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Chapter 23

Reframing Customer Value in a Service-Based
Paradigm: An Evaluation of a Formative
Measure in a Multi-industry, Cross-cultural
Context

David Martin Ruiz, Dwayne D. Gremler, Judith H. Washburn,
and Gabriel Cepeda Carrién

Abstract Customer value has received much attention in the recent marketing lit-
erature, but relatively little research has specifically focused on inclusion of service
components when defining and operationalizing customer value. The purpose of this
study is to gain a deeper understanding of customer value by examining several ser-
vice elements, namely service quality, service equity, and relational benefits, as well
as perceived sacrifice, in customer assessments of value. A multiple industry, cross-
cultural setting is used to substantiate our inclusion of service components and to
examine whether customer value is best modeled using formative or reflective mea-
sures. Our results suggest conceptualizing customer value with service components
can be supported empirically, the use of formative components of service value can
be supported both theoretically and empirically and is superior to a reflective oper-
ationalization of the construct, and that our measure is a robust one that works well
across multiple service contexts and cultures.
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536 D.M. Ruiz et al.

23.1 Introduction

Companies have recognized the strategic relevance of maintaining a solid base of
loyal customers for survival, growth, and financial performance (Arnett et al. 2003).
Scholars and successful firms have highlighted the delivery of customer value as a
key strategy for achieving customer loyalty and reducing defection rates (Parasur-
aman and Grewal 2000). In some sense, customer value creation has emerged as
a new paradigm that is a more comprehensive approach than the focus on service
quality and customer satisfaction in creating and sustaining a competitive advan-
tage (Stewart 2002; Vargo and Lusch 2004; Woodall 2003). Gale (1997) notes, “the
customer value paradigm is newer, includes many of the elements of the customer
satisfaction paradigm, plus additional features, and is more widely adopted.” Sim-
ilarly, Holbrook (1994) points out that “customer value is the fundamental basis
for all marketing activity.” Customer value research is viewed as being in its early
stages and still underdeveloped to the extent that its definition remains confusing
(Flint et al. 2002).

Customer value has been addressed in the marketing literature for some time, but
only recently has consideration been given to understanding value in the context of
service delivery. It is widely held that customer value leads to competitive advan-
tage (Woodruff 1997) and that value is typically seen as a tradeoff between what
customers receive versus what they give up (e.g., Monroe 1990; Zeithaml’s 1988.
Zeithaml’s (1988) definition of product value, “consumers’ overall assessment of the
utility of a product based on perceptions of what is received and what is given,” is
representative of how value has been described in tangible goods contexts. However,
relatively little research has specifically focused on the inclusion of service compo-
nents when defining and operationalizing customer value. Indeed, researchers have
traditionally implied that service value should be conceived as a special case of cus-
tomer value that could lead to a competitive advantage for service providers (e.g.,
Parasuraman and Grewal 2000). More recently, however, Vargo and Lusch (2004)
have proposed that the traditional goods-based marketing paradigm is evolving into
a service-based paradigm. Following this paradigm shift, we suggest that the con-
ceptualization of customer value should be reframed and extended to include service
elements.

The conceptualization and measurement of customer value has been approached
in different ways in the marketing literature. The unidimensional approach describes
customer value in a global fashion and often operationalizes the construct directly
through single measures of utility or value for money (e.g., Bolton and Drew 1991;
Cronin et al. 1997; Hartline and Jones 1996) or multiple items (e.g., Teas and
Agarwal 2000). However, in conceptualizing customer value in this way, researchers
lose the conceptual richness of the construct. Alternatively, the multidimensional
approach considers customer value as a highly complex concept with many com-
ponents (e.g., de Ruyter et al. 1997; Sheth et al. 1991). Recent studies addressing
customer value have suggested that the construct is too complex to be operational-
ized as unidimensional (Lam et al. 2004; Rust et al. 2000; Wang et al. 2004;
Woodall 2003). A question that arises when taking a multidimensional approach is,
whether customer value should be modeled as consisting of reflective or formative
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indicators. Indeed, understanding the underlying essence of the construct, whether
it is reflective (i.e., changes in the underlying construct cause changes in the indi-
cators) or formative (i.e., indicators impact or cause the underlying construct), is an
essential first step in modeling its structure (Jarvis et al. 2003). However, no prior
study has examined whether customer value is better modeled with reflective or
formative indicators.

The purpose of our study is to gain a deeper understanding of the customer
value construct by looking at service components, to analyze how customer value
is best measured, and to investigate this conceptualization across contexts and cul-
tures. Specifically, we examine several service elements, namely service quality,
service equity, and relational benefits (both social and confidence benefits) to see
what role they play in customers’ assessments of value. We conduct our study in a
multiple-industry, multiple-culture setting to validate and generalize the proposed
conceptualization of customer value. Our analysis also examines how customer
value should be modeled by comparing a multidimensional, formative approach
with a unidimensional, reflective approach.

23.2 Literature Review

23.2.1 Previous Conceptualizations of Customer Value

Early research on customer value is based in the pricing literature (Dodds and
Monroe 1985), where perceived quality and sacrifice are the main components in
determining the perceived value of a product, and extrinsic and intrinsic attributes
are the determinants of quality and sacrifice. The widely held view is that “buy-
ers’ perceptions of value represent a tradeoff between the quality or benefits they
perceive in the product relative to the sacrifice they perceive by paying the price”
(Monroe 1990, p. 46). Zeithaml’s (1988) customer value model, one of the first to
appear in the literature, has been empirically assessed in a variety of different prod-
uct categories and with numerous attribute cues (e.g., Dodds et al. 1991; Grewal
et al. 1998; Kerin et al. 1992; Naylor and Frank 2000; Sweeny and Soutar 2001;
Sweeny et al. 1999; Teas and Agarwal 2000; Yang and Peterson 2004). These stud-
ies, which all conceptualize customer value in a unidimensional manner, have iden-
tified how different product attributes (e.g., country of origin, perceived risk, price,
perceived quality) relate to customer perceived value and behavioral intentions.
Other scholars have conceptualized customer value as multidimensional. As we
indicate in Table 23.1, many studies have adopted Zeithaml’s (1988) approach
(i.e. tradeoff model) by arguing that customer value consists of various benefits
and sacrifices (e.g., Lapierre 2000; Lin et al. 2005). Other frameworks have also
been proposed. For example, Woodruff (1997, p. 142) proposes that customer value
“incorporates both desired and received value and emphasizes that value stems from
customers’ learned perceptions, preferences, and evaluations.” This view depicts
customer value as a hierarchy or means-end chain that begins with customers think-
ing about desired attributes and performance and builds to customers’ goal-directed
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Table 23.1 Recent multidimensional approaches used to examine customer value empirically

Author(s) / Context Type of Components of customer value(items)
components
de Ruyter et al. (1997) Reflective ~ Benefits components Sacrifice components
emotional value (5),
Hotelservice practical value (5),
logical value (5)
Grewal et al. (1998) Reflective  perceived acquisition perceived transaction
Bicycles value (9) value (3)
Lapierre (2000) Reflective alternative solutions (3), price (5),
ICE Information, communication, product quality (4), time/effort/energy (5),
entertainment), distribution, and product customization (4), conflict (3)
finance services responsiveness (3),
flexibility (4),
reliability (5),
technical competence (5),
supplier’s image (2),
trust (5),
solidarity (4)
Mathwick et al. (2001) Reflective aesthetics (6),
Internet and catalog shopping playfulness (5),
service excellence (2),
customer ROI (6)
Sweeny and Soutar (2001) Reflective emotional value (5), price (4)
Durables social value (4),
performance/quality (6)
Petrick (2002) Reflective quality (4), monetary price (6),
Fast food restaurant service emotional response (5), behavioral price (5)
reputation (5)
Lam et al. (2004) Reflective service quality (5) price competitiveness
Courier services (business-to- 5)
business)
Heinonen (2004) Reflective technical value (1), technical value (1),
Online bill payment service functional value (1), functional value (1),
temporal value (1), temporal value (1),
spatial value (1)¢ spatial value (1)
Wang et al. (2004) Reflective functional value (4), perceived sacrifice
Security firms social value (3), (6)
emotional value (5)
Liu et al. (2005) Reflective core service (3), economic value (3)
Financial staffing services support service (4)
Pura (2005) Reflective?  social value (3), monetary value (3),

