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Abstract

Purpose — Previous research considers service recovery as a one-on-one interaction between a service
provider and a complaining customer. However, customers frequently complain at the place where
they receive the service, making an investigation of the impact of a service recovery on observing
customers necessary. Using observational learning theory and attribution theory as theoretical
anchors, this paper examines whether observing a service recovery influences the observing
customers’ satisfaction and repurchase intentions. In addition, this paper tests whether service quality
perceptions mediate, and customers’ locus of control attributions moderate these relationships.
Design/methodology/approach — Study 1 tests the main hypothesis using a scenario-based
experiment in two settings (restaurant, retail). Study 2 further elaborates on these findings using a
scenario-based experiment in a hotel setting.

Findings — The findings show that the negative consequences of a failed recovery extend beyond the
complaining customers to observing customers, whereas the positive consequences of observing a
satisfactory recovery do not influence the observing customer when compared to observing a failure-
free service delivery. These relationships are driven by the service quality information customers
extract from observing a service recovery. In addition, the results indicate that the negative spill-over
effects are attenuated if the observing customer gets information about who caused the failure.
Originality/value — From a theoretical point of view, this study contributes by outlining service
recovery’s different impacts on complaining and observing customers: whereas service recovery forms
a critical for complaining customers, it only acts as a dissatisfier for observing customers. In addition,
it is the first to test a potential explanation for why observing a service recovery leads to lower
customer outcomes, and provides insights about how service providers might attenuate the negative
spill-over effects of a failed recovery.

Keywords Service failure, Service quality, Service recovery, Observational learning, Other customers

Paper type Research paper

Introduction

Service failures are pervasive in service encounters and they negatively affect
customer satisfaction and behavior (Svari et al., 2010). The topic of complaint handling
thus receives considerable attention. Numerous studies demonstrate a satisfactory
service recovery’s potential to restore customer satisfaction and behavioral intentions
(Orsingher et al., 2010; Priluck and Lala, 2009). However, these studies examine service
recovery and its effects exclusively from the complainer — service provider perspective
and do not focus on the presence of other customers. Other customers are often present
in the service environment during a service encounter (Choi and Kim, 2013) and they
might observe this service recovery especially since customers mostly complain at
the place where they receive the service (Lovelock and Wirtz, 2011). For example,
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Goodman (1999) indicates that all airline passengers experiencing a service failure
complain to the flight attendant, and not to the company’s headquarters or a third
party. To the authors’ knowledge, no research examines the impact of observing a
service recovery on customer satisfaction and repurchase intentions.

This paper draws upon observational learning theory and attribution theory to
addresses this void in literature. It proposes a theoretical mechanism for explaining
why observing a service recovery might influence the observing customers’ outcomes.
More specifically, observing an unsatisfactory service recovery allows observing
customers to learn about the service provider’s service quality. While it seems obvious
that observing a negative service recovery influences the observing customers
negatively, this paper suggests that this is not always the case. It is known that
observing negative events trigger attributions about who is to blame (Cowley, 2005).
Given that people make attributions based on information that is received or perceived
(Weiner, 2000), observing customers might attribute the cause of the failure to either
the complaining customer or the service provider. These locus of control attributions
may be derived from an employee’s explanations (Bitner, 1990). This paper thus
examines whether locus of control attributions (i.e. whether the failure was caused by
the complaining customer or by the service provider) moderate the relationships
between an observed service recovery and customer outcomes.

The remainder of this paper is structured as follows. First, we provide the
theoretical background and the research design. Second, we provide a discussion of
the results of two studies. Third, we outline some limitations and implications for
further research.

Theoretical background

Service recovery

Service recovery is defined as the actions a service provider takes in response to a
customer complaint (Gronroos, 1988), or as the actions designed to resolve customers’
problems, alter negative attitudes of dissatisfied customers, and ultimately retain these
customers (Miller et al., 2000). Service recovery thus represents a critical moment of
truth for an organization, as an unsatisfactory response to a customer complaint might
lead to losing the complaining customer (Michel et al, 2009). The literature devotes
considerable attention to this issue, and identifies a number of possible responses to
customer complaints. These responses may include solving the customer’s problem
and/or offering a compensation, offering an apology, displaying favorable behavior
such as active listening, being courteous, showing empathy, and providing a speedy
recovery (Gruber et al., 2009; Liao, 2007; Ozgen and Kurt, 2012). A satisfactory service
recovery has the potential to restore customer satisfaction and repurchase intentions
(Michel et al., 2009).

The service recovery literature examines service recovery exclusively from a service
provider — complaining customer perspective. For example, Edvardsson ef al (2011)
propose a model outlining the behavior of different actors in a complex service
recovery process. Their model examines multiple service recovery encounters between
a service provider (represented by employees and managers) and a complaining
customer. As mentioned earlier, our study uses the observational learning and
attribution theories to investigate the effects of service recovery on observing
customers’ satisfaction and repurchase intentions, rather than the complaining
customers’ outcomes. In addition, this study examines whether observing a service
recovery serves as an opportunity for other customers to learn about the service



provider’s service quality, and whether the observing customers’ inferences about the
locus of control of the service failure attenuate these effects. Figure 1 provides
an overview of the conceptual framework guiding this study. In the next sections, we
provide the theoretical conceptualization of the various relationships.

