Customer Satisfaction and Loyalty in Residential Energy Markets: The role of Brand associations and switching costs
The impact, effect (relationship) of brand associations (and switching costs) on customer satisfaction and loyalty in residential energy markets
Brand associations and customer loyalty in residential energy markets

The relationship of brand associations, customer satisfaction and loyalty in residential energy markets.

Abstract

In recently deregulated energy markets, utilities previously operating in monopolistic environments are now focusing on customer satisfaction and loyalty. 
For the positioning of energy brands, energy managers need to identify relevant dimensions…

In this study, a conceptual framework is proposed that analyses the effects of customer satisfaction, brand associations and perceived switching costs on customer loyalty in residential energy markets. Several brand associations relevant to energy branding are identified: perceived technical service quality and service process quality, perception of value-added services, environmental and social commitment of the company, brand trust, price perceptions and brand associations related to the corporate attributes “innovative and dynamic”. Subsequently, the proposed model is tested in the scope of a representative survey of Spanish residential energy customers. Results indicate that customer satisfaction, brand trust and perceived switching costs are positively related to customer loyalty and that brand trust exerts a stronger influence on customer loyalty than satisfaction and switching costs. Findings also show significant effects of the perception of service process quality and environmental and social commitment on loyalty via customer satisfaction. 
(Implications for energy brand managers are discussed)
1. Introduction

The relevance of branding in the service industry has been widely recognized (chernatony). An increasing number of studies analyse the relationship of brand associations, customer satisfaction and loyalty in the service sector, identifying brand associations as significant drivers of both of the latter variables. Consequently, service managers are seeking ways to increase customer satisfaction and loyalty through the development of favourable and unique brand associations. Such is the case of the energy industry, where numerous markets have recently undergone substantial regulatory change as the result of state level initiatives to introduce market competition.
 In response to this increased competition, energy companies are attempting to better position themselves by becoming more customer-oriented in an effort to enhance customer loyalty (Senia, 2002), as costs of new client acquisition in residential energy markets, can be up to 5 to 6 times higher than costs associated with the retention of existing customers (Nesbit, 2000, Pesce, 2002). At present, many energy companies are focusing on branding to enhance customer loyalty. Most energy providers are trying to improve the perception of the service quality of their energy brand. Other pretend to increase the value perception of their brand, increasing the range of services they currently offer customers (Blose and Tankersley, 2004), or offer “environmentally correct energy” (Kerber, 1997). While there has been some research on both the effect of brand image on customer loyalty in the service industry and the antecedents of customer loyalty in residential energy markets, the role of specific brand associations of residential energy brands is still largely unassessed. 
However, for the successful positioning of service brands, brand associations must be identified that are relevant in consumers’ eyes (de Chernantony, horn, 2003). Thus, energy managers need to know which dimensions are relevant for the successful positioning of  their brand from a consumer’s perspective. 
In this study, seemingly relevant brand associations are identified and a conceptual framework is proposed that analyses the effect of the proposed brand associations, as well as of customer satisfaction and switching costs on customer loyalty in the residential energy market. The hypothesized model is tested on a representative sample of residential consumers in the Spanish energy market. To assess the relative influence of each identified dimension of brand associations, structural equation modelling was applied to the data collected. Implications for brand managers in domestic energy markets are discussed subsequently.
2. Conceptual background and hypothesis
Brand associations in energy markets?

2.1. Customer loyalty in residential energy markets
Residential customers can be considered loyal to their energy provider, if in addition to repeatedly purchasing the company’s services, they also hold favourable attitudes towards it. This view reflects a popular concept of customer loyalty as repurchase behaviour combined with an attitudinal component (e.g. Andreassen & Lindestad, 1998; de Ruyter et al., 1998; Lemmink & Mattsson, 1998; Price & Arnould, 1999; Bloemer & Poiesz, 1989; Bloemer & Kasper, 1995; Zeithaml et al., 1996; Dick & Basu, 1994). While customer loyalty can be treated also exclusively as repurchase behaviour (e.g. Liljander & Strandvik, 1993; Loveman, 1998; Söderlund, 1998), repeated or continuous purchase from the same supplier is not always the result of a psychological commitment towards the company but may be the result of situational factors such as the lack of availability or provider preference (Dufer & Moulins, 1989), or of factors that act as barriers to change (Liljander & Strandvik, 1995). However, the consumer’s disposition in terms of preferences or intentions plays an important role in determining loyalty (Bloemer et al., 1998; Bloemer & Kasper, 1995), e.g. a low sensitivity to price increases (LaBarbera & Mazursky, 1983; de Ruyter et al., 1998; Zeithaml et al., 1996; Parasuraman et al., 1994), a high resistance to the change of the energy provider (Day, 1969; Zeithaml et al., 1996), preferences for a particular provider (de Ruyter et al., 1998; Zeithaml et al., 1996), and as recommendations of the company to others (Parasuraman et al., 1994; Butcher et al., 2001; Zeithaml et al., 1996; Andreassen & Lindestad, 1998; Swan & Oliver, 1989). 
2.2. The effect of customer satisfaction on loyalty in residential energy markets

