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Senior managers faced with the day-to-day challenges
of increasing performance of their products and ser-
vices seem to spend millions of dollars on marketing

programs without knowing whether their investments pro-
duce reasonable returns. It is possible that managers simply
do not know how or are not able to calculate the return on
investment for their marketing programs. They lack a model
that links marketing actions with customer spending actions
and instead are often left to use intuition to make decisions.
The customer equity model (Rust, Zeithaml, and Lemon
2000) was one of the first methods with potential to forge
this missing link. 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 from which to build
more powerful, customer-centered marketing programs that
are financially accountable and measurable (Lemon, Rust,
and Zeithaml 2001).

In the current competitive marketing environment, cus-
tomer 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. Given the advantages that accrue to a com-
pany with high customer equity, effective management

requires careful monitoring of customer equity both to
detect signals of erosion in customer equity and to appropri-
ate programs to enhance it. With the growing recognition
that customers are market-based assets, research on linking
operational marketing inputs to customer attitudes and cus-
tomer equity has been gaining significance. In response to
this, several conceptual models have been proposed
(Bolton, Lemon, and Verhoef 2004; Kamakura et al. 2002;
Reinartz and Kumar 2000; Rust, Lemon, and Zeithaml
2004). However, despite the recent advances in research,
the results are still inconclusive as to the relationship among
marketing inputs, customer attitudes, and customer behav-
ior (Villanueva and Hanssens 2007).

Bolton, Lemon, and Verhoef (2004) link instrumental
marketing inputs to customer perceptions, customer behav-
ior, and financial outcomes. Similarly, Verhoef (2003) links
customer relationship perceptions and relationship market-
ing instruments to customer behavior. Rust, Zeithaml, and
Lemon (2000) and Rust, Lemon, and Zeithaml (2004) pro-
pose a comprehensive model that identifies different drivers
of a company’s outcomes. They suggest a customer value
model, stating that three equity drivers⎯value equity, brand
equity, and relationship equity⎯influence a customer’s
switching matrix, which in turn has an impact on customer
lifetime value (CLV) and customer equity. Although Rust
and colleagues’ model attempts to connect research on
brand equity and customer equity, it does not fully integrate
the loyalty concept.

Reinartz and Kumar’s (2000), Rust, Zeithaml, and
Lemon’s (2000), and Rust, Lemon, and Zeithaml’s (2004)
models use CLV to measure firms’ financial outcomes.
Customer lifetime value is a valuable marketing metric, but
though estimating and managing it adequately is a worth-
while ambition, it remains a pipe dream for most compa-
nies. Thus far, research in this area has essentially relied on
attitudinal survey data to calculate customer value. How-
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ever, self-reported share of wallet is not as useful as real
purchase data to measure customer behavior and customer
value (Keiningham, Perkins-Munn, and Evans 2003).

This article contributes to the customer equity literature
in the following ways: First, the proposed model includes
the construct of loyalty instead of a switching matrix. The
model tries to respond to one key concern of Rust, Zeit-
haml, and Lemon’s (2000) model; that is, they did not con-
sider the concept of loyalty.

Second, given that CLV is a difficult concept to measure
and is outside the limits of most companies (Stahl, Matzler,
and Hinterhuber 2003), we do not attempt to explain the
drivers of CLV but rather focus on the drivers of “future
sales.” In reality, few companies can accurately measure
CLV, which makes it virtually impossible to manage prop-
erly. The barriers have to do with the ways companies are
organized, make decisions, and track information. To cir-
cumvent these hurdles, we use actual sales from each cus-
tomer as the intrinsic value of customers (i.e., the accumu-
lated and discounted sales of the customers during the
six-month period after having assessed their perceptions
and attitudes). Although these data are not connected as
directly to customer equity as CLV, they nevertheless can
provide powerful insights and help management make more
efficient and more customer-focused decisions. Moreover,
these data are much more readily available to companies.

Third, it is important to predict changes in consumer
behavior that are driven by marketing actions and not by
consumers habitually buying at the same store as a result of
inertia effects (Bronnenberg and Wathieu 1996; Corstjens
and Lal 2000). We control for such consumer inertia by
including past sales as predictors as well.

Fourth, this study is unique in its approach to combining
survey data with real purchase data. Seiders and colleagues
(2005) point out that behavioral data are more accurate in
evaluating the effectiveness of a firm’s marketing strategy.
They suggest that purchase data represent an important
complement to customer self-reported data, such as a self-
reported behavioral loyalty measure (e.g., share of wallet).
Thus, we measure past sales using loyalty card data and link
them with future sales to examine the effects of the three
equity drivers⎯value equity, brand equity, and relationship
equity⎯on a consumer’s loyalty and his or her future pur-
chase behavior. By doing so, we also eliminate the concerns
of common method variance, simultaneity, and endogeneity
(Seiders et al. 2005).