Observational learning as theovetical anchor

Observational learning theory serves as a theoretical anchor for examining the impact
of an observed service recovery on customer outcomes. Bandura (1977) distinguishes
between two types of observational learning: first, imitation, which is matching the
topography of an observed person’s behavior, and second, vicarious learning, which is
the increase or decrease of an observer’s attitudes and behaviors that are similar to that
of the observed person, as a result of observing whether or not the observed person’s
attitudes and behavior lead to satisfactory or unsatisfactory outcomes (Masia and
Chase, 1997). The aim of this paper is to examine customer outcomes after observing
a (un)satisfactory service recovery, hence, the term observational learning refers to
vicarious learning.

Bandura (1971) notes that virtually all learning resulting from direct experience can
also happen through observation of other people’s behaviors and the attendant
affective and behavioral consequences. An observer acquires responses to a stimulus
(e.g. an attitude) by observing the experiences of others, as if s/he had the experience
with the stimulus object him-/herself (Kanekar, 1976). Observational learning is
efficient; learning would be exceedingly laborious if people had to rely solely on the
effects of their own actions to inform them about what to do (Bandura, 1977). In other
words, other persons’ experiences provide the observer with additional knowledge
about which behaviors lead to satisfactory or unsatisfactory outcomes, in addition to
his or her own direct experiences (Bandura, 1977; Kanekar, 1976).

Recent studies investigate observational learning effects in a service context.
For example, Cai ef al (2009) demonstrate that restaurant visitors learn from other
consumers’ food choices. If restaurant visitors receive ranking information of the five
most popular dishes at their table, the demand for these dishes increases by 13 to 20
percent. Service researchers also recognize the importance of understanding observational
learning effects. In a literature review on customer-to-customer interactions, Libai et al
(2010) stress that while previous research focusses mainly on the learning effects of word-
of-mouth, research should also explore observational learning. These perspectives are
different in the sense that learning from word-of-mouth is more indirect. Customers who
learn from word-of-mouth must rely on experiences that they did not observe directly
(Kuo et al, 2013; Wirtz et al, 2013). In other words, observational learning involves
customers seeing another customer’s experience with their own eyes.

Locus of
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Conceptual framework
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Observational learning effects can be quite strong, as it may even lead people to
ignoring their own prior attitudes and behavioral intentions (Bikhchandani ef al., 1998).
However, previous research on observational learning mainly focussed on behavioral
effects of observing other people (e.g. Bandura, 1977). This paper aims to provide
insights into observational learning’s effects on satisfaction and repurchase intentions.
The main question is whether customers’ overall satisfaction and repurchase intentions
differ after observing an unsatisfactory or satisfactory service recovery. Previous
research shows that attitudes can change rather quickly with relatively little counter
attitudinal information and that it is highly context dependent (Anderson, 1971;
Gawronski et al., 2010). Hence, observing a satisfactory (unsatisfactory) service encounter
might affect the observer’s customer outcomes (un)favorably. We therefore hypothesize
that:

HI. Customers observing an unsatisfactory service recovery have lower overall
satisfaction (H1a) and repurchase intentions (H1b) than customers observing a
satisfactory service recovery.

Process underlying observed service recovery effects on customer outcomes

Zhang (2010) demonstrates that people do not only learn about attitudes and behaviors
by observing others, they also learn about product quality, especially when the
observed behavior conveys relevant quality information. Customers may learn about
service quality by observing how a service provider responds to another customer’s
complaint. After all, service recovery is the critical moment of truth for an organization
(Michel et al., 2009). As such, observing a service recovery is an interesting opportunity
for customers to learn about an organization.

Observational learning theory predicts that negative information decreases quality
perceptions (Zhang, 2010). If an observing customer notices that another customer
receives an unsatisfactory service recovery, the observing customer may infer that the
service quality of this provider falls below standards. On the other hand, if a customer
observes that another customer receives a satisfactory service recovery, the observing
customer may infer that the service quality is good or restored to the expected level.
Ultimately, service quality perceptions influence customer satisfaction and repurchase
intentions (Cronin et al., 2000; Lariviére, 2008). We hypothesize:

H2. Perceived service quality mediates the relationship between an observed
service recovery and the observer’s overall satisfaction (H2a¢) and repurchase
intentions (H2b).

The moderating role of locus of control attributions
Whether observing a service recovery has a strong impact on customer outcomes or
not is expected to vary as a function of the locus of control over the service failure.
Locus of control attributions refer to whether a service failure is caused by a service
provider or a customer (Weiner, 2000). Locus of control attributions are also relevant
in a context where one observes two other people. In this case, locus of control
attributions refer to whether the service failure is caused by the service provider or the
other customer (Cowley, 2005).

