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A B S T R A C T

The basic objective of this study is to analyse the direct and indirect impacts of standardization and
customization on customer satisfaction and loyalty through service quality. The service quality has two
dimensions: technical quality and functional quality. A framework is developed by extending Grӧnroos’model of
service quality by including the antecedents of service quality. A questionnaire-based survey collected data from
315 customers of three service industries: healthcare, hospitality, and education. The data was analysed and the
model validated using PLS-SEM. The findings show that: (1) integration of standardization and customization
of service offerings is critical for improved service quality; (2) standardization has higher impact on service
quality when compared to customization; (3) functional quality has higher impact on customer satisfaction
when compared to technical quality; and (4) customer satisfaction has a significant effect on customer loyalty.
The contribution of this study is the development of an integrated framework to analyse the roles of
standardization and customization on service quality.

1. Introduction

Effectively managing customer service satisfaction and enhancing
customer loyalty have been addressed by marketing practitioners and
researchers (Blut et al., 2015; Rust and Chung, 2006; Zeithaml et al.,
1996). Various studies have found that higher level of customer
satisfaction ultimately leads to a greater customer loyalty and word
of mouth recommendations (Yoo et al., 2015; Guo et al., 2009; Lai
et al., 2009). The increase in competition in the marketing of products
has forced companies to think about differentiating strategies for the
purpose of attracting and retaining customers. Among the differentia-
tion strategies that have been used by companies is the personalization
of products to meet customer needs (Beatty et al., 2015; Tam and Ho,
2005). Customization, in particular, has become increasingly popular
in comparison to standardization because customization allows con-
sumers to specify the products that are suited to their desires (Jin et al.,
2012). For example, Jin et al. (2012) demonstrate in their study how
package-tour operators often tailor trips to fit travellers’ personal
requirements. Standardization has been used to increase the compar-
ability and credibility of economic evaluations and as a means of
decreasing costs and increasing productivity (Krol et al., 2013).

Traditionally, it has been viewed that standardizing a service while
at the same time customizing it is somehow simply impractical
(Almodóvar, 2012). This is because customization attempts to meet
the needs and preferences of the individuals while standardization
attempts to meet the needs and preferences of the masses (bus and
transportation services). The traditional strategic options of service
design view standardization to be suitable for focusing on many
customers with low or no contact and customers are faced with one-
size-fits-all services. At the same time, this traditional strategic option
views customization to be suitable for focusing on specific customer
characteristics and intensive customer contact with information from
specific customers for one-of-a-kind service. This dichotomy has led
many researchers to believe that any attempt to improve service quality
by merging customization and standardization is impossible. However,
this dichotomy is believed to be reconcilable based on Grӧnroos’ (1984)
Service Quality model, where a possible window to integrate customi-
zation and standardization into a single framework exists. The degree
of product customization has become higher in recent years and is
likely to continue in the future. Some examples of services that merge
customization and standardization are: automobile after-sale service
(Wang et al., 2010), hotel industry (Sandoff, 2005), and Dell
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Computers. For example, in hotel industry, ‘standardization’ helps
employees to avoid mistakes and deviations in the process of providing
‘customized’ service.

According to Grӧnroos’ (1984) model of service quality, there are
two dimensions of service quality: technical quality and functional
quality. Service customers are interested not only in what (technical
quality) they get as service but also how (functional quality) they get it.
Many studies have used this model to analyse service quality in
different contexts. They have investigated the effect of two dimensions
of service on satisfaction, trust, and loyalty (De Keyser and Larivier,
2014; Park et al., 2013; Sadeghi et al., 2014). The Technical Service
Quality dimension of Grӧnroos’ (1988) model refers to the outcome of
the service production process and it answers the question of what the
customer acquires from the service transaction. The Functional Service
Quality part of Grӧnroos’ (1988) model refers to the quality of the
service process and it answers the question of how the customer gets
the technical outcome of the service production process (Grӧnroos,
1988; p. 12). Many researchers have established the link between
quality of service and customer satisfaction (Cronin et al., 2000; Park
et al., 2013). However, not much work has been done to determine if
customization and standardization have a direct impact on service
quality and an indirect impact on customer satisfaction through service
quality. The current study addresses this gap. The key to gaining
customer satisfaction and loyalty is to develop customer-oriented
strategies (customization) that provide superior service to customers
and to ensure that operations run smoothly and efficiently (standardi-
zation).

