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Introduction

Trends of globalization of the world economy
are opening up many new opportunities for the
companies. At the same time globalisation is
increasingly wiping out local monopolies and
exposing individual companies to international
competition. Many companies have therefore
difficulties to compete in such an environment,
especially if they are using primarily price or
technology as their competitive advantage.
Consequently, business strategies emphasising
quality should be quite appropriate for these
companies [18]. Due to this reason more and
more companies are paying increased attention
to quality and customer satisfaction. According
to widely accepted disconfirmation paradigm,
satisfaction arises, if a considerable discrepancy
(positive and/or negative) between expectations
and perceptions occurs [5], [17], [38]; in [39].
Nevertheless, expectations, perceptions as
well as resulting customer satisfaction are not
static but dynamic variables. Other authors
[30] [19] argue that it is a cumulative construct
that is affected by market expectations and
performance perception in any given period
and is affected by past satisfaction from period
to period [32].

The majority of large and medium-sized
companies regularly measure customer
satisfaction [10]. This also applies to the personal
vehicle servicing companies (henceforth car
servicing companies). The measurement
of customer satisfaction in this industry is
usually prescribed by the car manufacturers.
According to [9] the car after-sales sector,
long after the customer has taken delivery
of the car, represents a mean of continuous
contact between the car manufacturers and
the customers, which is important for achieving
greater car brand loyalty among customers.

Car manufacturers in collaboration with
the national importers often seek to improve
customer satisfaction with the car after-sales
services through a system of bonuses that are
applicable for the original spare part purchases
by the car servicing companies. These financial
bonuses are dependent on the results of the
regular measurement of customer satisfaction
with car after-sales services.

For the purpose of this paper we define after-
sales services according to [9] as “all activities
geared towards maintaining the quality and
reliability of the car carried out after the customer
has taken delivery with the goal of ensuring
customer satisfaction”. Maintenance and repair
services are typically the most important after-
sales services. In our paper we also consistently
use the term “car servicing company”. As this
type of companies are usually providing not only
after-sales services but also sell new and used
cars at the retail level, they could be alternatively
labelled as “car dealerships”. But since the paper
focuses exclusively on the above defined after-
sales segment of such a business, we decided
to use the term “car servicing company”.

Similar to other industries it is considered
obvious also for this industry that higher
customer satisfaction leads to better financial
results (financial performance, profitability) at
least in a long run.

The purpose of this study is to determine
whether there is an empirical evidence of a direct
relationship between the customer satisfaction
and financial results of the companies in the car
servicing industry in Slovenia.

The relationship between customer
satisfaction and financial results of the
companies is theoretically grounded on the
concept of service profit chain [16], which is
presented in Figure 1.
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The concept of the service profit chain
assumes that it is possible to positively influence
customer satisfaction by increasing the quality
of the individual service elements, which in turn
leads to better financial results through the
increased customer loyalty.

Quality of any service depends on many
factors. These include the qualification of
personnel involved in its delivery, the process
of interaction with the client, and of course the
final result that is delivered [13].

Two relevant indicators influence customer
satisfaction: on one hand the quality of the
respective products or services (product/
service quality), on the other hand the quality of
perceived customer relationship management
measures (relationship management quality),
which are used during the individual phases of
the customer relationship life cycle. Therefore
the product/service satisfaction and the
relationship management satisfaction can be
distinguished [39]. In our paper we focus on
service customer satisfaction.

Since the original formulation of the service
profit chain in 1994, different aspects of these
relationships have been researched [22], [27],
[37], [4] and [44].

The crucial role of the customer loyalty in
transforming the customer satisfaction into
profitability was also confirmed by a longitudinal
study, performed by [14]. Their study showed
that the satisfaction creates shareholder value
by increasing future cash flow growth and
reducing its variability. [31] complement and
extend that study by showing that customer
satisfaction has an impact on firm value, which
is over and above the impact of profit (earnings).
They find that firm value is influenced by profit,
customer satisfaction and the interaction
between these two metrics.

Source: [16]

However, customer satisfaction does not
affect profitability only through customer loyalty.
Increased customer satisfaction is also reflected
in lower costs, which otherwise arise because
of poor quality of goods or services, such as the
cost of warranty claims, product replacement,
additional repairs and customer complaint
processing. In addition, the recommendations
of the satisfied and loyal customers reduce the
new customer acquisition costs and enhance
the overall reputation of the company [2].