Regardless of whether the company or the customer caused the failure, observing
customers should have high levels of customer outcomes if the service provider
provides a satisfactory service recovery to the complaining customer. This is because a



satisfactory service recovery signals high levels of service quality (De Ruyter ef al,
1998). The observing customers will therefore have high levels of overall satisfaction
and repurchase intentions.

Weiner (2000) suggests that locus of control attributions mainly attenuate customer
reactions to negative events. We therefore predict that the attributions mainly
attenuate the effects of observing an unsatisfactory service recovery. If the service
provider is responsible for the service failure, the observing customers learn that the
service quality is not always reliable (Michel et al., 2009). Customers generally expect
a service provider to provide a satisfactory response to a complaint (Bitner, 1990) and
this signals responsiveness from the service provider (Grewal et al., 2008). Failure to do
so illustrates flaws in the service quality and the accumulated negative service
quality perceptions are likely to impact negatively on the observer’s satisfaction and
repurchase intentions.

A service provider may also explain to the observing customer that the complaining
customer caused the service failure. In this situation, the failure falls outside the
service provider’s control (Weiner, 2000); the observing customer may thus maintain
positive service quality perceptions. Furthermore, customers generally perceive
complaining customers in a negative way (Goodwin and Spiggle, 1989), especially in
situations where they caused the negative event themselves (Kowalski, 2003). After all,
the customer complains, but there is little that the service provider could have done
about it. The observing customer might then empathize with the employee who had to
deal with the complaining customer and may even find it more acceptable if the service
provider provides an unsatisfactory response to the customer’s complaint.
We summarize this as a hypothesis:

H3. The impact of an unsatisfactory observed service recovery on overall
satisfaction (H3a) and repurchase intentions (H30) is less strong if the failure is
caused by the complaining customer than if the failure is caused by the service
provider.

Overview of studies

This paper presents two experimental studies, designed to examine the impact of
a service recovery on an observing customers’ overall satisfaction and repurchase
intentions. Study 1 examines the impact of an observed recovery on customer outcomes in
two different settings: a french-fries take-away restaurant, and a retail setting. Study 2
examines service quality perceptions as mediators in the relationship between an
observed recovery and customer outcomes in a hotel setting, and tests the moderating
role of locus of control on the relationships between an observed service recovery and
customer outcomes.

Study 1

Method. Study 1 employs a three-group, between-subjects experiment, with two
groups representing different levels of service recovery (i.e. customers experiencing
a failure and receiving either an unsatisfactory or a satisfactory service recovery).
The third group is a control group which does not experience a failure. Similar to
previous research (e.g. Lii and Lee, 2012; Lin ef al., 2011), we use a scenario-based
experiment to test the proposed hypotheses. Scenarios are often used in service
recovery research, and have the advantage of eliminating difficulties associated with
observation or enactment of service recovery incidents in real life, such as the expense

Service
recovery’s
1impact

499




MSQ
23,6

500

or time involved, managerial undesirability of imposing service failures on customers,
and ethical considerations (Bitner 1990). Scenarios also have the advantage of reducing
biases from memory retrieval when using recall-based designs (Smith et al., 1999).

The study contexts involve a restaurant and a food retailer, and rely on a student
and an adult sample, respectively. Testing the hypothesis in two settings enhances the
generalizability of the results. In addition, Peterson (2001) recommends comparing
results from student and adult populations in order to strengthen confidence in the
generalizability of results from a student to an adult population. Therefore, we examine
the effects of observing a service recovery in both a student and an adult population. In
the restaurant setting, ninety undergraduate students (54.4 percent male, Mo =21.3,
SD,ge = 1.7) observe another customer in a french-fries take-away restaurant setting.
The data from the students were collected in class, before the start of a lecture. In the
retail setting, 76 adults (46.7 percent male, M,g. = 39.0, SD,z. = 13.3) observe another
customer in a food retail store. Adult respondents were recruited in a quiet place in a
train station, while they were waiting for their train. Hair ef al. (2006) recommend that
every experimental condition have at least 20 observations. The sample sizes in both
settings fulfill this criterion.

Manipulations. All respondents were asked to imagine themselves as the observing
customer in a scenario. The scenarios described the respondents as queuing in either a
french-fries take-away restaurant or at a food retail store. There is only one customer in
front and this customer is complaining to the service provider. The respondent
overhears this conversation. In the restaurant setting, the complaining customer was at
the french-fries take-way restaurant earlier. When she/he arrived at home, she/he
noticed that the order was incomplete. One portion of french-fries was missing, and
the customer received a burger instead of chicken dips. In the food retail setting, the
complaining customer has also been at the food retail store earlier in the day.
While unpacking the groceries at home, she/he noticed that one of the products had
past the expiration date. This customer returned to the store, and asks for a
replacement. The complaining customer asks to get the problem solved.

