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Abstract

In today’s highly saturated and competitive markets, customer loyalty
emerges as one of the most important challenges faced by marketers.
London’s independent coffee shop market can be identified as one of such
complex business environments, where customers are often variety seeking
and multi-brand loyal, which raises the question of how independent coffee
shops can survive in such a competitive marketplace. This study aims to
answer this question through the investigation of key drivers of customer
loyalty of independent coffee shops in London’s coffee shop market. This
study aims to examine the different groups of loyal customers in the coffee
shop market, by examining the drivers and consequences of their loyal
behaviours and attitudes, and by establishing the effect of relationship

marketing strategies, such as loyalty programmes, on customer loyalty.

This study follows the positivist research philosophy and uses the quantitative
research methodology for data collection. Data was collected using a self-
administered questionnaire and analysed using a combination of quantitative
data analysis strategies, including bivariate correlation analysis and
multivariate analysis of variance. The research findings showed three
distinctive groups of loyal customers in the independent coffee shop market,
where levels of attitudes and behaviours displayed differ significantly between
the groups. The study also identified that both functional and emotional
drivers impact independent coffee shop customers’ loyalty, which then further
significantly influences their post-purchase behaviour. The results of the study
also showed that relationship marketing strategies have a weak effect on
customers’ repeat-purchase loyalty. Based on these research findings, the
study was then able to recommend the best practices in loyalty-building

strategies for independent coffee shop managers.



MK7227 Postgraduate dissertation ul628815

Acknowledgements

A great big thank you to

Owen, | would not be at this point without you

My family, for all the support and for being so tolerant
The Lambs, for supporting me from far away
Merel and Tobias, for your hospitality and help

All of my friends who either participated in this study,

shared it amongst their friends, or encouraged me
to keep writing

and

Dr Rula Al-Abdulrazak, for your advice



MK7227 Postgraduate dissertation

Table of contents

1 Introduction

ul628815

1.1 Overview

1.2 Research background

1.3 Research question origins

1.3.1 Research question and research objectives.................

1.4 Research structure

2 Literature review

2.1 Overview

2.2 Customer loyalty

2.2.1 Customer loyalty in the hospitality industry................

2.3 Types of customer loyalty

2.3.1 Behavioural loyalty.......cooeiieiiiiiiiii e,
2.3.2 Attitudinal loyalty ....oouviniiii e,

2.3.3 In between behavioural and attitudinal loyalties ..........

2.4 Antecedents to loyalty

2.5 Consequences of loyalty

2.6 Relationship marketing

2.6.1 Loyalty programmes ........cccceeiiiiiiiiiiiiiececeeeee e

3 Methodology

21

3.1 Overview

21

3.2 Research question and hypotheses development

3.3 Research methods

21

25

3.3.1 Research philosophy and approaches.......cc.cccceeuennnnen.

3.4 Research design

............... 25

27

3.4.1 Research methodology.......ccoeuiiiiiiiieiiii e
3.4.2 ResSearch Strat@gy ...oeuviuieurieiieiiiee e e e e e e e e e e
3.4.3 Questionnaire development ........ccccoveiiiiiiiiiiiiceieeeenen.
3.4.4 Sampling techNiQUe ......ccouiieiiei e
3.4.5 Data analysis method..........ccccovviiiiiiiiiiicieeeee,

3.5 Research reliability and research ethics

............... 27
............... 28
............... 29
............... 30
............... 31

32




MK7227 Postgraduate dissertation ul628815

4

5
6

7

8

3.6 Research limitations and challenges 33
Data analysis 35
4.1 Overview 35
4.2 Sample characteristics 35
4.3 Data findings and analyses results 37
4.3.1 Findings regarding the types of loyal customers (RO1, H1) ......... 39

4.3.2 Findings regarding the drivers and consequences of loyal
behaviours (RO2, H3-H5) ..t e e e e e e e e e e e aas 44
4.3.3 Findings regarding the effect of relationship marketing strategies
on customer loyalty (RO3, HB). c.oeuininiiiiiii e e 51

