
Service Equity, Satisfaction, and Loyalty: From Transaction-Specific to Cumulative 
Evaluations 

 
Line Lervik Olsen 

Norwegian School of Management BI  
 

Michael D. Johnson 
University of Michigan Business School 

 
 
 

Perceived equity is a key psychological reaction to the value that a service company provides. 
Yet equity research has focused on a customer’s satisfaction with relatively well-defined service 
episodes or transactions. The authors argue and show that equity plays a very different role in 
affecting customer loyalty as one moves from transaction-specific to cumulative evaluations. 
Whereas equity is an important driver of transaction-specific satisfaction, equity is more of a 
post-satisfaction evaluation when modeling cumulative satisfaction. The research also 
demonstrates the superiority of cumulative evaluations toward explaining service loyalty and 
providing a balanced view of loyalty drivers. The results have important implications for how 
equity, satisfaction, and loyalty are modeled and managed in a service context. 
 
 
 
Keywords: perceived equity; customer satisfaction, loyalty modeling 
 
  



Perceived equity is a customer’s psychological reaction to the value that a service 
company provides. Given equity’s central role in understanding marketing as an exchange, 
relationship-building process (Bagozzi 1975), it is no surprise that it is an important antecedent 
to customer satisfaction (Oliver and Swan 1989a, 1989b) and subsequent service usage (Bolton 
and Lemon 1999). Broad-based conceptions of equity, or perceived justice, are also central to a 
firm’s service recovery efforts (Smith and Bolton 1998; Smith, Bolton, and Wagner 1999). 
 Yet equity research has focused on a customer’s satisfaction with a relatively well-
defined usage occasion, consumption episode, or transaction. As our conception of service 
quality and satisfaction has grown over the past decade to include an emphasis on a customer’s 
cumulative experience with a service provider (Dubé, Johnson, and Renaghan 1999; Garbarino 
and Johnson 1999; Johnson 2001; Johnson, Anderson and Fornell 1995; Johnson and Fornell 
1991; Mittal and Kamakura 2001; Mittal, Kumar, and Tsiros 1999), equity’s role as an 
antecedent or consequence of satisfaction has become unclear. Although equity should drive 
transaction-specific satisfaction, we argue that equity plays a very different role in affecting 
perceptions of cumulative satisfaction and subsequent loyalty. Specifically, equity should have a 
more direct effect on loyalty. 
 This basic theoretical question has important practical implications for service 
practitioners. It reflects just how “top of mind” customer perceptions of equity really are. 
Contrasting the different conceptualizations of satisfaction is also central to understanding the 
impact that different components of a service offering have on loyalty. Service research suggests 
that human behavior, which is the pure service component of the service offering, is relatively 
more important when focusing on transactions as opposed to cumulative experience (Roos 1999; 
Stauss and Weinlich 1997). Moreover, cumulative equity and satisfaction should explain more 
variation in service loyalty (Johnson, Anderson, and Fornell 1995). 
 We study these questions using a quasi-experimental study of banking services. Different 
models are contrasted using data where the research instrument transitioned from a transaction-
specific measurement of equity and satisfaction to a cumulative conceptualization of equity and 
satisfaction. We posit and find that equity is more top of mind when the evaluation is transaction 
based. When the evaluation is more cumulative, the role that equity plays in a satisfaction and 
loyalty model depends on whether or not customers have a reason to complain. Even when 
measuring cumulative satisfaction, equity may be an antecedent to customer satisfaction among 
those customers who are relatively dissatisfied and have a reason to complain (as due to a recent 
decline in service or increase in prices). This has important implications for how equity, 
satisfaction, and loyalty are modeled in an applied setting as companies use the output of a 
satisfaction model to allocate resources for quality improvement. 
 We first describe the two views of satisfaction in more detail and develop alternative 
models that relate equity and satisfaction to loyalty. We test these models using a two 
(transaction-specific satisfaction versus cumulative satisfaction) by two (reason to complain 
versus no reason to complain) quasi-experimental design. After establishing the causality in each 
condition, we expand the models to include the effects of service quality, product quality, and 
price on satisfaction and equity in order to test other predictions and illustrate the implications. 
 