At present, most energy companies aim to enhance customer loyalty by increasing the level of customer satisfaction (Novak, 2002; Thumann, 1998). Customer satisfaction depends on perceived value (Bolton & Drew, 1991; Gene, 1995; Ravald & Grönroos, 1996; Woodruff, 1997; Andreassen & Lindestad, 1998; McDougall & Levesque, 2000), which can be defined as “the consumer’s overall assessment of the utility of a product, based on perceptions of what is received (benefits received) and what is given (price paid and other costs associated with the purchase)” (Zeithaml, 1988, p. 14). According to a cognitive perspective, customer satisfaction is understood to be the assessment resulting from comparing customer’s expectations and their perception of the value of the services received (Oliver & DeSarbo, 1988; Bitner, 1990; Spreng & Olshavsky, 1993; Churchill & Suprenant, 1982; Anderson & Sullivan, 1993; Lewis, 1993; de Ruyter & Bloemer, 1999). From an emotional perspective, satisfaction is considered a positive emotional state resulting from the consumption experience (Giese & Cote, 1999; Roest & Pieters, 1997; Liljander & Strandvik, 1997; Andaleeb, 1996; Rust & Oliver, 1994; Mano & Oliver, 1993; Westbrook, 1987; Oliver, 1981).

Most service researchers agree about the positive influence of customer satisfaction on the loyalty construct (e.g. LaBarbera & Mazursky, 1983; Zeithaml et al., 1996; Parasuraman et al., 1988; Johnson & Fornell, 1991; Andreassen & Lindestad, 1998; Bitner et al., 1990; Bloemer & de Ruyter, 1998; Stauss & Neuhaus, 1997; Cronin & Taylor, 1992; Anderson & Sullivan, 1993; Rust & Zahorik, 1993; Patterson & Spreng, 1997; Oliver, 1999). Several studies show a favourable effect of customer satisfaction on customer loyalty in the residential energy market (Powell, 2000; Lloyd, 2000; Bennington et al., 2000; Davids, 2001; Johnson, 2001a; Antonevich, 2002), which leads us to suggest the following hypothesis: 

H1:
Customer satisfaction has a positive effect on customer loyalty.

2.3. Effect of brand associations on residential energy customer’s satisfaction and loyalty
Positioning of service brands?

At present, most energy managers are aware of the increasing importance of brand building (Greene, 2001; Grant, 2002; Zolkos, 2002; Pesce, 2002; Senia, 2002; Simmonds, 2002). Brand value is based on strong and unique brand associations related to attributes and benefits of the service and/or corporate values (Biel, 1992; Keller, 1993; Aaker, 1996; de Chernatony & Dall’Olmo Riley, 1998, 1999). Keller (1998) defines brand associations as informational nodes linked to the brand in memory that contain the meaning of the brand for consumers, i.e. attributes, functional and emotional benefits, as well as brand attitudes. 
While there has been a tendency to rely on branding models that were developed for product-based brands (de Chernantony and McDonald, 1998), in the implementation of service brands factors such as the intangible nature of services and the high variability of perceived service quality must be considered. Thus, intangibility and heterogeneity of services make the interpretation of brands as promises toward the customer particularly appropriate in the case of service brands (Ward et al., 1999; Ambler & Styles, 1996; de Chernatony & Segal-Horn, 2003). Unlike product-based branding, customer facing staff may as critical to brand perceptions as marketing communications (de Chernantony, Segal-Horn, 2003); Bitner et al., 1994). Furthermore, de Chernantony and Segal-Horn (2003) argue that a focused brand position with a well specified, limited number of selected benefits is a key factor for successful service branding.
While numerous brand associations may affect customer satisfaction and loyalty, we suggest a set of brand associations likely to be particularly relevant in consumers’ perception, i.e., associations related to perceived service quality (Dukart, 1998; Umbrell, 2003; Hoggard, 2003), the perception of value added services, brand trust (McCullagh, 2003; Hunter et al., 2003), corporate values, such as the environmental and social commitment of the company (Nakarado, 1996; Paulos, 1998; Wiser, 1998; Serchuk, 2001; Bloemers et al., 2001; Rowlands et al., 2002; Farhar, 2002; Ferguson, 2002; Van Sambeek, 2002; Midttun & Koefoed, 2003; McChesney, 1995; Quentin, 2000) or the perception of the company as being innovative and dynamic (Wijnholds, 2000; Kalkman & Peters, 2002). Also price perceptions can be considered as part of consumer’s brand associations regarding energy brands. (Arora & Stoner, 1996; Brown, 2001; Watson et al., 2002; O’Cass & Grace, 2003).
Service quality associations of energy brands