[3] demonstrated that higher customer
satisfaction decreases the price elasticity of
demand as well as the possibility of switching
to other service providers, even in the cases of
temporarily reduced quality. [43] found that the
price elasticity is actually the criterion that best
distinguishes between the customers who are
loyal and customers who are not loyal (stayers
and defectors). This is also consistent with the
studies performed by [35], [20] and [8] which
found that the majority of the defectors leave
because of the price issues.

Each relationship between the service
profit chain elements has been empirically
investigated; nevertheless it seems that the
relationship between the customer satisfaction
and financial results is the most problematic
one.

It is worth pointing out that the link between
increased customer satisfaction and increased
profitability was confirmed by numerous studies.
Literature review from this field, performed
by [10], demonstrated that all scientific paper
under examination advocated a positive impact
of the increased customer satisfaction on (at
least in the long term) business performance.
Similar results could be found also in some
recent papers [24], [26], [15] and [21].

On the other hand it is also possible to
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find different conclusions about this matter.
Literature review on the relationship between
the quality of the services and financial results
[36] indicated that customer’s evaluation of
service quality and customer satisfaction are
“sometimes, but not always” reflected in the
financial results of the businesses.

[6] failed to demonstrate a statistically
significant relationship between customer
satisfaction and financial results despite
dealing with the extremely large sample for an
US chain of fast food restaurants. Instead they
detected a relationship between the changes
in customer satisfaction and the changes in
financial results.

[33] were also not able to confirm the
relationship between the customer satisfaction
and customer loyalty and financial results of the
company when they were trying to verify the
concept of the service profit chain for a chain
of “do-it-yourself’ (DIY) stores in the United
Kingdom.

Itis also worth pointing out that some papers
even demonstrated a negative relationship
between the customer satisfaction and the
financial results. Thus, for example, [40] found
a negative correlation between the customer
satisfaction and pre-tax profit. [42] also found
a negative relationship between customer
satisfaction and the return on investment for
the companies in service-providing industries,
while for the manufacturing businesses the
relationship was actually positive.

In addition, research on the direct
relationship between service quality and profits
has shown both positive effects in a limited
number of studies and no effects in other
studies [45].

Growing body of research also suggests
that the relationships between individual
elements of the service profit chain are not
linear. Most of the papers on the nonlinearity
refer to the relationship between the service
quality elements and the customer satisfaction
and to the relationship between customer
satisfaction and customer loyalty [3], [28], [2],
[24], [7] and [11].

[2] demonstrated that the customer
satisfaction had a diminishing impact on
profitability (decreasing returns) and is therefore
nonlinear.

Once a certain level of the customer
satisfaction is reached, all improvements of
the services and products that are necessary
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to further improve the customer satisfaction
usually require increased investments. But
at the same time the positive impact of these
investments on reducing costs and increasing
revenue decreases. This means that blindly
investing in customer satisfaction may even
adversely affect the company’s financial results.

[24] noted that an optimal level of customer
satisfaction exists. If this level of satisfaction
is exceeded, the shareholder value is being
destroyed. [41], who wrote that: “Customer
satisfaction may have a positive effect on brand
equity, except when managers show excessive
customer orientation, and in this case the effect
is negative, because of the reductions and
the shareholder value”, thus came to similar
conclusions. [23] and [29] also warned of the
negative effects of extremely customer oriented
policies.

In the literature that examined the
relationship between customer satisfaction and
financial results two different types of satisfaction
measures could be identified. Some papers
used national customer satisfaction indices
(e.g. the American Customer Satisfaction
Index (ACSI): [24], [34] and [31]; the Swedish
Customer Satisfaction Index (SCSI): [1] and
[2]), while others relied on individual company
customer satisfaction measurements.

At the same time the diversity of the financial
result (financial performance, profitability)
measures is even greater. For example,
[42] used the return on assets, [1] return on
investment, [12] stock returns, [24], [14] and
[21] shareholder value and [40] pre-tax profit.

The remainder of the paper proceeds
as follows. In Section 1 we discuss data
characteristics and describe research design.
Empirical tests and results are in Section 2.
Section 3 contains a discussion and the last
section of the paper contains Conclusions.