TWO VIEWS OF SATISFACTION 
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 Two different conceptualizations of customer satisfaction have evolved over the past 
decade (Johnson 2001). Transaction-specific satisfaction dominated the marketing and consumer 
behavior literature up through the early 1990s (for reviews, see Oliver 1997; Yi 1991). This 
approach defines satisfaction as a customer’s evaluation of his or her experience with and 
reactions to a particular product transaction, episode, or service encounter. Since the early 1990s, 
service and satisfaction research has grown to include an emphasis on cumulative satisfaction, 
defined as a customer’s overall evaluation of a product or service provider to date (Johnson, 
Anderson, and Fornell 1995; Johnson and Fornell 1991). This cumulative satisfaction is central 
to recent national satisfaction index models in Sweden (Fornell 1992), the United States (Fornell 
et al. 1996), Norway (Johnson et al. 2001), and the European Union (Eklöf 2000). 
 These different conceptualizations are more complementary than competing as they serve 
different purposes (Johnson 2001). One advantage of transaction-specific measures is that they 
capture the complex psychological reactions that customers have to a product’s or service 
provider’s performance on a given occasion or over a given time period (Oliver 1997). Another 
advantage is that they allow companies to better track changes in performance that result from 
internal changes and/or quality improvements. When a manager makes changes in response to 
customer feedback, the effectiveness of those changes are more likely to affect customers’ 
perceptions of their most recent episode or experience with the service provider. In contrast, it 
takes time for quality changes to affect more cumulative evaluations (Johnson, Anderson, and 
Fornell 1995). 
 Cumulative evaluations leave the time period of evaluation open. In the national index 
surveys cited above, customers are asked to consider all of their experiences to date when 
evaluating their satisfaction with a product or service (Fornell et al. 1996). Cumulative 
satisfaction recognizes that customers rely on their entire experience when forming intentions 
and making repurchase decisions. Thus, one advantage of cumulative evaluations is that they 
should better predict customers’ intentions and behavior. The recent emphasis on cumulative 
satisfaction reflects a growing interest in understanding customer evaluations and relationships 
over time (Garbarino and Johnson 
1999; Mittal and Kamakura 2001; Mittal, Kumar, and Tsiros 1999). For example, Mittal, Kumar, 
and Tsiros (1999) compared the drivers of satisfaction and behavioral intentions for vehicle 
owners 3 to 4 months after purchase of the vehicle (initial consumption period) and 21 months 
later (later consumption period) using more open (cumulative) evaluations. They found that 
service satisfaction has a greater impact on intentions earlier in the consumption history, whereas 
product satisfaction has a greater impact later on. 
 
EQUITY, SATISFACTION, AND LOYALTY 
 Oliver (1997) defines equity as a “fairness, rightness, or deservingness comparison to 
other entities, whether real or imaginary, individual or collective, person or nonperson” (p. 196). 
Equity theory’s relevance to marketing has been recognized for some time (Huppertz, Arenson, 
and Evans 1978). Stemming from social exchange theory (Adams 1965; Homans 1961), the 
underlying assumption is that interpersonal interactions are repetitive and evolve over time. 
Equity is closely related to the concept of reciprocity in market exchange relationships (Bagozzi 
1975), suggesting that it can be conceptualized as a relatively cumulative perception. 
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 Nevertheless, the tradition in marketing and consumer research has been to measure 
equity perceptions in a relatively transaction-specific fashion (Huppertz, Arenson, and Evans 
1978; Oliver and Swan 1989a, 1989b). Others have compared the explanatory power of equity to 
expectancy value, attribution, performance, and disconfirmation constructs (Oliver and DeSarbo 
1988). Bolton and Lemon (1999) investigated payment equity in ongoing exchanges, whereas 
Tax, Brown, and Chandrashekaran (1998) showed equity’s relevance in service recovery 
situations within relationship marketing. Yet little attention has been paid to the entire history of 
shared interactions, which is critical to understanding intentions and future behavior (Andreassen 
and Lervik 1999; Heide and Miner 1992). 
 Following Bolton and Lemon (1999) and Oliver (1997), we focus specifically on the 
distributive dimension of equity. Our understanding of distributive equity rests on Homans’s 
(1961) rule of justice, where a person’s rewards in exchange should be proportional to his or her 
investments. Equity is the customer’s evaluation of what is fair or right based on a comparison of 
outcomes relative to inputs 
(Bolton and Lemon 1999; Huppertz, Arenson, and Evans 1978). Accordingly, we operationalize 
distributive equity using measures of fairness and outcomes received relative to inputs made. 
 Previous research has shown distributive equity to be an antecedent to product or service 
satisfaction (Bolton and Lemon 1999; Oliver and Swan 1989a, 1989b). Customers incur certain 
prices or costs in exchange for a certain level of quality (or usage in Bolton and Lemon’s cellular 
communication and entertainment service contexts). Distributive equity is the customer’s 
reaction to these inputs to outputs or fairness. Equity, in turn, affects the customer’s overall 
evaluation of the product or service provider, or customer satisfaction. But as argued below, this 
prediction and finding is predicated on a transaction-specific view of both the equity and 
satisfaction constructs. 
 Distributive equity operates in a fashion similar to perceived value (Fornell et al. 
1996).We agree, however, with Bolton and Lemon that value may be a broader construct than 
distributive equity. Fornell et al. (1996) defined value as the ratio of quality received for price or 
prices paid, whereas distributive equity is more the customer’s psychological reaction to inputs 
versus outputs and resulting fairness. 
 