4.4 Discussion 53

4.4.1 The type of loyal customer prevailing in the independent coffee

] 10 o T 4 - U =X P 53
4.4.2 Antecedents and consequences of loyalty........cooeeiiiiiiiiiniinan.n. 55
4.4.3 Relationship marketing strategies ........coveviiiiieieeiiiiiiiieieeeeeeeen, 59
Conclusion 61
Recommendations 64
6.1 Managerial implications 64
6.2 Future studies implications 66
References 67
Appendices 74
8.1 School Research Ethics Committee (SREC) Approval Letter .......... 74
8.2 Questionnaire 75
8.2.1 Online questionnaire sample.......ccooiiiiiiiiiicee e, 77
8.3 List of independent coffee shops 87
8.4 Data analysis 88
8.4.1 Participants socio-demographics ......ccceeuviiiiiiiiiiiiiiccicee e 88
8.4.2 H1 HypOthesSis . cuiiieii i e 90
S I 2@ 7 U T N = 1 93

8.4.4 RO3 AN HOB ..eeieieeeeee et e 93



MK7227 Postgraduate dissertation ul628815

List of tables

Table 1.1: Research question and research objectives 5

Table 2.1: Individual sections of the literature review 7

Table 2.2: Types of customer loyalty based on customer attitudes and

behaviours (adapted from Kandampully et al., 2015) 11
Table 3.1: Individual sections of Chapter 3 21
Table 3.2: Research objectives 22
Table 3.3: Research hypotheses 23
Table 3.4: Fundamental differences between quantitative and qualitative
research methodologies (Saunders et al., 2012) 28
Table 3.5: Types of data variables (Saunders et al., 2012) 30
Table 3.6: Purposive sampling criteria used in this study 31
Table 4.1: Individual sections of Chapter 4 35
Table 4.2: Independent coffee shop selection criteria employed in this study
________________________________ 36
Table 4.3: Definition and measurements of variables employed in this study
38
Table 4.4: Criteria for the measurement of loyal behaviours displayed by
independent coffee shop customers 40

Table 4.5: Summary results of the multiple discriminant analysis (MDA) __ 41

Table 4.6: MDA classification results 42
Table 4.7: Loyalty characteristics of the three identified clusters _________ 43
Table 4.8: Reasons for visiting independent coffee shops 45
Table 4.9: Results of the bivariate correlation analysis between the relational
benefits and emotional commitment constructs 47
Table 4.10: Results of the ANOVA analysis 48

Table 4.11: Contingency table showing the relationship between customer

satisfaction and WOM recommendations 50

Table 4.12: Correlations between loyalty programme participation and

repeat-purchase loyalty variables 52

Table 4.13: Reliability statistics test results 53




MK7227 Postgraduate dissertation ul628815

Table 4.14: Results of the multi-response analysis base don independent vs

chain coffee shop brand preferences 58
Table 8.1: The list of survey questions used in the survey 76
Table 8.2: Independent coffee shops considered in this study 87
Table 8.3: Sample socio-demographics __88
Table 8.4: Cluster analysis results 91
Table 8.5: Symmetric measures and Chi-Square Test for customer
satisfaction and WOM recommendations 93
Table 8.6: Frequency table exhibiting the most common loyalty or reward
programmes used by independent coffee shops 93
Table 8.7: Crosstabulation between awareness of and participation in an
independent coffee shop's loyalty or reward programme 94

Table 8.8: Most common reasons for why independent coffee shop customers

(do not) participate in loyalty or reward programmes 95

List of figures

Figure 2.1: Examples of independent coffee shop loyalty programmes based

ON [YEQUEINCY FEWEANUS ...t eeeee et e e tte e e tate e e e aasaeaaaaeenanaennananen 18
Figure 2.2: Grind’s (independent coffee shop in London) loyalty app, based on
R Lol 17 B 2 L] L 20
Figure 3.1: The research ‘onion’ (Saunders et al., 2012).......ccceueveeuueveennenn.n. 25
Figure 3.2: The deductive approach to research (Bryman and Bell, 2015) .. 26
Figure 4.1: Independent vs chain coffee shop preference.............cccceeuu...... 57

