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ABSTRACT Consultants working on commercial projects often fail to take account
of the deep and broad academic literature on the topic on which they are working.
Because of his position as a hybrid academic and consultant, the author is obliged to
keep closely in touch with the different literatures for the areas in which he teaches
- broadly marketing, customer relationship management, customer service and
branding. As the number of management journals increases, so the supply of research-
based articles increases, and it becomes harder for practitioners to stay in touch with
it. The author has therefore identified that a critical role in his research projects for
clients is to review the academic and other literatures for clients. This particular
literature review was part of a white paper project commissioned by a hi-tech client
to help them understand how the management of problems affects the management
of customer relationships. It excludes a section on social media, which was too client
specific and therefore confidential to be published. Social media will be the subject
of a later paper.
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BACKGROUND working. In some cases this is because they
Although the Internet has made information  may not have the time (or budget) to

on progress in management much more work on it, in other cases it may be

widely available, it is not necessarily accessible ~ because the journal articles are phrased

to practitioners. Consultants working on rather arcanely (from a busy consultant’s
commercial projects often fail to take point of view). Because of his position as a
account of the deep and broad academic hybrid academic and consultant, the author
literature on the topic on which they are is obliged to keep closely in touch with the
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difterent literatures for the areas in which
he teaches — broadly marketing, customer
relationship management (CRM), customer
service and branding.

As the number of academic management
journals increases, so the supply of research-
based articles increases, and it becomes harder
for practitioners to stay in touch with it. The
author has therefore identified that a critical
role in his research projects for clients is to
review the academic literature for clients.

This particular literature review was part
of a white paper project commissioned by a
hi-tech client to help them understand how
the management of problems aftects the
management of customer relationships. It
excludes a section on social media, which
was too client specific and therefore
confidential to be published. Social media
will be the subject of a later paper.

WHAT THE ACADEMICS SAY

A selection from the hundreds of articles
that have appeared in the last few years
on service recovery, service satisfaction
and complaints management have been
reviewed. Much of the literature is based
upon research into firms in service industries,
not product manufacturers. The product
itself provides a service, and there 1s a
large literature on how the focus on the
service delivered by a product changes
marketing and service management — the
service-dominant logic literature.

Below are the main conclusions that
appear to be useful. Each article cited is
underpinned by a substantial literature
review and in nearly all cases by an
empirical study. Each summary therefore
includes conclusions from the literature
reviewed by the authors (who are cited in
the end-note for each section) as well as
from their own research. Each heading
covers one article.

Service excellence and delight
Service excellence is about being ‘easy to
do business with’, but it is both obtrusive

and elusive. Customers know when they
have received it and when they have not.
Such service, both excellent and poor, has
a strong emotional impact upon individuals
as customers, creating intense feelings about
the organisation, its staff’ and its services,
and influencing their loyalty to it. Yet
many organisations find service excellence
elusive and hard to grasp and deliver. As
individuals, however, people know what it
is and how simple it can be.

It is often assumed that delight is the
result of (excellent) service that exceeds
expectations, but this definition has its
drawbacks, as exceeding expectations may
be unnecessarily costly. It creates over-quality,
which cannot be justified for economic
reasons. Customers may see over-quality as
exceeding what is needed, which can even
create bad word-of-mouth. Over-quality
may give the impression that a product or
service 1s overpriced, even if this is not so.
It may also raise customers’ expectations,
so what might have been regarded as
excellent becomes simply adequate or
expected, unless the company continues
investing in this spiral of increasing quality
and expectations so as to keep exceeding
expectations. In fact, service excellence is
just about being ‘easy to do business with’
(not necessarily exceeding expectations).
Excellent service is described simply as ‘a
pleasure’. There are no hassles or
difficulties.

Poor service organisations are a ‘pain to
do business with’. They are often described
as ‘a nightmare’ to deal with. Their staft
and systems made it difficult for customers
to do business with them. They just do
not care about the customers or their
experiences. Customers understand when
they buy a low price or no-frills product or
service and happily accept the company’s
business proposition. Some such companies
make it into the list of companies providing
excellent service. Customers do not forgive
no, or poor, service appropriate to the
proposition.
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Excellent service is described in these ways:

* delivering the promise;

* providing a personal touch;

* going the extra mile;

* dealing well with problems and queries.

The characteristics of poor service are the
opposite:

* not delivering what was promised,;

* being impersonal;

 not making any effort;

¢ not dealing well with problems and queries.

Nearly half of the statements describing
excellent service were about problem
handling and 64 per cent of the statements
of poor service were about problem and
complaint handling. Problem handling is a
key driver of people’s perceptions of
excellent or poor service.