The contributions of this study are the development and validation
of a framework that has effectively integrated standardization and
customization with dimensions of service quality (technical quality and
functional quality). The framework used in this study is drawn from
Grӧnroos’ (1984) service quality model and model by Coelho and
Henseler (2012). The dilemma of whether customization and standar-
dization of services can be integrated has not yet been fully explored
and no conclusive research has been done in this area. This justifies the
need to conduct a comprehensive research by examining the effects of
integrating the customization/standardization on service quality— this
is the primary motivation that drives this study. In service quality, the
dilemma of having to sacrifice customer satisfaction because of the
customization–standardization trade-off has always been challenging.
This trade-off is the dilemma that this research attempts to resolve. So
far researchers have paid attention to customization and standardiza-
tion but only to the extent that they are anti‒thematic (Almodóvar,
2012). This research however, attempts to focus attention on how
customization and standardization are two complementary phenomena
on the same continuum. The study setting includes hotels, hospitals,
and universities in Malaysia.

Malaysia was chosen based on the fact that it is a fast growing
country in South-East Asia with more than 55% of the GDP coming
from the service sector. Malaysia with its good infrastructure has been
able to attract leisure/shopping tourists (hotels), medical tourists
(hospitals), and knowledge tourists (universities). Simultaneous im-
plementation of standardization and customization in the services
offered to the customers has been widely practiced across these sectors
in different parts of the world (Minvielle et al., 2014; Sandoff, 2005;
Schuwer and Custer, 2014). Hence, there is a strong economic reason
to focus on these three industries in Malaysia.

2. Background and hypotheses

2.1. Customer satisfaction and customer loyalty

Customer satisfaction is defined as “a person's feelings of pleasure
or disappointment that results from comparing a product's perceived
performance or outcome with his/her expectations” (Kotler and Keller,
2009, p. 789). Customer loyalty is defined as “a deeply held commit-

ment to rebuy or re-patronize a preferred product or service consis-
tently in the future, despite situational influences and marketing efforts
having the potential to cause switching behaviour” (Oliver, 1997: p.
392). A considerable amount of service management literature has
shown the link between customer satisfaction and customer loyalty
(Chen, 2012; Kumar et al., 2013; Suh and Yi, 2006). A study by Lee
et al. (2012) indicates that hospitals can improve customer satisfaction
and loyalty through efficient operations, employee engagement, and
service quality. They also found out that this high performance work
system in health-care organizations stimulate employee reaction and
service quality. Therefore, a customer may continue to or increase the
scope and frequency of relationship with service provider or may
recommend the service provider to other potential customers. Bowen
and Chen (2015) and Lee (2013) suggest that customer satisfaction is
linked to loyalty and loyalty, in turn, is linked to the performance of
service organizations.

2.2. Service quality

Grӧnroos’ (1984, 1988, 1990) model of service quality incorporates
both technical and functional aspects. The model describes how the
quality of service will be perceived by customers and in what way
service quality will be influenced. He emphasizes the interactive service
nature and posits that service quality should be a two-prong con-
ceptualization, namely, the process/functional dimension (i.e., how the
service is delivered) and the outcome/technical dimension (i.e., what is
delivered). In his model, Grӧnroos (1984) has depicted three variables,
namely, technical quality, functional quality and image. In our re-
search, image dimension is not considered. Image dimension is
excluded as it has been shown to be influenced by the two quality
dimensions (technical and functional) (Bozorgi, 2006; Grӧnroos, 1984;
Lassar et al., 2000).

Lundahl et al. (2009) investigate the influence of technical and
functional dimensions of service management on customer satisfaction
in the bank‐SME relationship. The study has found that both the
technical and functional dimensions of service management correlate
significantly with customer satisfaction. De Keyser and Lariviere
(2014) argue that both technical and functional service quality have
positive impacts on consumer happiness. These recent studies under-
line the fact that both functional and technical qualities have vital effect
on satisfaction of the customer in delivering high quality service.
Therefore, to employ different strategies in order to boost service
quality, it is desirable to evaluate the effect of each strategy on different
aspect of service quality.

