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CHAPTER II 

REVIEW OF LITERATURE 

 

 

2.1. Definition of Customer Loyalty 

Definition of customer loyalty can be stated from 

several aspects, just like Kotler views from psychology, 

Dick and Basu from emotional, Walker and Mullins from 

social aspect.    

Marketing exists because of unfulfilled and desires 

of people (Kotler, 2005). Thus, the objective of marketing 

strategy is to deliver value to customer as well as build a 

long term and mutually profitability relationship with 

customers (Dick&Basu, 1994; Kanagal, 2009; Rust; 

Leman&Zeithaml, 2001). And, strategy itself means a 

fundamental pattern of present and planned objectives, 

resources deployment, and interactions of an organization 

with markets, competitors, and other environmental 

factors (Walker & Mullins, 2011). To emphasize, 
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interactions with market can be a form of building a well 

relationship with customers to create loyalty as a company 

realizes that customers are an asset. In a company, 

customer loyalty is used to gain a competitive advantage 

and competitive advantage is also a purpose why a 

company sets marketing strategy.  

This is the way to gain the  best kind of customers 

and repeat customers. Repeat customers tend to spend 

more money and provide the best word-of-mouth 

advertising. To comprehend more, Woolf 

(www.brianwoolf.com)  defines customer loyalty as follow: 

 “Customer loyalty is when an organization receives the 

ultimate reward for the way it interacts with its customers. 

Loyal customers buy more, buy longer and tell more people 

– that’s true customer loyalty.” 

In another word, Woolf emphasizes on profit 

received by a company if they have a good maintenance of 

loyal customers and always keep them as a part of the 

business. Furthermore, customer loyalty does not only 

http://www.brianwoolf.com/
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mean give a significant rising graphic of selling, but they 

are a potential marketing for doing promotion which is 

generally costly.  

Meanwhile, Jones & Sasser (1995) have their own 

point of view in defining customer loyalty. They view 

customer loyalty as the feeling of the attachment or 

affection for company’s people, products or services. They 

believe that customer loyalty  appears  when a customer 

already comfort or psychologicaly has an intimate 

relationship toward a product or  a service or perhaps the 

company’s people. These three things (product, service, 

people) are factors that are able to create  customer 

loyalty. A customer may buy a company’s product as it is 

more innovate or the highest-tech than others. In other 

case, a customer may choose a company because of the 

hospitality or the punctuality services given, so they feel 

safe and comfort. Another case, a customer can do 

repurchase as people of the company treat him/her heart 

to heart, kindly.  
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If Woolf (www.brianwoolf.com) explains customer 

loyalty appears when a company interract with customers 

and get profit from them, and Jones & Sasser (1995) 

argues that customer loyalty is caused by a product, a 

service or company’s people that are able to give a 

psychological feeling toward customer, here, Oliver (1999) 

also provides a definition of customer loyalty that is 

viewed as the most comprehensive definition. Oliver (1999) 

states customer loyalty as : 

  “a deeply held commitment to re-buy / re-patronize and 

preferred product/service consistently in the future, thereby 

causing repetitive same brand/same brand set purchasing, 

despite situational influences and marketing efforts having 

the potential to cause switching behavior”(p.392) 

By understanding statement of Oliver (1999), 

customer loyalty is totally beneficial for a company. It is 

vividly seen that by maintaining customer loyalty, a 

company will be easily to get profit as they have 

willingness to re-buy consistently and a very minimum 

http://www.brianwoolf.com/
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switching behavior. Indirectly, it reduces advertising cost 

for grasping new customers which is more expensive.  

To gain a better understanding, a perfect 

terminology of loyalty itself is not found yet. It is admitted 

by Egan (2001:312). Javalgi  and Mobers in Egan 

(2001:313) provides two definition of loyalty in two 

terminology. First, behavioral terminology; it is usually 

based on the number of purchases and measured by 

monitoring the frequency of such purchases and any 

brand switching. Second, attitudinal terminology; it is 

incorporating consumer preference and disposition 

towards brands to determine levels of loyalty. 