Figure 4.2: The relationship between customer satisfaction and WOM

FECOMMENAATIONS ...ttt e et e e e et aaae e e e e e asaeeeenennaas 59
Figure 8.1: An example of a completed questionnaire................ccccuueveeunun.... 86
Figure 8.2: GERMAEF .............cceeeeeeeeeeeeee ettt e e e 88
FIGUIE 8.3: AGE@ ...ttt et e e et e e e e e e e r e e n e ee 89
Figure 8.4: EAUCATION ................ccoeeeeeeeeeeeeeeeee ettt e et aeaaaeaaaeaaeeannas 89
Figure 8.5: OCCUPATION...............cceeeeeeeeeeeeeee ettt e e e e e n e ee 89
Figure 8.6: Dendrogram showing cluster analysis results............ccccccevunu..... 92

Figure 8.7: Loyalty or reward programme participation........................... 94



MK7227 Postgraduate dissertation ul628815

1 Introduction

1.1 Overview

The first chapter of this study gives an introduction to the research and
outlines its main focus. This chapter is further divided into three parts. The
first part (Section 1.2) will introduce the research background and provide a
brief summary of the current knowledge on customer loyalty and relationship
marketing strategies. The second part (Section 1.3) will then discuss the
research question origins, as well as present the research question along with
the research objectives. And finally, the last part (Section 1.4) will provide an
overview of the structure of this study, including the contents and the focus

of the following chapters.

1.2 Research background

Today’s marketplaces are extremely crowded and more competitive than ever
before (Masceranhas, 2006). Businesses in such markets are saturated and
most of today’s products and services have become commoditized
(Kandampully et al., 2015). Such a complex business environment has
consequently created an even more demanding and diversified customer base
(Barnes et al., 2004). All of this is also true for the UK coffee market. Allegra
(2018) predicted that the total UK coffee shop market will exceed 32,000
outlets and a turnover of £16 billion by 2025, with an annual outlet growth of
6%. British consumers are becoming more knowledgeable and empowered
with choice of coffee than ever before. This comes as a consequence of the
rise of artisanal independent coffee shops, which are not competing only
against coffee shop chain brands, such as Starbucks and Costa, but also

against other local independents (Bearne, 2017).

It is therefore becoming harder for coffee shops, independent and chain alike,
to differentiate themselves in such a competitive and saturated market place.

Previous research into hospitality businesses (Kandampully et al., 2015;
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Bowen and Shoemaker, 2003; Pi and Huang, 2010; Yang et al., 2005) have
identified that most businesses use price, advertising and promotion
strategies in order to attract customers, but these are easily copied by
competitors. However, researchers (Bowen and Shoemaker, 1998;
Mascarenhas, 2006) have identified that businesses which build emotional
bonds with their customers can gain competitive advantage that is not easily
replicable by competitors. This is especially important for service businesses,
because of their interpersonal nature and the lack of objective measures for

assessing service quality (Gwinner et al., 1998).

A central tenant of consumer behaviour which enables the development of
such close relationships is customer loyalty (Mattila, 2004). In today’s highly
competitive markets, cultivating a loyal customer base is frequently perceived
as the single most important driver of a businesses’ long-term financial
performance and as the most important challenge faced by marketers
(Alrubaiee and Nazer, 2010; Yoo and Bai, 2013). Uncles et al. (2002) have
identified two main objectives of customer loyalty programmes. The first is to
increase sales revenues by increasing both purchase levels and the range of
products bought by the customer, and the second is to build a closer bond
between the brand and its customers. Reichheld and Sasser (1990) have shown
that the profit impact of having a loyal customer base is huge, as a 5% increase
in customer retention can result in an increase in profits which can vary
anywhere between 25 and 125%. Such an increase comes as a consequence of
lower sales, reduced marketing and operating costs, price premiums, increase
of customer referrals and revenue growth (Reichheld and Sasser, 1990; Oliver,
2010; Gwinner et al.,1998). We can therefore say that the relative cost of
customer retention is significantly lower than that of customer acquisition.
According to Wills (2009), it can cost up to five times as much to obtain a new
customer than to keep an existing one. What is more, it has been shown
(Ndubisi, 2004; Solnet and Kandampully, 2008; Gwinner et al., 1998) that loyal
customers often generate new business for a firm through word-of-mouth