Directory services

emotional value (2),
epistemic value (3),
conditional value (2)

convenience value (4)

(continued)
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Table 23.1 (continued)

Author(s) / Context Type of Components of customer value (items)
components

Lin et al. (2005) Reflective web site design (5), monetary sacrifice (2)

Web services and formative fulfillment/reliability (3),

security/privacy (3),
customer service (3)

“The value components were each assumed to include an assessment of benefits and sacrifices.
bSix value components were investigated independently; the discussion does not suggest a
formative conceptualization.

and purposeful behavior or their satisfaction with the received value; only a hand-
ful of studies have followed this approach, including those by Flint et al. (2002),
Overby et al. (2004), and Woodruff and Gardial (1996). Sheth et al. (1991) pro-
pose five dimensions of customer value-epistemic, social, functional, emotional,
and conditional dimensions of consumption; and their study serves as a framework
for research conducted by de Ruyter et al. (1997) and Sweeny and Soutar (2001).
Finally, Holbrook’s (1994) multidimensional conceptualization suggests that value
not only serves as the basis for a purchase decision, but is also the result of a
particular consumption experience. He proposes a value typology based on three
criteria — extrinsic/intrinsic value, reactive/passive value, and internal/external ori-
entation — that has been tested by other researchers (e.g., Mathwick et al. 2001).
However, of these alternative conceptualizations of value, the most commonly used
framework remains Zeithaml’s (1988) tradeoff model. We adopt her approach and
conceptualize customer value in service contexts as consisting of various benefits
and sacrifices.

23.2.2 Service Value

The call for more of a service focus in marketing research has recently been made in
the literature. For example, Vargo and Lusch (2004, p. 2) argue that “the traditional
dominant, goods-centered view of marketing not only may hinder a full apprecia-
tion for the role of services but also may partially block a complete understanding of
marketing in general.” The service view of marketing is customer-centric, suggest-
ing that value is defined by and cocreated with the customer rather than embedded
in the output (Sheth et al. 2000). Similarly, Grénroos (2000, pp. 24-25) states that
“value for customers is created throughout the relationship by the customer, partly
in interactions between the customer and the supplier or service provider. The focus
is on the customers’ value-creating processes where value emerges for customers
and is perceived by them.”

Following these arguments, and consistent with Vargo and Lusch’s (2004) sug-
gested service-dominant paradigm, we focus on better understanding customer
value by examining service-related issues. Thus, in this study, we are interested in
examining the customer’s perception of quality and benefits weighed against sacri-
fices in the context of service delivery. From this point forward, we will use the term
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service value as a synonym for customer value since our focus is on demonstrating
the role various service components can have in shaping customers’ perceptions of
value. In the next section, we identify major components of service value — in terms
of benefits and sacrifices — present in the service delivery process.

23.3 Toward a Conceptualization of Service Value

23.3.1 Service Value Components

In multidimensional approaches, value has been described as depending on a com-
bination of monetary and non-monetary sacrifice, quality, performance, and dis-
confirmation experiences that represent a “richer, more comprehensive measure of
customers’ overall evaluation of a service than service quality” (Bolton and Drew
1991, p. 383). We contend that service value is primarily a cognitive consumer
response since most of its components are assessed rationally. Our review of the
literature suggests that customers consider several issues when making cognitive
assessments of service value including service quality, service equity, relational ben-
efits, and perceived sacrifice. The following paragraphs briefly discuss each of these
components and argue why, based on our review, they should be considered salient
components of service value.

Service Quality. The delivery of a high-value service offering is generally
expected to be based on customer perceptions of quality (Berry 1995; Gremler and
Brown 1996; Gronroos 1995). If a company’s service delivery is built on a core
physical product (e.g., a cellular phone in wireless communication services), prod-
uct quality will be a component of perceived value for the customer (Rust and Oliver
1994). However, independent of where an offering stands on the goods-services
continuum, perceived service quality is considered to be an essential pillar of value
(Gronroos 1995). Service quality is difficult for competitors to imitate (Parasuraman
and Grewal 2000), and it therefore represents a basis for differentiation (Berry 1995)
and competitive advantage (Reichheld and Earl Sasser 1990) in building service
value.

Service Equity. We suggest that service equity, which is also referred to as ser-
vice image or service brand equity, should be considered as a second component
of service value. Berry and Parasuraman (1991) contend that service image can
be a source of customer value creation as company communications and customer
experiences with the service define perceptions of the brand. A strong brand can
create feelings of proximity, affection, and trust, and thus contribute significantly
to customer perceptions of value. Cultivating brand equity in services is especially
important given the intangible nature of the “invisible purchase” that a service rep-
resents for the customer (Berry 2000). As a consequence, service equity plays the
role of a signaling indicator for the customer in a wide number of service settings
(Singh and Sirdeshmukh 2000). Therefore, service equity is likely to be a salient
dimension of perceived customer value in services, and a path to value creation for
the customer.
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Relational Benefits. The benefits derived from an ongoing relationship with
the service provider represent another value component that should be considered
in evaluations of the service delivery process. Gronroos (1997) argued that a
relationship has a value of its own, acting as a softener in the case of discrete ser-
vice failures, since the relational customer judges the relationship with the provider
as a whole. Building on the early work of Barnes (1994), Bendapudi and Berry
(1997), and Berry (1995), Gwinner et al. (1998) developed, and empirically sup-
ported, a typology of three relational benefits: confidence benefits, social benefits,
and special treatment benefits. These are all benefits that exist above and beyond
the core service being delivered (Hennig-Thurau 2002). Confidence benefits refer to
customer feelings of trust and anxiety reduction. As customers engage in relational
behavior and accumulate service encounter experiences, their level of uncertainty
decreases as their knowledge of the service provider increases. Social benefits
refer to the friendship, recognition, and fraternization that might arise between the
customer and the service provider; they pertain to the emotional part of the rela-
tionship and are characterized by personal recognition of customers by employees,
the customer’s familiarity with employees, and the creation of friendships between
customers and employees. Because service encounters are mostly social encounters
(Czepiel 1990), Gwinner et al. (1998) found such benefits are often highly valued
by customers. Finally, special treatment refers to functional benefits such as “... the
customer’s perception of preferential treatment, extra attention or personal recog-
nition, and special service not available to other customers” (Gwinner et al. 1998,
p- 105). A number of authors have found that these benefits significantly affect cus-
tomer assessments of the service provider (cf. Bolton et al. 2000; Hennig-Thurau
2002; Price and Arnould 1999; Reynolds and Beatty 1999). Therefore, we contend
that relational benefits are part of service value — at least for those customers who
actively participate in an ongoing relationship — since these customers are able to
evaluate such benefits as their experience with the service provider accumulates.