Transaction-Specific Equity and Satisfaction 
 We expect distributive equity to play a very different role in driving satisfaction and 
loyalty depending on the transaction-specific versus cumulative nature of the constructs 
involved. Consistent with prior research, we expect satisfaction to mediate the effects of equity 
on loyalty when equity and satisfaction are transaction specific. Loyalty in this case is a 
behavioral intentions construct. As shown on the left side of Figure 1, equity affects satisfaction, 
which in turn affects loyalty. We label this the equity first model. Our discussion is restricted for 
now to full mediation models. The reason, quite simply, is to avoid saturating the construct 
relationships to provide a stronger test of causality. 
 Theoretically, transaction-specific equity is a more bottom-up or concrete evaluation. 
Within the context of a particular transaction or service episode, customers put forth so much to 
get so much. It is natural that this input versus output or perceived equity is evaluated as the 
service unfolds. In contrast, satisfaction with the episode or transaction is a post hoc or 
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retrospective evaluation. Thus, satisfaction should be directly influenced by perceived equity. 
The main difference between this model and previous ones is that disconfirmation of 
expectations is no longer a separate driver of transaction-specific satisfaction (Oliver and Swan 
1989a). Rather, it becomes one of multiple reflective measures of the satisfaction construct (see 
Johnson, Anderson, and Fornell 1995 for a discussion). 
 
Cumulative Equity and Satisfaction 
 Although prior research has argued for and supported the equity-first model, we expect 
the sequence of cause and effect to change when both equity and satisfaction are measured in a 
more cumulative fashion. As shown to the right side of Figure 1, we posit that equity mediates 
the effect of satisfaction on loyalty in this case, which we call the satisfaction-first model. At the 
heart of the argument is that cumulative satisfaction is an inherently more reflective, attitude-
type construct (Johnson, Anderson, and Fornell 2001). It is the customer’s stored overall 
evaluation of his or her purchase and consumption experience to date with a product or service 
provider. 
 As long as customers are relatively satisfied with the goods and services that they 
purchase and consume, this stored evaluation serves as an anchor within a relatively top-down 
evaluation process. Perceived equity is no longer the starting point in the process. Rather, equity 
becomes an evaluation that customers are more likely to make as they approach the repurchase 
phase of the purchase-consumption-repurchase cycle. Following Johnson (1998), explicit 
judgments such as equity help to bridge the gap between satisfaction and repurchase decisions. 
As a result, equity should have a more direct effect on loyalty than does satisfaction. In the 
satisfaction-first model, customers draw upon their cumulative satisfaction when evaluating 
distributive equity, which in turn should impact loyalty. Put differently, equity is conceptually 
closer and more relevant to the consideration of one’s behavior intentions (loyalty) in the context 
of cumulative evaluations. 
 This argument presumes, however, that customers are relatively satisfied with the product 
or service in question. That is, there is no reason to actively monitor distributive equity. We 
distinguish here between customers who are dissatisfied and have an explicit reason to complain 
(as with respect to the prices they pay or quality they receive) versus those who are relatively 
satisfied and have no reason to complain. We focus on “reason to complain” versus complaining 
customers per se for the simple reason that not all customers who are dissatisfied and potentially 
looking to leave actually complain. 
 If customers are relatively dissatisfied and have an explicit reason to complain, the 
proposed relationship may not hold. Being dissatisfied to the point where you have a reason to 
complain implies that the customer is no longer anchoring on a stored, overall evaluation of their 
experience. Rather, these customers are in a more active problem-solving or bottom-up 
evaluation process (Howard 1977). In contrast to transaction-specific evaluations, equity 
becomes the starting point in cumulative evaluations because of the customers’ need to more 
actively monitor outputs relative to inputs. Thus, when customers are relatively dissatisfied and 
have a reason to complain, we expect equity and satisfaction to behave more as they do in the 
case of transaction-specific satisfaction. Following Oliver and Swan (1989a, 1989b) and Bolton 
and Lemon (1999), equity should be an antecedent to satisfaction and subsequent loyalty for 
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these customers. This is consistent with Smith, Bolton, and Wagner’s (1999) argument that a 
lack of equity among complaining customers is an important driver of satisfaction. 
 Overall, we predict that the nature of the causal relationship linking cumulative 
evaluations of equity, satisfaction, and loyalty is moderated by the customer’s level of 
satisfaction and resulting reason to complain. We do not expect this to be the case for 
transaction-specific operationalizations of the distributive equity and satisfaction constructs, 
which is consistent with Oliver’s (1997) view of transaction-specific satisfaction being a post-
episodic (versus stored) evaluation. An alternative argument is that the difference between the 
transaction specific and cumulative constructs is minor compared to the difference between 
customers who do or do not have a reason to complain and actively reevaluate the fairness of the 
exchange relationship. That is, the equity-first model may be more universally applicable to 
dissatisfied customers with a reason to complain, whereas the satisfaction-first model may be 
more applicable to satisfied customers with no reason to complain. If this were the case, the level 
of satisfaction involved should moderate previous support for the equity-first model. 
 