Contrary to product branding, the value delivery system for service brands is visible to consumers. Consequently, service quality associations are to be considered a fundamental component of the brand’s promise. Customers’ service quality associations are the result of the perceptions of what they get -technical service quality- and how they get it -functional service quality or service process quality- (Grönroos, 1982, 1984, 1988, 1990, 2001). Perceived service process quality of a service brand is principally based on employee interaction with consumers (Grönroos, 1994, 2000; Lassar et al., 2000; Harris & de Chernatony, 2001), e.g., prompt service, politeness, courtesy, etc. Branding may concentrate on the technical outcome of the service, however, some authors report the likelihood of a better brand performance of service brands, when focused on service process quality (Chernatony & Segal-Horn, 2003).

In the case of energy brands, technical service quality refers to both the energy supply (technical quality of core service) and further provider services (technical quality of peripheral services), i.e. maintenance and security of home installations, information on energy saving, adapted contracts, etc. While all dimensions of service quality associations of the energy brand are thought to affect customer loyalty via the satisfaction construct (Dukut, Umbel, Hoggart, XX), several authors suggest a stronger influence of service process quality (Grönroos, 1984; Tarney & Roma, 2000, Rienzer & Testa, 2003), which leads us to propose the following hypothesis:
H2:
Technical quality of core services has a positive effect on customer loyalty mediated by customer satisfaction.

H3:
Technical quality of peripheral services has a positive effect on customer loyalty mediated by customer satisfaction.

H4:
Service process quality has a positive effect on customer loyalty, mediated by customer satisfaction.

H4a:
Service process quality has a greater effect on customer satisfaction than technical service quality.

Perception of value-added services
At present, many energy brands are including an increasing range of value-added services, such as combined home energy and water supply, purchase or lease of home appliances, telecommunications, online customer interaction, financing and insurance services, etc. Brand associations related to these new value-added services are expected to enhance customer loyalty indirectly through their effect on customer satisfaction (Henney et al., 1997; Olerup, 1998; Eakin & Faruqui, 2000; Podesta, 2001).

H5: The perception of value added services has a positive effect on customer loyalty mediated by customer satisfaction.

Environmental and social commitment of the energy brand.
The growing public concern for environmental degradation is a significant factor affecting the perception of energy providers, as conventional methods for energy generation are perceived to have an important impact on the environment (Nakarado, 1996). At present, most energy companies are seeking ways to improve their perception as environmentally committed, either through communications related to their existing conventional brands or through the implementation of specialized green brands, offering renewable, environmentally sound, energy. Several studies show that consumers are susceptible to the environmental performance of their energy provider. Green brand associations can deliver additional functional and emotional benefits to concerned consumers (Hartmann, 2005). According to Wiser (1998), the environmental features of an energy product offer “a competitive advantage where other factors (e.g. price, performance and convenience) are equal”. Certain consumer segments, considered as green consumers, even show the willingness to pay a price premium for brands such as Green Mountain Energy or Greenpeace Energy that offer energy from renewable sources (Bloemers et al., 2001; Serchuk, 2001; Rowlands et al., 2002; Farhar, 2002; Ferguson, 2002; Mizuta, 2003). On the other hand, there is also a considerable group of consumers who make purchase decisions based on the broader social commitment of the energy provider, i.e. its commitment with community goals, hunger in the third world, the fight against poverty and inequalities, etc. Most companies tend to stress socially responsible corporate actions through brand communications.
Regarding the effect of perceived environmental and social commitment of the energy brand on customer satisfaction and loyalty, several authors suggest this dimension as a significant factor enhancing customer satisfaction, and, indirectly, customer loyalty, specially for the more environmentally and socially concerned consumers (Bloemers et al., 2001; Lewis, 2001; Olerup, 1998; Wiser et al., 2000; McChesney, 1995). The following hypothesis is proposed: 

H6:
Perceived environmental and social commitment of the energy brand has a positive effect on customer satisfaction and, indirectly, on customer loyalty.
Brand associations “technologically advanced, innovative and dynamic”
Customer perceptions of the energy service provider as technologically advanced and innovative should enhance customer satisfaction and loyalty as they address the brands capability to cater to present and future customer needs. (Zins, 2001; Nebenzahl & Jaffe, 1996; Bloemer et al., 1998) (Kalkman & Peters, 2002; Wijnholds, 2000. We suggest an indirect loyalty effect of these brand associations, mediated by the customer satisfaction construct:
H7:
Brand associations “technologically advanced and innovative” have a positive effect on customer loyalty mediated by customer satisfaction.
Brand trust and familiarity with the energy brand