recommendations and can therefore serve as brand ambassadors.
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Businesses generally attempt to build customer loyalty through central
marketing activities (Oliver, 1999) and relationship marketing strategies
(Bowen and Shoemaker, 1998). However, several researches (Duffy, 2005;
Sharp and Sharp, 1997; Tepeci, 1999) have shown that these strategies and
marketing programmes are not enough to achieve ‘natural loyalty’. Bowen and
Shoemaker (1998) define loyalty as a long-term relationship that is built on
trust and commitment between the buyer and the seller. Natural loyalty should
therefore be achieved primarily through quality products and services, but
also through passion, positive environment and honesty in everything a
business does (Duffy, 2005).

However, successfully achieving customer loyalty is not a simple task. It has
previously been shown (Ehrenberg et al., 1990; Chang, 2013; Helm et al.,
2009) that customer loyalty is achieved more easily when the brand is bigger.
Tepeci (1999) found that this is because bigger brands have an established
reputation and customers find it easier to trust them, as they know exactly
what to expect from them, in terms of service standards, experience and
consistency of quality. In the coffee shop market, coffee shop chains, such as
Starbucks or Costa, can use their reputation to secure customer trust and
affiliation in order to ensure that customers will keep coming back to them
(Thang and Tan, 2003). Independent coffee shops, on the other hand, lack
such corporate reputation and might therefore find it more challenging to
create a truly loyal customer base. This is where unique and engaging

customer-brand interactions come into play (Mascarenhas, 2006).
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1.3 Research question origins

A lot of research has already been conducted on customer-brand relationships
and customer loyalty in services and in the hospitality industry, but most of it
was focused specifically on hotels or casinos (Bowen and Shoemaker, 1998;
Baloglu, 2002; Crick and Spencer, 2011; Back and Parks, 2003). Only a
moderate amount of research has been conducted on the coffee shop market,
and it either has a more limited focus with regards to the drivers of customer
loyalty (Chen and Hu, 2010), or it studies chain coffee shop brands (Tu et al.,
2012). Consequently, this study aims to investigate a wider scope of loyal
behaviours displayed by coffee shop customers, with an added focus on the
effect of relationship marketing on customer loyalty. This will provide a more
complete picture of the customer loyalty phenomenon in the independent
coffee shop sector. Furthermore, in order to achieve the most accurate results,

this study will be conducted from the customer-behaviour point of view.

The London coffee shop market has been selected for this study because it is
a marketplace that is characterized by diminishing product differentiation and
heightened competitive pressures (Allegra, 2018), where there is a real need
to understand consumer-brand relationships. Often in London, in a very small
area, such as a single street, one can find several coffee shop alternatives. Due
to this range of brand alternatives and the diversity of its customer base, in
terms of both coffee-related behaviours and socio-demographic
characteristics, there is a vast scope of loyalty experiences available for
analysis in the London coffee shop market. This will enable an even greater

insight into the customer loyalty phenomenon.
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1.3.1 Research question and research objectives

The aim of this study is to identify the key drivers of customer loyalty of
independent coffee shops in London’s coffee shop market. The research
guestion and research objectives that have been developed for the purposes

of this study are illustrated in the following table (Table 1.1).

Research question

What are the key drivers of customer loyalty of independent coffee shops
in London’s coffee shop market?

Research objectives

1} to identify which type of loyal customer (attitudinally, behaviourally,
situationally loyal) prevails in the independent coffee shop market,

2) to identify what drives customers into being loyal to independent coffee
shops (antecedents of loyalty), what follows the development of such
customer-brand relationships (consequences of loyalty), and how these
differ from the drivers of loyalty to chain coffee shop,

3) to determine the effect of relationship marketing strategies, such as
loyalty programmes, on customer loyalty of independent coffee shop
customers, and

4) to detect good practices in loyalty-building strategies for independent

coffee shop managers.