1. Data and Research Design
1.1 Data

The fundamental data for our research was
the data on customer satisfaction with the car
after-sales services in authorized car servicing
network of five European automobile brands in
Slovenia for the year 2009.

The data was collected in the computer-
assisted telephone survey, which involved
6,376 customers in 36 Slovenian car servicing
companies of five European car brands in
Slovenia. There are 48 such car servicing
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companies in Slovenia, but 12 were excluded
from the analysis due to unavailability of the
reliable financial information on only after-
sales segment of those companies, separated
from the sales of the new and used cars
segments. The car servicing companies and
their customers are coming from all Slovenian
regions. Relevant demographic characteristics
of survey respondents are presented in Table 1.

Vast majority of respondents were male
(75.2%), reflecting the actual customer gender

structure of car servicing companies. Most
respondents (70%) were aged between 30
and 60 years. The majority of the serviced cars
(71.3%) were less than 7 years old. Moreover,
42% of them were no more than 4 years old.
This is a reflection of the actual age structure
of serviced cars, since older cars tend to be
serviced outside of the official servicing network.

The questionnaire consisted of 50
questions, including four main questions:
overall satisfaction with the service, willingness

Profile of respondents by age group, gender and age of cars

Profile of respondents and age of cars Share
up to 30 16.2%
31-40 24.8%
Bespondent age group 41-50 25.0%

(in years)
51-60 20.2%
over 60 13.7%
male 74.8%

Gender
female 25.2%
up to 3 42.2%
Age of cars 4-6 29.1%
(in years) 7-9 17.0%
10 and more 11.6%
Source: own

to recommend the car servicing company
to friends, intention of using the same
car servicing company again (repurchase
intention), perceived advantages of being
a customer of the particular car servicing
company, followed by 46 questions about
satisfaction with individual phases or aspects of
the car after-sales services. Questions on the
satisfaction with the individual aspects of the
services included, for example, satisfaction with
the amiability of personnel, quality of the repair,
waiting time, price-service ratio satisfaction etc.

Five-point Likert-type scale ranging from
1 (dissatisfied) to 5 (extremely satisfied) was
used. Conversion of individual responses into
numeric values is shown in Table 2.

The questionnaire included also two
questions about the car (year of manufacturing

and type of ownership — private/corporate) and
two questions about the respondent (gender
and age). In addition, car servicing companies’
financial information for the years 2009, 2010
and 2011 and data on the average hourly rates
were obtained.

1.2 Research Design

Our main goal was to test the key hypothesis
of our research, i.e. the fact that customer
satisfaction has an impact on the financial
results (financial performance, profitability)
of the companies. It is worth pointing out that
wider and more general meaning of the term
“financial result” is used in our paper and not
the very narrow meaning, which could be found
in some accounting/finance textbooks, where
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1.5 Conversion of customer satisfaction survey responses into numerical values

Answer

Numerical value

Dissatisfied

1

Less satisfied

Satisfied

Very satisfied

Extremely satisfied

g |lw]|N

the financial result is sometimes defined as the
difference between earnings before interest and
taxes and earnings before taxes, i.e. earnings
which results from financial affairs. Since [6]
argue that customer satisfaction influences
financial results for a longer time period; we
took into consideration also the time aspect of
that influence.

As a first step we had to identify the most
appropriate financial performance measures for
our research. Since the mentioned Slovenian
car servicing companies are not publicly
traded companies (that offer their securities
for sale to the general public, typically through
stock exchange), we discarded all possible
shareholder and stock exchange related
financial ratios. In addition, we eliminated
also the financial ratios which are based on
the income statement information. Although
the income statements of the car servicing
companies are publicly available, they are not
particularly useful for our research, because
they provide condensed information for the car
servicing company as a whole, combining the
financial information on car after-sales services
segment as well as the sales of the new and
used cars segments (of course if they exist) of
the business. The financial information that is
relevant for our research should thus relate only
to the car after-sales services segment of the
car servicing company, so when the term car
servicing company will be used henceforth it will
actually imply only the car after-sales services
segment of such a company. To enable more
specific operations monitoring of authorised
car servicing companies car manufacturers
usually (indirectly through the authorised
importers) prescribe certain granular structure
of their business reports. The norm structure

Source: own

for the European car manufacturers is shown
in Table 3.