Perceived Sacrifice. Finally, customers may face a number of sacrifices, which
involve both monetary and non-monetary costs, to obtain a service. The price paid
for the service is the obvious monetary sacrifice, which is clearly a component of
service value (Voss et al. 1998). Indeed, price or sacrifices have been empirically
tested as either the antecedents or dimensions of value in both product and service
settings (Cronin et al. 1997; Teas and Agarwal 2000). However, although customers
do not always want low prices, they do consistently want the service to be worth the
money expended. For some customers or in some specific situations, non-monetary
sacrifices (e.g., convenience with respect to time, effort, and energy) might be even
more important than monetary sacrifices when making choices. For example, time-
constrained consumers patronize convenience stores and increasingly shop online
to save time and effort. In this regard, time spent on making the buying decision
and time spent waiting to access, receive, and complete the service are all rele-
vant (Berry et al. 2002). In conclusion, the literature suggests perceived sacrifice —
including both price and non-monetary sacrifices — should also be included in a
conceptualization of service value.
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23.3.2 Operationalizing Service Value

Because of the multidimensional conceptualization of service value, we propose
that the construct is best operationalized as a formative index. The calculation of
such an index requires the use of formative rather than reflective indicators (Arnett
et al. 2003). When reflective indicators are used, the latent construct is assumed to
cause the observed indicators; that is, with reflective indicators the observed vari-
ables “reflect” the changes in the latent construct (Bollen 1989). In comparison,
when a latent construct is measured using formative indicators, the observed indi-
cators are assumed to cause or “form” the latent construct. As such, omitting one
or more formative indicators in effect omits part of the construct. The literature
suggests that each of the service value components discussed earlier, should be
essential to customer perceptions of value. Thus, our index is comprised of mea-
sures that influence the underlying latent construct rather than being influenced
by it. Although the use of reflectively measured latent constructs dominates much
of the research in marketing (Diamantopoulos and Winklhofer 2001), formative
indexes have a long and rich tradition in social science research (e.g., Cronbach
and Glesser 1953; Warner et al. 1949). Examples of formative indexes used in mar-
keting research include the American Customer Satisfaction Index (Fornell et al.
1996), the Swedish Customer Satisfaction Barometer (Fornell 1992), the Deutsche
Kundenbarometer (Meyer 1994), the job descriptive scale (Futrell 1979), and the
retailer equity index (Arnett et al. 2003).

In this study, we conceptualize and measure service value as an index formed
by the following components: service equity, service quality, relational benefits, and
perceived sacrifice. It is appropriate to conceptualize service value as an index since
changes in any of these dimensions would cause a change in the service value index.
Furthermore, a change in one of the observed variables is not necessarily accompa-
nied by changes in any of the other observed dimensions. For example, devoting
more time to reach the dentist’s office because of the longer distance to the office
from the patient’s home than other such offices (an indicator of perceived sacrifice)
would not necessarily be accompanied by a change in service quality, service equity,
or relational benefits displayed by the service provider. Therefore, the measurement
of service value is modeled as having formative components that cause changes in
the latent construct service value index (see Fig. 23.1).

23.4 Methodology

In view of the earlier discussion, the intent of the present study is threefold: (1)
to identify components expected to be strong indicators of service value — namely,
service quality, service equity, relational benefits, and perceived sacrifice; (2) to
compare this multidimensional conceptualization of service value with a direct
(reflective) conceptualization of the construct; and (3) to generalize this conceptual-
ization by examining its robustness across differing services and across two cultures.
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Fig. 23.1 Service value components

To examine the robustness of the conceptualization across various types of services,
we grouped service organizations into three categories — following Bowen’s (1990)
classification of service industries — based on: the degree to which the offering is
directed to the person or the person’s property; whether the service has high, mod-
erate, or low levels of customer contact; and the extent to which the service is highly
customized, moderately customized, or standardized. To examine this conceptu-
alization of service value across cultures, we conducted studies of both U.S. and
Spanish consumers.

23.4.1 Measures and Data Collection

A self-report questionnaire that examines relationships with service providers was
administered to 800 respondents (500 U.S. and 300 Spanish consumers). Respon-
dents in both countries completed one of three questionnaire forms representing the
three categories of service providers suggested by Bowen (1990): Group 1 — high
contact, customized, personalized services (e.g., medical care, barber shop); Group
2 — moderate contact, semi-custom, non-personal services (e.g., dry cleaning, auto
repair); and Group 3 — moderate contact/standardized services (e.g., health club,
fast-food restaurant). Each respondent was asked to report on a service provider with
whom he or she perceived having a strong, established relationship (cf. Gwinner
et al. 1998).
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The service value components under evaluation consist of a collection of 23
items that measure each of the components previously described: service quality
(five items), service equity (five items), relational benefits — specifically confidence
benefits (five items) and social benefits (five items),! and perceived sacrifice (three
items). All items were taken directly or modified slightly from previously vali-
dated measures in the literature. Specifically, the service quality scale was adopted
from Taylor and Baker (1994) and Gremler and Brown (1996); service equity
items were taken from Yoo and Donthu (2001) and Ha (1996); relational benefits
(specifically, confidence benefits and social benefits) items were taken from Gwinner
et al. (1998); and the perceived sacrifice measures were from Sweeney and Soutar
(2001) and Blackwell et al. (1999). The scales, presented in the Appendix, are
seven-point Likert scales with anchors “strongly disagree” and “strongly agree.”>

Both reflective and formative measures can be associated with a particular con-
struct (Fornell 1982). As indicated earlier, of the service value components we con-
sidered, only perceived sacrifice is considered to be a formative construct (formed
by price, time, and effort indicators). Our perceived sacrifice index combines both
monetary and non-monetary sacrifices measures in a formative way since monetary
sacrifices (e.g., price) and non-monetary sacrifices (e.g., time) are not necessarily
positively correlated and, in fact, may sometimes be negatively correlated. The
remaining components — service quality, service equity, confidence benefits, and
social benefits — are first-order latent constructs measured by reflective indicators.

Finally, three other sets of measures were included in the study. To compare
our index with a reflective operationalization of the construct, seven items were
included as a direct reflective measure of value (Grewal et al. 1998; Sweeny and
Soutar 2001). Two constructs were also included to provide an external validity
assessment, including customer satisfaction — measured with six items based on
Taylor and Baker (1994) and Oliver (1980), and repurchase intentions — with three
items based on Zeithaml et al. (1996) and Taylor and Baker (1994).

23.4.2 Respondent Samples

U.S. Sample. Students served as data collectors for this sample, a technique that
has been successfully used in a variety of services marketing studies (e.g., Bitner
et al. 1990; Gwinner et al. 1998; Keaveney 1995). A total of 100 undergraduate

!'We chose to focus on only two of the three relational benefits delineated by Gwinner et al. (1998),
namely confidence benefits and social benefits. This decision was based on the necessity for par-
simony and the desire to avoid weighting the service value construct too heavily on the dimension
of relational benefits.

2 Measures were pretested in both the U.S. (56 respondents) and Spain (66 respondents), fol-
lowing a double translation procedure (from English to Spanish and then back to English). As
a consequence of the pretest results, two items were slightly reworded. In general, items and mea-
surement scales in the pretest worked properly, displaying good reliability with Cronbach’s alphas
all above 0.80.
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students from a public university in the midwestern U.S. participated as data collec-
tors as part of a class assignment; a total of 500 questionnaires were distributed to
U.S. customers. Each student distributed five questionnaires among their network of
acquaintances from each of five age ranges (i.e., 19-29, 30-39, 4049, 50-59, and
over 60) and was instructed to collect data from at least two respondents of each gen-
der. Three versions of the questionnaire, representing each of Bowen’s (1990) three
industry groups, were randomly distributed within each data collector’s set of five.
All questionnaires were collected within 14 days of distribution. Of the 500 ques-
tionnaires, six were not usable as they did not contain a complete set of responses;
thus, 494 responses were usable (170, 158, and 166 per service Industry Groups 1,
2, and 3, respectively).

Spanish Sample. In Spain, two doctoral students trained in field research at a
public university in Spain distributed 300 questionnaires to customers, with 254
of the responses deemed usable (55, 107, and 92 per Industry Groups 1, 2, and
3, respectively). As with the U.S. sample, data collectors followed age and gender
quotas to prevent response bias. The industry group quota was not strictly followed,
as it turned out to be difficult for the researchers to identify customers within the
Spanish sample who perceived they had a strong, established relationship with a
service provider from Industry Group 1 — only 55 usable responses were collected
for this group.