The question of fairness

What customers think of service recovery
depends on their expectations and whether
they think they were treated fairly during
the process. The psychological effect

of the initial service failure does not affect
how they feel about the recovery process.
A successful service recovery is a positive
surprise and creates strong positive feelings
(delight). One that is perceived to be
unsuccessful by the complainer will create
strong negative feelings (anger).

Low-expecting complainers will see mainly
positive, better-than-expected outcomes,
while high-expecting complainers will see
only negative results. The complainer has
expectations of both the recovery process
and the outcome.

The fact that equity has a stronger
impact on satisfaction with service recovery
than disconfirmation indicates that the
perception of justice is more important to
the complainer than the recovery process.
In other words, the perception of injustice
will remain despite a positive

disconfirmation of expectations of service
recovery. Therefore, complaint handling
should focus on the outcome primarily and
secondly on the process. The perception
of fairness in the outcome of the complaint
is more important than the disconfirmation
of expectations of service recovery.

Fairness may not imply that the customer
is always right. Information given to
customers on the cause of the incident may
alter complaining customers’ attribution of
cause and eftect. Dissatisfied complaining
customers expect a good explanation of
what has happened, an apology, empathy
with their situation and an effort to make
them happy again. In short, they expect the
company to take responsibility for the
situation and solve it. A speedy recovery
when things go wrong is important.

The front-line must be empowered to
do what they perceive as right or fair for
the situation and customer in question.
Front-line behaviour when receiving the
complaint is important in providing good
service recovery. When speedy recovery is
not possible, due for example to complex
legal matters, the company must give
customers updated information during the
process.

Management must upgrade the status of
the service recovery function within the
company and ensure that the best staft’
become members of the recovery team.
They must classify and analyse what goes
wrong, when and why. Customer
dissatisfaction data must be fed back to
policy makers, whose performance partly
depends on these data. Companies must
be willing to give customers the benefit of
the doubt. The starting point must be that
customers are honest and claims legitimate.
Starting by thinking that the customer is
dishonest will distance the company from
the customer.’

Fairness, loyalty, trust and voice
Distributional fairness and procedural
fairness during service recovery greatly
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improve scores for service quality, customer
satisfaction, customer loyalty and trust,
whereas interactional fairness only enhances
customer trust perceptions. Established
customers have higher expectations of
recovery eftort than new customers.
Customers are likely to complain about
additional service attributes once they
decide to complain about a certain attribute.
Service recovery efforts are of short-term
importance, while reliability is needed

to build long-term relationships. Most
customers facing perceived inequity will
try to restore equity with post-purchase
behaviour, including complaining, word-
of-mouth communication, brand loyalty
and repurchase intention, as well as loss

of trust.

Dimensions of fairness include procedural
and the interactional fairness perceptions.
Procedural fairness represents the fairness of
the process that leads to a certain outcome.
Customers want to participate in and
influence the distributional decision - they
want to have a ‘voice’. How the customer
is treated in terms of respect, politeness and
dignity is captured by interactional fairness,
although an apology does not seem to be
important for overall customer satisfaction.
Theretore, procedural fairness could be
spoilt by a rude, impersonal interactional
style of obtaining information and
communicating outcomes.

An apology could be viewed as an
example of interactional fairness. Both
fairness dimensions enhance perceptions of
fairness and satisfaction when there is a
favourable outcome (distributional fairness),
but when there is a negative outcome, the
two dimensions have a weaker effect and
can decrease fairness and satisfaction
perceptions.

There is a distinction between benevolent,
equity sensitive and entitled customers.
Benevolent customers are sensitive to under-
reward or negative inequity, equity-sensitive
customers to equity and entitled customers
to over-reward or positive inequity. The

recovery effort should reflect customer
recovery expectations.

If the profitability of recovery eftorts
is to be maximised, companies should
recover from service failures without
wasting resources. Recovery effort should
depend on the magnitude of failure (does
the customer feel annoyed or victimised?),
the tangibility of the product (good or
service), organisational commitment (new
or established customer), customer’s equity
sensitivity (benevolent, equity sensitive or
entitled), potential negative or positive
word-of-mouth and the expenditures
necessary to recover. However, tailoring of
recovery efforts might reduce perceived
fairness, especially when recovery efforts are
very visible to other customers. If customers
receive tailored recoveries, some might feel
deprived if other people receive a more
advantageous treatment following a similar
complaint — today this would be revealed
in social media.

Customers who have a satistactory
relationship with a company will not leave
after just one failure, but only after several
failures. Successful recovery that directly
increases encounter satisfaction increases
overall satisfaction as well.