To recapitulate, our focus on the drivers of future sales
reflects more clearly what we really try to show as our main
contribution. We provide the statistical and implementation
details necessary to employ the customer equity framework
in practice. Furthermore, we demonstrate that the customer
equity drivers that Rust, Zeithaml, and Lemon (2000) iden-
tify can significantly predict future sales, even after we con-
trol for the current sales level. That means that apart from
the well-known inertia effect, we identify drivers of future
sales.

We organize the remainder of this article as follows: We
begin by briefly describing Rust, Zeithaml, and Lemon’s
(2000) model as our conceptual starting point. Then, we
extend the model by introducing the concept of loyalty and

derive hypotheses about the possible relationships between
the different parts of the model. With three-stage least
squares (3SLS) regression analysis, we test five hypotheses
using survey data and purchase data from a sample of 5694
customers of a large European do-it-yourself retailer. We
conclude by outlining managerial implications and possible
directions for further research.

Literature
One of the first attempts to link marketing inputs to cus-
tomers’ reactions was Rust, Zeithaml, and Lemon’s (2000)
model. The authors proposed that marketing inputs affect
customer preferences and, thus, choice probability for a
particular brand. In turn, choice probability influences cus-
tomer value, which is a base to determine the customer
equity of a company. The model views value equity, brand
equity, and relationship equity as strategic investment cate-
gories that ultimately influence customer equity (see also
Rust, Lemon, and Zeithaml 2004).

Value equity is the customers’ objective assessment of
the utility of a brand based on perceptions of what is given
up for what is received. Brand equity is more subjective and
emotional. It is the intangible assessment of a brand,
beyond its objectively perceived value. Finally, the model
includes relationship equity, which expresses the tendency
of customers to stay in a relationship with the brand,
beyond objective and subjective assessments of the brand.
These three drivers are expected to influence the customers’
brand-switching behavior, as displayed in a Markov switch-
ing matrix. This matrix is the basis for the calculation of an
individual customer’s lifetime value. In line with Blattberg
and Deighton (1996), the individual CLVs are summed up
to form the company’s customer equity.

A major strength of Rust, Zeithaml, and Lemon’s
(2000) model is its ability to relate a company’s perceived
marketing strategy and marketing investments to the cus-
tomers’ reactions to these investments and to the economic
output generated by the related customer behavior. Thus, it
helps improve the budget allocation of the marketing spend-
ing (see also Rust, Lemon, and Zeithaml 2004). Further-
more, the model is one of the first attempts to connect the
two research streams on brand equity and customer equity.

However, the model does not consider some key aspects
of customer loyalty. By including the construct of loyalty
intentions (e.g., as suggested by Oliver 1997) instead of a
switching matrix, it is possible to address a core criticism of
Markov models⎯that is, the assumption of constant pay-
ments or sales over time (Armstrong and Farley 1969;
Ehrenberg 1965; Rust, Lemon, and Zeithaml 2004). Rust,
Zeithaml, and Lemon (2000) use survey data to calculate
CLV and customer equity. The use of self-reported share of
wallet might be a good indicator of CLV in the absence of
real purchase data. However, it is beneficial to combine sur-
vey data (to measure perceptions of marketing actions and
attitudes) and purchase data (to assess future sales) to vali-
date the model.

To summarize, our model tries to address two particu-
larly important concerns of Rust, Zeithaml, and Lemon’s
(2000) model: (1) not considering the concept of loyalty
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and (2) not using behavioral data. We do this by including
observed purchase behavior and, in particular, the loyalty
construct, in line with Bolton, Lemon, and Verhoef’s
(2004), Kumar, Lemon, and Parasuraman’s (2006), and Ver-
hoef’s (2003) conceptual suggestions. Thus, our model is
well suited to improve the understanding of the relationship
among perceived marketing actions, customer attitudes, and
future sales. In the following section, we derive hypotheses
that are related to the influence of value equity, brand
equity, and relationship equity on loyalty intentions as well
as the impact of loyalty intentions and past sales on future
sales.

Development of Hypotheses
Drivers of Loyalty Intentions
Loyalty intentions can be viewed as a customer’s psycho-
logical disposition toward an object. In a purchase situation,
loyalty intentions reflect favorable attitudes toward the
brand or firm (Dick and Basu 1994). The drivers of loyalty
are complex and dynamic, and they change and evolve over
time (Johnson, Hermann, and Huber 2006). Several specific
psychological antecedents motivate loyalty. Consistent with
Taylor, Hunter, and Longfellow (2006), marketing models
trying to explain the evolution of loyalty need to consider
not only cognitive aspects but also affective aspects.