The gross margin is the total revenue (gross
sales revenue less sales returns and rebates)
subtracted by the cost of goods sold. When
providing after-sales services the cost of goods
sold consist of mainly the cost of used materials
and parts and direct labour expenses of trained
automotive technicians. By subtracting different
other expenses (see Tab. 3) different subtotals,
i.e. contribution margins, are calculated. Other
direct operating expenses refer to advertising
& marketing expenses and fleet vehicle
expenses, while general and administrative
expenses refer to energy and insurance
expenses, consulting and other similar
expenses and IT maintenance expenses. After
subtracting also the fixed asset (plant, property
and equipment, henceforth PPE) related
expenses, which consist of depreciation and
rental/lease expenses, the contribution margin
5 is obtained, which could also be labelled
operating income or operating profit, because it
is basically the total pre-tax profit that business
generates from its operations. The profit or
loss before tax (sometimes labelled also as
earnings (income) before tax or even pre-tax
profit) is the contribution margin 5 subtracted
by the net financing expense (interest expense
minus any interest income) and other operating
expenses such as gains on disposal of PPE,
paid damages, fines etc., which are in the USA
often labelled as “extraordinary items”.

In our paper we use two financial ratios
as financial performance measures of the
car servicing company. The first one is the
pre-tax profit margin (PTPM), i.e. the car
servicing company’s earnings before tax as
a percentage of total revenue, which is derived
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Approximate prescribed structure of the performance statement

Total revenue

— cost of goods sold

= gross margin

— direct selling expenses

= contribution margin 1

— other employee expenses

= contribution margin 2

— other direct operating expenses

= contribution margin 3

— general and administrative expenses

= contribution margin 4

— fixed asset (PPE) related expenses

= contribution margin 5 (operating profit)

— net financing expense

— other (operating) expenses

= profit or loss before tax

from dividing the profit or loss before tax by the
total net revenue. The second one is the car
servicing company’s contribution margin 5 as
a percentage of total revenue, which could also
be labelled operating profit margin (OPM). The
decision for the ratios instead of the monetary
amounts was aimed to eliminate the impact of
the car servicing company’s size.

The following hypotheses were set up:

Hypothesis 1: Overall customer
satisfaction with car after-sales services affects
the operating profit margin of the car servicing
company in the original year (2009) as well in
the following two years (2010 and 2011).

Hypothesis 2: Overall customer satisfaction
with car after-sales services affects the pre-tax
profit margin of the car servicing company in
the original year (2009) as well in the following
two years (2010 and 2011).

Our analysis includes financial ratios as
financial performance measures for the year,
for which we have the data on customer
satisfaction with car after-sales services (2009),
for the following two years (2010 and 2011)

Source: own

and for the average of all three years (2009,
2010 and 2011). By that we wanted to examine
possible lags and long-term effects.

Hypotheses 1 and 2 were tested by a series
of simple linear regressions, where the overall
customer satisfaction was an independent
variable and each of the financial ratios for
a certain year a dependent variable. Since
the literature findings indicate contradictory
customer satisfaction impact on financial
results, we wanted to examine whether the
influence is affected by the car servicing
company’s size. Therefore another hypothesis
was set up:

Hypothesis 3: There are statistically
significant differences regarding customer
satisfaction influence on chosen financial ratios
between the car servicing companies of various
sizes.

For hypothesis 3 testing a series of simple
linear regressions that were done for testing
the hypotheses 1 and 2 were repeated, but
separately for the group of small, medium
and large-sized car servicing companies. Car
servicing companies were classified into those
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1R H] Results of simple linear regressions for small-sized car servicing companies

Financial ratio

SMALL-SIZED CAR SERVICING COMPANIES (N=7)

Dependent variable Standardized beta adjusted R?
OPM-Service09 —-0.806 0.579
OPM-Service10 —0.894* 0.759*
OPM-Servicel1 -0.941* 0.863*

OPM-Service09-11 —0.899* 0.770*
PTPM-Service09 -0.756 0.486
PTPM-Service10 -0.772 0.515
PTPM-Service11 -0.748 0.472

PTPM-Service09-11 -0.790 0.549

OPM = operating profit margin
PTPM = pre-tax profit margin
* Statistically significant at p<0.01.

three classes on the basis of their (car after-
sales service segment) revenue. Car servicing
companies with the (sales) revenue of less
than € 250,000 were classified to the small-
sized class, in the medium-sized class with the
revenue of more than € 250,000 and less than
€ 500,000 and in the large-sized class with the
revenue of more than € 500,000.