The importance of trust in the service brand has been contrasted in numerous studies (Price & Arnould, 1999; Geyskens et al., 1998; Grossman, 1998; Ganesan, 1994; Morgan & Hunt, 1994). Trust is usually defined as the feeling of security or faith that a customer has in his/her service brand, based on the expectation that the company does not intend to lie, break promises or take advantage of the customer’s vulnerability (Dwyer et al., 1987; Mayer et al., 1995; Lassar et al., 1995). Trust helps to reduce the psychological costs involved in dealing with a service provider, i.e. the cognitive effort made by a client and the need to worry whether or not a supplier will fulfil its promises and satisfy consumer’s needs (Ravald & Grönroos, 1996). Coyles & Gokey (2002) argue that the feeling of trust arises after a prolonged period of satisfactorily consumption of the services of the same energy brand. As a consequence, the customer feels safe and, in addition, has the perception that the brand cares about him. The development of trust in the energy brand is expected to lead to the willingness of residential customers to maintain a long term relationship with their supplier (Benady, 1999; Coyles & Gokey, 2002; McCullagh, 2003; Wijnholds, 2000; Hunter et al., 2003). The impact of brand trust on customer loyalty becomes especially relevant when confronted with switching decisions with a high level of perceived risk and uncertainty (Lewis, 2002). A certain controversy exists in the literature about whether or not brand trust has an effect on customer satisfaction and if its influence on loyalty is mediated by satisfaction. While some authors maintain trust as a prerequisite for customer satisfaction in the residential energy market (e.g. Johnson, 2001b; Tarney & Roma, 2000; Doney & Cannon, 1997), others defend an exclusively direct influence of trust on customer loyalty in the general case of services customers (Moorman et al., 1993; Garbarino & Johnson, 1999; Setó, 2003), as well as in the specific case of residential energy customers (e.g. Nesbit, 2001). Reflecting the opinion of the latter authors, the following hypothesis is established:

H8:
Trust in the energy brand has a positive and direct effect on customer loyalty in the residential energy market.
By some authors, brand trust is found to be a more influential antecedent of loyalty towards the energy provider than customer satisfaction (Hart & Jonson, 1999). Nesbit (2001) even suggests that the feeling of trust is the most relevant factor for residential customers in maintaining a long-term relationship with an energy supplier. Based on our review of the above literature, we set out the following hypothesis:

H8a:
Brand trust has a greater effect on loyalty towards the energy provider than customer satisfaction.
Price associations
Finally, price perceptions are considered an important factor of perceived value of the energy service brand. Thus, the perception of a brand as reasonably priced (reasonable price/value relationship) should increase customer satisfaction and, indirectly, loyalty (Fang, 1997; Gellings, 1998; Thumann, 1998; Brown, 2001, Drummond & Hanna, 2001). Conversely, the perception of a significantly higher price compared to competing energy providers may produce dissatisfaction and, therefore, lead to the decision to switch energy suppliers (Brown, 2001a). However, there is a certain controversy on this point. Several authors state that the price factor is not necessarily a significant reason to change the energy provider (Lewis, 2002; Singh, 2002b; Simmonds, 2002; Coyles & Gokey, 2002; Gray, 2003; Zolkos, 2002). In fact, in the German market, for instance, most energy utilities had to withdraw their discount energy brands shortly after their implementation (Preuß and Smolka, 2003). Only in case of important savings, consumers may show a disposition to change because of a price advantage (Lach, 1998; Rappoport, 1995). The following hypothesis is suggested to test both opinions against each other:
H9: The perception of a reasonable price has a positive effect on customer loyalty mediated by customer satisfaction.

2.4. The relationship between perceived switching costs and customer loyalty
Most residential energy costumers perceive a high degree of switching costs [Masokin, 2000; Watson et al., 2002; Lewis, 2002]. In addition to objectively measurable monetary costs, switching costs also refer to the time and psychological effort involved in facing the uncertainty of dealing with a new service provider [Dick and Basu, 1994; de Ruyter et al., 1998; Hellier et al., 2003). 
As principal switching costs are perceived by residential energy customers: the perceived risk involved in the uncertainty of dealing with a new service supplier, as well as the opportunity costs relative to the loss of economic advantages obtained by continuing the relationship (benefits of loyalty programs -e.g. membership programs, customer clubs- such as discounts, prizes, etc.). However likely the most significant component of switching costs in consumer’s eye is the time and effort involved in both the information search regarding alternative providers, and the decision making process [Brown, 2001; Hellier et al., 2003]. 
The perception of switching costs is considered a significant factor affecting customer loyalty [Storbacka et al., 1994; Jones et al., 2000; Sharma and Patterson, 2000; Lewis, 2002; Whitehead, 2003]. Even unsatisfied customers may stay with their energy company, if they perceive that much time and effort is needed to choose a different provider. Therefore, it seems reasonable to state a positive loyalty effect of the perception of switching costs:
H10:
Perceived switching costs have a positive effect on customer loyalty.