Value equity. Value equity, the first driver of loyalty
intentions, can be understood as the perceived ratio of what
is received (e.g., a product) to what must be sacrificed (e.g.,
the price paid for the product). Thus, a favorable price–
quality ratio is indicative of high value equity. If a cus-
tomer’s outcome–input ratio corresponds to his or her own
reference outcome–input ratio, the experience of inner fair-
ness results (Oliver and DeSarbo 1988). Equity theory
maintains that perceived equity produces positive affective
states that lead to positive attitudes, such as satisfaction and
loyalty (Adams 1965; Homans 1961; Walster, Walster, and
Berscheid 1978). This theoretical reasoning is largely sup-
ported by empirical studies (e.g., Lam et al. 2004; Silvestro
and Cross 2000; Yang and Peterson 2004; Zins 2001). Fur-
thermore, Rust, Zeithaml, and Lemon (2000) and Rust,
Lemon, and Zeithaml (2004) point out that value equity
affects a customer’s (self-reported) switching propensity, a
measure similar to loyalty intentions. Thus:

H1: Perceived value equity has a positive impact on loyalty
intentions.

Relationship equity. Relationship equity involves the
elements that link a customer to a brand or a company
(Rust, Lemon, and Zeithaml 2001). If perceived relation-
ship equity is high, customers believe that they are well
treated and handled with particular care. In addition, cus-
tomers feel familiar with the brand, the store, or the
employees of the store. They trust the quality of the prod-
ucts or the accurate delivery of the service. A positive
experience with other customers is also indicative of rela-
tionship equity (Hennig-Thurau, Gwinner, and Gremler
2002). Relationship equity offers additional value for the
customer. In line with the confirmation–disconfirmation
paradigm, consumers who compare their expectations with

their experiences and believe that they are treated better
than others are likely to be satisfied with the offering,
brand, or store and therefore will become more loyal. Stud-
ies by Gwinner, Gremler, and Bitner (1998), Hennig-
Thurau, Gwinner, and Gremler (2002), Patterson and Smith
(2001), and Reynolds and Beatty (1999) have shown a
strong relationship among the relationship construct, satis-
faction, and loyalty. In line with Rust, Zeithaml, and Lemon
(2000) and Rust, Lemon, and Zeithaml (2004), who show
the influence of relationship equity on a customer’s switch-
ing matrix, we assume that there is a positive impact on loy-
alty intentions. Thus:

H2: Perceived relationship equity has a positive impact on loy-
alty intentions.

Brand equity. Brand equity is the subjective appraisal of
a customer’s brand choice. It is the value added to a product
or service as a result of prior investments in the marketing
mix (Keller 1993; Rust, Zeithaml, and Lemon 2000). If cus-
tomers judge a particular brand as strong, unique, and desir-
able, they experience high brand equity (Verhoef, Langerak,
and Donkers 2007). Because a brand attaches additional
value to a product or service, it increases the value com-
pared with a nonbranded product or service. If customers
perceive a brand as having a favorable and strong image, it
could positively influence their likelihood of choosing that
particular brand rather than competing offerings. In a simi-
lar vein, Bolton, Lemon, and Verhoef (2002) suggest that a
favorable perception of a brand could have an impact on
affective commitment. Rust, Zeithaml, and Lemon (2000)
state that brand equity is likely to influence a customer’s
willingness to stay, repurchase probability, and likelihood to
recommend the brand. Thus:

H3: Perceived brand equity has a positive impact on loyalty
intentions.

The Link Between Loyalty Intentions and Future
Sales

The theory of reasoned action (Fishbein and Ajzen 1975)
states that loyalty intentions have an immediate influence
on behavior. Loyalty intentions may result in a readiness to
act (to buy). This readiness is accompanied by the con-
sumer’s willingness to search for a favorite offering, despite
the considerable effort necessary to do so. Competitive
offerings are not considered alternatives. However, action
control studies imply that not all intentions are transformed
into action (Kuhl and Beckmann 1985). Studies finding
support for a positive link between intention and action are
not without methodological biases. Most empirical studies
consider the influence of loyalty intentions on self-reported
behavior (e.g., Armstrong, Morwitz, and Kumar 2000;
Evanschitzky and Wunderlich 2006; Harris and Goode
2004; LaBarbera and Mazursky 1983; Morwitz and
Schmittlein 1992; Tobin 1959). A much stronger test of the
intention–action link would be to relate loyalty intentions to
actual purchases. To this end, Zeithaml (2000) notes that a
more compelling relationship between customer purchase
intentions and actual purchase behavior lacks confirmation.
However, some studies that combine survey data with
observed behavior have found a positive relationship. For



Customer Equity Drivers and Future Sales / 101

FIGURE 1
Conceptual Model and Hypotheses
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example, Bolton, Kannan, and Bramlett (2000) show that
repurchase probability rises by 1.67 times if intention
increases by one point. Smith and Wright (2004) emphasize
that an increase of one standard deviation in purchase inten-
tions (from a rank of .5 to a rank of .8), meaning a corre-
sponding increase of .36 standard deviations in sales, trans-
lates to a $500 million increase in quarterly sales for a
company. Studies by Nacif (2003) and Kamakura and col-
leagues (2002) confirm the positive influence of purchase
intentions on actual customer retention. Therefore, a posi-
tive effect of loyalty intentions on future sales can be
assumed. Thus:

H4: Loyalty intentions have a positive impact on future sales.