To test the lower price sensitivity of satisfied

customers we established additional two
hypotheses:
Hypothesis 4: Within car servicing

companies with the below-average overall
customer service satisfaction, the perceived
price-service ratio depends on the hourly rate
charged to the customer.

Hypothesis 5: Within car servicing
companies  with  above-average  overall
customer service satisfaction, the perceived
price-service ratio does not depend on the
hourly rate charged to the customer.

For hypotheses 4 and 5 testing the car
servicing companies were divided into two
groups, i.e. into a group of car servicing
companies with the below-average overall
customer service satisfaction and the group
with the above-average overall customer
service satisfaction.

Hypothesis 4 was tested only for the group
of car servicing companies with the below-
average overall customer service satisfaction.

Source: own

Within this group two subgroups were formed
on the basis of the hourly rate charged to the
customer. To test hypothesis 4, we used an
independent t-test of mean differences between
the subgroup of car servicing companies with
the above-average hourly rate charged to the
customer and the subgroup of companies
with the below-average hourly rate charged to
the customer concerning the perceived price-
service ratio. Statistically significant differences
would confirm the hypothesis 4.

Hypothesis 5 was tested in the same way
as the hypothesis 4, but for the group of car
servicing companies with the above-average
overall customer service satisfaction. Note that
in this case statistically insignificant differences
would confirm the hypothesis 5.

2. Results

First of all we made a series of simple linear
regressions, with overall customer satisfaction
as an independent variable and with several
financial ratios for each year (2009, 2010 and
2011) as dependent variables. The results of all
linear regressions were statistically insignificant
(p>0.05). Therefore, at significance level
p=0.05 we could not confirm neither hypothesis
1, stating: “Overall customer satisfaction with
car after-sales services affects the operating
profit margin of the car servicing companies in
the original year (2009) as well in the following
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two years (2010 and 2011)”, nor hypothesis 2,
stating: “Overall customer satisfaction with car
after-sales services affects the pre-tax profit
margin of the car servicing companies in the
original year (2009) as well in the two following
years (2010 and 2011)”.

For testing hypothesis 3, stating: “There
are statistically significant differences regarding
customer satisfaction influence on chosen
financial ratios between the car servicing
companies of various sizes”’, we performed
separate simple linear regressions for groups
of small, medium and large-sized car servicing
companies. Statistically significant results
(p<0.05) of linear regressions for different sizes
of car servicing companies are shown in tables
4, 5 and 6, respectively.

Table 4 shows that for the group of
small-sized car servicing companies all
linear regressions are statistically significant
(at p<0.05) for both financial ratios and
for all observed years. Absolute values of
standardized beta coefficient are high in all
cases. The negative beta signs indicate a high
negative dependence in all cases, without any
exceptions. Values of adjusted R? are also
relatively high.

In the group of medium-sized car servicing
companies the results of linear regressions
for both financial ratios are not statistically
significant (p>0.05) in the year 2009 (Tab. 5).

For the next two years and for the average
of the three years all coefficients are positive
and absolute values of standardized beta
coefficients are much smaller in comparison
to beta values for small-sized car servicing
companies. Similarly, the percentage of the
explained variation (adjusted R?) is also
lower.

For large-sized car servicing companies
the linear regression model for the year 2009
is not statistically significant (p>0.05) for the
ratio pre-tax profit margin (PTPM), while for the
ratio operating profit margin (OPM) already the
results for the first year (2009) indicate a strong
positive dependence (f=0.889) (Tab. 6). For
other two years, as well as for the average of all
three years, the standardized beta coefficients
are high and positive. Correspondingly high
is also the percentage of explained variance
(adjusted R?) for all these cases.

It can be summarized that results are very
different regarding the size of car servicing
companies. Namely, for small-sized car servicing
companies a strong negative influence of the
overall customer satisfaction on financial ratios is
demonstrated, for the medium-sized car servicing
companies a moderate positive influence could
be noticed, while for the large-sized car servicing
companies a strong positive influence of the
overall customer satisfaction on financial ratios
exists. This confirms the hypothesis 3.