Figure 1: Hypothesized model
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3. Method
3.1. Sample

The data collection was carried out together with the Spanish energy utility Iberdrola and the market research institute GfK. In the scope of a representative omnibus survey of the Spanish population, brand associations, customer satisfaction and loyalty, as well as the perception of switching costs were measured with respect to the energy brand of each interviewed household. 2020 valid personal interviews in the respondents’ homes were carried out, which supposes a random sample error of 2,2% with a 95% level of confidence. Sample units were selected through stratified random sampling by region and size of the place of residence, as well as sex and age. 
3.2. Measurement

The development of measurement scales and indicators was based on the review of relevant literature. The customer loyalty construct was assessed by a multi-dimensional scale measuring the behavioural and attitudinal dimensions of the construct on five point Likert-scales (e.g. Zeithaml et al., 1996; Jacoby & Kyner, 1973; Dick & Basu, 1994; Andreassen & Lindestad, 1998; de Ruyter et al., 1998; Price & Arnould, 1999; Oliver, 1999). Agreement scales of the construct were anchored by “strongly agree” and “strongly disagree”. Due to restrictions regarding the number of items to be included in the omnibus survey, overall customer satisfaction with the energy brand was measured on a single-indicator 10 point Likert-scale anchored by “very satisfied” and “very dissatisfied” (Westbrook, 1980; Bitner, 1990; Bolton & Drew, 1991; Cronin & Taylor, 1992; Selnes, 1993; Mittal & Lassar, 1998; Wirtz, 2001). Brand associations “technical quality of core service”, “technical quality of peripheral services” and “service process quality” were measured on 10 point multi-item Likert-type agreement scales with anchors of “strongly disagree” and “strongly agree”. The items of the constructs -all dimensions of perceived service quality- were adapted from the 22 items SERVQUAL scale (Parasuraman et al., 1988). The measurement was based exclusively on perceived results, not expectations, a recommended approach if relations between measured constructs are subsequently assessed (Zeithaml et al., 1996). Perceptions of “value-added services” were measured as a multi-item construct on 10 point Likert agreement scales with anchors of “strongly disagree” and “strongly agree”, which consisted of two indicators adapted from Henney et al. (1997), Domagalski (2000) and Wijnholds (2000). Perception of environmental and social commitment, “innovative and dynamic” corporate brand associations (Nebenzahl & Jaffe, 1996; Lewis, 2001; Zins, 2001) and brand trust (Doney & Cannon, 1997; Price & Arnould, 1999) were measured as multi-item constructs on 5 point Likert scales. Switching costs were measured by a single item on a 5 point Likert-scale, assessing “procedural switching costs”, i.e. customer perceptions of time and effort associated with changing energy suppliers (Ping, 1993; Jones et al., 2000). Price perception was measured as a single-item construct on a 5 point Likert-scale, adapted from Suri et al. (2000), Lassar et al. (1995), Bahia & Nantel (2000) and Watson et al. (2002). Agreement scales of the latter variables were anchored by “strongly agree” and “strongly disagree”. Constructs and indicators are depicted in the Appendix.

Table 1

Confirmatory factor analysis: standardized regression coefficients, correlations, variance extracted, construct reliability, model fit (p<0,000 in all regression coefficients)

	
	Factor

	Indicator
	Technical quality-

core service
	Tech. qual.-peripheral

services
	Service

process quality
	Value added services
	Environmental/social commitment
	Trust
	Innovative/

dynamic
	Reasonably priced
	Switching costs
	Satisfaction
	Loyalty

	Supply interruption
	0,81
	
	
	
	
	
	
	
	
	
	

	Service re-establishment
	0,83
	
	
	
	
	
	
	
	
	
	

	Information
	0,80
	
	
	
	
	
	
	
	
	

	Consultation
	
	0,73
	
	
	
	
	
	
	
	
	

	Flexible contracts
	0,79
	
	
	
	
	
	
	
	
	

	Prompt service
	
	
	0,90
	
	
	
	
	
	
	
	

	Politeness
	
	
	0,75
	
	
	
	
	
	
	
	

	Customer requests
	
	
	0,85
	
	
	
	
	
	
	
	

	Value added services
	
	
	0,79
	
	
	
	
	
	
	

	Online interaction
	
	
	
	0,87
	
	
	
	
	
	
	

	Environmental concern
	
	
	
	0,77
	
	
	
	
	
	

	Social sensitivity
	
	
	
	
	0,79
	
	
	
	
	
	

	Familiarity
	
	
	
	
	
	0,76
	
	
	
	
	

	Trustworthy
	
	
	
	
	
	0,83
	
	
	
	
	

	Advanced technology
	
	
	
	
	
	
	0,75
	
	
	
	

	Innovation
	
	
	
	
	
	
	0,82
	
	
	
	

	Dynamic
	
	
	