2.3. Standardization and customization

Standardization is defined as the process of setting generally
uniform characteristics for a particular good or service.
Standardization is used in order to help the management control,
predict and minimize mistakes, and reduce deviation among employees
(Jones et al., 1994). Standardization also provides a means to maintain
reliability and be free of defects. Other benefits associated with
standardization include facilitation of contracting, monitoring execu-
tion and pricing in services provision, increasing protection of con-
sumers, and raising confidence and satisfaction of consumers. On the
contrary, the customized product or service is defined in the context
where a new product is rendered with variations on existing config-
urations. Thus, customers express their needs in consonance with their
specific requirements and this can help marketers to exactly meet
customers’ specific needs (Wind and Rangaswamy, 2001). In summary,
a service offered by firms can range from one-size-fits-all which is full
standardization, to a fully personalized one, which is customization.

Researchers in service quality tend to treat customization and
standardization separately, based on the argument that the two cannot
coexist concurrently (Almodóvar, 2012). However, when investigating
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today's marketing activities, for example, international hotel practice, it
is hard to find support for the practice of full customization for long-
term profits. Instead, it can be observed that there is a clear and
obvious standardization being practiced for local operations and
external operations. For example, the levels of standardization and
customization can be different for the home and international markets
(Almodóvar, 2012). Ding and Keh (2016) investigate the pros and cons
of service standardization (vs. customization) from the consumer's
perspective. They have found that the advantages of service customiza-
tion include greater perceived control and higher consumer satisfac-
tion. The drawbacks of service customization include greater perceived
risk. These findings suggest that consumers’ preference for standar-
dized (vs. customized) service depends on their consumption goal.
Specifically, consumers with a hedonic goal (goal with pleasure focus)
tend to prefer customized services, while those with a utilitarian goal
(goal with functional focus) tend to prefer standardized services (Ding
and Keh, 2016). The conceptual framework used in the study is given in
Fig. 1.

2.4. Hypotheses development

This section develops the hypotheses linking (1) customization and
standardization with technical and functional dimensions of service
quality and (2) dimensions of service quality with customer satisfaction
and loyalty. Testing of these hypotheses in a service setting can help the
researchers and practitioners understand the routes (technical quality
and functional quality) through which levels of standardization and
customization translate into customer satisfaction and loyalty.

2.4.1. Customization and standardization vs service quality
dimensions

Empirical evidence by researchers has proven that customization
has a positive effect on service quality (Brady and Cronin, 2001; Coelho
and Henseler, 2012). Drawing from the relationship marketing and
exchange theory, Coelho and Hensler (2012) have established the link
between customization and service quality. They have argued that
service customization plays the roles as a quality endorser and a quality
driver. A study by Vasile and Laurentiu (2008) suggests that standar-
dization can enhance service quality. Hsieh et al. (2002) and Tsaur
et al. (2014) have shown a strong relationship between service
standardization and service quality in hospitality and tourism and
public sectors. According to Tsaur et al. (2014), even though standar-
dization hinders innovation it increases efficiency, improves smooth
functioning of the processes and helps in reducing the costs. According
to R-A (resource advantage) theory, superior customer value and
reduced resource costs can be achieved through ‘bundling of relevant
resources’ for customization and standardization. It becomes necessary
to investigate whether functional quality can be standardized to
maintain a consistent high quality level of interaction with the
customer (service delivery); that is, even as customization is imple-
mented to ensure maximum customer satisfaction, it becomes equally
important to ensure that there is a concurrent high level of standardi-

zation too. Taking this idea a step further, it would also mean
examining the possibility of standardizing and customizing the tech-
nical quality (deliverables) too.

Previous studies have considered customization and standardiza-
tion separately and not all have looked at the possibility of combining
these two marketing components. Nevertheless, careful examination of
the Grӧnroos (1984) model demonstrates that, it has both technical
and functional parts that can complement each other; and that both
functional quality and technical quality are open to customization and
standardization. According to Wang et al. (2010), researchers have
established the link between quality of service and customer satisfac-
tion. However, not much work has been done to determine if
customization and standardization have a direct impact on the service
quality and an indirect impact on customer satisfaction through service
quality. The current study addresses this gap. Based on the above
arguments, we hypothesize as follows:

H1a. There is a positive relationship between customization and
functional quality.