1.0 <3 Results of simple linear regressions for medium-sized car servicing companies

Financial ratio

MEDIUM-SIZED CAR SERVICING COMPANIES (N=22)

Dependent variable Standardized beta adjusted R?
OPM-Servis09 n.s.s. n.s.s.
OPM-Servis10 0.524 0.239
OPM-Servis11 0.497 0.21

OPM-Servis09-11 0.419 0.134
PTPM-Servis09 n.s.s. n.s.s.
PTPM-Servis10 0.568* 0.289*
PTPM-Servis11 0.535* 0.250*

PTPM-Servis09-11 0.481 0.193

Source: own

Values denoted by n.s.s. are not statistically significant (p>0.05).

* Statistically significant at p<0.01.

120 E M 2015, XVIlI, 3



Marketing & Trade

Results of simple linear regressions for large-sized car servicing companies

Financial ratio

LARGE-SIZED CAR SERVICING COMPANIES (N=7)

Dependent variable Standardized beta adjusted R?
OPM-Servis09 0.889* 0.749*
OPM-Servis10 0.826 0.620
OPM-Servis11 0.889* 0.748*

OPM-Servis09-11 0.903* 0.778*
PTPM-Servis09 n.s.s. n.s.s.
PTPM-Servis10 0.828 0.622
PTPM-Servis11 0.839 0.644

PTPM-Servis09-11 0.809 0.586

Source: own

Values denoted by n.s.s. are not statistically significant (p>0.05).

* Statistically significant at p<0.01.

To test the lower price sensitivity of
satisfied customers and consecutively to test
hypothesis 4, stating: “Within car servicing
companies with the below-average overall
customer service satisfaction, the perceived
price-service ratio depends on the hourly
rate charged to the customer’; we used an
independent t-test of mean differences of the
perceived price-service ratio.

Table 7 shows that for car servicing
companies with less overall satisfied (below-
average) customers the perceived price-service
ratio is actually different, depending on different
hourly rate charged to the customer. According

overall customer satisfaction

to the t-test (t=3.25 and p=0.006) hypothesis 4
can be accepted.

Table 8 shows that for car servicing
companies with more (above-average) satisfied
customers hourly rate charged to the customers
does not affect the perceived price-service ratio
(p=0.397).

Therefore, we can accept hypothesis 5,
stating: “Within car servicing companies with
the above-average overall customer service
satisfaction, the perceived price-service ratio
does not depend on the hourly rate charged to
the customer.”

Results of t-test for a group of car servicing companies with below-average

Average perceived price-service ratio

Car servicing companies with below-average hourly rate 4.01

Car servicing companies with above-average hourly rate 3.64
t-test

t 3.25

df 17

sig. 0.006

Source: own
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Tab. 8: Results of t-test for a group of car servicing companies with above-average
" overall customer satisfaction

Average perceived price-service ratio

Car servicing companies with below-average hourly rate 418
Car servicing companies with above-average hourly rate 4.02
t-test

t 0.871
df 15
sig. 0.397

Source: own
3. Discussion customers, their ability to devote more time

Initially, it is quite surprising that it was not
possible to demonstrate a statistically significant
relationship between an overall customer
satisfaction with car after-sales services and
financial results for the sample of car servicing
companies under examination (hypotheses
1 and 2), especially since in practice this
relationship is taken for granted. But if we
take into account that academic literature
cannot provide a straightforward answer about
this relationship, our finding is thus not that
controversial.

This could be explained by variations in
the relationship between overall customer
satisfaction and financial results among
three different size classes of car servicing
companies (hypothesis 3), based on their
after-sales revenue. For the small-sized car
servicing companies (revenue of less than
€ 250,000) a strong negative influence of the
overall customer satisfaction on financial ratios
was demonstrated, for the medium-sized car
servicing companies a moderate positive
influence, and for the large-sized car servicing
companies (revenue of more than € 500,000)
a strong positive influence of the overall
customer satisfaction on financial ratios was
demonstrated.

The results for the small-sized class of
car servicing companies may at first come as
a surprise, yet we can offer several reasons
to explain a (strong) negative influence of the
overall customer satisfaction on financial results.