The Link Between Past Sales and Future Sales

According to an expansion of the theory of reasoned action
(Ajzen 2001; Bentler and Speckart 1979; Eagly and
Chaiken 1993), a person’s former behavior can explain his
or her actual behavior. This means that consumers will pre-
fer to buy at the same retailer they bought from on previous
purchase occasions, even though they might perceive other
retailers as providing the same benefits. Corstjens and Lal
(2000) explain that this phenomenon is due to the psycho-
logical commitment to prior choices and customers’ desire
to minimize their cost of thinking. This so-called inertia
effect is rational because it helps consumers achieve satis-
factory outcomes by simplifying the decision-making
process and saving the costs of making decisions. It takes
place automatically and without conscious thought.

Many studies give empirical evidence for habitual
behavior (e.g., Anderson and Srinivasan 2003; Beatty and
Smith 1987; Gounaris and Stathakopoulos 2004; Huang and
Yu 1999; Rust, Lemon, and Zeithaml 2004; see also the
cited literature in Corstjens and Lal 2000). For example,
Beatty and Smith (1987) demonstrate the strengths of the
inertia effect by showing that 40%–60% of consumers buy
at the same retailer because of habit. In summary, there is
ample evidence to suggest that inertia plays a significant
role in consumer choice. Thus:

H5: Past sales have a positive impact on future sales.

Figure 1 provides the conceptual model of our study and
summarizes the hypothesized links.

Methodology
Data Collection Procedure and Sample
We drew our sample from a European do-it-yourself
retailer. The European retail market is highly competitive,
and the retailer in our study is representative for this market
in terms of size and success.1 The retailer has had a loyalty
program in place for several years that tracks customers’
purchase behavior. Customers who are members of the loy-
alty program were the participants of our study. We ran-
domly selected 24,000 customers and sent questionnaires to
them by mail in prepaid return envelopes along with a cover

letter. The cover letter explained the purpose of the study,
assured confidentiality of data, and thanked the participant.
Furthermore, we used an incentive to increase the response
rate: All participants were entered into a lottery to win cash
prices between €25 and €500. To avoid any bias, the return
envelopes were addressed to the researchers’ university. A
total of 5694 respondents returned usable questionnaires,
for a response rate of 23.7%. We then matched the transac-
tion data to the survey data according to each customer’s
loyalty program identification number. We compared
selected items from early and late respondents, following
Armstrong and Overton’s (1977) recommendations; these
displayed no signs of nonresponse bias.

Measures

We developed the items for measuring the constructs of the
study, drawing on prior research in the literature. We tested
the initial item pool in qualitative interviews, focus-group
discussions, and a pretest among 2400 customers of the
same do-it-yourself retailer. This procedure led to the final
survey instrument for the main study. We used multi-item
seven-point Likert scales anchored by 1 = “strongly agree”
(“very satisfied,” “best value”) and 7 = “strongly disagree”
(“very unsatisfied,” “poorest value”).

We measured value equity with six items to understand
the customers’ evaluations of functional and cognitive value
associated with the retail outlet. In accordance with the
operationalizations of Baker and colleagues (2002), Rust,
Zeithaml, and Lemon (2000), and Sirdeshmukh, Singh, and
Sabol (2002), we asked the respondents to rate perceived
value in general. Items that were part of the scale included
price, product quality, service quality, convenience, and the
tangible environment of the retailer.

We adapted the relationship equity measure from the
relationship marketing research of De Wulf, Odekerken-
Schröder, and Iacobucci (2001) and Hennig-Thurau, Gwin-
ner, and Gremler (2002). This measure consists of five
items that assess the preferred treatment customers receive
when they are a member of a loyalty program. As a result 
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of our pretest, we added one item for the relationship with
the other customers because such relationships can also 
be considered a particularly relevant type of social benefit 
in a retail setting (Gwinner, Gremler, and Bitner 1998;
Iacobucci and Hibbard 1999; Zeithaml and Bitner 1996).

We measured brand equity, which focuses on the overall
perception of brand image, with four items, using the scale
that Verhoef, Langerak, and Donkers (2004) introduced,
with an additional item pertaining to the liking of the brand.
We used “likable” because of its demonstrated importance
in brand equity measures (Cox and Cox 1988; Darley and
Smith 1993; Goodstein 1993; Keller 1991; Wansink and
Ray 1992) and as a result of our qualitative studies con-
ducted before this research.