In total, we obtained 748 valid questionnaires (225 from Industry Group 1, 265
from Industry Group 2, and 258 from Industry Group 3). The U.S. respondents aver-
aged 45.0 years of age and 56.6% were female; Spanish respondents averaged 30.8
years of age and 57.0% were female. The average length of the customer/service
provider relationship was 10.1 years in the U.S. sample and 5.1 years in the Spanish
sample.

23.4.3 Data Analysis

Data analysis was performed using Partial Least Squares (PLS), a structural equa-
tion modeling technique that uses a principal-component-based estimation approach
(Chin 1998). The use of PLS has certain advantages: (1) it does not suffer from inde-
terminacy problems like other causal modeling techniques using EQS or LISREL;
(2) it is a nonparametric technique and, therefore, does not assume normality of
the data; (3) it does not require as large a sample size as other causal modeling
techniques; and (4) it can be used to estimate models that use both formative and
reflective indicators. Research suggests the characteristics of PLS analysis make it
an especially useful tool for index construction (Arnett et al. 2003; Diamantopoulos
and Winklhofer 2001; Fornell et al. 1996).

For index development testing using PLS, Chin (1995,1998) recommends two
procedures: the bootstrapping procedure and the Stone-Geisser test. In bootstrap-
ping, a large number of random samples — Chin (1998) suggests 500 samples gener-
ated from the original dataset by sampling with replacement (Efron and Tibshirani
1993). Path coefficients are estimated with each random sample, and mean param-
eter estimates and standard errors are computed across the total number of samples.
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In addition, the Stone-Geisser test of predictive relevance is used to assess model fit
(Geisser 1975; Stone 1974); predictive relevance can be considered a type of model
fit indicator as PLS does not provide assessment of causal relationships. The Stone-
Geisser test, which does not require assumptions about the distribution of residuals,
involves omitting or “blindfolding” one case at a time, re-estimating the model
parameters based on the remaining cases, and predicting the omitted case values
on the basis of the remaining parameters (Sellin 1995). The procedure results in the
0?2 test statistic, a measure representing how well observed values are reconstructed
by the model and its parameter estimates (Chin 1998). If 92 > 0, the model has
predictive relevance. Conversely, if Q2 < 0, the model lacks predictive relevance.

In PLS, results are presented in two stages: the measurement model, which
includes an assessment of the reliability and validity of the measures, and the struc-
tural model, which tests: (1) the amount of variance explained, (2) the significance
of the relationships, and (3) the model’s predictive relevance (Barclay et al. 1995).
In this study, we assess the external validity of the index by evaluating the rela-
tionship between the service value index and measures of customer satisfaction and
repurchase intentions.

23.5 Results

23.5.1 Measurement Model Analysis

The measurement model in PLS is assessed in terms of inter-construct correlations,
item-to-construct correlations, Cronbach’s alphas, composite reliabilities, and the
average variance extracted for each construct. As indicated in Fig.23.1, we model
the service value index as a second-order formative construct with the five com-
ponents independent from one another. Each of the scales for service equity (SE),
service quality (SQ), confidence benefits (CB), and social benefits (SB) consist of
reflective items, while the scale for perceived sacrifice (SAC) is formed by for-
mative items. In the following paragraphs, we assess measure reliability, internal
consistency, and discriminant validity for each of the service value components and
the other measures included in the study. Table 23.2 displays factor loadings of the
reflectively formed components of service value and the weights of the formative
component (perceived sacrifice); Table 23.3 includes descriptive statistics and their
correlations.

In order to assess measure reliability of each service value component, as well as
the other measures in the study, we examined how each item relates to the latent con-
structs.> When assessing measures associated with a particular construct, the type

3 In assessing formative indicators, it is important to keep in mind that they may be completely
uncorrelated and, therefore, internal consistency across components is not appropriate. Accord-
ing to Diamantopoulos and Winklhofer (2001), the correlation among formative indicators is not
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Table 23.2 Assessment of reflective and formative constructs
(A) Reflective constructs: factor loadings

Confidence Social Customer
Service Service (Relational) (Relational) Value (reflective Customer  Repurchase
Equity Quality Benefits Benefits measure) Satisfaction Intentions
SE1 0.83 0.23 0.11 0.22 0.30 0.20 0.03
SE2 0.91 0.23 0.20 0.18 0.26 0.22 0.03
SE3 0.92 0.26 0.24 0.14 0.26 0.23 0.03
SE4 0.82 0.15 0.20 0.12 0.18 0.19 0.01
SQl 0.21 0.88 0.15 0.31 0.27 0.31 0.03
SQ2 0.22 0.88 0.13 0.13 0.31 0.29 0.05
SQ3 0.27 0.90 0.14 0.21 0.28 0.27 0.04
SQ4 0.26 0.86 0.13 0.15 0.25 0.28 0.03
CB1 0.11 0.11 0.88 0.16 0.09 0.06 0.02
CB2 0.13 0.03 0.88 0.18 0.12 0.14 0.00
CB3 0.19 0.10 0.92 0.18 0.17 0.11 0.00
CB4 0.12 0.09 0.89 0.29 0.15 0.14 0.00
CB5 0.10 0.12 0.86 0.08 0.12 0.17 0.01
SB1 0.22 0.21 0.52 0.89 0.21 0.15 0.06
SB2 0.23 0.21 0.43 0.90 0.18 0.28 0.03
SB3 0.26 0.21 0.32 0.89 0.20 0.19 0.01
SB4 0.08 0.16 0.37 0.84 0.21 0.34 0.02
SB5 0.22 0.25 0.34 0.89 0.28 0.31 0.03
CV1 0.31 0.27 0.19 0.21 0.79 0.42 0.07
CV2 0.11 0.10 0.15 0.04 0.82 0.19 0.02
CV3 0.23 0.26 0.14 0.19 0.88 0.23 0.04
Cv4 0.13 0.13 0.13 0.09 0.86 0.19 0.02
CV5 0.24 0.20 0.18 0.19 0.88 0.28 0.03
CV6 0.27 0.18 0.10 0.26 0.78 0.24 0.05
CV7 0.22 0.30 0.14 0.16 0.87 0.22 0.02
SAT1 0.21 0.23 0.24 0.22 0.32 0.90 0.08
SAT2 0.21 0.32 0.20 0.24 0.39 0.95 0.05
SAT3 0.23 0.30 0.21 0.23 0.37 0.92 0.03
SAT4 0.32 0.30 0.19 0.25 0.36 0.93 0.05
SATS 0.26 0.34 0.15 0.23 0.39 0.96 0.06
SAT6  0.31 0.32 0.19 0.22 0.38 0.95 0.07
RP1 0.02 0.04 0.01 0.04 0.04 0.06 0.92
RP2 0.02 0.02 0.00 —0.01 0.02 0.02 0.90
RP3 0.03 0.03 0.02 0.04 0.05 0.04 0.84

(B) Formative constructs: component weights

Component Weights
SAC1 0.51
SAC2 0.57
SAC3 0.12
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Table 23.3 Descriptive statistics and correlation matrix
Mean® SD CA CR AVE 1 2 3 4 5 6 17 8 9

1. Service 5.72 1.060.89 0.92 0.76 (0.87)
equity

2. Service 5.26 1.000.900.93 0.77 0.62 (0.88)
quality

3. Social 4.30 0.990.930.950.79 042 041 (0.89)
benefits

4. Confidence 5.34 1.000.930.94 0.76 0.58 0.66 0.69 (0.87)
benefits

5. Sacrifice 3.22 1.12 n.a. n.a. na. —0.07° —=0.21 —0.16 —0.19 n.a.
index?

6. Service 4777 1.02 n.a. n.a. na. 076 0.73 0.58 0.85 —0.31 n.a.

value index?