The effects of a single failure will be
different for existing or new customers.
New customers may not have previous
good experiences with the company, so a
failure will be more serious. Existing
customers with a good relationship with the
company will be more tolerant of a service
failure. However, established customers
have more stringent recovery expectations
due to stronger commitment to the
company. So, a service recovery that fails
to restore feelings of equity for existing
customers may still have serious effects on
the long-term relationship.

Compensation and a listening ear are
important in recovery from service failure
and to nurture long-term relationships.
Service personnel should have the autonomy
to help customers in real time, including
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the authority to offer compensation without
management interference. Managers should
investigate fairness for their specific
industry, since fairness appears to have
different meanings in different sectors.
Whereas in some, distributional fairness is
most important, in others procedural or
even interactional fairness are more
important.’

How loyalty works in recovery
Loyal customers are likely to put greater
emphasis on procedural fairness than
non-loyal customers as it is more personal
and reflects respect for the relationship.
More loyal customers may overlook a single
outcome or forgive what they see as an
aberrant failure as long as the relational
aspects support fairness over time. Key
relational concerns include: (1) standing or
status, which refers specifically to politeness
and respect for dignity, (2) the neutrality of
the decision and (3) trust in those third
parties to treat people fairly and reasonably.

Customers with lower levels of loyalty
are less interested in the fairness of procedures
and interpersonal treatment that form the
basis for a longer-term relationship,
particularly after experiencing a service
failure early in the exchange. Those less
loyal are more likely to be concerned with
a fair economic and tangible transaction
(for example, refund, credit, exchange) and
less concerned about the relational, social
elements. In contrast to procedural fairness,
a fair outcome is the ‘typical metric’ for
judging fairness transactions in economic
exchange relationships.

Customer pre-failure loyalty has a positive
effect on subsequent perceptions of the
problem being solved satisfactorily. Prior
positive experiences mitigate the negative
impact of poor complaint handling on
subsequent levels of customer commitment.
Successful experiences tend to counterbalance
a failure.

However, customer loyalty may be a
liability, as loyal customers are more likely

to value the relationship and perceive it as
social, with the expectation of being treated
fairly in interactions with the company
and receiving better or preferential
treatment in exchange for their loyalty,
to maintain equity in the relationship.
When they think they have been treated
unfairly, they may react more negatively
than those with less invested prior to

the service failure. So, the most damage
will occur when expectations for service
recovery are high but recovery is poor.
While well-managed failures may have
the most positive influence on loyal
customers, the poorly managed failures
experienced by loyal customers will lead
to the most significant detriment in
reactions.

Customers are more likely to perceive
outcomes such as monetary funds, credits,
and so on, as fair if they are treated fairly
and respectfully in interactions with managers
and employees, but when procedural justice
is low, outcomes are likely to be seen as
unfair. Most loyal customers react most
negatively when treated unfairly. So,
policies that empower employees during
service recovery should allow employees to
employ the full range of remedies for loyal
customers. Loyal customers should be
treated with great respect and managers
should take time to explain decisions
leading to the outcomes of service
recovery.*

The service recovery paradox -
A risky business

Although excellent recoveries can enhance
customer satisfaction and increase repatronage,
viewing service failures as opportunities to
impress customers with good service
performance may involve substantial risks.
Customers need to have as many as

12 positive experiences with a company to
overcome the negative effects of one bad
experience. The service recovery paradox is
where customers whose service failures are
satisfactorily remedied seem more satisfied,
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more likely to remain loyal and more likely
to engage in favourable word-of-mouth
about the company than customers who
had not experienced a failure.

However, nearly half of dissatisfactory
service encounters were due to employees’
inability or unwillingness to respond to
service failures. It is not the initial failure
that caused the dissatisfactory encounter
but the employee’s response to the failure
that caused the incident to be recalled
unfavourably by the customer. So, it was
not the service failure itself, but the failure
to recover that caused the customer to be
dissatisfied.

This has been referred to as a ‘double
deviation’ from customer expectations of
service organisations. These negative
evaluations by customers prompt behavioural
responses that translate directly into losses
for service firms. Service failures and failed
recoveries account for over half of the
critical behaviours by companies that lead
directly to customer switching. Of these,
nearly half were cited as the sole reason for
the customer switching to another
company.

Customers revise and update their
satisfaction judgments and repatronage
intentions based on prior assessments and
new information. Service encounters
involving a failure and recovery provide the
customer with new information so that
he/she can update his/her satisfaction and
repatronage intentions.