Table 1.1: Research question and research objectives

The findings of this study should provide a deeper understanding of how local,
independent coffee shops can survive in such a saturated and competitive
marketplace despite not having a corporate reputation that coffee shop chain
brands posses. Additionally, the findings should provide a further insight into
how independent coffee shops can increase their profitability and market
share by building long-term relationships with loyal customers (Tepeci, 1999).
For that reason, it is important to conduct this study from the customer-

behaviour perspective and not the brand perspective.
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1.4 Research structure

This research is structured into six chapters - introduction (Chapter 1),
literature review (Chapter 2), research methodology (Chapter 3), data analysis

(Chapter 4), conclusion (Chapter 5) and recommendations (Chapter 6).

The first chapter will provide some background to this study, as well as
introduce the research question and the research objectives. The second
chapter will provide a detailed analysis of the current knowledge of marketing
literature on customer loyalty, different types of loyalty, its antecedents and
its behavioural outcomes. The literature review will also focus on relationship
marketing strategies and loyalty programmes and their impact on customer
loyalty. The third chapter will then introduce and justify the choice of research
methodology used in this study. This is also where the research question and
objectives will be further discussed and where research hypotheses will be
developed. The fourth chapter will then provide a detailed analysis of the
collected data, as well as the results and the findings of this study. The last
two chapters, the conclusion and recommendations, will summarize how this
study attempted to answer the research question and present its findings, as
well as give recommendations for both managerial implications and future

research in the independent coffee shop industry.
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2 Literature review

2.1 Overview

This chapter aims to provide a detailed analysis of the current knowledge and
previous research on customer loyalty, relationship marketing, and its impact
on customer engagement and loyalty. The literature review is further divided
into 5 sections, focusing on individual aspects of customer loyalty and

relationship marketing, which are presented in the table below (Table 2.1).

Section
Focus of the section
number
Section 2.2 Customer loyalty, with a special focus on customer loyalty in the

hospitality industry
Section 2.3 | Types of customer loyalty (attitudinal, behavioural and situational)

Section 2.4 | Most common drivers of customer loyalty (antecedents of loyalty)

Behavioural outcomes of customer-brand relationships
{consequences of loyalty)

Section 2.5

Section 2.6 Relationship marketing strategies, with a special focus on loyalty
programmes

Table 2.1: Individual sections of the literature review
2.2 Customer loyalty

In today’s highly competitive markets, customer loyalty emerges as the most
important challenge faced by marketers (Alrubaiee and Nazer, 2010; Yoo and
Bai, 2013). There are many definitions of customer loyalty in the marketing
literature, but the most commonly accepted one seems to be Oliver’s (1999).
He defined loyalty as a deeply help commitment to repurchase a preferred
product or service consistently in the future, causing repetitive same-brand
purchasing, without submitting to any situational influences or marketing
efforts which encourage switching behaviour. Customer loyalty therefore
represents the basis of a strong, long-term customer-brand relationship
(Bowen and Shoemaker, 2003). Advantages of such loyal relationships have

been thoroughly discussed in the marketing literature (Tepeci, 1999; Gwinner
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et al., 1998; Oliver, 2010; Ndubisi, 2004; Reichheld and Sasser, 1990). The
most common benefits of such relationships have been identified as increased
revenues for the firm, predictable sales and profit streams, reduced marketing
and operating costs, which are typically used for attracting new customers,
increased per-customer revenue growth, increase of word-of-mouth
recommendations and of price premiums, as well as increased competitive

advantage.

Researchers (Bowen and Shoemaker, 2003; Baloglu, 2002; Back and Parks,
2003) recognize two main concepts at the heart of a loyal relationship - trust
and commitment. However, in order for them to evolve, customers’ needs and
expectations must first be satisfied. According to Oliver (1999), customer
satisfaction and loyalty are inextricably linked. Customer satisfaction occurs
when customers’ pre-purchase expectations are met or even exceeded, which
results in some level of post-purchase affect towards the service provider
(Yang and Peterson, 2004). However, several researchers (Bowen and
Shoemaker, 1998; Oliver, 1999; Bloemer and de Ruyter, 1999) have
recognized that this relationship between loyalty and satisfaction is not
symmetric; whilst loyal customers are typically satisfied, satisfied customers
might not always become loyal. Bowen and Shoemaker (1998) explain that this
might happen because customers are seeking for variety or are multi-brand
loyal, or because they make consumption decisions based on other factors,
such as convenience and price. Nonetheless, Oliver (2010) believes that
satisfaction is necessary for loyalty to form, but becomes less so when loyalty
is established through other sources, such as personal determinism and social
bonding. It is widely believed (Mascarenhas, 2006; Tepeci, 1999; Back and
Parks, 2003; Pi and Huang, 2010) that in saturated markets, businesses
compete best when they combine both functional and emotional benefits of
what they are offering to their customers. This is because ultimate loyalty
emerges as a combination of perceived product and service superiority, as
well as customer satisfaction and social bonding with the service provider
(Oliver, 2010). Such emotional bonds between businesses and customers are

