisfaction and loyalty intentions
(Lemon et al, 2000). Brand equity is one of the most widely researched areas of marketing.
There is evidence in the literature that brand equity reinforces consumers’ attitudinal and
behavioral loyalty at the individual consumer level (Boone, Kochunny, and Wilkins, 1994;
Chaudhuri and Holbrook, 2001; Cobb, Ruble, and Donthu, 1995; Keller, 2003; Rust et al, 2000).
Rust (2000) states that brand equity is hopefully to influence customer willingness staying,
considering repurchases, or to recommend the brand. Relationship equity has become a visible
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construct in the marketing literature because of the introduction of loyalty programs, a type of
marketing program that helps loyal consumers to connect with the firm by offering additional
incentives. Existing favorable relationship equity enables consumers to anticipate future
favorable interactions with a brand (Crosby et al, 1990), and hence derive psychological
benefits (Dwyer et al, 1987). Derivation of such benefits in turn leads consumers to continue or
strengthen existing relationships (Crosby et al, 1990). If the perceived relationship equity is
high, the consumers will feel well treated and handled with special care and then the customer
will be satisfied and it would lead to repurchase (Rust et al, 2001; Kristof et al, 2001).

3. Research framework

Figure 1 shows the theoretical framework of this paper. The Rust’s model (2001) serves as the
main framework for the current study because each driver of that is comparable with existing
marketing frameworks and can be assessed separately by a company’s requirement. An
additional benefit is that managers can now devise strategies along the three equities instead
of focusing on a multitude of factors, as indicated in the retailing literature (e.g., Pan and
Zinkhan, 2006; Walsh and Beatty, 2007). Marketers and practitioners do not have to design
new marketing plans and collect additional data. In addition, this model allows marketers to
manage the drivers in order to maximize the firm profitability. By analyzing customer data,
marketers are able to figure out which driver (value, brand, or relationship equity) they have to
focus on. Nearly all current customer data are usable in the Rust et al customer equity
framework. Thus, it helps improve the budget allocation of the marketing spending (Rust et al,
2004).

Relationship
equity

Customer

Brandyequity

Figure 3: Research Framework

In the following the hypothesis are presented:

H1: Relationship equity has a positive impact to customer satisfaction.
H2: Value equity has a positive impact to customer satisfaction.

H3: Brand equity has a positive impact to customer satisfaction.

H4: Value equity has a positive impact to relationship equity.

H5: Value equity has a positive impact to brand equity.

H6: Relationship equity has a positive impact to brand equity.
3.Methodology

3.1. Research Population and Sample

This research, from the viewpoints of practical purposes and methods of data collection is a
descriptive survey research. The objective of this study is to analyzing the effect of the three
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divers of customer equity on customer satisfaction. A determination of sample size in terms of
a ratio to the number of measured variables being analyzed (Cliff and Hamburger, 1967;
Gorsuch, 1983; Hatcher, 1998; Nunally, 1978). Minimum recommendations for a satisfactory
sample size when constructing structural equation models range from between 100 and 150
(Anderson and Gerbing, 1988) to a minimum of 400 (Boomsma, 1983). The rules of thumb for a
determination of sample size in relation to the number of measured variables being analyzed,
typically ranges from 5 to 25 subjects per variable. This study suggested a ratio of 10 subjects
per measured variable. In recent research Gagne and Hancock (2006) reported that sample size
recommendations in confirmatory factor analysis (CFA) have shifted away from observations
per variable or per parameter toward consideration of model quality. Following the results of
the reliability analysis and CFA, 16 items remained in the model. Thus, the minimum number of
subjects in the sample should total no less than n = 160. For the purposes of this study,
guestionnaires were distributed to a randomly selected group of 200 customers of Fast food
unit of Kalleh Company that are divided into three groups included fast foods, restaurants and
coffee shops in Isfahan city. A total of 185 responses were received. Of these, eight (8)
responses had to be discarded due to invalid or incomplete data entries. Thus the sample
comprising of a total of 177 respondents was used for analysis.

3.2. Research Variables Measurement

Content validity of this questionnaire was approved by Isfahan University authorities and
professors. Cronbach's alpha was used to determine the reliability of the test. For this purpose,
an initial sample of 60 questionnaires was distributed. By using obtained data, Cronbach's alpha
was calculated. Cronbach's alpha for all the questions related to the variables in the research
analytical model was calculated as 0.937% which is acceptable. This study assessed the value,
brand and relationship —related drivers of customer equity with items developed by Rust et al
(2004), and Vogel et al (2008); however this study made some changes so that the items were
appropriate for Fast Food Unit of Kalleh. Therefore the research model decomposes the value
equity into price, and quality, the brand equity component into brand awareness, and attitude
toward the brand, and relationship equity component into personnel, responsiveness, and
special treatment. Five-items measure value equity, three- items measure brand equity; and
three-items measure relationship equity. The final scale to measure consumer satisfaction
comprise five representative items were adapted from Oliver (1980, 1981), Tsiros and Mittal
(2000), and Tsiros et al. (2004). For the purpose of this study, All items were measured using a
five-point Likert-type scale with anchors ranging from "strongly agree" to "strongly disagree".