	
	
	
	0,86
	
	
	
	

	Reasonably priced
	
	
	
	
	
	
	
	(*)
	
	
	

	Switching effort
	
	
	
	
	
	
	
	
	(*)
	
	

	Overall satisfaction
	
	
	
	
	
	
	
	
	
	(*)
	

	Continuity
	
	
	
	
	
	
	
	
	
	
	0,68

	Recommendation
	
	
	
	
	
	
	
	
	
	0,54

	Price premium
	
	
	
	
	
	
	
	
	
	
	0,69

	Variance extracted
	0,67
	0,59
	0,70
	0,70
	0,61
	0,64
	0,66
	(*)
	(*)
	(*)
	0,41

	Construct reliability
	0,80
	0,81
	0,87
	0,82
	0,76
	0,78
	0,85
	(*)
	(*)
	(*)
	0,67

	Correlations
	
	
	
	
	
	
	
	
	
	

	Tech. qual.-perif. serv.
	0,88 (**)
	
	
	
	
	
	
	
	
	
	

	Service process quality
	0,74
	0,76
	
	
	
	
	
	
	
	
	

	Value added services
	0,7
	0,69
	0,65
	
	
	
	
	
	
	
	

	Environmental/

social commitment
	0,49
	0,47
	0,45
	0,33
	
	
	
	
	
	
	

	Trust
	0,62
	0,6
	0,62
	0,47
	0,73
	
	
	
	
	
	

	Innovative/dynamic
	0,43
	0,4
	0,41
	0,29
	0,53
	0,76
	
	
	
	
	

	Reasonably priced
	0,45
	0,49
	0,39
	0,33
	0,47
	0,49
	0,39
	
	
	
	

	Switching costs
	0,23
	0,25
	0,24
	0,21
	0,07
	0,16
	0,17
	0,12
	
	
	

	Satisfaction
	0,64
	0,65
	0,74
	0,52
	0,53
	0,65
	0,48
	0,41
	0,21
	
	

	Loyalty
	0,59
	0,58
	0,64
	0,51
	0,49
	0,65 (**)
	0,43
	0,42
	0,41
	0,66 (**)
	

	Model fit
	GFI = 0,963; AGFI = 0,942; CFI = 0,980; RMR = 0,056; RMSEA = 0,036

	(*)    Single indicator variable
(**)  Chi-square difference with fixed correlation = 1: gl=1; p<0,000


The measurement scales were tested by confirmatory factor analysis. Two indicators of the original scale presented factor loadings inferior to 0,5 and were subsequently eliminated: “XYZ offers regular control and maintenance of home installations” and “I consider XYZ my first choice when buying energy services”. The final measurement model is presented in Table 1. Criteria for model adjustment (Hu & Bentler, 1995) indicate an adequate fit with Root Mean Square Residual (RMR) = 0,056. Both the Goodness of Fit Index (GFI=0,96) and the Adjusted Goodness of Fit Index (AGFI=0,94; Jöreskog & Sörbom, 1984), as well as the Compared Fit Index (CFI=0,98; Bentler, 1990) are close to 1,0, thereby indicating adequate fit. Also the Root Mean Square Error of Approximation (RMSEA=0,04; Steiger & Lind, 1980), indicates adequate fit with values lower than 0,05 (Kaplan, 2000). 
The dimensionality of the constructs was established following Anderson & Gerbing (1988). Variance extracted and construct reliability exceed their respective recommended thresholds (Fornell & Larcker, 1981; Bagozzi & Yi, 1994; Hair et al., 1998). Factor loadings of all indicators are significant (p<0,000) and exceed minimum recommended values of 0,5. Furthermore, the variance extracted measures exceed the square of the correlation estimate in most cases. For factor pairs “technical quality-core service” & “technical quality-peripheral services”, “customer loyalty” & “brand trust” and “customer satisfaction” & “loyalty”, which did not fulfil this condition, Anderson & Gerbing’s (1988) recommended additional analysis was carried out, restricting the correlation between factors to 1,0 and re-estimating the model. In all cases the resulting model had a significantly lower fit (p<0,000), suggesting adequate discrimination and distinct factors. 
3.3.  Results
Subsequently, a structural equation analysis was conducted to assess causal effects between the variables. Since the model was developed modifying only latent variable correlations of the measurement model to regression coefficients, the fit of the structural model is nearly equal to that of the confirmatory factor analysis and can be considered as adequate. Results are depicted in Table 2. Overall, a significant part of both the satisfaction and the loyalty construct is explained in the scope of the proposed model.
Table 2:

Structural equation model: regression coefficients (standardized, un-standardized; p)

	Factor
	Satisfaction
	Loyalty

	Technical quality – core service
	0,056; 0,101; 0,533
	0,091; 0,146; 0,490

	Technical quality – peripheral services
	0,067; 0,122; 0,458
	-0,082; -0,132; 0,540