difficult for competitors to imitate or break (Mascarenhas, 2006).
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2.2.1 Customer loyalty in the hospitality industry

Faced with increasing competition, many hospitality businesses now
recognize the importance of building long-term relationships with their
existing customers that are built on trust and commitment (Yoo and Bai,
2013). Previous studies (Tepeci, 1999; Reichheld and Sasser, 1990) have
shown that hospitality firms used to create value for customers through
unique product and service features. However, more recent studies (Victorino
et al., 2005; Solnet and Kandampully, 2008; Walls et al., 2011) have shown
that most hospitality businesses now offer comparable, or even identical,
products and services, and that the growth of hospitality businesses now
depends on their ability to create unique, memorable and positive experiences
for their customers. These experiences are most commonly created through

engagement in personal face-to-face interactions (Kandampully et al. 2015).

Furthermore, as a mature industry, hospitality businesses must pursue
market-share gains, rather than market-growth gains (Tepeci, 1999) and they
can do so by increasing the size of their loyal customer base. It has been
shown (Tepeci, 1999; Reichheld and Sasser, 1990) that acquiring new
customers is more expensive than continuing to serve current customers, due
to advertising and promotion expenses. Hospitality businesses have therefore
been shifting emphasis from customer acquisition to customer retention

through customer engagement and participation (Gustaffsson et al., 2006).

However, a question occurs of whether businesses in marketplaces, such as
the hospitality one, which are characterised by increasing unpredictability,
minimal or no product differentiation and heightened competitive pressures,
can evolve a truly loyal customer base? Oliver (1999) identified some obstacles
to customer loyalty in the hospitality industry. Firstly, he discussed consumer
idiosyncrasies; customers in hospitality businesses, especially dining
establishments, are variety seeking and even the more reqgular clientele will
occasionally try new or different alternatives. Secondly, most customers in the

hospitality industry are multi-brand loyal because of reasons such as
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convenience, quality and price. Customers can also lose their loyal behaviour
due to a change in needs or even complete withdrawal from the product
category (i.e. they stop drinking coffee). And lastly, with very commonly
purchased items, such as coffee, even truly loyal customers are more
susceptible to switching incentives, as price is an important factor to them
(Sivakumar and Raj, 1997).

It is therefore essential for hospitality businesses, such as coffee shops, to
ensure that their business’ offerings live up to their customers’ expectations
and that they are constantly reacting to their customers’ needs (Walls et al.,
2011). This will increase their customers’ perceived value of products and
services, which will in turn lead to further purchases (Yang and Peterson,
2004). However, it is important to note that repurchasing behaviour is not
sufficient evidence of brand loyalty - this purchasing practice should be
intentional and customer loyalty should develop as a combination of both
positive attitudes towards the brand and repetitive purchases of their products

and services (Tepeci, 1999).