4.Findings

4.1. Analytical findings of the research conceptual model
In the first step, measurement models get fitted. Models' fit indexes are listed in Table 1:
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Table 1: overall indexes of fit in measurement models

Value equity | Brand Relationship | Satisfaction
equity equity
CMIN/DF 2.8547 - - 1.710
RMR 0.011 0.000 0.000 0.010
GFI 0.992 1.000 1.000 0.983
AGFI 0.988 - - 0.984
IFI 0.997 1.000 1.000 0.994
NFI 0.995 1.000 1.000 0.985
CFI 0.997 1.000 1.000 0.987

Measurement models have a good fit, in other words, overall indexes confirm that models are
clearly supported by data.
4.2. The results of structural equation modeling analysis

After evaluating and verifying the measurement models in the first step, in the second step, to
test hypotheses, structural equation model is fitted and analyzed. Overall indexes of model
fitness are presented in Table 2.

Table 2: model fitness indexes

RMR | IFI CFI NFI AGFl | GFI RMSEA | CMIN/df | df CMIN
0.022 | 0.979 | 0.978 | 0.983 | 0.98 0.983 | 0.052 2.6 36 89.945
Close | 0.90> | 0.90> | 0.90> | 0.90> | 0.90> | 0.08< 1> Reception
to 3< area
zero

Results obtained from the information provided in Table 2 are as follow:

Amos output results in estimating the standard model indicates that path analysis model is an
appropriate model. The normal Chi-square value is 2.6 which stands between two values of 1
and 3. RMSEA value is 0.052 which is appropriate, also the values of GFI, AGFI, NFI, CFl and IFI
are all above 90%; and finally RMR value is close to zero. All the values of model fitness indexes
are in the reception area and these indexes indicate that model has a goodness-of-fit which is
obtained by data and model is well supported by collected data. Hypotheses and regression
coefficients as well as partial indexes values for each hypothesis are shown in table 3.
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Table3: hypotheses testing results

Hypotheses | Sample | Significance | Corroboration | Critical | Test
size number coefficient ratio result

Value equity -> Relationship | 177 0.000 0.36 7.912 accepted
equity
Value equity - Brand equity 177 0.000 0.15 5.162 accepted
Relationship equity - Brand | 177 0.000 0.85 21.57 accepted
equity
Relationship equity - Customer | 177 0.000 0.28 1.67 accepted
satisfaction
Value equity -> Customer | 177 0.000 0.043 10.393 | accepted
satisfaction
Brand equity - Customer | 177 0.000 0.32 4.418 accepted
satisfaction

In the significance level of 0.05, if the table's significance number is smaller than 0.05,
relationship between each pair of variables is confirmed

5. Discussion , conclusion and limitations

The current study empirically investigates the impact of the three dimensions of customer
equity (value, brand and relationship equity) on customer satisfaction. The results show that of
the six hypotheses tested, all of them were supported. Data analysis indicates that value equity
positively influences brand equity and relationship equity directly. In this study, the data
analysis also indicated that relationship equity positively influences brand equity .Therefore,
relationship equity partially mediated the effect of value equity on brand equity. In other
words, value equity directly influences brand equity and also indirectly influences via
relationship equity. Therefore, value is a basic

requirement that should be satisfied. If the objective value of a restaurant is bad, it is not
possible then to build a good relationship with customers (Lemon et al., 2001) and brand can't
provide a company with credibility. In conclusion, for Kalleh Company to enhance customer
satisfaction, value, brand, and relationship management are all important factors. This study
confirmed that value equity is important in company management, but found that managing
brand and relationship have stronger effects for Kalleh. for many businesses like distribution
companies, managers and marketers with better strategic insights to increase customer equity
to yield higher consumer satisfaction, this study provides the following Recommendations:
Branding has stronger effect on customer equity than any other dimensions have. Therefore,
considering that they have a limited amount of capital, many businesses like distribution
companies need to focus their investment more on their branding strategies than into other
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strategies. To this end, many successful distribution companies invest expenditure into
advertising.  Relationship equity is the second most important influence on customer
satisfaction. Thus, many businesses like distribution companies should invest the second largest
portion of capital in relationship marketing. In this regard, these companies should invest
expenditure into loyalty programs to build relationship with customers. Another way to foster
relationships with customers is via personnel. It would be wise to regularly train personnel at
customer-service skills. Lastly, value related items, such as pricing strategy, design and quality
improvement strategies should also be considered to enhance customer satisfaction. But these
investments can be smaller because branding and relationship marketing are more related to
long-term marketing success.