The Impact of Service 
 Whether customers are evaluating service episodes or more cumulative experiences 
should also have a direct effect on just what drives satisfaction and subsequent loyalty. Contrast 
the pure service component of the service offering (such as the service provider’s understanding 
of customer needs and willingness to help) with the product and price components (such as the 
bank’s facilities, interest rates, and fees). Prior research on the critical incident technique (Roos 
1999; Stauss and Weinlich 1997) suggests that when the research focus is on a particular service 
episode or incident, the emphasis is on “observable human activity” (Flanagan 1954), which in 
this case is the service provider. What people tend to remember about particular service episodes 
or transactions is the service component of the overall service offering. 
 This suggests that transaction-specific surveys of equity and satisfaction may increase the 
relative impact that the pure service component has on loyalty. In contrast, cumulative 
evaluations of equity and satisfaction are more reflective and removed from the human 
interaction. We expect, as a result, that the impact of service vis-à-vis product and price is higher 
for a transaction-specific survey than for a cumulative survey. This prediction is consistent with 
the Mittal, Kumar, and Tsiros (1999) study described earlier. Recall that these authors found 
product satisfaction to have a greater impact on behavior intentions relative to service 
satisfaction as the consumption experience continued to unfold. Whereas these authors use the 
same type of evaluation over a shorter or longer consumption experience, our study uses 
different types of evaluation per se (transaction-specific versus cumulative). 
 
Differences in Loyalty Explained 
 Our contrast of transaction-specific and cumulative satisfaction constructs also provides a 
direct test of the ability of these different evaluations to predict loyalty. It has been argued, albeit 
not shown, that cumulative evaluations are better predictors of loyalty than are transaction-
specific evaluations (Johnson, Anderson, and Fornell 1995). Recall that this prediction is based 
on the argument that customers rely on all of their experiences to date when deciding what to 
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buy or recommend to others. However, this difference has been presumed rather than explicitly 
tested in prior studies. 
 
Hypotheses 
Based on our discussion, we posit the following hypotheses:  

Hypothesis 1. Satisfaction mediates the effect of equity on loyalty under the following 
conditions: 

(a) Equity and satisfaction are transaction specific, and customers are relatively 
satisfied with no reason to complain. 
(b) Equity and satisfaction are transaction specific, and customers are relatively 
dissatisfied with a reason to complain. 
(c) Equity and satisfaction are cumulative, and customers are relatively 
dissatisfied with a reason to complain. 

Hypothesis 2. Equity mediates the effect of satisfaction on loyalty when equity and 
satisfaction are cumulative and customers are relatively satisfied with no reason to 
complain. 
Hypothesis 3. The impact of service on loyalty increases relative to the impact of product 
and price when evaluations are transaction specific as opposed to cumulative. 
Hypothesis 4. Cumulative equity and satisfaction explain greater variation in loyalty than 
do transaction specific equity and satisfaction. 
 