We define loyalty intentions as customers’ behavioral
intentions to continue buying at a retail store in the future,
accompanied by a deeply held commitment to that store.
We adapted the scale from Zeithaml, Berry, and Parasura-
man’s (1996) behavioral intention battery and included two
items.

We measured future sales using loyalty card data. In
line with Baesens and colleagues (2002), Bolton, Kannan,
and Bramlett (2000), Mittal and Kamakura (2001), Nacif
(2003), and Seiders and colleagues (2005), we aggregated
the sales over a particular period. In our case, we aggre-
gated the sales from six months after completion of the
questionnaire, in accordance with Nacif, whose study was
also conducted in a retail context. Furthermore, planning
periods of six months are common in retailing. Next, we
discounted the sales to the date of the survey with an inter-
est rate of 15%, as Reinartz and Kumar (2003) suggest. We
chose an annual interest rate of 15% because it was appro-
priate for marketing investments in the retailing industry in
general and for that retailer in particular during the time of
the survey. This is in line with the observation that the
yearly discount rate appropriate for marketing investments
varies from 12% (Gupta, Lehmann, and Stuart 2004) to
20% (Berger and Nasr 1998; Dwyer 1997).

We calculated past sales similarly to the measure of
future sales. The only difference is that we considered the
sales for the six months before the survey.

Following Gerbing and Anderson (1988), we conducted
a confirmatory factor analysis to assess the reliability and
validity of the multi-item scales. The coefficient alpha
exceeded .7, the threshold typically proposed in the litera-
ture (Hair et al. 2006; Nunnally 1978). In addition, the com-
posite reliabilities exceeded .6 for all constructs (Bagozzi
and Yi 1988). The results appear in Table 1.

We assessed discriminant validity of the constructs
using the criterion that Fornell and Larcker (1981) propose.
As Table 2 shows, the criterion was met for all the con-
structs because the average variance extracted is larger than
the squared correlation between any of the constructs. All
the analyses suggest that the reliability and validity of the
constructs in this study are acceptable. Following the proce-
dure suggested by Hair and colleagues (2006) and Rust,
Lemon, and Zeithaml (2004), we also administered the fol-
lowing tests to control for and assess the degree of multi-
collinearity: correlation between constructs, partial correla-
tions, part correlations, principal components regression,

and variance inflation factor. The results indicate that multi-
collinearity is not a severe issue in our data. Podsakoff and
colleagues (2003) provide excellent guidelines for a poten-
tial statistical procedure to estimate and control for com-
mon method bias. In line with their reasoning, we analyzed
our data (in particular, we performed a Harman’s single-
factor test and ran competing confirmatory factor analysis
models, as suggested by Podsakoff and colleagues [2003])
and ascertained that common method bias did not seem to
be problematic in our study.

Following Anderson, Fornell, and Lehmann (1994), we
used 3SLS regressions to estimate our model. Originally
developed by Zellner and Theil (1962), 3SLS has many
advantages: The main reason we chose 3SLS was to assess
the monetary impact of a change in any of the equity drivers
and loyalty intentions. When using 3SLS, we can specify
that, all else being equal, a one-unit increase in loyalty
intentions will result in an increase in future sales by €X. If
we had used structural equations modeling, we could have
argued only about the relative strength of the links and
would not have been able to draw any conclusion about the
monetary value of an increase in one of the drivers. Further-
more, 3SLS, which adds a correction for heteroskedasticity,
is a full information method because all the parameters of
the model are estimated jointly (Berndt et al. 1974). There-
fore, it is efficient (Basman 1957) and, according to Greene
(2007), robust to nonnormality.

We used factor scores of the constructs as independent
variables in our regression analysis. This standardized the
indicators so that we could use them in regression analysis.

Results
Model Results
To test our hypotheses, we estimate the following regres-
sion equations:

where

LI = loyalty intentions,
VE = value equity,
RE = relationship equity, and
BE = brand equity.

Overall, we found strong support for our model. The three
drivers of loyalty intentions⎯value equity, brand equity,
and relationship equity⎯explained 44.69% of the variation
in loyalty intention ratings. Value equity by itself would
explain 36.85%, brand equity would explain 36.91%, and
relationship equity would explain 20.40% of variation in
loyalty intentions. However, note that these percentages
cannot be added up, because the equity drivers are not
mutually exclusive.