7. Customer 5.31 1.420.930.94 0.69 0.62 0.70 0.43 0.63 —0.370.78 (0.83)
value?

8. Customer 5.72 1.320.960.97 0.83 0.65 0.80 0.46 0.73 —0.260.86 0.80 (0.91)
satisfaction

9. Repurchase 4.94 1.460.870910.72 0.62 0.64 040 0.61 —0.280.70 0.65 0.76 (0.85)
intentions

Notes:

“Mean = the average score for all of the items included in this measure; S.D. = Standard
Deviation; CA = Cronbach’s Alpha; CR = Composite Reliability; AVE = Average Variance
Extracted; n.a. = not applicable. The bold numbers on the diagonal are the square root of the
Average Variance Extracted. Off-diagonal elements are correlations among constructs
bFormative construct

“For this correlation, p < 0.05; for all other correlations in the table, p < 0.01

This construct is formulated using seven reflective indicators

of measure dictates whether one looks at the weights when examining formative
measures, or factor loadings when examining reflective measures (Mathwick et al.
2001). Table 23.2 shows construct-to-item loadings and cross-loadings of the reflec-
tive service value measures. All of the loadings exceed 0.82 for these items and load
more highly on their own construct than on others. The loadings for the direct reflec-
tive measures of customer value, as well as for customer satisfaction and repurchase
intentions, are also as expected (i.e., all above 0.70). These results provide strong
support for the reliability of the reflective measures.

explained by the measurement model but is exogenously determined. Therefore, internal con-
sistency across components is of minimal importance since two components that might even be
negatively related could both serve as meaningful indicators. As a result, “conventional procedures
used to assess the validity and reliability of scales composed of reflective indicators are not appro-
priate for indexes with formative indicators” (Diamantopoulos and Winklhofer 2001, p. 271). In
contrast to formative indicators, reflective indicators are essentially interchangeable because they
mirror or reflect the latent construct. Omitting a single reflective measure will not compromise the
essential nature of the construct. Reflective indicators should be internally consistent and changes
in the latent construct cause changes in the reflective variable(s). Thus, we examine the internal
consistency within each reflective service value component and the other reflective constructs in
the study, but not across the service value components.
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In the case of formative measures, instead of examining the factor loadings, one
examines factor weights — which represent a canonical correlation analysis and pro-
vide information about how each indicator contributes to the respective construct
(Mathwick et al. 2001). As indicated in Table 23.2, all three formative items for
perceived sacrifice significantly contribute to the measure (p < 0.01), with time
(weight = 0.57) and money (weight = 0.51) being the major contributors to the
sacrifice index, followed distantly by effort (weight = 0.12). A concern with for-
mative measures is the potential multicollinearity among the items (Mathwick et al.
2001), which could produce unstable estimates. Thus, we performed a collinearity
test; the results showed minimal collinearity with the variance inflation factor (VIF)
of all items ranging between 1.30 and 1.80, far below the common cut-off threshold
of 5 to 10. These results suggest that the three items are salient contributors to the
perceived sacrifice index.

Internal consistency is assessed using two measures: Cronbach’s alpha and com-
posite reliability. Nunnally (1978) suggests 0.70 as a benchmark for a “modest”
reliability applicable in early stages of research and 0.80 as a more “strict” reliability
applicable in basic research. As shown in Table 23.3, both the alpha and compos-
ite reliability of each set of reflective measures for each component of the service
value index, as well as each of the other measures included in the study, exceeds
0.89. Additionally, the factor loadings for each of the components of the service
value index are all greater than 0.82, and for all of the other constructs examined,
the loadings are greater than 0.78, suggesting all of the items are good indicators of
their respective components.

Discriminant validity was assessed in two ways. First, we examined the Average
Variance Extracted (AVE) — which indicates the amount of variance that is captured
by the construct in relation to the variance due to measurement error. Values for
AVE should exceed 0.50 (BAR9S5). As the statistics presented in Table 23.3 indi-
cate, all AVE values are greater than 0.69. Second, we compared the square root
of the AVE (i.e. the diagonal in Table 23.3) with the correlations among constructs
(i.e. the off-diagonal elements in Table 23.3). In Table 23.3, the square root of AVE
for all of the reflective constructs exceeds 0.83 and each is greater than the correla-
tion between the constructs; in order to demonstrate discriminant validity, diagonal
elements should be greater than off-diagonal elements (Fornell and Larcker 1981).
These statistics suggest that each construct relates more strongly to its own measures
than to measures of other constructs; that is, all constructs share more variance with
their own measures than with the others. These two sets of findings provide strong
evidence of discriminant validity among the constructs.

Collectively, these results provide support for the overall quality of our mea-
sures. In particular, the statistics suggest our component measures are reliable, are
internally consistent, and have discriminant validity.

Finally, we assessed the service value index as a formative second-order factor.
The previous discussion provides support for the quality of the measures of the
various service value components. Also of interest are the weights of the five service
value components. The statistics for all but one of the components were as expected.
As indicated in Table 23.4, the weights for service quality (weight = 0.46), service
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Table 23.4 Service value statistics across contexts
Entire Industry Industry Industry U.S. Spanish
sample groupl group2 group3 sample sample

Service value index weights®

Service quality (SQ) component 0.46 0.46 0.46 0.42 0.44 0.55
Service equity (SE) component 0.34 0.28 0.39 0.28 0.31 0.36
Confidence benefits (CB) component ~ 0.23 0.33 0.16 0.22 0.30 0.13
Social benefits (SB) component 0.00 0.05 —0.04 0.00 —0.03 0.03
Sacrifice (SAC) component —0.30 —0.25 —0.30 —0.43 —-0.29 —0.37

MIMIC model:
Structural path
SV index — CV (reflective measure)  0.79 0.73 0.83 0.77 0.80 0.71

Standard error” 0.01 0.03 0.02 0.02 0.02 0.03
R2 0.63 0.54 0.69 0.60 0.64 0.51
Q2 0.56 0.56 0.60 0.52 0.60 0.55

External validity model:
Structural path

SV index — SAT 0.88 0.86 0.88 0.81 0.88 0.77
Standard error? 0.01 0.02 0.02 0.02 0.01 0.02
R2 0.78 0.74 0.78 0.66 0.78 0.60
Q2 0.74 0.75 0.73 0.73 0.80 0.63
Structural path

SV index — RP 0.72 0.68 0.69 0.68 0.69 0.58
Standard error 0.02 0.05 0.04 0.04 0.04 0.05
R2 0.51 0.46 0.48 0.46 0.48 0.34
Q2 0.53 0.42 0.56 0.47 0.53 0.41

“All weights are standardized

bStandard error values are estimated using a bootstrapping procedure

Industry Group I: (High Contact/Customized/Personalized Services) Nice Restaurants, Beauty
Salon, Medical Care Services, Barber Shop, Dental Care, Legal Services, Investment Brokerage
Firms, Financial Consulting/Accounting Services

Industry Group 2: (Moderate Contact/Semi-customized/Non-personal Services) Photo Finishing
Services, Shoe Repair, Laundry and Dry Cleaning Services, Computer Repair, Auto Repair,
Veterinarian Care, Banking Services, Cellular/Mobile Phone Service

Industry Group 3: (Moderate Contact/Standardized Services) Health Club, Airlines, Movie
Theater, Grocery Store, Express Mail Services, Copying/Printing Services, Retail Clothing Store,
Fast Food Restaurant

equity (weight = 0.34), confidence benefits (weight = 0.23), and sacrifice (weight
= —0.30) suggest they are major determinants of service value. Surprisingly, the
weight for social benefits was essentially zero (weight = 0.004). We performed a
collinearity test on the index; the results showed minimal collinearity among the five
components, with the variance inflation factor (VIF) of all items ranging between
1.06 and 3.00, far below the common cut-off threshold of 5 to 10. Thus, the five
service value components are independent from one another. Overall, these results
suggest four of the five components are salient contributors to the service value
index. In the discussion section, we discuss this finding further.
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Fig. 23.2 MIMIC model for PLS analysis of the service value index

23.5.2 Structural Model Assessment

A model estimated through PLS algorithms can only be analyzed if it is placed
within a larger model that incorporates consequences of the latent variable in ques-
tion. In our case, we examine several models: (1) a multiple indicators and multiple
causes (MIMIC) model, where the dependent variable is a direct measure of cus-
tomer value; and (2) two models with other theoretically related dependent variables
included for external validity assessment.