To enrich, Bloemer and De Ruyter in Egan 

(2001:314) also states that loyalty is a non random 

response, such as re-visit, that happened for several times 

that is able to create commitment toward a brand.  
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2.2. Type of Customer Loyalty  

In retail, this idea of focusing on the best current 

customers should be seen as an on-going opportunity. To 

better understand the rationale behind this theory and to 

face the challenge of building customer loyalty, shoppers 

are break down into five main types: (1) Loyal Customers, 

are they who represent no more than 20 percent of 

customer base, but make up more than 50 percent of 

sales; (2) Discount Customers, are they who shop the 

stores frequently, but make their decisions based on the 

size of markdowns; (3) Impulse Customers, are they who 

do not have buying a particular item at the top of their “To 

Do” list, but come into the store on a whim. They will 

purchase what seems good at the time; (4) Need-Based 

Customers, are they have a specific intention to buy a 

particular type of item; (5) Wandering Customers are they 

who have no specific need or desire in mind when they 

come into the store. Rather, they want a sense of 

experience and/ or community. Further explaination of 
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the five types of customers and elaboration on what 

should be doing with them is provided below. 

 

a. Loyal Customers 

Naturally, need to be communicating with these 

customers on a regular basis by telephone, mail, email, 

etc. These people are the ones who can and should 

influence our buying and merchandising decisions. 

Nothing will make a loyal customer feel better than 

soliciting their input and showing them how much you 

value it. People can never do enough for them. Many 

times, the more you do for them, the more they will 

recommend you to others. 

 

b. Discount Customers  

This category helps ensure your inventory is turning 

over and, as a result, it is a key contributor to cash flow. 

This same group, however, can often wind up costing your 

money because they are more inclined to return product. 
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c. Impulse Customers 

Clearly, this is the segment of our clientele that we 

all like to serve. There is nothing more exciting than 

assisting an impulse shopper and having them respond 

favorably to our recommendations. People want to target 

the displays towards this group because they will provide 

a significant amount of customer insight and knowledge. 

 

d. Need-Based Customers 

People in this category are driven by a specific need. 

When they enter the store, they will look to see if they can 

have that need filled quickly. If not, they will leave right 

away. They buy for a variety of reasons such as a specific 

occasion, a specific need, or an absolute price point. As 

difficult as it can be to satisfy these people, they can also 

become loyal customers if they are well taken care of. 

Sales people may not find them to be a lot of fun to serve, 

but, in the end, they can often represent the greatest 

source of long-term growth. 
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It is important to remember that need-based 

customers can easily be lost to internet sales or a different 

retailer. To overcome this threat, positive personal 

interaction is required, usually from one of  top sales 

people. If they are treated to a level of service not available 

from the web or another retail location, there is a very 

strong chance of making them loyal customers. For this 

reason, need-based customers offer the greatest long-term 

potential, surpassing even the impulse segment. 

 

e. Wandering Customers 

For many stores, this is the largest segment in 

terms of traffic, while, at the same time, they make up the 

smallest percentage of sales. There is not a whole lot 

people can do about this group because the number of 

Wanderers is driven more by store location than anything 

else.  

Keep in mind, however, that although they may not 

represent a large percentage of immediate sales, they are a 
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real voice in the community. Many Wanderers shop merely 

for the interaction and experience it provides them. 

Shopping is no different to them than it is for another 

person to go to the gym on a regular basis. Since they are 

merely looking for interaction, they are also very likely to 

communicate to others the experience they had in the 

store. Therefore, although wandering customers cannot be 

ignored, the time spent with them needs to be minimized. 

By understanding discount, impulse, need-based, and 

even wandering customers into loyal ones will help grow 

the business. At the same time, ensuring that loyal 

customers have a positive experience each time they enter 

the store will only serve to increase bottom-line profits. 
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2.3. Function of Customer Loyalty  

Figure 1.1 a dynamic model of  customer loyalty 

 

 

 

            

 

                                  

       

 

Source: Adapted from Costabile (2001)  

Costabile proposed that both attitudinal and 

behavioral loyalty had to exist in order for customer to be 

considers loyal. Thus, the definition delivered by Oliver 

(1999) is called as the most comprehensive one. 

