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The interconnections of customer loyalty, employee engagement and business 

performance have been separately examined in several previous studies but actu-

ally a coherent study combining all of these components together has been lack-

ing. This thesis aims to study all of these components and their interrelations at 

the same time in order to understand the organization as a one whole.  

The thesis includes an encompassing review of the previous studies related to 

customer loyalty and employee engagement. The theory presents both the theo-

retical approaches and the empirical findings from the earlier literature and builds 

therefore a strong fundament for the empirical part of this thesis. The empirical 

data in this thesis was provided by three case companies of a Nordic group oper-

ating in a business-to-business professional services branch and it used the Net 

Promoter Score method for measuring both customer loyalty and employee en-

gagement. 

Overall it was found that the employees and their attitudes can have a great im-

pact on the customers and their attitudes, which, in turn, can influence the busi-

ness performance of a business unit. Additionally, it was found that the negative 

attitudes are way more powerful than the positive ones and require therefore more 

energy in the organization. The thesis left also interesting research questions open 

and provides therefore an intriguing study field for the future researches.   
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Asiakasuskollisuuden, henkilöstön sitoutuneisuuden ja taloudellisen suorituskyvyn 

välisiä yhteyksiä on erikseen tarkasteltu useissa aiemmissa tutkimuksissa, mutta 

varsinaisesti nämä kaikki samaan yhdistävää tutkimusta ei juuri aiemmin ole ollut. 

Tämän pro gradu -tutkielman tavoitteena onkin tarkastella edellä mainittuja organi-

saation osia ja näiden välisiä yhteyksiä, jotta voidaan ymmärtää organisaatio yhte-

nä kokonaisuutena. 

Tutkielma sisältää kattavan katsauksen aiemmista asiakasuskollisuuteen ja henki-

löstön sitoutuneisuuteen liittyvistä tutkimuksista. Teoriaosio esittelee sekä teoreet-

tiset menetelmät että empiiriset löydökset aiemmasta kirjallisuudesta ja rakentaa 

täten vahvan perustan tutkielman empiiriselle osuudelle. Empiirinen aineisto on 

tässä tutkimuksessa kerätty pohjoismaisen konsernin kolmelta sisaryhtiöltä, jotka 

tarjoavat asiantuntijapalveluja yrityksille, ja siinä on hyödynnetty Net Promoter 

Score -menetelmää sekä asiakasuskollisuuden että henkilöstön sitoutuneisuuden 

mittarina. 

Kaiken kaikkiaan havaittiin, että henkilöstöllä ja heidän asenteillaan on suuri vaiku-

tus asiakkaisiin ja näiden asenteisiin, jotka osaltaan taas vaikuttavat tulosyksiköi-

den taloudelliseen suorituskykyyn. Lisäksi havaittiin, että negatiivisilla asenteilla on 

positiivia asenteita enemmän vaikutusta ja vaativat siksi enemmän energiaa orga-

nisaatiolta. Tutkielma jätti mielenkiintoisia tutkimuskysymyksiä avoimiksi ja tarjoaa 

täten kiintoisan tutkimuskentän tuleville tutkimuksille.  
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1 INTRODUCTION 

 

It is generally accepted that both employees and customers have an important role 

in building and developing a successful company. This has been also theoretically 

modeled and conceptualized. However, it is surprising how few researchers have 

examined and tested the relationships and interconnections between these entities 

empirically. It is assumed, but definitely not unambiguous, that customer and em-

ployee satisfaction and loyalty lead directly to better business performance. To 

understand better and more deeply these relations and interconnections, empirical 

evidence is needed.  

This thesis aims to introduce the theoretical approaches of both customer loyalty 

and employee engagement, which can help researchers and managers to have 

more insight into these concepts. Besides the theoretical approaches, empirical 

real-world data will be analyzed to understand more on how the theory reflects the 

real business world and what has impact on what. 

The purpose of this introductory chapter is to present the content of this master’s 

thesis and to explain how this research is positioned in contrast to the former liter-

ature. In addition to the background, this introduction will shortly define the theoret-

ical framework, the key concepts, the research problems and delimitations as well 

as the research methods used in this thesis.  