Brand equity has a strong impact on loyalty intentions
(γ = .32; t = 21.73, p < .01), closely followed by value
equity with an almost identical coefficient (γ = .32; t =

( ) ,1 0 1 2 3LI VE RE BE

S

it it it it i

it

= + × + × + × +α α α α ε

and

(2) == + × + × +−β β β εo it iit iLI S1 2 1 ,
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TABLE 1
Description of Items Used to Measure the Constructs

Scale/Itema
Coefficient

Alpha
Factor

Loadings
Composite
Reliability

Value Equity .853 .905
1. How would you rate your overall shopping experience at this store

(“extremely good value/extremely poor value”)?
.782

2. The quality–price ratio with the dealer with respect to products is very
good.

.762

3. The quality–price ratio with the dealer with respect to services is very
good.

.770

4. For the time spent at this store, would you say shopping is (“highly
reasonable/highly unreasonable”)?

.753

5. For the effort involved in shopping at this store, would you say shopping
is (“very worthwhile/not at all worthwhile”)?

.791

6. The store is very attractive. .679
CFI = .912, TLI = .895, RMSEA = .079, SRMR = .042

Relationship Equity .761 .846
1. As a member of the loyalty program, they do services for me that they

don’t do for most customers.
.518

2. I am familiar with the employees that perform the service. .808
3. I am glad to meet other customers in the store. .771
4. Employees in that store know my name. .736
5. I have trust in this store. .767
CFI = .975, TLI = .949, RMSEA = .074, SRMR = .024

Brand Equity .854 .913
1. X is a strong brand. .882
2. X is an attractive brand. .918
3. X is a unique brand. .768
4. X is a likable brand. .829
CFI = .968, TLI = .904, RMSEA = .115, SRMR = .035

Loyalty Intentions .804 .910
1. Would you repurchase at this store? .914
2. Would you recommend this store to a friend? .914

aWe measured the items using seven-point Likert scales anchored by “strongly agree” (1) and “strongly disagree” (7) and “very satisfied” (1)
and “very unsatisfied” (7), unless otherwise noted.

Notes: CFI = comparative fit index, TLI = Tucker–Lewis index, RMSEA = root mean square error of approximation, and SRMR = standardized
root mean square residual.

TABLE 2
Correlation Matrix

Value
Equity

Relation-
ship

Equity
Brand
Equity

Loyalty
Intentions

Value equity 1.000
Relationship

equity .509 1.000
Brand equity .693 .506 1.000       
Loyalty

intentions .608 .453 .610 1.000
AVE .569 .529 .724 .835
Notes: AVE = average variance extracted.

21.68, p < .01) and relationship equity (γ = .13; t = 10.30,
p < .01). Therefore, the data support H1, H2, and H3. With
regard to the drivers of future sales, the results indicate that
loyalty intentions have a direct and positive impact on
future sales (γ = 20.88; t = 2.38, p < .01), in support of H4.

We also controlled for sales made to each customer for
the six-month period before this survey. The results support
an inertia effect, with a coefficient of γ = .63 (t = 52.22, p <
.01), indicating that past sales are good predictors of future
sales. Therefore, H5 is supported as well. Overall, our
model explained 34.71% of the variance of future sales. The
results are summarized as follows:

where
St = future sales;

St – 1 = past sales;
ε = error term (normally distributed); and

n.s. = nonsignificant, *p < .05, and **p < .01.
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2For brand equity, there is full mediation because the direct link
is not significant; the remaining two links are significant, so we
have a partial mediation.

3Additional information about the competing models is avail-
able on request.

4Additional information about the nonlinear models is available
on request.

Next, we compare the original model with one that
includes direct links from the three equity drivers to future
sales. To assess the difference in fit between the two mod-
els, we performed a likelihood ratio test. This new model
would have three degrees of freedom less. The results show
a significant improvement in the fit (likelihood ratio =
17.22, Δd.f. = 3, p < .01) between the original model and
the new model, which includes three direct links between
the equity drivers and future sales. In assessing total R-
square of the new model, we find a total variance explained
of 34.85%, compared with 34.71% in the original model. It
seems that the positive impact of the three equity drivers is
largely mediated by loyalty intentions.2

We also assess the monetary impact of a change in loy-
alty intentions. All else being equal, an increase of loyalty
intentions by one point would result in an increase of future
sales by €20.88. If we take all 1.5 million customers of the
retailer into account, this would mean an increase of future
sales of €31.32 million.