Transaction-specific satisfaction is a
post-choice evaluative judgment of a specific
purchase and consumption experience.

A customer might form a transaction-specific
assessment of his/her satisfaction with an
organisation’s recovery from a service
failure. In contrast, cumulative satisfaction
reflects the customer’s feelings about multiple
experiences, encounters or transactions with
the service organisation. Customers who
attribute outcomes to stable and permanent
causes are more confident that the same
outcome will recur than customers who

attribute outcomes to unstable causes.
Consequently, a customer’s inference about
whether the cause of the service failure is
stable or unstable over time influences
his/her repatronage intentions.

After controlling for the effects of prior
cumulative satisfaction and repatronage
intentions, customers have higher levels of
cumulative satisfaction and repatronage
intentions when they are more satisfied
with the organisation’s recovery from a
service failure. Customers’ memories of
prior service experiences, as reflected in
their prior cumulative satisfaction and
repatronage intentions, significantly affect
their revised cumulative satisfaction and
repatronage intentions.

The eftect of the customer’s prior
experiences is small compared with his/her
satisfaction with the recovery from the
service failure. Cumulative satisfaction and
repatronage intentions decrease after failure
and recovery, for most customers.

Cumulative satisfaction and repatronage
intentions increase when customers are
very satisfied with the handling of a failure.
Customers do not forget, but are willing
to forgive and rebuy. The impact of
dis/satisfaction with service recovery is
larger for outcome failures than process
failures. It is (unsurprisingly) harder to
recover from major failures. A highly
satisfactory recovery will maintain or
increase cumulative satisfaction and loyalty,
but a dissatisfactory recovery will decrease
cumulative satisfaction and loyalty. In other
words, every customer must be satisfied
with the organisation’s recovery after every
service failure - or the organisation risks
alienating and losing customers.

Even the best service organisations will
find it hard to provide highly eftective
recoveries for every service failure. More
than half of all efforts to respond to
customer complaints actually reinforce
negative reactions to a service. Therefore,
most organisations will find it necessary to
invest substantially in customer service to
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make highly satistactory recoveries an
achievable goal.

Customers seem to formulate their
repatronage intentions under a ‘what have
you done for me lately’ heuristic. If their
most recent experience is not favourable,
they are likely to substantially revise their
repatronage intentions. Furthermore,
if a customer does repatronise after a
dissatisfactory failure/recovery episode,

a second negative service experience is
likely to completely eliminate any goodwill
because customers’ repatronage intentions
have little memory.

These observations suggest that
differentiation through superior customer
service (rather than price) and relationship
building is critical for service organisations.
Although excellent service recoveries can
lead to increased customer satisfaction and
repatronage intentions, this is only at the
very highest levels of customers’ recovery
ratings. Organisations may be better served
by doing it right the first time.’

Service recovery paradox is rare
The literature exploring the service
recovery paradox produces mixed results.
The paradox is rare, making its measurement
difficult, as the ‘treatment group’ sample
size 1s usually too small to produce
significant results. Hypothesised differences
are significant but small, which diminishes
their managerial relevance. While failure
offers an opportunity to create an excellent
recovery, the likelihood of a service
paradox is very low. Ineftective service
followed by an outstanding service recovery
is not a viable strategy. The rarity of the
paradox limits its managerial relevance.®

Complaint management and
knowledge

Few firms excel at handling service failures.
Employees cannot improve service
processes when they experience recovery
and companies still do not learn from
service failure. Recovery ineffectiveness is

due to the competing interests of
managing employees, customers and
processes. To address these criticisms,
complaint management must find new
approaches to achieving consistency and to
aligning the interests between a company’s
actions and the needs of its customers and
employees. Service recovery performance
depends upon an organisation’s commitment
to incorporate knowledge management
into complaint management processes and
upon its ability to manage knowledge assets
in each complaint management step.’

Complaint management and
employees

An organisation’s service recovery
procedures lead to three distinct outcomes:
customer, process and employee recoveries.

Many organisations have focused their
efforts on customer recovery and have, to
some extent, ignored the potentially higher
impact outcomes of process and employee
recovery. Service recovery procedures have
more impact on employees and process
improvement than on customers. Many
organisations seem concerned with service
recovery but few are good at it or get the
benefits of recovered customers, improved
processes or recovered employees.