	Service process quality
	0,475; 0,863; (**)
	0,109; 0,175; 0,169

	Value-added services
	-0,008; -0,014; 0,853
	0,063; 0,101; 0,309

	Environmental/social commitment
	0,109; 0,198; 0,02 (*)
	0,006; 0,010; 0,937

	Brand trust
	0,145; 0,264; 0,078
	0,398; 0,638; (**)

	Innovative/dynamic
	0,056; 0,102; 0,259
	-0,150; -0,240; 0,053

	Reasonably priced
	0,037; 0,066; 0,198
	0,089; 0,140; 0,070

	Satisfaction
	
	0,258; 0,228; (**)

	Switching costs
	
	0,257; 0,348; (**)

	R2
	0,621
	0,611

	Model fit
	GFI = 0,963; AGFI = 0,942; NFI=0,962, CFI = 0,980; RMR = 0,056; RMSEA = 0,036

	(*)   p<0,05

(**) p<0,000




Furthermore, significant positive effects on the satisfaction construct and, indirectly, on customer loyalty, are observed as a result of influences of the brand associations “service process quality” (H4) and “environmental and social commitment” (H6). Customer loyalty is being directly influenced by the variables customer satisfaction (H1), brand trust (H7) and switching costs (H10). Brand associations related to “service process quality” and the environmental  and social commitment of the energy provider affect loyalty only indirectly via the satisfaction construct. The impact of switching costs on loyalty nearly equals the influence of customer satisfaction (R2=0,257 vs. R2=0,258). Comparatively, brand trust has the highest impact on loyalty (R2=0,4). Neither satisfaction nor loyalty are found to depend on the perception of the energy brand as “innovative/dynamic” (H8). Findings also show that brand associations “technical quality of core services” (H2), “technical quality of peripheral services” (H3), “value-added services” (H5), as well as price perceptions (H9), have no significant influence either on satisfaction or on loyalty. Consequently, the effect of service process quality on satisfaction is stronger than the influence of technical quality, confirming hypothesis 4a.

Table 3: Hypothesis acceptance/rejection, standardized regression coefficients, p
	H1
	Satisfaction → Loyalty
	Accepted (0,26)

	H2
	Technical quality – core service → Satisfaction → Loyalty
	Rejected

	H3
	Technical quality – peripheral service → Satisfaction → Loyalty
	Rejected

	H4
	Service process quality → Satisfaction → Loyalty
	Accepted

	H4a
	Service process quality → Satisfaction > Technical quality → Satisfaction
	Accepted (p<0,000)

	H5
	Value-added services → Satisfaction → Loyalty
	Rejected

	H6
	Environmental/social commitment → Satisfaction → Loyalty
	Accepted (0,11)

	H7
	Innovative/dynamic → Satisfaction → Loyalty
	Rejected

	H8
	Brand trust → Loyalty 
	Accepted (0,40)

	H8a
	Brand trust → Loyalty >  Satisfaction → Loyalty
	Accepted (p<0,000)

	H9
	Reasonably priced  → Satisfaction → Loyalty
	Rejected

	H10
	Switching costs → Loyalty
	Accepted (0,26)


4. Conclusions and managerial implications
Overall, the study confirms the proposed dimensions of domestic energy brand associations. Several seemingly relevant and distinct brand characteristics were perceived by the surveyed consumers: Technical service quality, service process quality, the existence of value added services, brand trust, brand attributes “innovative and dynamic”  and the environmental and social commitment of the energy supplier. A significant share of the variance of both the loyalty and the satisfaction construct could be explained by these perceptual dimensions.
Moreover, the findings suggest that the loyalty of residential customers depends directly as much on brand trust and switching costs as on satisfaction, confirming the view of those authors arguing that the customer satisfaction construct is a necessary but not sufficient predictor of customer loyalty (Storbacka et al., 1994; Bloemer et al., 1998; Mittal & Lassar, 1998; Bloemer & Kasper, 1995; Sheth & Parvatiyar, 1995; Bendapudi & Berry, 1997; Söderlund, 1998; Bloemer & de Ruyter, 1998). 
To directly improve customer loyalty, brand trust should be enhanced, e. g. through trust enhancing behaviour of the energy provider as well as brand communications (Kleinmann 2003). More….****