 

2.3.1 Satisfaction and Loyalty 

To sharpen the explanation above that customer 

satisfaction has a strong correlation, here, Yi’s “Critical 
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review of customer satisfaction” (1990) concludes, “Many 

studies found that customer satisfaction influences 

purchase intentions as well as post-purchase attitude” 

(p.104).  

Bloomer and Kasper (1995) demonstrate that the 

satisfaction-loyalty relationship is not simple and straight 

forward as the level of elaboration on the part of the 

customer must act as a member between satisfaction and 

loyalty. Furthermore, Oliver et al (1992) argues that the 

relationship between satisfaction and loyalty is non-linear, 

meaning that in case satisfaction increase above a certain 

level, customer loyalty will increase rapidly. Loyalty and 

satisfaction are related, although also clearly distinct.  

Oliver (1999) considers several conceptual bases for 

this distinction. But, in general, higher satisfaction has 

been proposed to be related to higher quality (Hallowell, 

1996; Stravis and Neuhaus, 1997), and found to be 

related to higher loyalty in ECSI model (Cassel, 2001). The 
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relationship trends between loyalty and satisfaction are 

shown in a figure below. 

Figure 1.2 Trends in Customer Satisfaction, Loyalty 

and Value 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

Customer Value 

- Meeting critical needs of targeted customers 

- Outperforming competitions 

- Creating new, unique benefits 

Customer Loyalty 

- Retaining Customers 

- Getting them to recommend 

Customer Satisfaction 

- Provide what customer want 

- Responding to customer complaints 

Customer Quality 

- Delivering what we promise 

-  Meeting Standards 

Customer Value 

- Meeting critical needs of targeted customers 

- Outperforming competitions 

- Creating new, unique benefits 
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Source : Gale, B. T (2004)  

Above is an antecedent of customer loyalty that 

describes what customers need are an ability in conflict 

handling in order to build a good communication as a part 

of responsibility or total service that is done to reach 

satisfaction, as they view reliability on it. Satisfaction 

affects customers’ commitment to keep visiting, 

purchasing and recommending. The whole unity can be 

seen that trust is already exist.  

 

2.3.2 Trust and Loyalty 

Trust has been defined as “a willingness to rely on 

an exchange partner in whom one has confidence” 

(Moorman et al;1993). Schurs and Ozanne (1985) defined 

the term as the belief that a partner’s word or promise is 

reliable and a party will fulfill his/her obligations in the 

relationship. Other authors have defined trust in terms of 

opportunistic behavior (Dwyer et al ; 1997), shared values 

(Morgan and Hunt, 1994), mutual goals (Wilson, 1995), 
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action with positive outcomes (Anderson and Nans, 1984) 

and making and keeping promises (Bitner, 1995). 

Fulfilling promises that have been given is equally 

important as a mean of achieving customer satisfaction, 

retaining the customer base, and securing long-term 

profitability (Reichheld and Sasser, 1990).  

 

2.3.3 Commitment and Loyalty 

Commitment is another important determinant of 

the strength of a marketing relationship, and a useful 

construct for measuring the likelihood of customer loyalty 

and predicting future purchase frequency (Gundlach et 

al;1995;Morgan and Hunt 1994; Dwyer et al;1987). In the 

marketing literature, Moorman et al (1992) have defined 

commitment as an enduring desire to maintain a valued 

relationship. This implies a higher level of obligation to 

make a relationship succeed and to make it mutually 

satisfying and beneficial (Gundlach et al,1995), Morgan 

and Hunt, 1994). 
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Since commitment is higher among individuals who 

believe that they receive more value from a relationship, 

highly committed customers should be willing to 

reciprocate effort on behalf of a firm due to part benefits 

received (How day et al ; 1982) and highly committed firms 

will continue to enjoy the benefit of such reciprocity. 

 

2.3.4 Communications and Loyalty 

In this context, communication refers to ability to 

provide timely and trustworthy information. Today, there 

is a new view of communication as an interactive dialogue 

between the company and its customer, which takes place 

during the pre-selling, consuming and part-consuming 

stages (Anderson and Norus, 1990). Communication as an 

antecedent of customer loyalty means keeping in touch 

with valued customers, providing timely and trustworthy 

information on service and service changes, and also 

communicating proactively if a delivery problem occurs. 
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It is the communication task in the early stage to 

build awareness, develop consumer preference, convince 

interested buyers, and an encourage them to make the 

purchase decision (Ndubiri and Chan, 2005). 