By focusing recovery procedures on
satisfying or delighting customers,
organisations miss substantial benefits. Many
organisations have some way to go to
develop their recovery procedures.®

Recovery voice

Research studies into failures and recovery
have conceptualised ‘voice’ in terms of
customers being able to air complaints
after failures occur. Recovery voice entails
a company asking a customer (after a
failure has occurred) what it can do to
rectify the problem. Customers perceive
greater procedural justice when offered
recovery voice, and this leads to higher
overall post-failure satisfaction. Perceived
procedural justice mediated the effect of
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recovery voice on overall satisfaction.
Recovery voice has a greater impact on
perceived procedural justice for established
customers with long transaction histories
than for new ones with short transaction
histories.”

Measuring recovery satisfaction
RECOVSAT can be used to assess
customer satisfaction with recovery efforts.
Companies can use their customer
complaint database to calculate satistaction
with service recovery scores (RECOVSAT
scores) for different geographical regions,
for different business units or different
departments, even per individual
employee. These scores can be linked to
remuneration or service level agreements.
The RECOVSAT instrument measures
satisfaction with six dimensions of service
recovery - communication, empowerment,
feedback, atonement, explanation and
tangibles, as follows:

* Communication — how far employees
communicate clearly, ask questions to
clarify the situation, are understanding,
reliable and honest in trying to solve the
problem.

* Empowerment - whether the employee
who first received the complaint can solve
the problem, without the help of someone
else.

* Feedback - whether the company gives
written feedback about progress in solving
the problem, and also whether they ofter
a written apology.

* Atonement - whether the company
apologises for any financial loss, ensures
the customer is not ‘out of pocket’ and
does so politely.

* Explanation — whether the company
explains what went wrong and how
satisfactorily.

* Tangibles — whether the employees
with whom the customer deals are well-
dressed and work 1in a tidy, professional,

environment. '’

Recovery and gender

Male and female consumers put different
emphases on elements of the recovery
process. When companies, irrespective

of gender, display concern and give
customers voice opportunity and a sizable
compensation, both men and women
reported more positive attitudes compared
with when this was not so. Combinations
of high voice opportunity with high
outcome and high voice opportunity with
high concern strongly influenced
perceptions of effort, regardless of gender.
However, women want their views heard
during recovery attempts and to provide
input. Men view voice as less important.'!

Recovery and organisational
learning

Management of service failure catalyses
organisation-wide learning. Failure-recovery
is an external-to-internal trigger that initiates
various changes — operational, strategic and
conceptual - that guide implementation of
value-enhancing innovations. Service
recovery is not just a ‘damage-control’
mechanism affecting the ‘shop floor’ level,
but part of a company’s strategic planning
to ensure that its offerings are continuously
improved. Recovery that leads to value
enhancement takes the firm through three
stages of service orientation:

* Operational — undertake immediate
recovery of the failure or offer alternative
options so that customers’ needs are
met; compensate customers for the
service mishap and acknowledge their
understanding; provide immediate rewards
for employees involved in successful
recovery; and provide further training to
employees who may have contributed to
the initial failure.

* Strategic — align the company’s external
orientation with internal orientation;
undertake a systematic analysis and
management of the entire service
delivery system; use the identified service
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problem and its remedy to realign the
inner mechanisms of the service system;
nurture the culture of organisation-
wide learning through assimilation and
dissemination of information; learn
from failure and recovery information;
and eftect improvement that will reflect
on the firm’s competency and market
performance.

* Vision — aligning the company’s mission
and direction, initiate innovative value
enhancement that systematically progresses
through the company’s operations, strategy
and vision for the ultimate benefit of

customers, employees and the company
itself. 12

Complaints management
and profit
Many organisations ignore the operational
value of complaints, so many complaint
processes are geared to mollifying customers
rather than ensuring that problems do not
recur. There are relationships between
financial performance and complaint
processes, satisfaction, retention, process
improvement, employee attitude and
retention.

Several factors have been identified to
suggest what is meant by a ‘good’
complaint management. These include:

* having clear procedures;

* providing a speedy response;

¢ the reliability (consistency) of response;

* having a single point of contact for
complainants;

* case of access to the complaints process;

* case of use of the process;

* keeping the complainant informed;

* staft understand the complaint processes;

 complaints are taken seriously;

» employees are empowered to deal with the
situation;

¢ having follow-up procedures to check
with customers after resolution;

* using the data to engineer-out the
problems;

* using measures based on cause reduction
rather than complaint volume reduction.

The main purpose of robust and effective
complaint management systems is to
increase profits by increasing revenues and
reducing costs. However, it is not complaint
processes per se that produce financial
benefit but how intervening variables are
managed, that is improving financial
performance by satisfying and retaining
customers or employees, improving product
or improving processes. The complaint
process may be good but if it does not
lead to retention (staff or customer) or
improvement it may have limited financial
impact. To generate maximum financial
benefit from complaints, organisations
should design complaint management
processes to focus on process improvement
and employees, rather than customer
satisfaction per se. There are four acid tests
for companies to use to see if they are
getting the most from their complaint
processes:

* Do they satisty customers who have
experienced a failure?