For example, more servicing personnel
should translate to less waiting time for

to providing advice to customers etc., which
should lead to higher customer satisfaction.
However, this comes hand in hand with lower
capacity utilisation and higher labour costs,
which are not that easily offset by higher
revenue that should be derived from higher
customer satisfaction. The same also applies
to free loaner cars or free minor services such
as car bulb replacement or especially lower
hourly rates charged to the customer, which
should improve customer satisfaction but at the
same time have a negative short-term impact
on financial results (in our case operating profit
margin and pre-tax profit margin). [9] also point
out that the perceived quality of car after-sales
services is influenced directly by how long
the customer must wait to have the needed
product fitted to his car. For the car servicing
company, profitability is affected by the number
of products (for example parts, tyres, auto
chemicals etc.) that needs to be stocked.
More products in stock should translate to
less waiting time for customers, but on the
other hand lead to higher fixed costs and lower
profitability and liquidity.

On the other hand, the results for both
medium-sized and large-sized car servicing
companies were more in line with our
expectations, which were based on the service
profit chain concept (see Fig. 1).

It seems that the relationship between
the overall customer satisfaction and the
operating profit margin as well as the pre-tax
profit margin is largely dependent on the level
of competition in the local environment. The
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Tab. 9: ANOVA - differences in average values of customer satisfaction among
1 the three car servicing companies’ size classes

Sum of .
Squares df Mean Square F Sig.
Between Groups 0.077 2 0.038 1.139 0.332
Within Groups 1.109 33 0.034
Total 1.186 35
Source: own

largest car servicing companies are located
in Slovenian cities, where there is often more
than one authorised car servicing company,
and thus customers often have a choice.
According to service profit chain, customer
service satisfaction affects customer loyalty.
Loyal customers are evidently less likely to
change a car servicing company and are
less susceptible to higher hourly rates. The
test of hypothesis 5 actually confirmed lower
price sensitivity of customers who provided
above-average overall service satisfaction
scores.

The results also suggest (similarly to the
findings of [24]) that a certain optimal level of
customer satisfaction exists and when this level
of satisfaction is surpassed, the financial results
actually do not improve any more. Moreover,
they usually deteriorate.

With regard to the average level of
customer satisfaction, there are no (statistically
significant) differences among small-sized,
medium-sized and large-sized car servicing
companies (see Tab. 9).

However, reaching a certain level of
customer satisfaction is relatively more cost
intensive for smaller car servicing companies.
For larger car servicing companies, it is easier
to ensure that there is enough servicing
personnel also during vacation periods and
in case of sick leave absences. In contrast to
small car servicing companies they can, due to
the economy of scale, employ more specialised
personnel. In addition, personnel in larger car
servicing companies more frequently deal with
irregular, exacting car repairs, which are then
(also due to a higher level of specialisation)
processed in a shorter time, with fewer errors
and fewer additional repairs needed than in the

smaller car servicing companies, all this leads
to positive cost effects.

On the other hand, for smaller car servicing
companies the potential effects of high customer
satisfaction levels are quite limited. Smaller car
servicing companies usually operate in a less
competitive environment. When a customer is
buying a car, he/she is usually willing to travel
pretty far away to get a better price, and is thus
quite mobile. In contrast, the customer mobility
for car after-sales services is much lower, so
even when customers are not very satisfied with
the after-sales services, they seldom switch to
competitor that is not reasonably close to their
home. This is beneficial especially for smaller
car servicing companies, which usually operate
in smaller towns without any direct competition
of other authorised car servicing companies of
the same brand.

Therefore, it seems that the optimal level
of customer satisfaction, after which financial
results actually do not improve anymore, is
lower for car servicing companies. Hence,
we infer that the small-sized car servicing
companies surpassed their optimal level
of customer satisfaction, so increases of
customer satisfaction led to deterioration of
financial results (high negative dependence).
Conversely, in our opinion, at the same
average level of customer satisfaction (please
note that there are no statistically significant
differences between the small-sized, medium-
sized and large-sized car servicing companies
with regard to the average level of overall
customer satisfaction), large-sized car servicing
companies were far below their optimal level of
customer satisfaction, so increases of customer
satisfaction led to the improvement of financial
results (strong positive dependence). For the

3, XVIII, 2015 E M 123



Marketing & obchod

medium-sized car servicing companies, we
infer that at the same average level of customer
satisfaction there were still below their optimal
level of customer satisfaction, but not very far
from it, so the increases of customer satisfaction
still led to the improvement of financial results.
However, those improvements were not as
substantial as for the large-sized car servicing
companies (moderate positive dependence).