 

2.4.  Role of Customer Loyalty 

After understanding about type of loyalty behavior, 

elements of loyalty are also important to get truism of 

customer loyalty. Here, Timm (2001:93) describes five (5) 

elements of customer loyalty. 

a. The customer’s overall satisfaction. Low or erratic 

levels of satisfaction disqualify the company for 

earning custom er loyalty. 

b. The customer’s commitment to make a sustained 

investment in an ongoing relationship with company. 

c. The customer’s intention to be a repeat buyer. 

d. The customer’s  willingness to recommend the 

company to others. 

e. The customer’s resistance to switch to a competitor. 
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Point to point is a linkage or stage that one 

condition may create another possibility.  

 

2.5. Characteristics of  Loyal Customer 

Loyal customer usually makes regular repeat 

purchase, purchase across product and service lines, 

refers others and demonstrates in immunity to the pull of 

the competition (Hill, 1996:197). 

In order to become a loyal customer, a customer 

should start with several steps. Each stage has a different 

need and purpose. By concerning on each stage and on 

how fulfill the need, a company has a bigger opportunity 

to create prospect to be loyal customer even a client. Hill 

(1996:332) explains 6 stages of loyalty. The stages are: 

 

a. Suspect.  

     Suspect is all product buyer or service user in 

marketing and have no tendency in buying. 
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b. Prospects. 

      Prospects are potential buyer who are attracted toward 

a company but do not take a decision to do a certain 

business with the company. 

c. Customers. 

      A type of product buying (although exclude some 

repetitive buying) which has no loyalty toward 

company. 

d. Clients 

      Repetitive buying that shows loyalty toward a 

company but has a passive than an active support 

toward a company.  

e. Advocates 

      A client who supports positively toward a company by 

recommending to another person.  

f. Partners. 

      Partners are a strong correlation between customers 

and suppliers that both views benefit. 
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Egan (2001:315) also provides type of loyalty behavior as 

follow: 

a. Switching behavior. Where purchasing is seen as an 

‘either/or’ decision – either the customer stays with 

you (loyalty) or turns against you (switching). 

b. Promiscuous behavior. Where customers are seen as 

making a ‘stream of purchases’ but still within the 

context of an either/or decision – either the customer 

is always with you (loyalty) or fits among an array of 

alternatives (promiscuous). 

c. Polygamous behavior. Again, the customer makes a 

steam of purchase but their loyalty is divided among a 

number of products. 

 

2.6. Marketing Strategy 

Marketing strategies itself is said as successful if it 

requires market analysis, e.g., competitors, consumers 

and internal analysis. To make it clear, marketing mix 

which leads to a competitive advantage, relationship 
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building, loyalty programs (Kanagal, 2009). So, actually 

customer loyalty cannot be separated from marketing 

strategies. Then, a major objective for delivering value to 

customers is to develop loyal customers who can increase 

purchase frequency, purchase quantity, and avoid 

switching behavior (Rust, Lemon & Zeithaml, 2004). Thus, 

delivering customer value is a primary method to build a 

firm’s competitive advantage (Kanagal, 2009; Lee & 

Overby, 2004).  

What Kanagal stated above is intercorrelated from 

one to each other.  Competitive  advantage  can be 

achieved through customer loyalty.  

Many strategies are used to grasp customers’ 

attention, to increase purchasing. Customer loyalty will be 

created if customers can feel a dealer’s differentiation. 

Differentiation can come from providing the best service 

and doing innovation that competitors cannot. It is all to 

meet customers’ need, keep them back and become a 

market leader. As service quality and customer 
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relationship are the cores of loyalty management (Liljander 

& Roos, 2002). Service quality has a strong relationship 

with service excellence which means a company is 

available and reachable for customers. Perhaps, it may be 

happened for last year. But, as there is a shifting of 

customer behavior and the change of customers character, 

service with inserting care becomes a new concept – 

service from within. Therefore, it is expected that a 

relationship with customers is not only transactional, but 

a continuous relationship.  