Test of Model Stability

We also ran several alternative models⎯for example, two-
part equity frameworks considering only value equity and
relationship equity, relationship equity and brand equity,
and value equity and brand equity; one-part equity frame-
works considering only value equity, relationship equity,
and brand equity; and a simple regression model with all
equities, loyalty intentions, and past sales directly influenc-
ing future sales. Because none of these models show better
fit indexes, our previously mentioned model seems to be a
good representation of the data.3

The model we propose uses 3SLS estimation. This tech-
nique applies linear regressions to estimate coefficients.
However, there might be nonlinear effects between the con-
structs. To address this issue, we ran different nonlinear
regressions between the three equity drivers and loyalty
intentions and between loyalty intentions and future sales.
We conducted these analyses in an exploratory way because
we had no a priori hypothesis about the type of nonlinearity.
The results show that using nonlinear regressions does not
significantly improve model fit or the explanatory power of
the model. This gives us faith in the stability of our concep-
tual linear model.4

Discussion
Customer centrism is essential for a firm to flourish. Cus-
tomer equity models offer a theoretical framework for mak-
ing the firm customer centered. Our study was a result of
opportunities provided by the existing literature in the per-
formance outcomes of the three customer equity drivers—
value equity, brand equity, and relationship equity. We used
both survey data and real purchase data to examine the

effects of the three equity drivers on consumers’ loyalty
intentions and their future purchase behavior, while control-
ling for past purchase behavior.

Our study shows that all three customer equity drivers
positively influence customers’ loyalty intentions toward a
firm and that customers’ loyalty intentions have a positive
effect on the firm’s future sales. Among the three drivers,
brand equity and value equity are of primary importance in
establishing future sales. This finding is in agreement with
Lemon, Rust, and Zeithaml (2001), who note that value is
the keystone of the relationship of a customer with a firm. If
the product or service offered by the firm does not meet
customer expectations, there is no need to establish brand
equity and relationship equity. Our study also finds relation-
ship equity to be a significant driver of loyalty intentions.

The study also shows that future sales are directly influ-
enced by loyalty intentions and past sales. Furthermore,
they are indirectly influenced by value equity, brand equity,
and relationship equity. Considering the equity drivers in
particular, it is critical to understand that future sales could
be influenced by marketing activities targeted toward
increasing the perceived equity of the three strategic fields
of investment: value, brand, and relationship.

By providing the statistical and implementation details
necessary to implement the customer equity framework in
practice, our study demonstrates that the customer equity
drivers identified by Rust, Zeithaml, and Lemon (2000) can
significantly predict future sales, even after we control for
the current sales level. This means that apart from the well-
known inertia effect, we identify drivers of future sales.

Managerial Implications
This study offers some helpful implications for managers.
Our finding that value equity is of primary importance in
establishing future sales suggests that a firm must meet cus-
tomers’ expectations, which can be considered an objective
assessment of the utility of the firm’s products and services.
Value equity represents a customer’s balancing of what is
given up (price) and what is received in return (value). A
firm could consider delivering to the customer different
aspects of value, including quality service, quality product,
price, convenience, and an engaging shopping environment.
However, in doing so, managers must be cautious because
treating all customers as homogeneous could misrepresent
the value equity → loyalty intentions → future sales rela-
tionship since the importance of value equity depends on
the industry, the maturity of the firm, and the customer
decision-making process (Lemon, Rust, and Zeithaml
2001). Therefore, it is important that managers uncover the
level of influence of various aspects of value on future sales
for different customer segments in their business so that
resources can be appropriately allocated, thus maximizing
value equity. For example, in retailing, value could vary by
type of shopper—those who seek low prices, those who are
willing to pay higher prices for superior service or conve-
nience, and those who buy at certain prestigious stores for
status by paying very high prices. Thus, the store manager
must choose from several possibilities to strengthen the
value perception in the customer’s mind, such as offering
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low prices, improving the quality of assortment, enhancing
store ambience, and training employees to provide better
customer service.

Our finding that brand equity is of equal importance to
value equity in predicting loyalty intentions and, ultimately,
in establishing future sales is noteworthy. When a brand is
perceived as attractive and unique, customers are less likely
to switch. Thus, managers must focus on establishing and
sustaining brand equity to influence loyalty directly. In
establishing brand equity, managers must focus on building
brand awareness, improving brand image, and ensuring the
consistency of delivery of a brand’s promise at a level that
surpasses the customer’s expectations. Understanding the
changing consumer environment and constantly upgrading
the brand to ensure that the brand maintains its level of rele-
vance to an ever-demanding consumer will help managers
sustain brand equity. Managers must avoid the common
practice of employing price promotions and unwise brand
extensions with the aim to achieve short-term financial
results. These could cause irreversible deterioration of the
value of the brand. In the retail industry, with its many com-
peting suppliers, branding is especially important to influ-
ence customer perceptions positively and drive store choice
and loyalty (Ailawadi and Keller 2004; Peterson and Bala-
subramanian 2002; Woodside and Walser 2006). Grewal,
Levy, and Lehmann (2004) note that the rise of the retailer
as a brand is one of the most important trends in retailing.
Retailer brands, such as Wal-Mart, H&M, IKEA, and Tesco,
demonstrate their success by their unique, strong, and dis-
tinct brand image. These brands have gone beyond their
advertising propositions through their product offering, the
in-store events, and the visual excitement in each store.