A MIMIC model approach (Joreskog and Goldberger 1975) can be used to
assess the appropriateness of a set of formative indicators (Diamantopoulos and
Winklhofer 2001). To test the validity of our five-component service value index,
our MIMIC model (see Fig.23.2) includes a reflective seven-item measure of cus-
tomer value as an external criterion variable that is explained by the service value
index. (See the Appendix for a list of the items included in this measure.) According
to the MIMIC model statistics, our index explains a relatively large amount of vari-
ance in this seven-item measure of value; the model’s R? value, the main criteria
by which model fit is assessed in PLS analysis (Chin 1998), is 0.63. In addition,
the Stone-Geisser statistic (Q?) is 0.56; values greater than zero indicate that the
model has predictive relevance. Furthermore, the path from the service value index
to the seven-item customer value measure is positive and significant (§ = 0.79,
p < 0.001) and the standard error is low (SE = 0.01), indicating the service value
index adequately captures the construct being measured by the reflective indicators.
In sum, the data provide support for the proposed formative model of service value.

To provide evidence of external validity, the service value index should be sig-
nificantly correlated to other constructs that theory suggests should be associated
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Fig. 23.3 External validation models for PLS analysis of the service value index

with the construct (Bagozzi 1994). As indicated earlier and depicted in Fig.23.3,
we included two constructs in the study — namely, customer satisfaction and repur-
chase intentions — that theory suggests should be related to service value. Consistent
with the services literature (e.g., Cronin et al. 2000), we estimated two models in
which the service value index serves as an antecedent for these two constructs (see
Fig.23.3). The resulting statistics suggest each model fits the data well: for cus-
tomer satisfaction, RZ = 0.74, and for repurchase intentions, R? = 0.51. We also
estimated these models using the reflective seven-item measure of value. The service
value index outperforms the reflective measure as the R? values are smaller when
value is modeled using reflective indicators: for customer satisfaction, R? = 0.64,
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Table 23.5 Comparison of formative and reflective measures of customer value

Service value index Customer value
(Formative measure) (Reflective measure)
Customer satisfaction
Structural path
Service value — Customer satisfaction (SAT) 0.86 0.80
Standard error” 0.01 0.01
R? 0.74 0.64
Repurchase intentions
Structural path
Service value — Repurchase intentions (RP) 0.72 0.65
Standard error” 0.02 0.02
R? 0.51 0.43

“Standard error values are estimated using a bootstrapping procedure

and for repurchase intentions, R? = 0.43. We conducted an f2 analysis to compare
the R? values in the two external validity models for both value measures. The f?2
statistic for a comparison of the customer satisfaction R? values is 0.64 and for a
comparison of the repurchase intentions R? values it is 0.43; both f?2 statistics are
greater than 0.35, the level that suggests a substantial difference between each pair
of R? values (Chin 1998), indicating that the service value index is a substantially
better predictor of these two constructs than the reflective measure.

We also examined the path coefficients between the service value index and the
two constructs, using the bootstrapping test mentioned earlier with 500 subsamples
(Chin 1998). As reported in Table 23.5, the coefficients are significant (p < 0.001;
SE = 0.01) in each relationship: for customer satisfaction y = 0.86, and for repur-
chase intentions y = 0.71. These coefficients are greater than those that result from
using a model with a reflective measure of value: for customer satisfaction y = 0.80,
and for repurchase intentions, y = 0.65. As we did with the external validity models
mentioned in the previous paragraph, we conducted an f2 analysis to compare the
path coefficients in the external validity model for both value measures (formative
and reflective). The f?2 statistic for a comparison of the customer satisfaction coeffi-
cients is 0.64 and for the repurchase intentions is 0.43; and, as before, both values are
greater than 0.35, the level that suggests a substantial difference between the path
coefficients (Chin 1998), indicating that the service value index is a substantially
better predictor of these two constructs.

Overall, statistics from the MIMIC model and the external validation models
provide evidence in support of the external validity of the service value index.
The external validity results also suggest the superiority of the formative service
value measure compared to the reflective measure of the construct, as the R? values
and path coefficients are all significantly greater when using the (formative) service
value index than when using the reflective seven-item value measure.
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23.5.3 Salience of Service Value Components across Contexts

To assess the salience of the various service value components across service con-
texts, we split the data into three sets corresponding to the three industry groups
described earlier. As displayed in Table 23.4, the relative importance of the service
value components is very consistent and varies minimally across industry contexts.
In particular, the salient role of service quality is not dependent on the context, as
the weight of this component in the index is similar across industry groups. That is,
across the three industry groups, service quality consistently emerges as the most
salient component of service value, with weights ranging from 0.42 to 0.46.

Service equity, perceived sacrifice, and confidence benefits also have relatively
consistent weights across the three industry groups. In particular, the range of the
service equity weights, although slightly larger than the range of weights for service
quality, is relatively small; the component weight for semi-customized non-personal
services (Industry Group 2) (weight = 0.39) is a little more than it is for both
high contact (Industry Group 1) (weight = 0.28) or standardized services (Indus-
try Group 30) (weight = 0.28). For perceived sacrifice, the range of the weights is
a little greater. As the level of personalization and interpersonal contact decreases
(i.e., going from Industry Group 1 to Industry Group 3), the relative importance of
perceived sacrifice increases (with weights of —0.25, —0.30, and —0.43 for Industry
Groups 1, 2, and 3, respectively). Confidence benefits also make a similar contribu-
tion to the service value index across all three industry groups (with weights ranging
from 0.16 to 0.33).

As mentioned earlier, the weight for social benefits is essentially zero when the
entire data set is analyzed. This is also true when looking at the contribution of
social benefits to the service value index across contexts. In general, the weights of
the five service value components (displayed in Table 23.4) suggest the contributions
of each are relatively consistent — both in terms of the magnitude and the relative
order — across service contexts.

Although the importance of the various components is fairly consistent across the
three industry groups, there is some variation. For example, in standardized services
(Industry Group 3), the weight of perceived sacrifice is the largest component of the
service value index (weight = —0.43), matching the contribution of service quality
(weight = 0.42); however, for moderate contact, semi-customized services (Industry
Group 2), the relative weight of perceived sacrifice decreases (weight = —0.30),
reaching its lowest level (weight = —0.25) for personalized high-contact services
(Industry Group 1). However, the pattern of weights is, in general, consistent across
contexts.

23.5.4 Salience of Service Value Components Across Cultures

In addition to investigating the service value components across contexts, we also
examined the components across cultures by comparing the U.S. sample with the
Spanish sample. In general, as was the case in looking across the industry groups,
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the importance of the service value components is also relatively consistent across
the two cultures. That is, the weights displayed in Table 23.4 suggest the largest
contribution to the service value index is made by service quality, followed by
service equity, perceived sacrifice, and confidence benefits. The magnitude of the
weights are fairly similar for each component across cultures, except that confi-
dence benefits appear to be more important in the U.S. (weight = 0.30) than in
Spain (weight = 0.13).