It is important to note, however, that most of the current research on customer
loyalty in the services industry has been conducted on more high-risk, high-
value or luxurious businesses, such as hotels (Back and Parks, 2003; Crick and
Spencer, 2011), banks (Ndubisi, 2007; Alrubaiee and Al-Nazer, 2010), casinos
(Baloglu, 2002) and airlines (Pi and Huang, 2010; Sharp and Sharp, 1997). Only
a moderate amount of empirical research has been conducted to examine the
relationship between the drivers of purchasing behaviours and customer
loyalty with regards to more low-risk, commonly purchased brands, whose
customers are most commonly variety seeking, impulse buying or multi-brand
loyal. Furthermore, it has also not yet been thoroughly researched how smaller
and independent businesses selling commonly purchased items can build
customer-brand relationships that will evolve into customer loyalty. Whilst
some research has been conducted on the restaurant (Chang, 2013) and
coffee shop sector (Duffy, 2005; Fournier and Yao, 1997), most of it has been
focused on discussing either chain brands (Tu, 2012; Yuang and Wu, 2008),
or only attitudinal aspects of customer loyalty (Chen and Hu, 2010). The
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purpose of this study is to reduce this gap in the knowledge between high-
value, luxurious brands and low-risk, frequently purchased brands, such as
independent coffee shops. This study will therefore aim to contribute to the
body of relationship marketing literature by providing a deeper understanding
of the various attitudes and behaviours displayed by independent coffee shop

customers through identifying what drives and impacts them.

2.3 Types of customer loyalty

Past researchers assumed that loyalty could be described solely by behavioural
patterns, such as repeat purchasing, but when attitude-based models were
proposed, such beliefs were put to rest and new representations of customer-
brand relationships started to evolve (Oliver, 2010). Most researchers now
identify three main types of customer loyalty - behavioural, attitudinal and
situational loyalty (Table 2.2). The three identified types of loyalty will now be

further discussed individually.

Customer attitude

Low High
Behavioural Attitudinal
=
E 5 (spurious) (true)
T
E loyalty lovalty
4
@
E Situational
s £ Latent
E - (low) oved
ovalty
© loyalty

Table 2.2: Types of customer loyalty based on customer attitudes and behaviours (adapted
from Kandampully et al., 2015)
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2.3.1 Behavioural loyalty

Behavioural loyalty is most commonly defined as a customer’s overt behaviour
towards a specific brand in terms of repeat-purchasing and usage patterns,
and is often measured by previous purchases of one brand, as compared to
its competing brands (Back and Parks, 2003; Mascarenhas, 2006). This type
of loyalty is most frequently identified with customers who are buying on a
routine or mundane basis and who do not need to develop a set of strong
beliefs or attitudes towards brands, as long as these brands ‘do their job’
(Uncles et al., 2002). In such a relationship, a brand’s function is valued more
than its psychological or social value. Furthermore, if the usual brand is
unavailable for any reason, then another, functionally similar brand will be
purchased (Ehrenberg et al., 2004). However, Uncles et al. (2002) noted that
a weak commitment to a limited number of brands in a product category can
form over time.

Critics of this approach argue that because behavioural loyalty is expressed
solely through repeated purchases, it is sometimes hard to distinguish
between true loyalty and spurious loyalty (Dick and Basu, 1994; Baloglu,
2002).

2.3.2 Attitudinal loyalty

Many researchers argue that true loyalty cannot develop solely as the outcome
of repeat purchase behaviour, but also because of strong attitudes towards a
brand (Back and Parks, 2003; Bandyopadhyay and Gupta, 2004). Attitudinal
loyalty is defined as an ongoing, committed and affective relationship with a
brand, whose psychological and social values are appreciated more than its
functional ones (Mascarenhas, 2006). Previous research (Pi and Huang, 2010;
Baloglu, 2002; Gomez et al., 2006) has shown that such relationships grow
stronger when they are built on trust, emotional commitment and attachment
towards a brand or when consumption is associated with community
membership. Attitudinally loyal customers are therefore much less susceptible

to negative information about their preferred brands and are less likely to
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succumb to switching incentives from other brands (Kandampully et al.,
2015).

However, critics argue that this approach to loyalty is most applicable to high
identity products, such as luxury goods and life choices, but is less applicable
for understanding the buying of low-risk, frequently purchased items (Uncles
et al., 2002). Because coffee can be identified as one such products, this study
will aim to determine whether customers can develop some sort of attitudinal

commitment towards independent coffee shop brands.