Respondents then read a description of either an unsatisfactory or a satisfactory
service recovery. Previous service recovery studies provided input for the service
recovery manipulations (e.g. Liao, 2007; Van Vaerenbergh ef al, 2012). In the
satisfactory service recovery scenarios, the complaining customer receives an apology
and the service provider shows empathy. The service provider also provides an
explanation for the service failure (restaurant: crowded environment, food retail:
something must have gone wrong), solves the complaining customers problem
(replacement of the order in both settings) and offers a compensation (restaurant:
free can of soda, food retail: extra points added to the customer’s loyalty card). In the
unsatisfactory service recovery, the service provider neither apologizes nor provides an
explanation or compensation. The service provider also does not show empathy, does
not solve the complaining customer’s problem, and does not offer a compensation.
In the control group, the respondent observes a failure-free service delivery. In the
restaurant setting, the service provider prepares and delivers the customer’s order in
front of the respondent without any mistakes. In the food retail setting, the customer
in front simply pays his bill and leaves the store without experiencing a service failure.
After reading one of the three scenarios, all respondents read that the service provider
serves them in an appropriate manner, without any mistakes.

Measures. The respondents rated their overall satisfaction and repurchase
intentions on three-item seven-point Likert scales developed by Maxham and



Netemeyer (2002). An adapted version of Maxham and Netemeyer’s (2002) three-item
seven-point Likert scale assesses the manipulation of the level of service recovery.
In addition, a two-item seven-point Likert scale by Liao (2007) measures scenario
realism was also presented. Table I provides an overview of the different measures and
their Cronbach’s o’s. All the measures have reliabilities greater than the recommended
0.7 threshold. The respondents also provided demographic information.

Results. Manipulation checks. We first test whether the manipulations worked as
intended. Independent samples f-tests (restaurant: #58) =23.76, p<0.001; retailer:
148) =15.41, p <0.001) indicate that the respondents reading a scenario in which the
complaining customer received an unsatisfactory service recovery report significantly
lower satisfaction with service recovery (restaurant: M =17, SD=0.8; retailer:
M =19, SD =1.4) than respondents reading the satisfactory service recovery scenario
(restaurant: M =6.1, SD = 0.6; retailer: M =6.3, SD = 0.6). Additionally, participants

Cronbach’s o
Study la: Study 1b: Study 2:

Measures restaurant  retailer hotel
Querall satisfaction 0.86 091 0.86
I am satisfied with my overall experience with this [service

provider]

As a whole, I am not satisfied with this [service provider]

How satisfied are you overall with the quality of this [service

provider[s service?

Repurchase intentions 0.81 0.72 0.76
In the future, I will continue using this [service provider] for these

services.

As long as this [service provider] delivers its current services, I will

not switch to another service provider.

In the near future, I will not use this [service provider] any longer.

Service quality - - 091
Overall, this [service provider]s service quality is:

Poor — excellent

Inferior — superior

Of low standards — of high standards

Manipulation check: satisfaction with service recovery 0.95 0.97 0.92
In my opinion, the [service provider] provided a satisfactory

resolution to the complaining customer’s problem.

If I were the complaining customer, I would not be satisfied with

the [service provider]s handling of this particular problem.

Regarding this complaining customer’s particular problem, I would

be satisfied with this [service provider].

Manipulation check: locus of control - - 0.98
In my opinion, the failure the complaining customer experienced

was:

The complaining customer’s fault — The [service provider]s fault

Caused by the complaining customer — caused by the [service

provider]

Scenario realism 0.89 0.77 0.84
This scenario seems realistic

What happens in this scenario could also happen in real life

Notes: All questions were measured on a seven-point Likert scale, unless indicated otherwise
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Table II.

Cell means

and analysis of

variance results (Study 1)

evaluated the scenarios as realistic in both settings (restaurant: M =55, SD=1.4;
retailer: M=5.8 SD=1.1). Analyses of variance (ANOVASs) tests indicate that the
mean realism scores do not differ across the three conditions (restaurant: F(2,87) = 1.04,
p>0.05; retailer: F(2,73) =2.69, p > 0.05). Altogether, these findings suggest that the
manipulations work as intended.