H1b. There is a positive relationship between customization and
technical quality.

H1c. There is a positive relationship between standardization and
functional quality.

H1d. There is a positive relationship between standardization and
technical quality.

2.4.2. Service quality dimensions vs customer satisfaction and
customer loyalty

There is ample evidence in the literature to support links between
service quality, customer satisfaction and customer loyalty (Olsen,
2002; Kang et al., 2004; Kumar et al., 2013; Söderlund and Öhman,
2005). The framework of this study works out the transitive relation-
ship between service quality, customer satisfaction and customer
loyalty. Although there are ample studies on service quality as a major
construct and its relationship with customer satisfaction and loyalty
(Söderlund and Öhman, 2005; Kumar et al., 2013), there are only a few
studies that examine the relationship between technical quality,
functional quality and customer satisfaction (De Keyser and
Lariviere, 2014; Lien and Kao, 2008). Most of the studies use
SERVQUAL as a measure of service quality (Tsaur et al., 2014;
Zeithaml et al., 1996). Since functional quality and technical quality
are two components of service quality, accordingly, this study posits the
following hypotheses:

H2a. There is a positive relationship between technical quality and
customer satisfaction.

H2b. There is a positive relationship between functional quality and
customer satisfaction.

H2c. Customer satisfaction mediates the relationship between
technical quality and customer loyalty.

Fig. 1. Conceptual framework of research.
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H2d. Customer satisfaction mediates the relationship between
functional quality and customer loyalty.

The hypotheses tested in this research have been developed based
on the framework drawn from Grӧnroos’ (1984) service quality model
and model by Coelho and Henseler (2012). The hypotheses were
validated in a service setting in Malaysia which is explained in detail
in the Methods section.

3. Methods

3.1. Study setting and sample

The study was carried out in Malaysia and three service sectors
were chosen for the study: hospitality (hotels), healthcare (hospitals),
and education (universities). It is a common knowledge that hospitality
industry belongs to the service sector. According to United States
Department of Labour (http://dpeaflcio.org/programs-publications/
issue-fact-sheets/the-service-sector-projections-and-current-stats/),
healthcare and education are considered to be a part of service sector.
Standardization and customization in the services offered to the
customers has been widely practiced across these sectors (Minvielle
et al., 2014; Schuwer and Kusters, 2014). The sample elements were
individuals who have experienced services from at least one of the
sectors in the last six months. The data was collected using a
questionnaire. The sampling technique used was purposive sampling.
A sample size of 400 was chosen based on the guidelines suggested by
Malhotra (2007). Malaysia has been able to attract knowledge tourists
(universities), leisure/shopping tourists (hotels), and medical tourists
(hospitals). The questionnaires were distributed at different places
such as hospitals, universities, and hotels. Out of 400 questionnaires,
200 (50%) were distributed at universities, 120 (30%) at hotels, and 80
(20%) at hospitals. These places are located in and around Kuala
Lumpur (capital city of Malaysia).

3.2. Measures

Service quality, in this study, as proposed by Grӧnroos (1988)
consists of two dimensions with 21 items: functional quality and
technical quality. The functional quality has 16 items and technical
quality has five items. The measures for standardization (28 items) and
customization (21 items) were taken from the studies by Grӧnroos
(1988) and Chen (2008). Customer satisfaction was measured by 17
items based on the study by Kang and James (2004). Customer Loyalty
was measured by eight items based on the scale developed by Coelho
and Hensler (2012). All scales were measured using a 5-point Likert
scale from “Strongly Disagree” (1-point) to “Strongly Agree” (5-point).
These scales have been used by other researchers. For example,
functional quality and technical quality scales have been used by De
Keyser and Lariviere (2014) in the context of mail order services; Jin
et al. (2012) have used the customization scale in the context of
package-tour services; and Tsaur et al. (2014) have used the standar-
dization scale in hospitality sector. A pilot test was conducted with 100
respondents. According to Connelly (2008), extant literature suggests
that the sample for the pilot study should be 10% of the sample
projected for the large study and our study used a sample size of 400.
There were 98 usable questionnaires for the pilot test. Two question-
naires were excluded because of a high number of missing data. The
reliability scale for all the constructs ranged between 0.75 and 0.95
(threshold value > 0.70; Hair et al., 2014). A copy of the questionnaire
is given in the Appendix.