Furthermore, our study reveals that relationship equity
is a significant driver of future sales. This suggests that
firms must increase relationship equity by establishing and
maintaining sound relationships with customers that will
help cement customers to the firm. To achieve this, firms
must consider setting up initiatives, such as community
activities and loyalty programs, that provide “aspirational
value” and establishing learning relationships with cus-
tomers (Lemon, Rust, and Zeithaml 2001). Barnes (2001,
title page) notes that “it’s all about how you make them
feel.” For example, a retailer could motivate customers to
build a community that rests on a structured set of relation-
ships among “fans” of a brand (Algesheimer, Dholakia, and
Herrmann 2005; Muniz and O’Guinn 2001). The retailer
could benefit from including characteristics of a community
in the loyalty program. Rosenbaum, Ostrom, and Kuntze
(2005) indicate that members of loyalty programs who are
engaged in the brand’s community are more loyal than
members of programs who are not offered this relationship
benefit. By amplifying the nonfinancial benefits provided to
the members of the loyalty program, the retailer could
become more trustworthy (Winer 2001) while also creating
switching barriers. In addition, establishing different
“clubs” within the loyalty program could be beneficial. For
example, following the approach of Tesco, which offers dif-
ferent kinds of club memberships (e.g., baby and toddler
club, food club, wine club, healthy-living club), members
could be approached according to their needs, which may

lead them to be emotionally bound to the retailer. Another
way to achieve better relationship equity would be to
improve the social value that comes with the relationship
with the retailer. In a retail setting, as in our study, employ-
ees play a pivotal role. It is necessary to have the same quali-
fied and committed service personnel for a long time, so
that customers can find “their” service employee (Harrison-
Walker and Coppett 2003). Babakus, Beinstock, and Scotter
(2004), Rucci, Kirn, and Quinn (1998), Stock (2005), and
Weitz and Bradford (1999) suggest that employing highly
skilled and motivated service personnel is one of the suc-
cess factors in retailing.

Finally, a challenge for managers who want to improve
their marketing accountability is related to the lack of scien-
tific approaches that link marketing actions with customer
spending actions. Our study meets this challenge and
informs managers how the proposed model could be
applied to companies in understanding the drivers that are
most important for influencing the buying behavior of their
customers. This study also helps make the actions of man-
agers accountable with respect to their ultimate impact on
customers. These actions are critical in the retail industry, in
which firms spend a considerable percentage of their reve-
nues on marketing. The results of our study suggest that the
limited marketing budget should be spent first on actions
and programs to increase or maintain brand and value
equity, followed by spending to enhance relationship equity.
However, these results may apply only to the particular
retail setting of our study: do-it-yourself retailing. Never-
theless, and in line with findings from related empirical
studies (e.g., Rust, Lemon, and Zeithaml 2004; Rust, Zeit-
haml, and Lemon 2000), we would expect the three equity
drivers to significantly predict loyalty intentions and future
sales in different retail settings as well; only the relative
importance might differ.

Limitations and Further Research
The substantive findings of our study must be viewed in the
light of their limitations. First, our study analyzed a particu-
lar retailer from one industry. Therefore, caution must be
exercised in generalizing our findings to other retail
organizations/industries. For an industry in which product
quality differs largely among providers, value equity might
be a source of sustainable competitive advantage, whereas
in industries or retail settings in which involvement is low,
establishing brand communities might not be a good invest-
ment. Second, we analyzed data from customers who are
current members of the loyalty program of this particular
retailer. Thus, we could not draw any conclusions for poten-
tial customers and related acquisition strategies. A good
acquisition strategy might indeed be to build a strong brand.
Third, we used questionnaire data from one point in time
only. By doing so, we assumed that there was no time lag
between a customer’s perception of the three equity drivers
and the consequences, such as loyalty intentions. By estab-
lishing more measurement points over time, stronger infer-
ences could be made about the constructs and their causal
sequence (Bolton 1998). In addition, examining the impact
of a change in some marketing activity on related customer
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perceptions and outcome variables would be a promising
area for further research.

It would also be fruitful to discuss the complex concept
of loyalty intentions in more detail (for an overview, see
Malle, Moses, and Baldwin 2001). The model should be
reconciled with psychological approaches to the study of
explanation, including causal judgment theory, the inten-
tional approach, the communicative approach, and/or the
folk-theoretical approach.

Finally, it might be useful to examine the extent to
which the three types of equity drivers have different effects
on specific aspects of purchase behaviors. For example,
relationship equity may have stronger effects on the number
of purchases per month, whereas brand and value equity
may have an impact on the number of items purchased per
visit. Further research in this area would deepen the under-
standing of the impact of equity drivers on loyalty inten-
tions and more specific customer purchase behavior.
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