Hypothesis testing. The first hypothesis suggests that customers observing an
unsatisfactory service recovery would have lower overall satisfaction (H1a) and
repurchase intentions (H1b) than customers observing a satisfactory service recovery.
These hypotheses are tested using one-way ANOVA and the results are listed
in Table II. Statistically significant differences occur across the three conditions for
overall satisfaction (restaurant: F(2,87) =49.48, p<0.001; retailer: F(2,73)=132.17,
p<0.001) and repurchase intentions (restaurant: F(2,87)=14.21, p<0.001; retailer:
F(2,73) =6.13, p =0.003). Table II also shows the descriptive statistics. Post hoc tests
using Bonferroni’s method show that customers observing an unsatisfactory service
recovery have significantly lower overall satisfaction (Restaurant: /M = 3.8; Retailer:
M=31) than customers observing a satisfactory service recovery (Restaurant:
M=5.9; Retailer: M=6.4, both p-values<0.05) or a failure-free service delivery
(Restaurant: M =5.9; Retailer: M =6.0, both p-values <0.05). In both the restaurant
and the retailer setting, the results for the satisfactory service recovery and the failure-
free delivery groups do not differ significantly (p > 0.05). These findings support Hla
in both settings. Similar findings occur for repurchase intentions. The post hoc tests
indicate that customers observing an unsatisfactory service recovery have
significantly lower repurchase intentions (Restaurant: M =4.5; Retailer: M =5.7)
than customers observing a satisfactory service recovery (Restaurant: M =5.9;
Retailer: M =6.5, both p-values <0.05) or a failure-free service delivery (Restaurant:
M =5.7; Retailer: M =6.2, both p-values <0.05). Again, the two latter groups do not
significantly differ (p > 0.05). These findings support H1b in both settings.

Discussion. Across two different settings, the findings of Study 1 consistently show
that customers observing an unsatisfactory service recovery have lower overall
satisfaction and repurchase intentions than customers observing a satisfactory service
recovery or a failure-free service delivery. In addition, the two latter groups do not
differ significantly. This illustrates that while service providers’ unsatisfactory
responses to customer complaints clearly have negative effects on observing
customers, the service providers’ satisfactory responses do not yield enhanced

Study 1la: restaurant Study 1b: retail store
Overall Repurchase Overall Repurchase
satisfaction intentions satisfaction intentions
Unsatisfactory OSR 3.8 (1.4)°* 45 (1.6)* 31 (1.0? 57 (1.1)*
Satisfactory OSR 59 (0.6)° 59 (0.8)° 6.4 (0.6)° 65 (0.4)°
Failure-free service
(control) 59 (0.7)° 5.7 (0.8)° 6.0 (0.7)° 62 (0.7)°
F 49.48 14.21 132.17 6.13
b <0.001 <0.001 <0.001 0.003
n? 053 0.25 0.78 0.14

Notes: OSR, observed service recovery, standard deviations are listed between brackets, ® "different
letters denote significant differences in cell means using Bonferonni post hoc tests




customer outcomes of the observing customers. These findings suggest that an
unsatisfactory service recovery do not only affect the complaining customers’
outcomes as substantiated by existing literature, but it also affects the outcomes of
customers observing the service recovery.

Study 2 replicates these findings in a different setting and additionally examines
the mediating role of service quality perceptions as a theoretical anchor, and the
moderating role of locus of control.

Study 2

Method. One-hundred thirty-nine undergraduate students (42.8 percent male,
Mage =21.25, SD, . = 3.79) participated in a 2 (observed recovery: unsatisfactory or
satisfactory) x 2 (Locus of control: Complaining customer caused the failure or service
provider caused the failure), between-subjects experiment, conducted in a hotel setting.
Participants were randomly assigned to one of the four conditions.

In the scenario, the respondent and a friend went on a holiday and arrived at a hotel.
When checking in, there was only one (complaining) customer in front of them.
From the conversation, it appeared that there was no room available for this customer.
In the case where the locus of control was with the hotel, the check-in employee
explained that the hotel made an error during the reservation. While planning
the complaining customer’s hotel stay, the room was erroneously booked starting the
fourth of next month, instead of the fourth of the current month. In the case where the
locus of control was with the complaining customer, the check-in employee explained
that the customer made an error during the online reservation. While booking online,
the customer booked the room erroneously starting the fourth of the next month,
instead of the fourth of the current month. For the moment, the hotel has no rooms
available so the customer cannot stay in the hotel. Respondents then read a description
of either an unsatisfactory or a satisfactory service recovery.

The manipulations for the level of observed service recovery are similar to those
used in Study 1. In the satisfactory service recovery condition, the employee apologized
for the inconvenience, showed empathy, and searched for a solution. The employee
contacted other hotels to see if they had a room available, which was the case.
The employee indicated that the customer would be picked up within half an hour. The
employee also offered a free drink in the hotel lobby. In the unsatisfactory service
recovery condition, the employee did not make these efforts, and no room was made
available for the customer. Finally, the scenario ends by stating that the respondent
was served next. During this encounter, everything went smoothly, and the respondent
did not experience any problems.

Measures. Overall satisfaction and repurchase intentions were measured using the
same scales as Study 1. Afterwards, the respondents rated the perceived service
quality on a three-item seven-point semantic differential scale developed by Cronin
et al. (2000). The service recovery manipulation was assessed also using the same
scales as in Study 1. Scenario realism is measured with the same scales as in Study 1.
In addition, a two-item seven-point semantic differential scale adopted from Russell
(1982) assessed the locus of control manipulation. Table I gives an overview of the
different measures and their respective Cronbach’s o’s. All measures had a reliability
greater than the recommended 0.7 threshold.

