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ABSTRACT

This study will examine the relationship between the impact of service failure and service
recovery on customer satisfaction and loyalty. The research objective was to determine the
effect of service failure can be up to customer loyalty. The object of this research is
customers who use expedition services located in Jakarta. This research method uses
quantitative methods using a questionnaire measuring instfrument. The sampling tfechnique
used is simple random sampling. To analyze the data using SEM (Structural Equation
Modeling) analysis tools with Lisrel. The results of this study conclude that, first, service failure
affects service recovery. Secondly, service recovery affects customer loyalty. Third, service
recovery affects customer satfisfaction, and the last fourth of customer satisfaction also
affects customer loyalty.
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INTRODUCTION

The main business strategy in service marketing and management activities is to retain
customers and increase customer satisfaction (Dawi et al., 2018). Technological
development in the digital era is currently growing and bringing in many new competitors in
freight forwarding services. One of the service companies is a company that is engaged in
providing goods delivery service. Thus, the service company must focus on customer
satisfaction and pay more attention to the complaints from customers because the role of
customers is very important for the company to achieve success of the service company. A
service company cannot avoid service failure. If it is not handled correctly, it can result in
negative things for the company, which will lead to customer dissatisfaction (Hua, 2012).
Therefore, service companies must avoid losing customers to remain profitable and learn o
be better at responding to service failure properly (Matfikiti ef al., 2018). The service recovery
efforts are the most effective way to ensure customers meet the desired expectations (Pai ef
al., 2019). Through service recovery, there will be potential to create more goodwill from

consumers if another mistake occurs (Palich et al., 2000). The improvement of service quality
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is related to customer loyalty. Thus, if there is a development in the service received by
customers, it will impact customer loyalty (Nurlitasari and Syah, 2016). Loyal customers will be
the main strength of the relationship between buying behavior and the customer's personall

relationship with the company (Boo, 2017)

Based on Keiningham et al. (2014), it was found that customer satisfaction has a positive
influence on Service failures that do not result in physical damage. The example does not
typically address the severity of service failures, like those that result in injury or death to the
Airline Industry. Matikiti et al. (2018) also found that service failure has a positive effect on
service recovery. Research from Christina et al. (2019) also found a positive influence on the
relationship between fairness in service recovery and customer loyalty. Cheng et al. (2008)
suggested that the relationship between customer satisfaction and strong customer loyalty
can prevent customers from moving to other competitors. Many researchers have supported
the idea that customer satisfaction is a determinant that affects customer loyalty (Loureiro,
2010). Currently, many people view that service failure will further decrease the service
provided to customers. However, from the beginning of the emergence of service failures, it
can be the initial process of learning to correct all mistakes to customers and provide the
best service to customers to loyalty. So the novelty of this research can consider the
relationship of service failure, customer recovery, customer satisfaction, and customer
loyalty, whether it has a strong relationship between each other or weakening of all these
variables. In addition, previous studies have mainly researched airlines and restaurants
Keiningham et al. (2014). In comparison, this research was conducted on freight forwarding
companies. This study aimed to determine the effect of service failure on service recovery,
service recovery on customer loyalty, service recovery on customer satisfaction, and the

influence of customer satisfaction on customer loyalty.

LITERATURE REVIEW AND HYPOTHESES

Relationship between Service Failure and Service Recovery

The severity of service failure has been described by Lai and Chou (2015) as the way
customers view the service failure magnitude, if the service failure occurs more frequently,
customers will feel a large loss. Keiningham et al. (2014) found that the severity of service
failure had a significant positive impact on recovery expectations in the airline industry.
Service failure can occur when customers have negative feelings, are not saftisfied, or have

an unpleasant experience when being served (Pugh, 2001).
The severity of service failure has been described by Lai and Chou. (2015) as the way

customers perceive the magnitude of service failures that have occurred. If the service

failure is more intense, the customer would feel a significant loss (Liaw et al., 2012).
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Keiningham et al. (2014) found that the severity of service failure had a negative impact on

service recovery expectations in industrial airlines. Service recovery can occur from what has

been done by a service provider in response to service failure (Weun et al., 2004). Service

failure has a negative impact on satisfaction and customer service recovery (Santos and

Boote, 2003). Thus, the research of Smith and Bolton (2002) stated that the important role of

service recovery could consistently achieve satisfaction in a service failure situation. Thus, the
hypothesis that can be formulated is as follows:

Hi: Service failure has an effect on service recovery.