* Do they retain those customers who have
experienced a failure?

* Do they improve organisation-wide
processes as a result of information from
failures?

* Do they help retain employees?

Financial benefits accrue from satisfying and
retaining dissatistied customers through
service, but few organisations have high
scores in terms of satisfaction, retention,
improvement and financial performance.'?
Estimating complaints
management profitability (CMP)
A comprehensive empirical study was
conducted among complaint managers of
major German companies in the business-to-
consumer market. It showed that the CMP
knowledge deficit is even higher than
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expected. Usually, customer care and
complaint management departments are
considered as operational units that only have
to handle customer dialogue but are not
involved in strategic planning processes. They
are seen mainly as a cost factor and not a
potential profit source. This leads — especially
in tough times — to pressure to reduce costs.
Complaint managers can only escape this by
proving the contribution of complaint
management to value creation. This is a huge
challenge. It is not clear what the costs and
benefits of complaint management are and
how benefits can be monetised.

The costs of complaint management
include:

* personnel costs from human resources
directly concerned with complaint
management processes (for example, staft’
of a complaint management department);

* administration costs, for example office
space and office equipment;

* communication costs, for example phone
costs or postage;

* response costs, for example costs from
voluntary (planned or discretionary)
compensation (for example, gifts or
vouchers); repair costs.

The benefits of complaint management
include:

* The information benefit - the value of
using information from complaints to
improve products, to enhance efficiency
and to reduce failure costs.

* The attitude benefit - the positive attitude
changes of customers due to achieved
satisfaction.

* The repurchase benefit - when a
complaining customer stays with a
company instead of switching.

* Communication benefits - the positive
word-of-mouth.

To calculate CMP it is necessary to
operationalise the four types of benefits and

to value them monetarily. The sum of
the benefits less the measured costs equals
the profit of complaint management. To
calculate the return on complaint
management (ROCM), which is the key
indicator for complaint management
profitability, the profit of complaint
management is set against the complaint
management investments (costs).

A comprehensive cost calculation requires
all complaint-handling processes to be
defined clearly. Detailed activity-based
costing must be implemented for a
systematic association of cost rates with
handling processes. In practice, not all
complaint reception and handling processes
are defined in detail and monitored
continuously by a complaint management
system. In particular, processing of and
reaction to rare problem types, which need
the help of other departments or which
demand complex internal investigations,
are often defined incompletely. In addition,
not all companies use activity-based costing.
So, not all types of costs are recorded
regularly. The purpose of internal cost
calculation is not only to measure the
ROCM, but also to serve internal cost
control. The recurrence of certain problems
can be reduced by charging the responsible
department with the costs of complaint
handling. However, the necessary data are
not always available while a particular
problem cannot always be assigned to one
department.

Knowledge is better for costs than for
benefits. One reason for this is the absence
of consensus on benefit types and their
monetary valuation. However, the essential
objectives of complaint management are to
prevent dissatisfied customers from exiting
the relationship and to use the information
that is contained in customer complaints
within the company. If complaint managers
want to control whether these objectives
are met, they have to estimate the
repurchase and information benefit of
complaint management. Some companies
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have information on the retention eftects
of their complaint management activities
from customer surveys or customer data
analysis. Equally, figures based on experience
of the usage of complaint information for
innovation and failure reduction can be
expected. So while complaint managers
do not know the profitability of their
complaint management exactly, they can
give a rough profitability estimation. If the
benefit cannot be calculated monetarily,
the value of information is assessed in terms
of importance and degree of improvement
using a scoring model. The economic
assessment is then performed by assigning
an estimated monetary value to each
scoring point.

The attitude effect comes from the
improvement of attitude values of
complainants. The customer attitude after
the resolution of a complaint case is
compared to the attitude after the original
occurrence of the problem. The difference
represents the quantification of the attitude
effect. A direct monetary assessment of
this type of benefit is not possible, but
can be estimated by analysing the costs of
the attempt to reach a corresponding
improvement of attitude by means of
marketing strategies (for example,
advertising).

Complainants engage in positive word-
of-mouth communication about their
complaint experiences and thereby
recommend the company and its products/
services to other customers. For the
economic calculation of this effect, two
types of data are necessary: the number of
people who are addressed by customers
who are delighted or very satistied by the
company’s reaction to their complaints, and
an influence rate. The latter is the share of
addressed people who actually became
buyers as a result of the positive depiction
or buying recommendation. These data can
be obtained by market research. The absolute
number of customer relationships initiated
by word-of-mouth can be multiplied by the

average customer profit on a yearly basis or
under consideration of the average duration
of customer.