There are several limitations evidenced in this study. These limitations should be considered for
future research and improvement. Firstly, the effect of moderators variables such as previous
experience on satisfaction was not intensively explored. Secondly, the measures of constructs
are collected at the same point of time in this study. Therefore, individuals’ satisfaction may
change over time as an unremitting process due to greater experience for the time being. As a
result, it is recommended to conduct a longitudinal research to examine the satisfaction at
multiple points of time during decision adoption process.

References

Anderson, J. C., and Gerbing, D. W.(1988). Structural equation modeling in practice: A review
and recommended two-step approach. Psychological Bulletin, 103 (3), pp.411-423.

Blattberg, R. C., Getz, G., and Thomas, J. S. (2001). Customer equity: Building and
managing relationships as valuable assets. Boston: Harvard Business School Press.

Blattberg, Robert C. and John Deighton. (1996), “Manage Marketing by the Customer Equity
Test, ” Harvard Business Review, 74 (4), pp.44-136.

Bolton, Ruth N., Katherine N. Lemon, and Verhoef. P C. (2004), “The Theoretical Underpinnings
of Customer Asset Management: A Framework and Propositions for Future Research, ” Journal
of the Academy of Marketing Science, 32 (3), pp.92-271.

Boomsma, A. (1983), “ On the robustness of LISREL (maximum likelihood estimation) against
small sample size and non normality, ” Unpublished doctoral dissertation, University of
Groningen.

Boone, L.E., Kochunny, C.M., and Wilkins, D.(1995) .Applying the brand equity concept to Major
League Baseball. Sport Marketing Quarterly, 4(3), pp. 33—42.

Chaudhuri, A., and Holbrook, M.B.(2001) , “ The chain of effects from brand trust and brand
affect to brand performance :The role of brand loyalty, ” Journal of Marketing, 65(2), pp.81-93.

Cliff, N., and Hamburger, C. D. (1967) , “ The study of sampling errors in factor analysis by

607 www.hrmars.com/journals



International Journal of Academic Research in Business and Social Sciences

HR May 2013, Vol. 3, No. 5
Exploring InlellA{cé:I_\’C\aSpmal ISSN: 2222'6990

means of artificial experiments, ” Psychological Bulletin, 68(6), pp.430-445.

Cobb-Walgren, C.J., Ruble, C.A., and Donthu, N.(1995) , “ Brand equity, brand preference, and
purchase intent, ” Journal of Advertising, 24(3), pp. 25-37.

Crosby, L.A., Evans, K.R., Cowles, D., (1990) , “ Relationship quality in services selling: an
interpersonal influence perspective, ” Journal of Marketing 54 (3), pp.68—81.

Dwyer, F.R., Schurr, P., Oh, S., (1987), “ Developing buyer—seller relationships, ” Journal of
Marketing 51 (2), pp.11-27.

Eggert, A., Ulaga, W., (2002), “ Customer perceived value: a substitute for satisfaction in
business markets? , “ Journal of Business and Industrial Marketing 17 (2/3), pp.107-118.

Gale, B.T. (1994), Managing Customer Value, The Free Press, New York, NY.

Gagne, P., and Hancock, G. R. (2006). Measurement model quality, sample size, and solution
propriety in confirmatory factor analysis. Multivariate Behavior Research, 41(1), 65-83.

Gorsuch, R. L.(1983). Factor analysis (2nd ed.).Hillsdale, NJ: Lawrence Erlbaum Associates.

Hellier, P. K., Geursen, G. M., Carr, R. A.; Rickard, J. A. (2003),"Customer repurchase intention:
A general structural equation model", European Journal of Marketing, 37 (11), pp. 1762 - 1800

Kamakura, Wagner A., Vikas Mittal, Fernando de Rosa, and José Afonso Mazzon (2002),
“Assessing the Service-Profit Chain, ” Marketing Science, 21 (3), pp.317-294.

Kim J, Kim JE, Johnson KKP. (2010) ," The customer-salesperson relationship and sales
effectiveness in luxury fashion stores: the role of self monitoring ", J Glob Fashion Mark ;1(4),
pp.230-9.

Kristof, D. W. Odekerken-Schroder, G. and lacobucci D. (2001) , “Investments in Consumer
Relationships: A Cross-Country and Cross-Industry Exploration, ” Journal of Marketing, 65 (4),

pp. 33-50.