On the other hand, although several authors suggest favourable loyalty effects of the perception of the energy brand as technologically advanced, i.e. “innovative and dynamic”, no significant influence of this kind of brand associations was found in this study. A possible explanation of the absence of those effects may be that from a customer’s perspective a energy brand based on traditional values that doesn’t surprise its customer with corporate or technological changes, may be preferable to a modern and dynamic one, that might expect changes from it’s customers.***
Furthermore, the results show that to boost customer satisfaction and, indirectly, customer loyalty, it is necessary to enhance the perception of service process quality. Regarding this dimension of brand associations, the way in which the client receives services from his energy company (promptness, courtesy, politeness, etc.) can be more important than the perception of an outstanding technical service quality, when technical quality is provided in a satisfactory way by all energy companies alike (Gellings, 1994; Hayes & Helms, 1999; Drummond & Hanna, 2001; Simmonds, 2002). 
The perception of a energy service brand is based principally on “the way the company does things” and on the company’s culture. Customers’ perception of the energy brand seems to depend highly on individual interaction with company stuff. Unlike product based branding, marketing communications may be less critical to brand perceptions than the face to face interaction with employees. Thus, brand associations depend on the whole company. To improve brand associations, a particular emphasis has to be placed on the consistent delivery of a high degree of service process quality. Consequently, employees play a crucial role in the energy brand building process. Employees embody the organisation in consumers’ eyes (Grönroos, 1994), and can have a powerful impact on consumers’ perceptions of both the brand and the organisation (Balmer & Wilkinson, 1991). Marketers, therefore, need to communicate the brand’s goals, values and performance to the staff to encourage their participation in its success (Hogg et al., 1998). Companies also need to consider carefully their recruitment processes, the role staff is expected to play, and their technical support to ensure high-quality services (Ambler & Barrow, 1996; Grönroos, 2000; Harris & de Chernatony, 2001; McDonald et al., 2001; Balmer & Gray, 2003; de Chernatony & Segal-Horn, 2003). Emphasis on the quality of the service process of the energy brand should encourage a customer-focused culture within which stuff interaction with consumers may be the basis of a strong brand.

On the other hand, the significant effect of the perception of the environmental and social commitment of the brand on customer satisfaction and thus, indirectly, on loyalty, confirms the view that corporate social responsibility of the energy company is becoming an increasingly crucial factor for customer satisfaction in the residential energy market and should be communicated through staff and brand communications (Snyder, 1997; Wiser, 1998; Fergusson 1999; Bloemers et al., 2001; Rowlands et al., 2002; Midttun & Koefoed, 2003).
Iberdrola energia verde.
Positioning, clear guideline, identification of relevant dimensions

Concentrate on a limited set of brand attributes, fostering perceptual effects, brand communications.

Brand trust

Limitations and further research

While highly statistically representative of the surveyed population, the quality of collected data may be affected by the general feature of omnibus surveys. Thus, only a limited number of indicators could be used for the measurement of the constructs due to limitations of the number of items that could be included in the questionnaire. Future research on the topic should include a higher number of indicators for each measured construct. On the other hand, customer behaviour may differ significantly from verbal statements in the scope of a survey. This fact may suppose a general limitation to the measurement of customer satisfaction, and moreover, loyalty, by verbal scales. 
The explaining power of the model could be probably enhanced, if the behavioural component of the loyalty construct would be measured as such, i.e. as observables behaviour in the scope of a panel survey.
Finally, the relative high correlation of some of the dimensions of energy brand associations is indicative of the existence of interrelated perceptual effects.

…to which degree brand trust is affected by …..
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Measurement scales of constructs

	Technical quality – core service

XYZ gives priority to avoiding supply interruptions (e.g. blackouts).

In case of supply interruptions, service is reinstalled shortly.

	Technical quality – peripheral services

XYZ offers adequate information about anticipated supply interruptions (due to maintenance, etc.).

XYZ offers adequate consultation about how to save energy, safety of home installations, etc.

XYZ offers regular control and maintenance of home installations.

XYZ offers flexible contracts, adapted to client’s specific needs.

XYZ does not commit billing errors.

	Service process quality

Prompt customer service without waiting time (no telephone queues, no lines in customer service centres).

The employees are polite, well dressed and appear neat.

Costumer requests are resolved promptly.

	Value added services

I appreciate that XYZ offers additional services and products (e.g. combined energy and water supply, telecommunications, home security services, household appliances, financial services, etc.). 

I appreciate that XYZ offers the possibility of online interactions with it’s clients.

	Reasonably priced

XYZ’s services are reasonably priced. 

	Environmental and social commitment

XYZ cares about the environment.

XYZ is sensitive to social problems.

	Trust in the energy company

I have a feeling of familiarity with XYZ.

XYZ is trustworthy.

	“Innovative and dynamic” corporate brand associations

XYZ is innovative and modern.

XYZ is technologically advanced.

XYZ is dynamic.

	Overall satisfaction with the energy provider

What is your overall level of satisfaction with XYZ?

	Loyalty toward the energy provider

I intend to continue being a client of XYZ in the future.

I would positively recommend XYZ to my friends or others.

I would stay with XYZ, even if I had to pay a somewhat higher price.

I consider XYZ my first choice for buying energy services.

	Perceived switching costs

Changing to another energy provider would mean sacrifices in time and effort for me.
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