Relationship between Service Recovery and Customer Loyalty

After a service failure, customers often expect the service provider to consider steps to
ensure service recovery (Pai et al., 2019). Keiningham et al. (2014) found that the severity of
service failure significantly impacted recovery expectations in industrial companies. Seon
Hee. (2016) also found a significant relationship between failure severity level and service
recovery. Sarkar Sengupta ef al. (2015) proposed that recovery measures for service failure
would positively affect customer behavior, strengthen the relationship between the customer
and the company, and increase customer loyalty; on the contrary, improper service

recovery will increase customer dissatisfaction.

Service recovery is required fo restore customer loyalty from service failure (Fan et al., 2015).
Service recovery is the action of the service provider to resolve customer service failure
complaints (Dong et al., 2008). Service recovery aims to turn customer dissatisfaction into a
satisfied condition that can build company relationships with customers (Pai, Ko and Santos,
2019). From the literature above, the proposed hypothesis is as follows:

Ha: Service recovery has an effect on customer loyalty.

Relationship between Service Recovery and Customer Satisfaction

Customer satisfaction is an overall or global customer assessment of the extent to which
service performance is in line with expectations (Anderson and Sullivan, 1993). Customer
satfisfaction can be described as a process. Currently, the most widely adopted process
theory is "expectancy-disconfirmation,” in which satisfaction can be viewed as exceeding
customer expectations (Johnston, 2007). Researchers have also proven that there is positive

satisfaction associated with disconfirmation (Loureiro, 2010).

In other words, customers receive more benefits than they expect. A fransformation, their
experience is greater than the level of satisfaction. The service recovery literature shows that
the disconfirmation of this model is appropriate in the service recovery situation, which shows

that customer satisfaction with service failure and recovery has an effect on service
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satfisfaction (Boshoff, 1997; Spreng and Page (2003). Based on the research of Christina et al.
(2019), when a customer experienced a service failure, the level of satisfaction would be
higher after service recovery attempts were made than in a situation with no service failure
occurred.

From the above literature, the hypothesis that is proposed is as follows:

Hs: Service recovery has an effect on customer satisfaction.

Relationship between Customer Satisfaction and Customer Loyalty

The fairness perceived by the customer can affect the level of customer satisfaction on the
service recovery strategy (Kau and Loh, 2006). Service recovery serves as a key factor in
obtaining customer satisfaction, increasing customer loyalty (Ajami et al., 2018). Research by
Mccollough et al. (2000) shows that higher recovery performance will increase satisfaction

support for service recovery.

Failure to perform a service can cause dissatisfaction on customers when the service is not
repaired or restored (Andreassen, 2000). Thus, based on the result of the research conducted
by Terry Kim et al. (2009), safisfaction and service recovery positively affect customer
relationship variables, such as; trust, WOM (Word of Mouth), and intention to revisit. From the
above discussion, the following hypothesis is obtained:

Ha4: Customer satisfaction has an effect on customer loyalty.

Based on the theoretical framework above, thus the research model can be described in

Figure 1 below:

Service
Recovery

Service Customer
Failure Satisfaction

Customer
Satisfaction

Figure 1. Conceptual Model
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RESEARCH METHODS

Based on this research, we chose a location for companies engaged in the freight
forwarding service sector in DKI (Special Capital Region of) Jakarta. Those are JNE, Sicepat,
Anteraja, JNT companies. Those freight forwarding companies were chosen because they
are some of the most developed companies in the freight forwarding service sector and are
still widely used by their customers. The sampling fechnique used in this research was the
simple random sampling fechnique because the sampling of members of the population
was carried out randomly without looking at the strata in the populafion (Levy and
Lemeshow, 2008). The population of this research is to distribute questionnaires online with
google form to consumers who have used the freight forwarding service of PT Jalur Nugraha
Ekakurir (JNE), PT Global Jet Ekspres (JandT Express), PT Tri Adi Bersama (Antaraja), PT Sicepat
Ekspres (SiCepat) that located in Jakarta.