A deeply commitment to rebuy and preferred 

product or service appears from the way a company treats 

customers so they will feel comfortable and believe in what 

they buy is the best product by the best service given and 

presented by reliable people. As a result, satisfaction is 

achieved when the expectation of customers is met. 

Customers have their own reason to keep coming back to 

a certain dealer for buying. If once a customer feels that 

their need  is fulfilled and already had trust to a dealer, 
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they will hardly switch to another. But, what should be 

underlined is when marketing efforts may cause switching 

behavior. It is implied that an effective marketing 

strategies is dangerous to grab customer. Thus, customer 

should be smartly maintained to help a dealer keep exist 

as they functions a lot, like, customers repurchase will 

give revenue, referral will cause a free marketing activities 

and what is called as loyalty. Loyalty will set as marketing 

strategy to create a stronger and closer relationship. Not 

between buyer and seller anymore, but it is more into 

seller and partner. 

VanBaren (2001:94) also describe strategies to build 

customer loyalty by providing goods and services and 

treating the customers respectfully and making them 

valued.  It consists of: 

a. Learn who the customers are 

A company uses customer relationship management 

software to assist in this step, but it is not necessary. To 

learn who the customers are, a company needs to 
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investigate their demographics, needs and want, their 

purchasing history and motivations.  

b. Demonstrate Reliability 

  By knowing customers’ needs and wants will help to 

ensure a company keeps the items they purchase on 

hand. So, a company must have the items in stock to 

provide them immediate benefits from purchasing the 

goods from the company. Customers may not always be 

patient, and if the company is out of stock, they may look 

elsewhere for the products.  

c. Provide good customer service 

Be friendly to customers, whether it is in person or over 

the phone. Train staff to show empathy, to be responsive 

to customers’ needs and to be upbeat and knowledgeable. 

Offer regular training sessions to employees to teach them 

how to respond customers’ needs and complaints.  

d. Make employees feel valued 

      If the employees feel a sense of belonging and that 

their work is valued, they are often more willing to 
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demonstrate that persona to the customer. Get 

employees involved in decision making and offer 

rewards to employees who demonstrate excellent skills 

and achievements.   

e. Develop easy procedures for customers. 

      Create the most efficient ways to assist customers 

with needs and questions, to place orders and to pay 

for goods.  

f. Build a rapport with the customers 

Send out monthly letters or coupons to 

customers. Remind them that they are important to 

you. Create database that records the birth dates of 

customers. A company can send the birthday cards at 

the appropriate times to all valued customers.  

 

Besides, Zeithami (2000:211) describes that loyal 

customer usually will do several things, like; will 

frequently help attract (through word of mouth) new 

customers with similar relationship potential, less likely to 
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be pulled away by competitors, buy more product/service 

from the company overtime. The importance in knowing 

these characters is back to underpin, which is the purpose 

of marketing in a company is to create and maintain 

valuable and profitable relationships to the customers, 

because loyal customers have become a critical asset in a 

marketplace characterized by increasing unpredictability, 

diminishing product differentiation and heightened 

competitive pressures.  The competitive pressure has 

never been greater and it is only going to become more 

difficult. To be successful, it will require patience and 

understanding in knowing our customers and the 

behavior patterns that drive their decision-making 

process. 

Loyal customers identify oneself with the store or 

brand one prefers. Loyalty is directed to the store’s or 

retail group’s image and it is based on image’s perceive 

ability to evoke feelings of identification. Shopping in a 

retail store or buying a certain brand is for a loyal 
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customer a part of construction of preferred self-image or 

lifestyle.  

In the retail industry, it seems as though people are 

constantly faced with the issue of trying to find new 

customers. People are obsessed with making sure the 

advertising, displays, and pricing all “scream out” to 

attract new customers. This focus on pursuing new 

customers is certainly prudent and necessary, but, at the 

same time, it can wind up hurting  themselves. Therefore,  

the thing should focus on is be on the 20 percent of clients 

who currently are the best customers.  

To conclude, customer loyalty is a result of 

successful marketing strategy in competitive markets that 

creates value for consumers (Bloemer & Oederken-

Schroder, 2002; Reichheld & Sasser, 1990; Zeithaml, 

1988). 
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