23.6 Discussion

Our review of the literature suggests three salient issues arise when considering
customers’ perceptions of value: whether customer value should be conceptual-
ized as unidimensional or multidimensional, whether the components of customer
value should be modeled as reflective or formative, and whether service components
should be included in conceptualizations of the construct. This study contributes to
the literature by addressing these issues. In particular, our study (1) identifies ser-
vice components expected to be strong indicators of customer value — namely,
service quality, service equity, relational benefits (including confidence benefits
and social benefits), and perceived sacrifice; (2) demonstrates the superiority of
this multidimensional conceptualization of customer value to a direct (reflective)
conceptualization of the construct; and (3) provides evidence in support of the
robustness of this conceptualization by assessing it across differing service contexts
and cultures.

23.6.1 Unidimensional Versus Multidimensional
Conceptualization of Customer Value

The conceptualization of customer value has been approached in different ways
in the marketing literature. The unidimensional approach describes customer value
in a global fashion; using this approach, the construct is often measured directly
by reflective items attempting to capture the concept of utility or value for money.
However, this conceptualization of customer value prevents researchers from cap-
turing the conceptual richness of the construct. Alternatively, the multidimensional
approach considers customer value as a highly complex concept with many com-
ponents. We contend, as do many recent studies, that the customer value construct
is too complex to be conceptualized as unidimensional and should be considered
multidimensional.

In support of our claim, we compare a unidimensional conceptualization of the
construct with a multidimensional approach. Following Arnett et al. (2003), we con-
struct a MIMIC model, which includes a reflective seven-item measure of customer
value as an external criterion variable, to test the validity of our multidimen-
sional service value construct. The resulting statistics indicate that the service value
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index adequately captures the construct being measured by the reflective indicators,
providing support for our multidimensional conceptualization of service value.

23.6.2 Usage of Reflective or Formative Components
in Operationalizing Customer Value

A question that arises when taking a multidimensional approach is whether cus-
tomer value should be modeled as consisting of reflective or formative compo-
nents. A reflective approach would suggest that each dimension is (or should be)
highly correlated with the others because changes in the underlying construct cause
changes in the dimensions; a formative approach suggests the various dimensions
may be independent of each other as they cause the underlying construct. The fun-
damental essence of any construct, whether it is reflective or formative, is crucial in
modeling the construct’s structure (Jarvis et al. 2003). However, we are not aware
of any prior study that has examined customer value using a formative approach or
has addressed whether the construct is better modeled with reflective or formative
components.

To address this gap in the literature, we proposed a formative index of customer
value to capture a more complete portrayal of the construct and compared this to an
operationalization of the construct using reflective measures. We found our forma-
tive index significantly outperforms a reflective measure. In particular, the variance
explained (measured via R?) for customer satisfaction and repurchase intentions is
significantly greater when using our index and the magnitude of the path coeffi-
cients between the two customer value measures and each of these two constructs
is significantly greater with our index. These results suggest that formative index
of customer value is a significantly better predictor of these two constructs than a
reflective measure of the construct.

23.6.3 Inclusion of Service Components in Conceptualizing
Customer Value

Customer value has received much attention in recent marketing literature, but rel-
atively little attention has been given to the inclusion of service components when
defining and operationalizing customer value. That is, most conceptualizations of
customer value tend to have a product focus, a likely consequence of the tradi-
tional goods-based marketing paradigm that has dominated thought for the past
few decades (Vargo and Lusch 2004). Since service components are generally not
considered in conceptualizations of customer value, we believe the discipline’s con-
ceptualization of the construct is incomplete. Following Vargo and Lusch’s call to
shift to a more service-based paradigm, we have argued in this study that the con-
ceptualization of customer value should be reframed to include service elements,
including service quality, service equity, and relational benefits.
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Our conceptualization of customer value was tested across a variety of service
settings and in two countries (the U.S. and Spain); the results are fairly uniform
across contexts and cultures. First, service quality consistently emerges as the major
determinant of service value across both cultures and three industry groups, support-
ing previous literature suggesting quality is an essential pillar of the value creation
process. That is, the evidence confirmed the essential role that service quality plays
in the value perception of service as a major source of competitive advantage for
companies. Second, we found that service equity is also a significant component of
service value, especially for moderate-contact, semi-customized services. While the
literature supports the importance of branding in services, to our knowledge, this is
the first empirical exploration of the relevance of service equity in the global context
of value. Importantly, this research shows that service quality and service equity are
the consistently significant drivers of service value.

Perceived sacrifice, the third major component of service value we examined,
generally has a relative weight close to that of service equity. However, the influence
of perceived sacrifice appears to be context-dependent; the importance of sacrifice
(weight = —0.43) increases when the service is standardized and nonpersonal in
nature (Industry Group 3), suggesting customers are more sacrifice-conscious when
they have fewer interactions with the provider. On the other hand, the relevance
of sacrifice for service value decreases when it comes to high-contact, customized
services (weight = —0.25). Perceived sacrifice appears to be less important when
the customer has more direct contact with the service provider.

One type of relational benefit we included in our study, confidence benefits,
appears to be relatively more important when the service is more personal in nature
and with a higher level of customer-employee contact (Industry Group 1). Cus-
tomers apparently value feelings of confidence in, and reduced anxiety with, a
service provider when the service is more complex. This finding is consistent with
the key role that trust plays in high-contact, customized services (such as dental
services, legal services, and financial consulting).

One unanticipated finding is the negligible contribution social benefits appear to
make to the service value index. Although the respondents were asked to evaluate
a service provider with whom they had a strong relationship, they apparently did
not identify service providers where they have a strong interpersonal relationship
with their employees. That is, most respondents did not report having a particu-
larly strong social connection with the service provider — the average social benefits
score of 4.30 is just above the midpoint on the 1 to 7 scale. However, the fact that
social benefits had no impact even for respondents from Industry Group 1 was very
surprising since these customers used services that tend to have significantly more
interactions with employees than the other two industry groups. In standardized ser-
vices (Industry Group 3), one could perhaps argue that customers are not interested
in developing close interpersonal relationships, which would explain why social
benefits are irrelevant in this context. Clearly, the insignificant contribution of social
benefits to customer value needs further investigation.
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23.7 Implications

23.7.1 Managerial Implications

This study highlights issues that are directly relevant to managers responsible for
creating or measuring customer value. Consistent with the emergent thinking on
competing through service, our study supports the notion that competitive advantage
is achieved by focusing on the service elements of customer value. In an environ-
ment that is increasingly competitive on a global scale, management efforts directed
toward a better understanding of and measuring customer value, and, in particular,
service value, will improve an organization’s competitive position. Results from this
study can influence managerial decisions in at least three areas: 1) customer value
measurement, 2) customer value perceptions for global companies, and 3) company
performance on elements of customer value.

Measuring Customer Value. Managers should reexamine current customer value
measures to ensure these tools capture the richness of this multidimensional con-
struct. Our findings clearly suggest that a simple, direct measure is inadequate for
capturing the complexities of customer value. Our development of a service value
index implies that, for the measure to be comprehensive, it should contain several
service components; omitting these aspects of customer value prevents a complete
understanding of the construct. In addition, we confirm that service value is strongly
correlated with such critical outcomes as customer satisfaction and repurchase
intention.

Customer Value for Global Companies. Global managers can similarly measure
customer value across cultures with confidence. Our study indicates that the value
model is robust across the U.S. and Spanish cultures. While complete generalization
requires further validation, managers can begin to develop improved programs and
measurement instruments with the expectation that customers in different markets
may define value in similar ways.

Performance on Customer Value Elements. Our study suggests customer percep-
tions of value are influenced by service elements; therefore, service should be an
integral part of any customer value strategy. Our model clearly demonstrates that
service quality is consistently the strongest driver of service value, across cultures
and across industries. This finding suggests service quality is the key to improving
customer value perceptions and should be emphasized in all customer encounters.