This research used a quantitative approach with secondary data because collection from
the questionnaire survey method. The time of this research in data collection was carried out
in November 2020 for 30 days by distributing questionnaires to respondents fo fill out the
questionnaire via a google form. In measuring the research instfrument, this research used a
Likert scale, consisting of 4 alternative answers, as follows: strongly disagree (SD); disagree

(D); agree (A), strongly agree (SA) (Brenneman, 2005).

The instrument used in measuring service failure is based on instruments from Nikbin et al.
(2012), which includes four questions with the Stability indicator and its operational definition.
It is a strategy that emphasizes the increase or absence of service problems. Controllability

and its operational definition is an important role that can control and provide feedback.

The instrument used in measuring service recovery is based on Boulding et al. (1993), which
includes 15 questions with the Customer-Directed Extra-Role Behavior indicator. Its
operational definition is the extra behavior aimed at customers, distributive justice. Its
operational definition is a decision taken with the service provided, interactional justice, and

its operational definition is procedural justice.

The instrument used in measuring customer satisfaction is based on Li-hua (2012), which
includes seven questions with the decision to choose an indicator and its operational
definition is the decision to choose Overall satisfaction. Its operational definition is the overall
satisfaction, or in general, it is making the right decision, and its operational definition is to

make the right decision.
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The last instrument used in measuring customer loyalty as an endogenous variable refers to
the instrument developed by Lin and Ding (2007), which includes six questions with the Word
of mouth (WOM) indicator. Its operational definition is a word of mouth delivery, switching

behavior, and its operational definition is a shifting behavior.

Before being used in actual research, the questionnaire instrument was tested on 30
respondents outside the population from the actual research sample. This frial was
conducted to find out which instrument was made with good results because an instrument
would affect the correctness level of the data. The value of validity and reliability can show
whether the instrument is good or bad (Brenneman, 2005). Thus, whether or not this
instrument is suitable for the research on customers who use freight forwarding service in
Jakarta could be seen. The result of the validity and reliability test of the 32 questions is as
follows, 28 questions are declared as valid and reliable with Kaiser-Meyer-Olkin (KMO) > 0.500
and Cronbach’s Alpha value of 0.600.

The validity test results for the statement of service failure, service recovery, and customer
loyalty variables were all declared valid, provided that the value of KMO and MSA (anti-
image correlation) > 0.500 with 1 component matrix. Meanwhile, in the validity test of
customer satisfaction, not all statements were valid, and that is in CS3 (0.714) with @
component matrix of more than 1. In the reliability test, all statements of service failure,
service recovery, customer satisfaction, and customer loyalty variables have been declared
reliable with Cronbach’s alpha > 0.6, which shows good reliability (Brenneman, 2005). Thus,
after analyzing the pre-test results of 30 respondents, the next step is fo conduct a Structural
Equation Model (SEM) test. According to (2014), the provision of the number of samples is
five times the number of statements, and the number of samples in this study is 160 samples
(32 x 5).

RESULTS AND DISCUSSION

The result of the research from 160 customer respondents who use freight forwarding service
from PT Jalur Nugraha Ekakurir, from PT Jalur Nugraha Ekakurir (JNE), PT Global Jet Ekspres
(JandT Express), PT Tri Adi Bersama (Antaraja), PT Sicepat Ekspres (SiCepat) in Jakarta shows
that the majority of respondents are women by 54.38%, age 26-35 by 37.50%, PT Jalur
Nugraha Ekakurir service by 30%. This shows that customers who use freight forwarding
services are women age 26-35 years and the freight forwarding company from PT Jalur

Nugraha Ekakurir.

The measurement results of the construct validity test in this research show that all are valid.

All indicators in the variable service failure, service recovery, customer satisfaction, and
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customer loyalty have a factor loading value with a good fit (> 0.50). The t-value is greater
from the t-table (1.96) with a significance level of 5%. The construct reliability test meets the
reliability requirements if the CR (Construct Reliability) value is above 0.60 and the VE
(Variance Extracted) value is above 0.50 (Hair et al. 2014). All the CR values meet the reliable
requirements, including values greater than 0.60, on the service failure variable (0.94), service
recovery (0.94), customer satisfaction (0.92), and customer loyalty (0.91). Likewise, all the VE
values meet the reliable requirement (> 0.50), (0.80) for the service failure, (0.81) for the

service recovery, (0.66) for customer satisfaction and customer loyalty at (0.67).