3.3. Reliability and validity – measurement model

The composite reliability (CR) and average variance extracted
(AVE) were obtained after running the measurement model using
PLS-SEM. The results are given in Table 1. Based on the results, it can

be seen that CR of all constructs is above 0.7 and AVE above 0.5 (Hair
et al., 2014). The loading of each item on its construct is greater than
0.5. The AVE of each construct was compared with the squared
correlation of that construct with other constructs and AVE was found
to be greater. The correlations and the squared correlations are given in
Table 1. Overall, the measurement model results indicate the com-
pliance with the requirements for convergent and discriminant valid-
ities (Hair et al., 2014).

4. Results

4.1. Demographic profile of the respondents

Only 322 respondents returned the questionnaire. Out of 322,
seven could not be used because of missing information. Therefore, the
number of respondents for the research was 315, consisting of 51.9%
female and 43.8% male respondents. About 65.7% of the respondents
were single and 34.1% were married respondents. Majority of respon-
dents were Malaysians (63%), and the remaining 37% were foreigners.
About 76% of the respondents were less than 35 years of age. Among
the respondents, 33% (106) responded based on their experiences with
hotels (hospitality), 17% (53) with hospitals (healthcare), and 49%
(156) with universities (education).

4.2. Evaluation of the structural model

The structural model was tested using PLS-SEM software,
SmartPLS 2.0 (Hair et al., 2014). The structural model (final frame-
work with significant coefficients) is given in Fig. 2. A five-step
procedure suggested by Hair et al. (2014) was followed. First, the
VIF (variance inflation factor) for each construct must be less than the
offending estimate of 3.3. The VIF for each construct are:
Customization – 2.79, Standardization – 1.80, Functional quality –

1.80, Technical quality – 1.80, and Satisfaction – 1.00. Second, the
significance of relationships was assessed based on the path coeffi-
cients. The significant results are: (i) the hypothesis (H1a) that links
customization and functional quality is supported (β=0.22, p-va-
lue=0.000); (ii) the hypothesis (H1b) that establishes the relationship
between customization and technical quality is supported (β=0.23, p-
value=0.000); (iii) the hypothesis (H1c) that links standardization and
functional quality is supported (β=0.62, p-value=0.000); (iv) the
hypothesis (H1d) that establishes the relationship between standardi-
zation and technical quality is supported (β=0.44, p-value=0.000); (v)
the hypothesis (H2a) that links technical quality and satisfaction is
supported (β=0.13, p-value=0.010); (vi) the hypothesis (H2b) that
links functional quality and satisfaction is supported (β=0.69, p-
value=0.000); and (vii) the hypotheses (H2c, H2d) that establish the
relationship between satisfaction and loyalty are supported (β=0.70, p-
value=0.000). Third, assessment of R2 (coefficient of determination)
values on endogenous constructs is given in Table 2. According to Hair
et al. (2014), a value between 0.25 and 0.50 is considered to be weak,
between 0.50 and 0.75 is considered to be moderate, and above 0.75 is
considered to be substantial. Fourth, the assessment of effect size of
relationships, f2, between constructs is given in Table 3. According to
Cohen (1988), effect size between 0.02 and 0.15 is considered to be
small, between 0.15 and 0.30 is considered to be medium, and above
0.30 is considered to be high. Fifth, the assessment of predictive
relevance, Q2, is given in Table 3. The predictive relevance (value > 0)
indicates that the exogenous constructs have a predictive power/
relevance over the endogenous constructs (Hair et al., 2014).