 

1.1 Background 

 

The concepts of customer relationship management as well as human resources 

management seem to be more important than ever due to the hard economic de-

pression, when efficiency is needed everywhere. Acquiring new customers and 

recruiting new personnel is argued to be more expensive than keeping the old 

ones. Earlier research has shown that it can be even five times more expensive to 

acquire a new customer in comparison to keeping an existing one (Issa 2014; 

McDonald et al. 2000, 167). It is logical to say that this applies to the workforce as 
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well: recruiting and educating new personnel requires surely more resources com-

pared to keeping the existing, efficient employees with routines. 

When talking about customer orientation it is well known that nowadays many 

companies and organizations market themselves as customer-oriented or custom-

er-centric. However, the past research has shown that these market claims rarely 

reflect the truth (Buttle 2009, 5). For example Heli Arantola (2006) has found out 

that companies do gather and collect a lot of customer data via several channels, 

but the use and the utilization of the collected customer data is on a low level. In 

her research the data seemed to be followed up and analyzed systematically and 

continuously only seldom. In contrast, the randomly collected data could not be 

utilized (Arantola 2006, 134-135). This shows that even though the concept of cus-

tomer orientation is discussed a lot, the managers’ true understanding of this is still 

developing. 

Beside customer surveys, researchers have also noticed that the popularity of 

employee attitude surveys is growing (Kersley et al. 2006, 68). What is discussed 

in regards of customer surveys, applies also to employee surveys: the growth in 

interest or the growth in use of surveys does not automatically guarantee the 

managers or organizations really to be able to utilize the data and benefit from the 

findings. Wrong assumptions might lead to wrong actions if the data is not handled 

correctly. For example managers might still nowadays often assume that employ-

ee engagement is easily strengthened by increasing salary and some extra finan-

cial incentives. However, as Kurt Weyerhauser, managing partner at Kensington 

Stone Associates, argues, bigger and better titles or salaries are meaningless if 

mentoring and experience-gathering opportunities are forgotten (Patton 2008, 32). 

Even though financial rewards are still vital to employee commitment and perfor-

mance, money alone will not energize the employees or boost performance, be-

cause people want more than money - they want to be needed, valued and appre-

ciated (Laabs 1998).  

As the theory of this thesis shows, combining these above presented entities, cus-

tomers and employees, together in one research seems a pretty seldom way to 

conceptualize organization’s different parts and the way how organization can im-

prove its performance. In contrast the earlier literature has focused mainly on ei-
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ther one at a time. For example, there is a lot of research on customer loyalty, be-

cause it is obvious that without customers no company can survive. It is also obvi-

ous that the employees are besides the customers an important part of the organi-

zation, because they are the ones who are mostly in contact with the customers. 

Therefore also the research regarding employee management is broad. However, 

despite the fact that these entities are so important parts of the organization there 

is surprisingly less research on the interconnections of them.  

In the 21st century the debate regarding this issue has arisen little bit. There has 

been even confrontation between these two concepts. For example Aquila (2007) 

questions rhetorically, whose loyalty is worth more: clients’ or employees’? Aquila 

(2007) notes that, in order to improve client loyalty and satisfaction, more attention 

needs to be given to ensure employee loyalty (Aquila 2007, 27). Therefore neither 

of these concepts should be prior to the other. According to Aquila’s (2007) notion 

employee loyalty affects customer loyalty. Still nowadays, the amount of empirical 

evidence on these connections is not huge. Some of the few studies conducted in 

this field will be presented in this thesis.  

As a conclusion, it can be noted that there is a lot to be examined and empirically 

tested about the interconnections between customers and employees of the or-

ganization and about whether and how they can affect company’s performance. 

This thesis aims to give more insight into these issues. A deeper understanding of 

these relationships and interconnections as a whole can widen the theoretical re-

search field but also give more tools to the managers who might feel that there is a 

huge gap between the theories and their daily work. 