Results. Manipulation checks. We first examine whether the manipulations worked
as intended. An independent samples f-test (#(136) =17.05, p <0.001) indicates that
the respondents reading a scenario in which the complaining customer receives an
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unsatisfactory service recovery have a significantly lower satisfaction with the observed
service recovery (M= 2.0, SD=1.3) than respondents reading the satisfactory service
recovery scenario (M =55, SD=1.0). A second independent samples ?-test
(#(136) =11.02, p<0.001) reveals that if the service provider explains that the
complaining customer caused the failure, the respondents believe that the locus of control
was with the complaining customer (M= 2.6, SD = 1.9); if the explanation reveals the
hotel caused the failure, respondents perceive that the locus of control is with the hotel
(M=5.9, SD=1.6). The respondents also evaluate the scenarios as realistic (M =6.1,
SD = 1.0). ANOVA indicates that the mean realism scores do not differ across the four
conditions (F(3,134)=2.32; p>0.05). Altogether, these findings suggest that the
manipulations work as intended.

Hypothesis testing. ANOVAs are used to test the effects of the four scenarios on
customers’ overall satisfaction and repurchase intentions. The results are listed in
Table III. The first hypothesis predicts that observing an unsatisfactory service
recovery has a negative impact on overall satisfaction (H1a) and repurchase intentions
(H1b). The main effects of observing a recovery are significant for overall satisfaction
(F(1,135) = 33.63, p < 0.001) and repurchase intentions (#(1,135) = 6.85, p <0.01). In line
with the findings of Study 1, customers who observe an unsatisfactory service
recovery have lower overall satisfaction (M =5.2, SD = 1.1) and repurchase intentions
(M=5.1, SD=1.2) than customers who observe a satisfactory service recovery
(overall satisfaction: M =6.2, SD =0.7; repurchase intentions: M =25.6, SD =0.7).
These findings provide additional support for H1a and H1b.

The second hypothesis posits that the relationships of an observed service recovery
with overall satisfaction (H2a) and repurchase intentions (H2b) would be mediated by
service quality perceptions. Mediation can be tested by estimating three regression
models, showing that first, the independent variable influences the dependent variable,
second, the independent variable affects the mediating variable, and third, when the
independent and mediating variables are included in the same regression model, there
is a significant effect of the mediator on the dependent variable, and the effect of
the independent variable on the dependent variable dissipates (Zhao et al, 2010).
Following this logic, mediation analyses are used test whether service quality mediates
the relationship between observed service recovery and the dependent variables
(overall satisfaction: 6=0.91, SE(b)=0.16, #138)=5.62, p<0.001; repurchase
intentions: b =0.45, SE(b) =0.17, #(138) = 2.64, p <0.01) using a bootstrap resampling
method based on 5,000 resamples (Preacher and Hayes, 2004). The results reveal
significant indirect effects (overall satisfaction: @ x b=0.60, SE =0.12; repurchase
intentions: @ x b =0.61, SE =0.13), with a 99 percent confidence interval excluding 0
(overall satisfaction: 0.36-0.83, repurchase intentions: 0.37-0.86). The Sobel test is also
significant for both relationships (overall satisfaction: z=4.92, p <0.001; repurchase
intentions: z=4.86, p <0.001). In general, unsatisfactory service recovery decreases
consumers’ perceptions of service quality (b=0.93, SE(b)=0.16, #139)=5.77,
p<0.001). When the effects of an observed service recovery is held constant, service
quality increases overall satisfaction (b=0.64, SE(b) =0.07, #138)=9.62, p» <0.001)
and repurchase intentions (b = 0.66, SE(b) = 0.07, #(138) =9.15, p <0.001). The direct
effect of an observed service recovery on overall satisfaction also becomes less strong
(b=0.32, SE(b) =0.14, #138)=2.26, p <0.05), hence, this mediation is classified as
complementary (Zhao et al., 2010). These findings provide partial support for H2a. In
addition, the direct effect of an observed service recovery on repurchase intentions
(b=-0.16, SE(b)=0.15, #138)=-1.04, p>0.05) becomes insignificant, hence,