4.2.1. Assessment of mediating effect of customer satisfaction
In order to investigate if customer satisfaction had a mediating

effect, the PLS-SEM bootstrapping procedure was employed. The
results indicate that customer satisfaction mediated (1) the relation-
ship between functional quality and customer loyalty (t-value=11.55,
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p-value=0.000) (H2c) and (2) the relationship between technical
quality and customer loyalty (t-value=2.30, p-value=0.022) (H2d).
This result is not surprising as there are ample evidences in the
literature to support links between service quality, customer satisfac-
tion and customer loyalty (Olsen, 2002; Kang et al., 2004; Söderlund
and Öhman, 2005). What is interesting in the study is the higher
strength of functional quality – satisfaction – loyalty relationship when
compared to technical quality – satisfaction – loyalty relationship. In
the three service sectors (hotel, hospital, and education) that have been
chosen for this study, ‘how the service is delivered? ’ has more impact
on customer satisfaction and loyalty compared to ‘what is being
delivered? ’.

5. Discussion

5.1. Theoretical implications

The framework used in this study is drawn from service quality
model by Grӧnroos’ (1984) and a model by Coelho and Henseler
(2012). Our study has integrated these models with customization and
standardization. The dilemma of whether customization and standar-
dization of services can be integrated has not yet been fully explored
and no conclusive research has been done in this area. This justified the
need to conduct a comprehensive research by examining the effects of
integrating the customization/standardization on service quality
(Almodóvar, 2012) — the primary motivation that drove this study.
Furthermore, studies by Sandoff (2005), Sundbo (2002) and Wang
et al. (2010) have to a large extent been the secondary motivating
factors. In particular, Wang et al. (2010) have posited that the routes by
which standardization and customization can lead to customer satis-
faction are different. The main contribution of current study is in
demonstrating the roles of customization and standardization in
service industries on customer satisfaction and loyalty through func-
tional and technical dimensions of service quality.

The research started with the following two questions: Can stan-
dardization and customization co-exist in a service offering? If they
can, then what are their impacts on service quality, customer satisfac-
tion, and customer loyalty? Our review and analysis answer the first

question with an emphatic ‘yes’. As indicated in Table 1, the correlation
between standardization and customization is high (r=0.79, p=0.000).
Our study in the three service industries (hospitality, healthcare, and
education) indicates the simultaneous presence of standardization and
customization, although the level may vary. The results suggest that
between standardization and customization, standardization has a
stronger impact on technical and functional quality dimensions of
service quality. The results also show that the impact of customization
on service quality dimensions is similar (β=0.22 on functional quality
and β=0.23 on technical quality) whereas the impact of standardization
is different (β=0.62 on functional quality and β=0.44 on technical
quality). These imply that efficiency and effective management of
services lead to perception of better service quality in the three service
industries studied in Malaysia.

An interesting result in our study is the stronger impact of
functional quality (how is the service delivered?) on customer satisfac-
tion when compared to technical quality (what is being delivered?). A

Table 1
Validity of the constructs.

Cust FQ Lo Sat Stand TQ CR AVE

Customization HOFCa 0.96 0.56
Functional Quality 0.66 0.80 0.90 0.63
Loyalty 0.69 0.47 0.85 0.94 0.72
Satisfaction 0.71 0.70 0.58 0.78 0.93 0.58
Standardization 0.79 0.73 0.62 0.76 HOFCa 0.95 0.56
Technical Quality 0.50 0.51 0.36 0.50 0.51 0.85 0.89 0.73

Note: diagonals are square root of AVE and off-diagonals are correlations of the construct.
Legend: Cust – Customization, FQ – Functional quality, Lo – Loyalty, Sat – Customer satisfaction, Stand – Standardization, TQ – Technical quality, CR – Composite reliability, AVE –

Average variance extracted.
a Higher Order Formative Construct (HOFC): because it is formative it cannot be used to examine collinearity between the constructs (Hair et al., 2014).

Fig. 2. Final framework with significant coefficients.

Table 2
Values of R2 and Q2 of endogenous constructs.

Endogenous constructs R2 Q2

Functional quality 0.66 0.66
Loyalty 0.49 0.48
Customer satisfaction 0.61 0.61
Technical quality 0.41 0.41

Table 3
Effect sizes of constructs.