EMPIRICAL STUDY 
Research Design and Survey Data 
 The study was designed as a quasi-experiment using an annual, national survey of 
Norwegian banks. Whereas transaction-specific data were collected in one year, cumulative data 
were collected the next year. We divided the customers in each survey into two segments, those 
with a reason to complain and those without, based on self-reports. The result is a two 
(transaction specific versus cumulative) by two (reason to complain or no reason to complain) 
between-subjects design. 
 The measures in the two surveys were kept as comparable as possible. The overriding 
difference was that, question by question, respondents were asked to consider the last experience 
the customer had with his or her bank in the transaction-specific survey versus their overall 
experience in the cumulative survey. For example, for the satisfaction question, the transaction-
specific survey asked, “How satisfied or dissatisfied were you the last time you visited the 
bank?” In the cumulative survey, customers were asked, “How satisfied or dissatisfied are you 
overall with the bank?” Table 1 presents translations of the original Norwegian questions for all 
constructs as well as the 10-point scales that were used. We recognize that our two loyalty 
measures (likelihood of repurchase and likelihood of positive word-of-mouth) are potentially 
distinct behavioral intentions. Given their high correlation across samples, we model them as 
reflective measures of an overall loyalty construct. 
 The data were collected in the fall and winter of 1998 (transaction-specific survey) and 
1999 (cumulative survey) as part of the Norwegian Customer Satisfaction Barometer using a 
professional marketing research firm. The interviewers used computer-assisted telephone 
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interviews (CATI) both years. The respondents were drawn from randomly sampled households 
based on the closest birthday and range between the age of 18 and 85. The interviewer made up 
to three callbacks, and each interview lasted approximately 15 min. In the 1998 sample, there 
were 156 customers in the reason-to-complain category (45% male/55% female, average age of 
43, 57% with more than a high school education). The 1998 sample contained 739 customers 
with no reason to complain (46% male/54% female, average age of 50, 36% with more than a 
high school education). In the 1999 sample, there were 264 customers in the reason to complain 
category (51% male/49% female, average age of 45, 46% with more than a high school 
education). Finally, the 1999 sample contained 638 customers with no reason to complain (49% 
male/51% female, average age of 49, 43% with more than a high school education). 
 
Estimating the Structural Equation Models 
 Two popular methods for estimating the SEM models with latent variables proposed here 
are covariance structure analysis (CSA) using LISREL and partial least squares. The aim of CSA 
is to explain relationships. Based on maximum likelihood estimation, it is particularly well suited 
to evaluating the relative fit of competing theoretical models (Bagozzi and Yi 1994). CSA is also 
well suited to conducting the multigroup analysis required to determine if the causal models for 
our four populations of customers are indeed different. In contrast, partial least squares (PLS) is 
an iterative estimation procedure that integrates principal-components analysis with multiple 
regression (Fornell and Cha 1994; Wold 1966). Whereas CSA explains covariance, the objective 
of PLS is to explain variance in the endogenous variables in a satisfaction model that has bottom-
line managerial relevance (such as satisfaction or loyalty). Thus, PLS is particularly well suited 
to operationalizing quality, satisfaction, and loyalty models in an applied setting (Johnson and 
Gustafsson 2000; Steenkamp and van Trijp 1996). 
 We use both of these estimation methods. CSA (using LISREL 8.30 software) is used 
first to conduct the multigroup tests. We then use both CSA and PLS to test between the equity-
first versus satisfaction-first models in Figure 1 to assure that our findings are robust to the 
estimation method and fitting objective used (Kujala and Johnson 1993). For brevity, we 
summarize the CSA results and focus on the PLS results. (Details of the CSA results are 
available from the authors.) Finally, we use PLS to operationalize expanded versions of the 
models that include the effects of service quality, product quality, and price on equity, 
satisfaction, and loyalty in order to test Hypotheses 3 and 4. 
 
Summary of the Multigroup Analysis 
 Following Bagozzi (1994) and Bollen (1989), the multigroup analysis was conducted in a 
stepwise fashion. We first performed tests to determine whether the same measurement model 
holds for each group. The factor pattern and loadings were not statistically different across the 
groups, which is consistent with the argument that the overriding change in the survey from year 
to year was the transaction- specific versus cumulative nature of the evaluations. 
 We then tested the groups’ structured means to identify differences in the levels of the 
latent variables. Using the transaction specific/no reason to complain as the comparison group, 
we found that the two groups with reason to complain scored significantly lower on all three 
latent variables (equity, satisfaction, and loyalty differences equal –2.10, –1.63, and –4.87 for the 
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transaction-specific, reason-to-complain group, and –3.06, –1.27, and –0.99 for the cumulative, 
reason-to-complain group). This supports the fact that our respondents with a reason to complain 
are systematically lower on all three constructs in the model. The cumulative, no-reason-to-
complain sample tends to score somewhat higher than the transaction-specific, no reason-to-
complain sample on loyalty (0.39) and slightly lower on perceived equity and satisfaction (–1.67 
and –0.25). The differences are, however, much smaller than those involving the groups with or 
without reason to complain. Finally, we tested whether the traditional equity-first model holds 
for each sample. The chi-square tests suggest that the causal models are different across the 
groups. 
 