2.3.3 In between behavioural and attitudinal loyalties

Other researchers believe that loyalty is a biased behaviour that is expressed
over time and relates to one or more brand alternatives, which is why neither
behavioural nor attitudinal approaches alone are sufficient for measuring it
(Walls et al., 2011; Dick and Basu, 1994). This type of loyalty is referred to as
situational loyalty and is most often expressed as a contingent relationship
with a brand (Masceranhas, 2006). Uncles et al. (2002) further explain that
according to the contingency approach, customer behaviour varies depending
on the individual’s characteristics and current circumstances, and is
determined by the purchasing situation faced. Customer choices are therefore
shaped by habit, budgets, time pressures, immediate product availability,
different occasions and promotional deals - which are all weak attitudes and

behaviours (Mascarenhas, 2006).

2.4 Antecedents to loyalty

Fournier and Yao (1997) established that different types of loyalty are driven
by different factors and governed by different processes.
Yoo and Bai (201 3), categorize the factors that influence customer loyalty into
two big groups - internal and external factors. Internal factors are associated
internally with the firm, and include drivers such as product and service
quality, convenience, promotions and perceived economic and transaction
costs (Duffy, 2003; Bowen and Shoemaker, 1998). External factors, on the
other hand, relate to how consumers recognize the brand with respect to its
13
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competition, and include drivers such as brand reputation, perceived value
and perceived switching costs, satisfaction, commitment, trust and rapport
between customers and employees (Yang and Peterson, 2004; Chen and Hu,
2010; Mattila, 2004; Duffy, 2003).

Kandampully et al. (2015), on the other hand, have shown that potential and
occasional customers make their purchasing decisions based on functional
drivers, such as convenience, brand reputation and image, promotions and
fulfilment of basic psychological needs. Then, in order to develop a closer
relationship with the brand, perceived value, perceived quality and switching
costs come into play. And lastly, for committed customers to transform into
emotionally loyal customers, they must be driven by emotional drivers, such
as satisfaction, engagement in the service process, attachment, trust and
affective commitment, which can then further develop into a long-term
partnership with the brand (Tepeci, 1999; Mascarenhas, 2006). An
examination of the interrelationships amongst these drivers will offer a
greater understanding of the development of different loyal behaviours in the

independent coffee shop market.

Furthermore, customers who engage in such long-term relationships with
brands receive additional benefits in return that go above and beyond the core
product or service performance. These benefits are referred to as relational
benefits (Gwinner et al., 1998; Bowen and Shoemaker, 1998; Chen and Hu,
2010), and can be psychological, social, economic or customization benefits.
Gwinner et al. (1998) have identified the psychological benefits as the feeling
of security, reduced anxiety, trust and confidence in the service provider. They
defined social benefits as personal recognition, familiarity or even friendship
with the staff or business owners, and feelings of belonging to a community.
Economic benefits have been identified as money savings or special pricing,
and customization benefits are special treatment and special services that are

unavailable to non-loyal customers (Chen and Hu, 2010).
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It has been shown that one of the main reason why consumers become loyal
to coffee shop chain brands, such as Starbucks and Costa, is their corporate
reputation, built on the foundation of great products, great service, special
treatment (i.e. Starbucks writing their customers’ names on the coffee cups)
and a welcoming atmosphere (Duffy, 2005; Tu et al., 2012). Strong corporate
reputation enables these brands to build natural relationships with their
customers, which ultimately creates long-term loyalty (Chang, 2013).
Customers benefit from such relationships because they know exactly what to
expect in terms of service and product quality, which creates an atmosphere
of trust and confidence, and because they help create a sense of community
(Duffy, 2005). Independent coffee shops, on the other hand, lack corporate
reputation and therefore need to find other ways of attracting loyal customers.
Helm et al. (2009) suggested that whilst corporate reputation might serve as
an indicator of quality to some extent, it is believed to be less important when

the direct product or service experience can outweigh its importance.

2.5 Consequences of loyalty

Despite the fact that consumers’ loyal behaviour is driven by different factors,
the consequences of the development of customer-brand relationships are
always very similar (Bowen and Shoemaker, 1998; Cronin et al., 2000;
Kandampully et al., 2015). As mentioned previously, loyal customers are also
likely to be satisfied customers, and customer satisfaction induces positive
post-purchase behaviour. According to Solnet and Kandampully (2008), these
positive behavioural outcomes include increased product use and