this mediation is classified as indirect only (Zhao et al, 2010). These findings Service
support H2b. recoverv’s
The third hypothesis predicts that locus of control attributions moderate the effects . y t
of observing a service recovery on overall satisfaction (H3a) and repurchase intentions 1mpac
(H3Db). To test these hypotheses, we examine the interaction effects in the ANOVA
results in Table III. The interaction effects between observed service recovery and
locus of control are significant for overall satisfaction (£(1,135) =8.58, p<0.01) and 505
repurchase intentions (F(1,135) =4.68, p <0.05). The interactions, plotted in Figure 2,
Overall satisfaction Repurchase intentions
F b s F b s
Observed service recovery (OSR) 3363 <0.001 0.20 6.85 0.009 0.05 Table III.
Locus of control (LOC) 3.93 0.049 0.03 2.10 0.149 0.02 Analysis of variance
OSR*LOC 858 0.004 0.06 4.68 0.032 0.03 results (Study 2)
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reveal that if the hotel caused the failure, the means for overall satisfaction are 6.2
when observing a satisfactory recovery, and 4.9 when observing an unsatisfactory
service recovery; when the complaining customer caused the failure, the means were
6.1 when observing a satisfactory recovery, and 5.6 when observing an unsatisfactory
service recovery. These results suggest that the impact of observing an unsatisfactory
service recovery on overall satisfaction is stronger if the hotel caused the failure than if
the complaining customer caused the failure. This confirms H3a. If the hotel caused the
failure, the means for repurchase intentions are 5.7 when observing a satisfactory
recovery, and 4.8 when observing an unsatisfactory service recovery; if the
complaining customer caused the failure, the means were 5.5 when observing a
satisfactory recovery, and 5.5 when observing an unsatisfactory service recovery.
Similar to the results for overall satisfaction, the impact of an observed service
recovery is stronger if the customer caused the failure than if the service provider
caused the failure. This confirms H3b. In addition to these findings, the results also
show that if customers observe a satisfactory customer recovery, they maintain
positive perceptions of the service provider, regardless of who caused the failure.

Discussion. The findings of Study 2 replicate and extend the findings of Study 1.
Customers observing an unsatisfactory service recovery have lower overall
satisfaction and repurchase intentions than customers observing a satisfactory
service recovery, because the observation of a service recovery allows them to learn
about the service provider’s quality. However, the findings also indicate that service
quality perceptions partially mediate the relationship between an observed recovery
and overall satisfaction, and fully mediate the relationship between an observed
recovery and repurchase intentions. This difference in effect might be explained by the
nature of the dependent measures. Customer satisfaction is typically a backward-
looking measure, summarizing how well the service provider has been performing so
far. In contrast, repurchase intentions is a forward-looking measure, describing how
customers feel about using services from this service provider in the future (Gustafsson
et al., 2005). Service quality fully explains why an observed service recovery leads to
lower scores on the forward-looking metric in this study. This indicates that an
observed recovery is an opportunity for customers to update their knowledge about the
service quality of that service provider, after which they will decide whether or not they
will use this service provider in the future. Regarding the backward-looking measure,
service quality only partially explains why an observed service recovery impacts
customer satisfaction. Therefore, examining other candidates for full mediation such
as emotions (Porath et al, 2011) offers a fruitful avenue for future research.

General discussion

Across two studies, the findings demonstrate that whenever a service employee
provides service recovery to a complaining customer, it impacts on the evaluations of
customers observing this particular service recovery. Overall, this study contributes to
the literature in three ways. First, the results indicate that observing an unsatisfactory
recovery usually decreases the observing customers’ outcomes, just as prior research
shows that an unsatisfactory service recovery decreases the complaining customers’
outcomes (e.g. Edvardsson et al, 2011; Van Vaerenbergh et al., 2012). However, the
results suggest that a satisfactory service recovery has different impacts on
complaining and observing customers. For observing customers, a satisfactory service
recovery does not affect their evaluations of the service provider, when compared to
the control condition in Study 1. For observing customers, a service recovery can hence



be classified as a “dissatisfier,” which is element that decreases customer outcomes
when absent or badly performed, but does not increase customer outcomes when
present or well performed (Johnston, 1995). In contrast, the receipt of a satisfactory
service recovery may lead to higher levels of overall satisfaction and repurchase
intentions in complaining customers (de Matos et al, 2007). For the complaining
customer, a service recovery can be classified as a “critical” which is an element that
decreases customer outcomes when absent or badly performed, and increases customer
outcomes when present or well performed (Johnston, 1995). This first contribution is
essentially the uncovering of the different impact of service recovery on complaining
and observing customers.

Second, this study substantiates the potential for customers to learn through
observation in the context of services. Previous research suggests that consumers can
learn about product quality through observational learning (Zhang, 2010). However,
the findings of this study indicates that this effect is also present in the service recovery
context. As such, this paper responds to the call for research on learning effects in
service encounters by Hibbert ef al (2012) and Libai et al. (2010). This paper also
uncovers a potential explanation for lower customers evaluations of a service provider
after observing an unsatisfactory service recovery. If a customer sees that a service
provider treats another customer badly, this service recovery influences the observer’s
service quality perceptions; which in turn affect her/his evaluations of the service
provider. Customers therefore do not rely on only their own experiences to gain
insights about the service provider’'s service quality, they also rely on their
observations of other customers’ experience.