The next step is fo analyze the structural equation model by looking at the R? value for each
equation to find out how far the independent variables can manipulate the dependent
variable. The first analysis, SR (Service Recovery), is influenced by SF (Service Failure) with an
R2 of 0.78. This means that 78% of the variants of SR (Service Recovery) can be explained
from the SF (Service Failure) variable. The remaining 22% can be explained by other variables
that are excluded in this research. The second analysis, CS (Customer satisfaction), is
influenced by SR (Service Recovery) with R2 of 0.79. This means that 79% of the variants of CS
(Customer satisfaction) can be explained by the SR (Service Recovery) variable. The
remaining 21% can be explained by other variables excluded in this research. The third
analysis is that LC (Customer Loyalty) is influenced jointly by SR (Service Recovery) and CS
(Customer satisfaction) with R2 of 0.91. This means that 91% of the variants of LC (Customer
Loyalty) can be explained by the SR (Service Recovery) and CS (Customer satisfaction)

variables. Other variables can explain the remaining 9% that are excluded in this research.

The goodness of fit test for all models consists of several SEM criteria that can be used. Based
on the analysis of groups 1 to 7 of this research, almost all fest results have a good fif,
including Chi-Square, ECVI, AIC and CAIC, and Fit Index. The obtained results show close fit
results on RMSEA and marginal fit results on Critical N and Goodness of Fit. Thus, it can be
concluded that the overall fit of this model has met the requirements. Based on the previous

description, can be seen from the following table and figure :
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Table 1.

Construct Reliability and Variance Extracted Calculation Results

Variable Standard Error Construct Reliability Variance Extracted

Loading > STd. (& STd. > CR Standard ) (Std. VE
Loading Loading)? Error Loading? Loading)?

Service Failure

SF1 0,93 0,13 3,57 12,74 0,81 0,94 0,86 3,19 0,80

SF2 0,94 0,12 0,88

SF3 0,87 0,24 0,76

SF4 0,83 0,32 0,69

Service Recovery

SR1 0,87 0,25 3,59 12,89 0,77 0,94 0,76 3,23 0,81

SR2 0,93 0,14 0,86

SR3 0,93 0,13 0,86

SR4 0,86 0,25 0,74

Customer satisfaction

SC1 0,72 0,48 4,92 24,21 2,11 0,92 0,52 4,05 0,66

SC2 0,83 0,31 0,69

SC4 0,86 0,42 0,74

SC5 0,87 0,25 0,76

SC6 0,78 0,39 0,61

SC7 0,86 0,26 0,74

Customer Loyalty

LC1 0,86 0,25 4,15 17,22 1,71 091 0,74 3,45 0,67

LC2 0,76 0,43 0,58

LC3 0,89 0,38 0,79

LC4 0,84 0,30 0,71

LC5 0,80 0,35 0,64

Chi-Sguare=151.11, df=137, P-wvaluese=0.19363, BMSE&=0.025

Figure 2. Path Diagram of T-Value
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Based on Figure 2, Path Diagram of T-Value, thus the hypothesis in this research can be seen

in the table below:

Table 2.
Hypothesis Test for the Research Model

T-Value

Hypothesis Hypothesis Statement Description
(>1,96)

Service failure has a positive effect on service

H1 recovery. 11,73 Significant

H2 Service recovery has an effect on customer loyalty. 2,83 Significant
Service recovery has an effect on Customer

H3 Satisfaction. 9,85 Significant
Customer satisfaction has an effect on customer

H4 loyalty. 6,02 Significant

Source: SEM data processed using Lisrel

Based on the hypothesis fest table above, it is known that all variables have a T-Value above

1.96. Thus, this research supports all the established research hypotheses.

Discussion

This study infends to exploit the influence and relationship of each variable between service
failure, service recovery, customer satisfaction, and customer loyalty. In the test of the first
hypothesis (H1), it is found that service failure has an effect on service recovery in freight
forwarding consumers. This means that service failure will be repaired by service recovery for
the freight forwarding customers. Service recovery can occur from what has been done by
service providers in response to service failures fo customers (Weun, Beatty and Jones, 2004).
The existence of service recovery is a process to return aggrieved customers to be more
satisfied with the organization after the service or product failed (Stratemeyer et al., 2014).
Service Recovery includes actions and activities that service providers adapt to "repair,
modify, and recover from losses suffered" by the customer due to the service lack (Role et al.,
2020). The results of this research support prior research from Ye and Luo (2016), which stated

that service failure was found to affect service recovery positively.