Kumar V, George M. Measuring and maximizing customer equity: a critical analysis. ] Acad Mark
Sci 2007;35:157-71.

Lemon KN, Rust RT, Zeithaml VA. (2001), ” What drives customer equity? , ” Mark
Manage;10(1), pp.20-5.

Lovelock, C. and Wirtz, J. (2007), Services Marketing: People, Technology, Strategy, Pearson,
Upper Saddle River, NJ.

608 www.hrmars.com/journals



International Journal of Academic Research in Business and Social Sciences

HR May 2013, Vol. 3, No. 5
MARS ISSN: 2222-6990

Exploring Intellectual Capital

Nunnally, J. C. (1978). Psychometric theory (2nd ed.). New York: McGraw-Hill.

Oliver, R.L. (1981), “Measurement and evaluation of satisfaction process in retail setting”,
Journal of Retailing, 57, pp. 25-48.

Oliver, R.L. (1980), “A cognitive model of the antecedents and consequences of satisfaction
decisions”, Journal of Marketing Research, Vol. 17, pp. 460-9.

Pan, Y., Zinkhan, G.M., 2006. Determinants of retail patronage: a meta-analytical perspective.
Journal of Retailing 82 (3), 229-243.

Parasuraman, A., Grewal, D., (2000), “ The impact of technology on the quality-value- loyalty
chain: a research agenda, ” Journal of the Academy of Marketing Science, 28 (1), pp.168-174.

Parasuraman, A. (1997), “Reflections on gaining competitive advantage through customer
value, ” Journal of the Academy of Marketing Science, 25 (2), pp. 61-154.

Reinartz, Werner J. and V. Kumar .(2000), “On the Profitability of Long-Life Customers in a Non
contractual Setting: An Empirical Investigation and Implications for Marketing, ” Journal of
Marketing, 64, pp.17-35.

Rust, R. T., Lemon, R.K., and Zeithaml, V. A .(2004), “Return on Marketing: Using Customer
Equity to Focus Marketing Strategy, ” Journal of Marketing, 68, pp.109-127.

Rust, R. T., Lemon, R.K., and Zeithaml, V. A .(2001), “ Driving Customer Equity: Linking Customer
Lifetime Value to Strategic Marketing Decisions, "Marketing Science Institute, Cambridge, MSI,

pp.1-53.

Rust, R. T., Zeithaml, V.A., and Lemon, K.N.(2000).Driving customer equity: How customer
lifetime value is reshaping corporate strategy. New York, NY: Free Press.

Tsiros, M., Mittal, V. and Ross, W.T. Jr (2004), “The role of attributions in customer satisfaction:
a re-examination”, Journal of Consumer Research, 31 (2), pp. 476-83.

Tsiros, M. and Mittal, V. (2000), “Regret: a model of its antecedents and consequences in
consumer decision making”, Journal of Consumer Research, 26 (4), pp. 401-17.

Villanueva, J. D. and Hanssens, M. (2007), “Customer Equity: Measurement, Management and
Research Opportunities, ” Foundations and Trends in Marketing, 1 (1), pp.1-95.

Vogel, V., Evanschitzky, H., Ramaseshan, B., (2008), “ Customer-equity drivers and future sales”
, Journal of Marketing, 72 (6), pp.98—-108.

609 www.hrmars.com/journals



International Journal of Academic Research in Business and Social Sciences

HR May 2013, Vol. 3, No. 5
Exploring Inlméﬁ;aspnal ISSN: 2222'6990

Walsh, G., Beatty, S.E., 2007. Customer-based corporate reputation of a service firm: scale
development and validation. Journal of the Academy of Marketing Science 35 (1), pp.127-143.

Wang, Y., Lo, H. P., & Yang, Y. (2004). An integrated framework from service quality, customer
value, satisfaction: Evidence from China’s telecommunication industry. Information Systems
Frontiers, 6(4), 325-340.

Woodruff, R.B. (1997), “Customer value: the next source for competitive advantage”, Journal of
the Academy of Marketing Science, 25 (2), pp. 53-139.

Wou, T. F. and Batmunkh, M. U.(2010), “Exploring the relationship between customer equity and
satisfaction: An empirical study of Mongolian gas station channels”, International Journal of

Trade, Economics and Finance, 1 (2), pp.161.

Zeithaml, V.A., Bitner, M.J. and Gremler, D.D. (2006), Services Marketing: Integrating Customer
Focus Across the Firm, 4th ed., McGraw-Hill, New York, NY.

Zeithaml, V.A. (1988), “Consumer perceptions of price, quality, and value: a means-end model
and synthesis of evidence”, Journal of Marketing, 52 (3), pp. 2-22.

610 www.hrmars.com/journals