The repurchase benefit of complaint
management is achieved when previously
dissatisfied customers, who otherwise
would have migrated, remain loyal to
the company as a result of complaint
management activities. There are different
approaches to calculating this. For
example, a calculation on the basis of
individual customer data concerning
customer value is possible, or, if these data
are not available, on the basis of the
corresponding average.'*

CONCLUSIONS

This literature review provides some useful
insights into consumers’ attitudes towards
and behaviour during the complaints and
recovery process. However, they should be
applied only along with sector-specific
contextual insight. Here are the main
conclusions from the review:

Below for reference is a summary of the
main practical conclusions that I reached
from the above review and also from my
knowledge of the more popular managerial
literature, which I also reviewed for the
client.

* Complaints are a critical element of the
voice of the consumer. It is much better
for a complaint to be voiced than for
the consumer to spread it to many other
consumers (much facilitated by the web,
particularly by social media) and to exit
or leave. Complaints and associated issues
of product and service reliability are also
focused on by regulators and consumer
advocates (for example, complaint
websites, consumer surveys), and so
are seen by companies as needing to be
managed properly.

* How well a complaint is managed is a
key determinant of consumer satisfaction,
which maybe correlated with loyalty.
The successtul resolution of complaints is
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almost as important as ensuring that the
reason for the complaint does not recur.
Complaints are a key part of consumer
contact management. They should be
solicited rather than unsolicited, easy to
make, quickly responded to, with both the
problem of the consumer and the cause
‘fixed’.

Complaints may not be immediately
identifiable as such — they may take

other forms, such as requests for more
information, questions for clarification or
requests for variations in products, terms,
and so on.

Having an issue which warrants a
complaint is often the trigger for the
consumer to voice their perceptions and
feelings for the first time and they may or
may not voice things to the supplier

(and in the intermediated case, may
voice them to a retailer, agent or other
intermediary).

Being able to voice (and being able to do
so easily) acts as a release of pressure and
may create a sense of equity.

A very annoyed consumer will seek ways
to voice their opinion. Today it takes
them seconds on the web to find out
how to voice to the world. However, the
ease of complaining to the world versus
complaining to the supplier is rising.
Consumers may want to voice opinions
at any time, via any channel, in their
journey, before, during or after failure/
problems, at times of critical incidents or
moments of truth.

If the complaint is managed poorly, this
leads to the double exposure of complaint
both about the original issue and about
the quality of the recovery process.
Second-order complaints relate to
complaints about the resolution process.
Ease of access to the Internet is an
important differentiator between
consumers who find complaining easy

or difficult. Innovative consumers

may experience more problems due to
technical teething problems, but are more

likely to be able to (and to want to) sort it
out themselves via the web.

Consumers’ fundamental requirement is
for suppliers to be easy to deal with, for
there to be no or few surprises in getting
service from the product, and when there
are unpleasant surprises, for the issues to be
resolved quickly and painlessly.

The reliability problem that consumers
face is recovery to a fully available product
functioning as it should — the value
recovery cycle. If repeated failure occurs,
the consumer journey starts to change, and
the consumer becomes more concerned
with exit without financial penalty.

Equity and fairness in the recovery
process may be as important to consumers
as the outcome of recovery. Consumers
who see themselves as being loyal have
greater equity expectations, underlining
the importance of those handling a
complaint or recovery process having
access to data which informs them of the
consumers’ likely previous history (for
example, are they really loyal, as they
claim, or are they complaining just to get
a better deal?).

Even if recovery is very good, it is
dangerous to rely on the recovery paradox,
where consumers with problems become
more loyal than consumers who have
never experienced failure because of the
recovery process quality. The eftect of

the initial failure may outweigh that of
the recovery, in all but situations where
the consumer has experienced excellent
recovery. However the probability of the
recovery being so excellent as to outweigh
the eftects of the initial service or product
failure is low.

Some suppliers track the effect of quality
of service recovery on consumer
satisfaction and loyalty, generally through
market research tracking studies. The
lower the incidence of complaints, the

less likely they are to be picked up by
tracking studies, though the tracking study
is more likely to cover other aspects of

© 2011 Macmillan Publishers Ltd. 1741-2439 Database Marketing & Customer Strategy Management Vol. 18,2, 108-122 119



-ﬁé Stone

the consumer’s experience and history,
particularly if the consumer leaves.
Research into consumers who complain
is hard to execute, and should in theory
wait until after recovery, otherwise it
would be contaminated by the recovery
process still being under way. The
research could itself contaminate the
recovery process (for example, the
consumer would feel that the research
gave them additional voice).