Managers should also take note of the importance of service equity and begin
to incorporate this component in measures and programs. Service equity elements
are particularly relevant for such service providers as dry cleaners or auto repair
shops (i.e., Industry Group 2 — moderate contact, non-personal services) where
service equity rivals service quality as the most important component of customer
value. The image the company portrays through its communications and customer
interactions plays heavily into customers’ value perceptions. The auto repair shop
that projects an image of integrity, efficiency, and professionalism at each customer
contact point will increase its customer value proposition.
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Managers must also recognize that the level of importance customers attach to
what they perceive to be sacrifices in purchasing and/or using a service is likely
to vary across industries. Our study shows that customers are more “sacrifice-
conscious” when consuming impersonal, standardized services and become less so
as the service becomes more personalized. To increase customers’ value percep-
tions, managers — especially those in standardized, moderate-contact industries —
should attempt to reduce customers’ perceptions of sacrifice. Movie theater
managers, for example, might allow customers to pre-purchase tickets online,
thereby reducing the sacrifice of standing in a long ticket line.

Our findings on the importance of relational benefits were mixed. Confidence
benefits (e.g., trust, anxiety reduction) are consistently important but the level of
importance varies across industries and cultures. Confidence benefits are more
important when the service is highly personal and involves high contact and, inter-
estingly, in the U.S. in comparison to Spain. Therefore, confidence benefits should
be emphasized for service providers such as doctors, lawyers, and financial consul-
tants and should be considered especially vital in the U.S. Visual cues that inspire
trust (e.g., sedate dcor in a lawyer’s office) may be more influential in improving per-
ceived customer value for the lawyer than for the dry cleaner. On the other hand, our
study suggests social benefits may not contribute to customers’ value perceptions in
the manner previously suggested by the literature. Rather, our findings suggest com-
panies might consider carefully examining the effectiveness of programs designed
to increase customers’ social benefits (e.g., building friendships or familiarity with
employees).

23.7.2 Research Implications

At least three research implications arise from our study. First, researchers should
avoid unidimensional conceptualizations of customer value whenever possible.
Scholars who attempt to capture the essence of customer value by defining it as
a single dimension are likely to have an incomplete portrayal of the construct, limit-
ing the understanding of a customer’s perceptions of value as well as its drivers and
consequences.

Second, scholars who conceptualize customer value as multidimensional but
operationalize it by including reflective dimensions are likely to incorrectly specify
the construct. For example, there is no reason why the “what I receive” compo-
nents of customer value (such as service quality) should necessarily be correlated
with the “what I give up” components (such as perceived sacrifice). Yet, this
assumption is normally made when the components are considered to be reflec-
tive. By using reflective measures, previous models of customer value may have
been misspecified; these misspecifications can affect the conclusions and evidence
drawn from empirical research (Jarvis et al. 2003). In future studies, we recom-
mend that researchers who intend including multiple dimensions of customer value
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consider using a formative approach unless a convincing argument can be made for
a reflective approach being appropriate.

Third, given the influence that the service components of a product’s offering can
have on a customer’s experience, scholars would be well advised to include elements
of service when conceptualizing customer value. Ignoring the service dimensions of
customer value may mean that an important domain of customer value construct is
not being captured.

Our study has provided a framework for conceptualizing customer value to pro-
vide guidance to future researchers in terms of each of these implications. That is,
we have developed a robust, formative index of customer value that (1) is superior
to a reflective measure of value, (2) includes relevant service components, and (3)
works well across contexts and cultures.

23.7.3 Limitations and Future Research

We acknowledge certain limitations in this study and suggest some directions for
future research. First, our list of service components may not be exhaustive. In this
study, a primary objective was to find a salient group of service components that
is consistent across contexts and consumers. However, other service components of
customer value may be salient in specific situations or for some types of customers.
For example, special treatment, another of Gwinner et al.’s (1998) relational bene-
fits, may be meaningful in those contexts where a strong service relationship exists
between the provider and customer. Similarly, our division of services into three
groups may have prevented us from looking at individual elements pertaining to
single service industries. Thus, exploring a single context more deeply may identify
some specific components that have been overlooked. And, as mentioned earlier,
the insignificant contribution that social benefits — a concept well supported in the
literature — makes to the customer value index needs further investigation.

Second, we did not thoroughly analyze customer value differences across con-
texts. Future study is needed to understand the extent to which value differs not only
among service industries, but also among cultures and customer types. For example,
future studies should examine the extent to which the relative weights of the various
service components differ across cultures. Also, although the importance of the var-
ious service value components is fairly consistent across the three industry groups,
there is some variation. These variations should be explored in future research.

Third, we did not explore the extent to which customer-related variables might
account for differences in the weights of the various value components. Perhaps
some customer characteristics (demographics, psychographics, experience with the
service, etc.) influence which component of service value is more important. For
example, are some value components more important to female customers, to older
customers, or to customers with extensive experience with a particular type of
service?
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Finally, the relative impact of each service value dimension on outcomes of inter-
est to marketers (e.g., customer loyalty, future purchase intentions, word-of-mouth
communication) should be assessed. We examined the relationship between service
value and two such outcomes (customer satisfaction and repurchase intentions), but
only as part of a validity test of the index. Although a positive relationship between
unidimensional conceptualizations of customer value and customer loyalty has been
established (e.g., Cronin et al. 2000), future research should determine the extent
to which the relationship holds when using a multidimensional conceptualization
of value. Other research might explore the relative impact that each service value
dimension has on these marketing outcomes.

APPENDIX

Measurement Items

SQ: Service Quality

SQL1. In general, this company’s service is reliable and consistent.
SQ2. My experience with this company is always excellent.

SQ3. I would say that this company provides superior service.
SQ4. Overall, I think this company provides good service.

SE: Service Equity

SE1. It makes sense to buy this company’s services compared to others, even if
they are the same.

SE2. Even if another company offers the same service, I would still prefer this
company.

SE3. If another company offers services as good as this company’s, I would still
prefer this company.

SE4. If another company is not different from this company in any way, it still
seems smarter to purchase this company’s services.

CB: Confidence (Relational) Benefits

CBI1. I have more confidence the service will be performed correctly.
CB2. I have less anxiety when I buy/use the services of this company.
CB3. I believe there is less risk that something will go wrong.

CB4. I know what to expect when I go to this company.

CBS. I feel I can trust this company.

SB: Social (Relational) Benefits

SB1. I am recognized by certain employees.

SB2. I enjoy certain social aspects of the relationship.

SB3. I have developed a friendship with the service provider.

SB4. I am familiar with the employee(s) that perform(s) the service.
SBS5. At this company, they know my name.
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SAC: Perceived Sacrifice

SACI. The price charged to get this company’s services is high.
SAC2. The time required to receive this company’s services is high.
SAC3. The effort I expend to receive this company’s services is high.

CV: Customer Value (reflective measure)

CV1: The value I receive from this company’s services is worth the time, effort
and money I have invested

CV2. This company’s services are reasonably priced.

CV3. This company offers good services for the price.

CV4.1 am happy with the price of this company’s services.

CV5. This company makes me feel that I am getting my money’s worth.

CV6: The value of this company’s services compares favorably to other service
providers.

CV7. This company offers good value for the price I pay.

SAT: Customer Satisfaction

SAT1. I am happy with this company’s services.

SAT?2. Overall, I am pleased when I purchase this company’s services.

SAT3. Using this company’s services is a satisfying experience.

SAT4. My choice to use this company was a wise one.

SATS. Overall, I am satisfied with this company.

SAT6. I think I did the right thing in deciding to use this company for my service
needs.

RP: Repurchase Intentions

RP1. Iintend to continue doing business with this company in the future.

RP2. As long as the present service continues, I doubt that I would switch
companies.

RP3. I will choose this company the next time I need this service.

Note: All items used seven-point Likert scales with anchors 1 (“strongly dis-
agree”) and 7 (“‘strongly agree”).
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