The Equity-First Versus 
Satisfaction-First Models 
 Our next step is to analyze the groups separately to see whether the traditional equity-first 
model or alternative satisfaction-first model is the better fitting model. We estimated the models 
for each group using CSA (LISREL) and then using PLS in the reflective mode. As satisfaction 
and loyalty data demonstrate negative skewness (Fornell 1995), we first obtained asymptotic 
variance/covariance matrices (normal scores) for each group so as not to violate the basic 
assumptions for running LISREL. The LISREL fit statistics for the two models across the four 
groups are shown in Table 2. 
 Our focus is on the relative fit of the two models for each sample, as we have constrained 
the analysis to only allow for full mediation. Full mediation avoids saturating the models, thus 
providing a stronger test of the competing causal arguments. (In a subsequent analysis, we relax 
this constraint.) For the two transaction-specific samples, the results support the traditional 
equity-first model. This is consistent with previous support for the model in the service quality 
and satisfaction literature (Bolton and Lemon 1999; Oliver and Swan 1989a, 1989b; Smith and 
Bolton 1998).  We also find support for the equity-first model for that segment of customers who 
provide cumulative evaluations and have a reason to complain. However, the proposed 
satisfaction-first model is superior for the cumulative satisfaction sample with no reason to 
complain. These results support Hypotheses 1 and 2. Overall, this suggests that a different causal 
relationship holds for equity, satisfaction, and loyalty for the majority of subjects who evaluate 
equity and satisfaction as cumulative constructs—those who are relatively satisfied, have no 
reason to complain, and presumably are not actively monitoring distributive equity. 
 The same models were estimated using PLS in the reflective mode (Wold 1966). Fornell 
and Cha (1994) provided guidelines to apply when determining the quality of the models based 
on the output of a reflective PLS analysis. One is communality, or the square of the measurement 
loadings, which should exceed 50% (loadings > .707) to ensure that at least half of the variance 
in the observed variables is shared with the construct. The average communality measures 
exceed the critical value for each model tested. The second criterion used to evaluate the validity 
of the measurement model, specifically the discriminant validity of the model, is to explore 
whether each LV (latent variable) or construct shares more variance with its MVs (measurement 
variables) than it does with other constructs in the model. This is examined by looking at the 
percentage of MV-loadings that exceed the LV-correlations. In this case, there were none. Thus, 
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consistent with the LISREL findings, the PLS results support the validity of the measurement 
model. 
 Of primary interest in the PLS output is the variation explained and the size and 
significance of the path coefficients (Johnson et al. 2001).We use jackknifing to evaluate 
significance for the PLS path coefficients (Fornell and Barclay 1993). The path coefficients were 
significant and positive for each model and sample. (We defer more detailed discussion of the 
path coefficients to the next section when the models are expanded to include product quality, 
service quality, price, and the direct effects of both equity and satisfaction on loyalty.) The 
equity-first model explains greater variation in loyalty than the satisfaction-first model for the 
transaction-specific, no-reason-to-complain sample (34.2% versus 17.6%). The same is true for 
the transaction-specific, reason-to-complain sample (33.8% versus 21.5%) and the cumulative 
satisfaction, reason-to-complain sample (57.1% versus 51.6%). In contrast, the equity-first model 
explains less variation in loyalty than the proposed satisfaction-first model for the cumulative 
satisfaction, no-reason-to-complain sample (33.5% versus 37.8%). The PLS results are thus 
consistent with the LISREL results. The equity-first model is supported in three of the four 
samples, whereas the satisfaction-first model is supported among those customers who evaluate 
cumulative equity and satisfaction and have no particular reason to complain. 
 