This research has proven an effect from service recovery on customer loyalty in freight
forwarding service consumers (H2). If complaints are not handled properly, it will result in
consumer dissatisfaction, separation with the used service, and many consumers telling their
disappointment to others. Thus the company will experience a loss of customers (Witt et al.,
2008). Loyalty can refer to the passionate commitment held by customers to repurchase or

repurchase a preferred product or service over and over again (Atuo and Kalu, 2017). Leow,
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(2015) also found that the service recovery process influenced customer satisfaction and

customer loyalty with cases in the airline industry.

This research states that service recovery influences customer safisfaction in freight
forwarding service consumers (H3). If the complaints of problems from the customers have
been handled, then the customer will be safisfied with the use of the freight forwarding
service. Loureiro (2010) also found that service recovery has a positive effect on customer
satisfaction. Improving conditions for service recovery will provide opportunities to increase
customer satisfaction (Morrisson and Huppertz, 2010). Service recovery must have a strategy
that is considered effective in restoring the company's image to restore customer trust so that
customers become loyal returns (Miyonga, 2019). Customers will receive more benefits than
they expect from service recovery, which will increase customer satisfaction (Kim et al.,
2009).

Thus, customer safisfaction influences customer loyalty in freight forwarding service
consumers (H4). Customers who are satisfied with the freatment and services provided will
become loyal customers to use the freight forwarding service. Customer safisfaction can
provide benefits, including a more harmonious relationship between the service provider and
customers, giving a good impression to consumers, and creating customer loyalty (Flint,
Blocker and Boutin, 2011). The higher consumers' satisfaction and loyalty towards the
company, the more competitive and profitable the company (Bian et al., 2019). This
research results follow Ajami et al. (2018), which stated that customer loyalty had been found

to have a positive impact.

CONCLUSION

This study's main purpose is to empirically analyze the effect of several variables from service
failure to customer loyalty in shipping companies. The business strategy that has been formed
in management activities is declared capable of retaining customers to continue using the
expedition services. The main confribution of this research is to find out how far customers
who feel disappointed from using expedition services can feel satisfied and loyal from the

services and services that have been provided.

Based on the results of this study, it is concluded that service failure influences service
recovery, which means that a failure in service can be repaired by service recovery as the
responsibility that freight forwarding service consumers have experienced. Service recovery
has a positive effect on customer loyalty. If a customer has been provided a service
recovery, the customer can become loyal and continue using the freight forwarding service.

In this case, the service recovery also has an effect on customer satisfaction. Customers who
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have already experienced service recovery from the freight forwarding service will be more
safisfied. Thus, customer satisfaction has a positive influence on customer loyalty. The
satisfaction experience felt by customers when using freight forwarding service can make

the customers repurchase at the company and might become loyal customers.

The implication of this research is expected to be useful for freight forwarding companies in
Jakarta, which can be used as an illustration of a good service flow from the start of
experiencing service failure that can be repaired by service recovery, which can make these
customers satisfied and loyal to the freight forwarding service companies. The implicatfion of
this research for researchers is to add the price variable as moderation. The objective for the
formation of this price is to find out whether it can increase the relationship between these

variables or even reduce it.

The limitations of this research can be considered for further research. This research used a
questionnaire as a measuring tool to save time and effort. However, this questionnaire has a
limitation in providing questions. There is a possibility that the respondent did not answer the
questionnaire in real terms and only answered by filling out the questionnaire based on the
ideal condifions expected and not the actual conditions that occurred. In addition to that,
there is a limitation in distributing questionnaires that were only conducted in Jakarta city.
Further research can be carried out in different places with more respondents to improve the
accuracy of the analysis data and add research variables as moderation, such as price, to

obtain more robust data results and more various variables to study.
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