Third, this paper contributes by showing that observing an unsatisfactory service
recovery does not lead inevitably to lower levels of customer satisfaction and
repurchase intentions. Service providers can attenuate the negative consequences of an
unsatisfactory service recovery by providing the observing customers with insights
about who caused the failure. The link between observational learning theory and
attribution theory received only limited attention in prior research (Kanfer et al., 1974).
The findings of this study suggest that, in the context of observing a service recovery,
these theoretical frameworks may be combined to explain observing customers’
reactions to a recovery event. In contrast, if customers observe a satisfactory customer
recovery, they do not take the cause of the failure into account when evaluating the
service provider. This aligns with the “fix it, no matter what” principle that is
advocated in literature (Lovelock and Wirtz, 2011). Hence, while service providers can
benefit from explaining who caused the failure after the complaining customer has left,
they should try to recover complaining customer, regardless of who caused the failure.

Managerial implications

From a managerial perspective, this research demonstrates the importance of
providing a satisfactory service recovery to complaining customers, since an
unsatisfactory service recovery would not only negatively impact on the complaining
customer’s outcomes but also on observing customers. This finding emphasizes the
importance of installing appropriate service recovery procedures, to restore
the complaining customer’s satisfaction and behavioral intention, not only for the
complaining customer him-/herself but also for the customers who are present. These
service recovery tactics involve, for example, apologizing, showing empathy, giving an
explanation, and providing compensation or restitution (Liao, 2007; Van Vaerenbergh
et al, 2012).
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Simply preventing other customers from observing the recovery is another way in
which managers can avoid the negative consequences of observational learning.
For example, service employees might handle complaints in a separate location, so that
no other customers can observe whether the complaining customer received a
satisfactory or unsatisfactory service recovery. Of course, some customers complain at
the check-out instead of at the complaining desk. So check-out clerks should be trained
to handle complaints as well. They can learn to ask the complaining customer for
details about the service failure, and should receive training on how to solve customers’
problems in an appropriate way. This can help them to determine who is responsible
for this service failure and this information can be used by the service providers to
explain who is responsible for the failure to the next customer. However, service
providers must be cautious to prevent a culture of blame from emerging.
When conducting research on this issue, researchers should stress the importance of
being constructive when blaming others, and always focus on learning from errors
(Fast, 2010). When indicating that the complaining customer caused the failure, the
service provider should do so in a sincere manner, and avoid publicly humiliating
the complaining customer. The service provider should also show that the organization
1s willing to learn from such failures. For example, in the second study, the complaining
customer booked the room erroneously starting the fourth of next month, instead of the
fourth of the current month. The service provider can, for example, explain to the next
customer that he/she will pass the complaint on to the complaint department to see
whether they can improve the online registration process. Such actions may even
reinforce credibility (Davidow, 2003). These issues deserve attention in future research.

Limitations and future vesearch implications

This study relies on scenario-based experiments; an approach with strong precedent in
service recovery research. However, while scenarios enhance internal validity, their
external validity might be limited. Consequently, future research should use more
settings and different methodologies to replicate the findings of this study, and to
extend the current findings. For example, adding a qualitative study using the critical
incident technique may not only increase the external validity of the findings, but it
may also provide more insights into an observed service recovery’s effect on customer
outcomes by uncovering personal and/or context-dependent characteristics that
influence the effects. Another limitation is that we have only examined the effects of
observing a recovery in the context of face-to-face service encounters. Given that
customers also complain online (Andreassen and Streukens, 2013), researchers should
examine whether observing a companies’ online response to online complaints leads
to similar responses.

Other dependent variables should also be examined in the future. For example, trust
can also be examined as an outcome variable. Trust is a willingness to rely on a partner
in whom one has confidence (Moorman et al, 1993), and observing a satisfactory
service recovery may increase this confidence. Research should also examine whether
observing a service recovery influences the observer’s own complaint intention, if she/
he would experience a service failure. In a similar vein, research should also examine
the situation in which the observing customer also planned to voice a complaint.
Will the observation of an unsatisfactory response to another customer’s complaint
influence the observing customer’s complaint intentions? Will the observation of a
failed recovery make the next complainer more assertive, more likely to engage in
verbal aggression, or change service recovery expectations?



In this study, we examine locus of control attributions as a moderator. Subsequent
research should examine other moderators of the relationship between an observed
service recovery and customer outcomes. The current findings invite investigations
of whether variables such as failure type, failure severity, or involvement moderate the
relationships of an observed service recovery and customer outcomes.

Researchers should also assess whether and under which circumstances the
observing customer is willing to help the complaining customer or the service
employee. Research reveals that customers display customer citizenship behavior.
This is defined as customers displaying voluntary and discretionary extra-role
behavior, often with the aim of helping other customers (Groth, 2005). Explorations of
the antecedents and consequences of an observing customer helping out a complaining
customer or a service employee during service recovery appears to be worthwhile.

Finally, research indicates that customers learn about brands and services through
word-of-mouth (Kuo et al., 2013; Wirtz et al., 2013). Researchers should compare the
relative impacts of learning about service recovery through observation versus
word-of-mouth on evaluations of a service provider.

In summary, although this study offers the first empirical investigation
of the effects of observing a service recovery, more work in this area could further
enhance our understanding of customers influence each other in service recovery
encounters.
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