Operationalizing the Full Model 
 Having established the appropriate causal sequence for each sample, we now expand the 
models to include the drivers of equity and satisfaction. This full model, presented in Figure 2, 
includes the possibility of partial mediation involving equity, satisfaction, and loyalty. We 
include partial mediation in these models for two reasons. First, allowing both equity and 
satisfaction to explain variation in loyalty provides a direct test of Hypothesis 4. Second, partial 
mediation is common in attitude models (Bagozzi 1994), of which satisfaction models are one 
variation (Johnson et al. 2001). PLS was used to operationalize the full model. The measures for 
price, product, and service are shown in Table 1. These measures remain very comparable from 
1998 to 1999. The exception is for the product construct. Both surveys use a product measure 
related to facilities and equipment. The 1998 survey uses two customer information–related 
questions that are condensed into a single written communication question for 1999, whereas the 
later survey adds a question on the timing of products and services. The price, product, and 
service questions also change from a 1 (very dissatisfied) to 10 (very satisfied) scale in 1998 to a 
1 (very bad) to 10 (very good) scale in 1999. 
 As the reliability and discriminant validity of the measurement models are strongly 
supported in each case, we focus on the predictive ability of the models and the size and 
significance of the path coefficients (based on jackknife estimates). Table 3 presents the path 
coefficients and the variation explained in the latent variables by sample population. 
 The path coefficients illustrate just how equity and satisfaction work together to mediate 
the effects of service, product, and price on loyalty. Notice, for example, that service affects 
loyalty primarily through its effect on distributive equity. As service quality is the best available 
proxy for social equity in the model, and social equity is a primary determinant of distributive 
equity (Festinger 1954), this result has face validity. 
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 The most interesting observation is that the impact of product quality and price does 
increase relative to the impact of service when moving from transaction-specific to cumulative 
evaluations. As predicted, personal interactions with service people are more salient in the 
context of a particular service episode. Because cumulative evaluations are more reflective and 
removed from the purchase or consumption episode, consumers consider a more balanced set of 
influences. Price affects loyalty primarily through its impact on satisfaction, with one exception. 
For those cumulative satisfaction respondents with a reason to complain, the effect is primarily 
through distributive equity. This suggests that customers who are more cumulatively dissatisfied 
are relatively more concerned with the cost part of the equity trade-off, at least for the banks 
studied here. 
 To test Hypothesis 3, we examine the total impact of the drivers on the customer loyalty 
construct. These total effects are particularly important to managers who use impact and 
performance measures to set priorities for quality improvement (Johnson and Gustafsson 2000). 
The total effects for service, product, and price are shown in Figure 3. Although service quality 
is the most important driver in each case, as customer evaluations of the banks are more removed 
from a particular transaction or episode, service decreases in importance relative to product and 
price. That service is relatively more important when the period of evaluation is more 
constrained is consistent with Mittal, Kumar, and Tsiros’s (1999) results. 
 Finally, the predictive power of the models provides strong support for Hypothesis 4. 
More variation is explained in the two cumulative satisfaction models (45% and 63%) compared 
with the two transaction-specific satisfaction models (35% and 34%). This is consistent with the 
purported advantage of cumulative satisfaction over transaction-specific satisfaction—its ability 
to predict (Fornell et al. 1996; Johnson, Anderson, and Fornell 1995). Where the equity-first 
model is appropriate (transaction specific and/or those with reason to complain), the models 
explain more variation in satisfaction than in equity. For the cumulative satisfaction sample with 
no reason to complain, the satisfaction-first model explains more variation in equity than 
satisfaction. This is natural as the variation explained in these two constructs depends on whether 
equity explains satisfaction or vice versa. 
 