Conclusions

On the basis of our research we can conclude
that the service profit chain concept, where
increased quality positively influences customer
satisfaction, which in turn leads to better
financial results through increased customer
loyalty, is not applicable in all cases and has
some limitations. For the authorized car
servicing network of five European automobile
brands in Slovenia, we demonstrated that there
are significant differences among the three
classes of car servicing companies, based on
their after-sales revenue.

Forthe small-sized car servicing companies,
it is relatively more cost intensive to reach
a certain level of customer satisfaction, while
on the other hand, the potential positive effects
of higher customer satisfaction are usually due
to the local monopolies in smaller towns pretty
low. In those circumstances the customers
are actually stuck with a local car servicing
company, and hence there is no need to invest
much into customer satisfaction improvements
to retain the existing customers.

Bigger car servicing companies are usually
located in cities, where there are often other
authorised same brand car servicing companies.
Hence, it is not that difficult for customers to
switch to a different car servicing company if
they become dissatisfied with the services. In
those circumstances it makes sense to invest
more into high customer satisfaction, because it
leads to high customer loyalty. Loyal customers
are namely less likely to change a car servicing
company and are less susceptible to higher
hourly rates. The latter was actually confirmed
by the test of hypothesis 5.

Therefore, the optimal level of customer
satisfaction, after which financial results actually
stop to improve, is lower for the small-sized
car servicing companies than for the bigger
ones. Consequently, at the same average
level of customer satisfaction, there is a strong
negative dependence between increases of

customer satisfaction and financial results for
the small-sized car servicing companies, and
a positive dependence between those two for
the medium-sized and large-sized car servicing
companies, which is moderate for the former
and very strong for the latter.

One of the most intriguing questions
remaining involves the generalizability of
the association between perceived service
quality and financial results across contexts.
Companies are quick to point out that unique
or competitive situations in their industries
lead to doubts about the validity of research
in other contexts to apply to them. Balancing
the research across contexts is a priority to
substantiate the general relationship and will
also answer questions posed by companies
about their own contexts [45]. This study
hence contributes to literature by providing
insight on the association between service
quality and financial results in the specific
context of after-sales services in car servicing
industry.

A limitation of our study is that it is based
on one country and authorised car servicing
companies of five car brands of a single
prominent European car manufacturer.
However, it is worth pointing out that the cars
of these five car brands have more than 20%
share in the population of the registered cars in
Slovenia [25]. In addition, these five car brands
are quite different, some of them being more
low-cost, and some of them more exclusive,
hence covering many price ranges.
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IMPACT OF CUSTOMER SATISFACTION ON FINANCIAL RESULTS OF CAR
SERVICING COMPANIES: FINDINGS FROM SLOVENIA

Ale$ Novak, Petra Sparl, Slavko AZman

In this study, we explore the applicability of a service profit chain concept for the authorized car
servicing network of five European car brands in Slovenia. Under this concept, increased quality
positively influences customer satisfaction, which in turn leads to better financial results through
increased customer loyalty. We demonstrated that there are significant differences among the three
size classes of car servicing companies. At the same average level of customer satisfaction, there
is a strong negative dependence between increases of customer satisfaction and financial results
for the small-sized car servicing companies, and a positive dependence between those two for the
medium-sized and large-sized car servicing companies, which is moderate for the former and very
strong for the latter. It seems that the relationship between the overall customer satisfaction and
financial results is largely dependent on the level of competition in the local environment. Bigger
car servicing companies are usually located in cities, where there are often other authorised same
brand car servicing companies. Hence, it is not that difficult for customers to switch to a different car
servicing company if they become dissatisfied with the services. In those circumstances it makes
sense to invest more into high customer satisfaction, because it leads to high customer loyalty.
Loyal customers are namely less likely to change a car servicing company and are less susceptible
to higher hourly rates. The results also suggest that a certain optimal level of customer satisfaction
exists and whe n this level of satisfaction is surpassed, the financial results actually do not improve
any more. Moreover, they usually deteriorate.

Key Words: After-sales service, car servicing company, customer satisfaction, financial results,
Slovenia.
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