Complaints management is part of the
overall CRM approach for suppliers

who manage consumers individually,
particularly for those that use CRM
strategies, techniques, processes and
systems. For these companies, knowledge
about a complaint and its resolution state
should be available during the CRM
process. The complaints management
angle is often integrated into a wider
project focusing on the consumer journey
(particularly for products and services
involving complex consumer experiences
over a period) and consumer experience
management.

Knowledge (supplier and consumer view)
from the complaints management process
should be used to improve the design
of consumer management processes and
systems, as well as products and service.
It is a key element of management
review of the supplier’s success in
managing its consumers, products and
services.

Companies learn how to improve their
complaints management by internal
benchmarking and harnessing the
knowledge of those involved in the
complaints management process, but also
by external benchmarking, often through
assoclations of consumer service managers
or through user groups of companies
using particular dedicated complaints
management systems.

Products and services are increasingly
being designed to avoid consumers
needing to complain and where possible,

to allow consumers to fix problems
themselves.

* Keeping consumers informed during the
complaint management process is seen as
very important.

* Analysis, segmentation and testing of new
resolution routines are now central to
efficient complaints management. Hotspots
for complaining are particularly important,
for example for new consumers, for new
products, for consumers’ first purchase/use
of'a new product, end of product life.
The Pareto rule applies, so it is important
to understand and manage it. Real-time
analysis is becoming more important as
product life cycles shorten. This enables
early reliability problems to be identified
and fed back to product development for
rectification, while self-service diagnosis
and solutions are developed.

* The complaints management system is
very important. It may be a ‘best of breed’
consumer feedback system (now including
full social media feedback) or a module
of a broader CRM system. In either case,
integration of complaints management
within the main CRM process and system
and incorporation of the outputs of social
media are important. There is the usual
debate about whether optimisation of
system choice is as important as making
the best use of whatever system is acquired
or developed.

» For companies that (mostly or entirely)
sell their products through intermediaries,
attention should be focused on ensuring
that where possible the product can be
self-diagnosed and self-fixed (usually using
web diagnostics in the case of electronic
equipment such as laptops and smart
phones).

* Where the above is not possible,
second-stage resolution may rely on
the intermediary, though increasingly
intermediaries want to minimise their
work in this area and prefer immediate
escalation to the manufacturer, with a

like-for-like product switch funded by
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the manufacturer, as is the norm in many
other areas of retailing. The failed item is
then either remanufactured or scrapped.
Substitution of a low value alternative

is often used, where the situation makes
this inappropriate (for example, it is just
too expensive, the product is already
obsolescent or obsolete, or where fraud is
suspected), but this is rarely satisfactory.
This confirms the experience of car

hire during the automotive insurance
repair cycle, where substitution of low
value small cars causes high levels of
dissatisfaction and subsequent attrition,
which have been partly mitigated by
building in to the insurance premium

a charge which covers like-for-like
replacement.

For lower cost products, the guarantee
registration process is used as a way of
controlling for fraud, though consumers’
rights have advanced so much that most
consumers do not bother with this
process.

At a minimum, a replacement policy
should be agreed with the intermediary,
published and monitored for compliance
and fraud (including that of retailer staft).
In industries where the technology
advances very quickly, and where new
components and software are constantly
being incorporated, the ‘steady-state’
reliability that is needed to compile
accurate statistics about failures and

to manage failures tightly based upon
expected failure rates does not exist. In
these circumstances, where a product is
seen to perform unsatisfactorily, it may
take time to identify whether the problem
lies in the product itself (and if so which
component), the software, the information
that the software is trying to access.
However, the advantage of such products
is the ability to build in self-diagnosis,
using either the device itself or connection
to the web via a computer. Still, if
anticipated failure and care policy are not
built in to the design of the product and

the processes by which it is launched and
marketed, problems are likely to be more
severe.

Improved complaint management
produces a good return on investment.
This is via improvements in consumer
retention, market share and positive word
of mouth - turning negative into positive
experiences and improved branding,
consumer loyalty, improved design of the
service experience and improved product
design.

Most suppliers do not quantify the benefits.
Commitment to improved complaints
management is largely an act of faith.
Additional revenue and profit can be
generated from the recovery process, not
just by the normal business case methods of
improved retention and recommendation,
but by up/cross-sell. However, it must be
managed sensitively and normally after full
recovery has been achieved.
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