Constructs Functional
quality

Loyalty Satisfaction Technical
quality

Customization 0.10 0.05
Functional quality 0.82
Satisfaction 0.99
Standardization 0.44 0.06
Technical quality 0.03

Cohen (1988), 0.02 small effect size, 0.15 medium effect size, 0.3 large effect size.
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study by Lien and Kao (2008) has compared the relationships between
service quality dimensions and customer satisfaction. In retail banking
service, the results show that technical quality is dominant while in
hospitality service (all-you-can-eat buffet), the technical and functional
quality has equal significance. Lundahl et al. (2009) have studied the
influence of technical and functional quality dimensions on customer
satisfaction in the bank-SME service relationship. The results show
that technical quality has stronger influence which is understandable
given the nature of banking services. De Keyser and Lariviere (2014)
have studied the impact of technical and functional quality on customer
satisfaction for five groups of customers using the services of medium-
sized Belgian mail-order firm. In general, it is observed that the effect
of technical quality dominated functional quality for four groups of
customers. Our study is one of the few studies that has shown
significant influence of functional quality on customer satisfaction
when compared to technical quality. This result is not surprising since
the Malaysian consumers, in general, favour ‘form’ over ‘substance’
(Baker, 2008). Therefore, ‘how the service is delivered? ’ is more
important than ‘what is being delivered? ’ This observation is critical
for the managers of service organizations in a country like Malaysia.
Generally, in many of the South-East Asian countries like Brunei and
Indonesia, this feature of form over substance can be witnessed
(Beeson, 2009). The idea of form over substance has been discussed
in the literature related to legal, financial, and software engineering
services from different parts of the world (US, UK, and Canada).
However, there is a dearth of studies discussing form over substance in
other service industries.

The link between satisfaction and loyalty has been addressed by
many researchers and the result of our study vindicates their stand.
Among the various relationships, this relationship is the strongest
(β=0.70, p-value=0.000). In a service setting, this relationship is vital
for the survival of the firm. The mediating role of satisfaction between
service quality dimensions and customer loyalty has been found to be
significant. Between the two dimensions, the strength of relationship
between functional quality and loyalty through satisfaction is the
strongest.

5.2. Practical implications

This study has interesting practical implications. First, the study
has shown that managers need to consider two factors to enhance
service quality in the design of services in hotels, hospitals, and
universities: level of standardization and level of customization.
Second, the study has shown that among Malaysian consumers,
standardization plays a greater role in increasing service quality
(technical and functional). The managers must encourage their em-
ployees to emphasize on the process of the service delivery. For
example, in the hospitality industry the service delivered to the
customer can be customized and specific to customer needs; however,
the process of delivering the service can be standardized so that the
customers making similar requests are handled in a standardized
manner. According to Tsaur et al. (2014), standardization of services
is more than prevalent in the hospitality industry. Third, the study has
shown the managers the dominant role of functional quality over
technical quality in contributing to customer satisfaction.

6. Conclusions and limitations

This research has answered the following two questions: Can
standardization and customization co-exist in a service offering? If
they can, then what are their impacts on service quality (technical and
functional), customer satisfaction, and customer loyalty? The questions
were answered by building and testing an extended Grӧnroos (1984)
model of service quality. Two constructs were added to the original
Grӧnroos (1984) model: standardization and customization. The study
was conducted in Malaysia by analysing the experiences and percep-

tions of consumers in three service industries: hospitality (hotel),
healthcare (hospital) and education (university). The findings show
that: (1) integration of standardization and customization of service
offerings is critical for improved service quality; (2) standardization has
higher impact on service quality when compared to customization; (3)
functional quality has higher impact on customer satisfaction when
compared to technical quality; and (4) customer satisfaction has a
significant effect on customer loyalty.

This study is not without limitations. First, the sample sizes of
customers in each industry are not high. Second, only three service
industries (hotels, hospitals, and universities) were chosen for the
study. Choice of more industries is needed to generalize the findings
across the service sector. Third, the current study is a cross-sectional
study. A longitudinal study is required to conclude causal relationship
between the variables. Fourth, majority of respondents (76%) were less
than 35 years of age. A more balanced sample (in terms of age
distribution) can lead to more realistic results. Fifth, this study showed
that in Malaysia form is preferred over substance. The generalizability
of the results in other countries (where, substance is preferred over
form) must be done with caution.

Appendix A. Supporting information

Supplementary data associated with this article can be found in the
online version at doi:10.1016/j.jretconser.2016.11.007.
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