CONCLUSIONS AND DISCUSSION 
 Our study explored the role that equity and customer satisfaction play in explaining 
customer loyalty for banking services. We proposed and supported systematic differences in how 
these constructs work as one moves from perceptions of service episodes to more cumulative 
evaluations. In the course of our research, we also explored how the drivers of loyalty and the 
ability to predict loyalty vary from episodic or transaction-specific evaluations to cumulative 
evaluations. Using a quasi-experimental design and national survey data, our study is the first to 
systematically examine these issues. 
 Prior research, conducted in the context of transactions or service episodes, supports a 
relationship where perceived equity, as the psychological reaction to a firm’s value proposition, 
affects loyalty through satisfaction. We argue and show that this is not the case for most of the 
customers who evaluate equity and satisfaction in a more cumulative fashion. For those 
customers who are relatively satisfied with their service provider and have no particular reason to 
complain, equity is not actively monitored. Rather than being an antecedent to customer 
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satisfaction in a bottom-up evaluation process, cumulative satisfaction is the anchor in a more 
top-down evaluation process. Equity is a judgment that bridges the gap between satisfaction and 
behavior intentions. However, for those customers who are dissatisfied and have a reason to 
complain, equity is more top-of-mind, even when making cumulative evaluations. As a result, 
equity is once again a driver rather than a consequence of satisfaction. 
 These findings have important implications for how service companies both model and 
manage equity, satisfaction, and loyalty. Many companies have moved to include more 
cumulative surveys in their customer information systems. This means, however, that 
perceptions of equity may need to be modeled very differently than in the past. The structural 
model may be dependent on the type of relationship that the service company has with its 
customers. For those customers where the relationship is relatively strong, equity is not 
particularly top-of-mind and more likely considered at the repurchase stage. Here a model that 
links satisfaction to equity to loyalty is more appropriate. For those customers where the 
relationship is strained, equity is more likely to directly influence overall evaluations of customer 
satisfaction. Here a model that links equity to satisfaction to loyalty is more appropriate. 
 The difference in models has implications for how customer relationships are managed. 
When customers are dissatisfied to the point where they have a reason to complain, the focus 
should be on improving perceptions of equity or fairness per se. Recall that perceived equity is 
central to a firm’s service recovery efforts (Smith and Bolton 1998). A study by Smith, Bolton, 
and Wagner (1999) suggests that service recovery should be tailored to “fit the crime” so to 
speak. That is, the type or nature of the service failure or cause of dissatisfaction should dictate 
what service recovery method is appropriate. Consider a customer who has experienced a rude or 
embarrassing behavior from a service provider. What the customer really needs is an apology. 
When the service failure results in an economic rather than social loss, such as being 
overcharged for a service, then monetary compensation is appropriate. 
 In contrast, the strategy for maintaining relationships where customers are relatively 
satisfied and have no reason to complain is quite different. Here the goal is to maintain a top-
down evaluation process. The focus is more on reinforcing a customer’s existing satisfaction and 
loyalty and removing any “points of pain” or triggers that could create dissatisfaction and start 
customers down a potential switching path (Roos 1999). Providing these customers with 
information and communication about new and future services is also critical as both future and 
relative attractiveness influence customers’ loyalty intentions (Andreassen and Lervik 1999). 
 We also predicted and found that the type of evaluations that customers make affect the 
impact that price and product have on loyalty vis-à-vis the pure service component of a service 
offering. In the context of a service episode or transaction, the impact of “people” is particularly 
salient. When evaluating their experiences to date, customers are more affected by a balance of 
price, product, and service. This has significant implications for the priority-setting process. This 
process generally looks for those drivers of satisfaction and loyalty where performance is weak 
and impact is high (Johnson and Gustafsson 2000). Our results show that the type of evaluations 
one uses affects these impact scores, thus influencing the priority-setting process. 
 Our final finding supports the contention that cumulative evaluations are better predictors 
of customers’ loyalty intentions. Because customers consider all of their experiences rather than 
just a single episode or transaction when making repurchase decisions, cumulative evaluations 
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should be better predictors of loyalty. Although previously argued (Fornell et al. 1996; Johnson, 
Anderson, and Fornell 1995), this prediction has not been tested. Our findings support this 
prediction in the context of banking services. The variation explained in loyalty increases from 
35% and 34% for our transaction-specific samples to 45% and 63% for our cumulative samples. 
 The primary implication of this finding is that managers should focus more on 
cumulative evaluations when setting priorities for quality improvement. Our results suggest that 
cumulative evaluations provide a more balanced set of impact scores that are better predictors of 
loyalty. Transaction-specific evaluations overemphasize service vis-à-vis price and product, 
which could lead to a misallocation of resources. At the same time, it is important to remember 
that transaction-specific and cumulative satisfaction were developed with different goals in mind 
and are more complementary than competing. The transaction-specific evaluations capture the 
complexity of customers’ psychological reactions to a particular product or service provider for a 
given occasion or consumption episode. Moreover, as argued earlier, transaction-specific 
evaluations should be more sensitive to changes in perceived quality. If a manager is trying to 
evaluate whether a given intervention or process improvement has had an effect, it will show up 
sooner in transaction-specific evaluations. This suggests that there is significant value in 
maintaining both transaction-specific evaluations and cumulative evaluations within a 
company’s customer information system (Johnson and Gustafsson 2000). 
 An important advantage of our quasi-experimental study is that we focus on the actual 
experiences of representative samples of bank customers. Naturally, quasi-experiments have 
their limitations. Our design manipulates transaction-specific versus cumulative evaluation 
between 2 years of data collection. This confounds the manipulation with the year in which the 
data were collected. With respect to the price, product, and service questions, there is also a 
change in scale (although not scale points) from year to year. However, neither one of these 
differences provides a ready explanation for our findings. Another limitation of using cross-
sectional surveys is that the measures in our database share a common method-related variance. 
This likely inflates the covariance across the measures and the estimated impacts in the models. 
Keep in mind, however, that our focus is on relative differences across samples rather than the 
absolute size of any particular effect. We also focus on a single service industry—banks. 
Although financial services are an important service industry, it will be important to test out 
predictions in other categories as well. Finally, our loyalty construct is a survey-based measure 
of behavior intentions, not actual behavior. Extending our research to the effects of actual loyalty 
and profitability is a natural direction for future research. 
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