 

1.2 Theoretical Framework and Key Concepts 

 

The theory of this thesis looks into both customer loyalty and employee engage-

ment, but in order to understand these concepts it is needed to first define the 

larger theoretical frameworks of these fields. When talking about customer loyalty, 

it is important to understand the concept of customer relationship management 

(CRM) which is “the overall process of building and maintaining profitable custom-
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er relationships by delivering superior customer value and satisfaction” (Armstrong 

& Kotler 2009, 45). The CRM focuses mainly on improving the customer-centric 

business, where the most important fields are adding customer value and collect-

ing, distributing and utilizing customer data (Buttle 2009, 4-5). 

Delivering customer value requires a company to have a real insight in the process 

where the customer creates value to itself. This insight improves the customer re-

lationship management in a company because it helps the company to match and 

rearrange its processes so that the value is created to both the customers and it-

self. (Storbacka & Lehtinen 1997, 19)  

Besides CRM another popular concept in business literature is the customer expe-

rience management (CEM), which gets even closer to the concept of customer 

loyalty. The researchers Meyer and Schwager (2007) have made a clear compari-

son between the concepts of CRM and CEM, where they show that the major dif-

ference is in the definition: whereas the CRM captures and distributes what the 

company knows about a customer, the CEM captures and distributes what a cus-

tomer thinks about a company (Meyer & Schwager 2007, 120). It is important to 

understand this distinction to understand the context of this research better. The 

concept of CEM exists mainly only in practical business guides rather than in the 

real academic theory, probably due to its problems of conceptualizing and measur-

ing (Palmer 2010, 204). It is however worth mentioning in this context, because it 

relates closely to the subject of this thesis and because it is, according to Palmer 

(2010), going to stay in the business literature also in the future. 

As the customer experience management (CEM) looks from the customer’s per-

spective, it affects the concept of customer satisfaction and customer loyalty close-

ly. Even though it is justified to talk about the satisfaction and loyalty at the same 

time, distinction between these concepts is inevitable and will be explained in the 

theory part of this thesis. A generally accepted meaning of customer satisfaction 

states that customer satisfaction depends on “the product’s perceived perfor-

mance relative to a buyer’s expectations” (Armstrong & Kotler 2009, 46). Even 

though this definition refers only to products, it seems natural to expand the mean-

ing of this definition to affect also services. 
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Some researchers might consider customer satisfaction to lead directly to custom-

er loyalty but in this research it is shown through earlier research that customer 

loyalty is its own entity which is not only dependent on satisfaction but should be 

seen as broader concept. Neither does this research want to consider customer 

loyalty as a pure measurement of repeat purchases because these kind of simple 

definitions lack the psychological aspect of the customer behavior. Therefore Oli-

ver’s (1999) definition of customer loyalty in this context is the most suitable. Ac-

cording to it customer loyalty is “a deeply held commitment to rebuy or repatronize 

a preferred product/service consistently in the future, thereby causing repetitive 

same-brand or same brand-set purchasing, despite situational influences and 

marketing efforts having the potential to cause switching behavior” (Oliver 1999, 

34).  

Employees and their managing is the other big entity of this research’s theory. To 

understand employee engagement and commitment, at which the theory aims, it is 

important to present the broader concept human resources management (HRM).  

HRM can be understood as a view of people management in which employees are 

treated as valuable assets and the aim is to achieve behavioral consistency and a 

culture of commitment by focusing on the attitudes, beliefs and commitment of 

employees (Price 2007, 20-21). This definition of HRM suits this thesis the best, 

because the aim and the study target are similar; to measure whether there are 

some positive business outcomes of achieving behavioral consistency and a cul-

ture of commitment.  

The literature shows that employee engagement has become a popular term, but 

according to Saks (2006), the theory and empirical research of this topic has not 

expanded broadly yet. At least until year 2006 most of the writings about this 

theme have been found in practitioner journals, where the basis is naturally in 

practice rather than in theory and empirical research (Saks 2006, 601). This shows 

that the topic, although being popular, still remains pretty new and unexplored field 

theoretically.  

When talking about employee engagement or organizational commitment, the lat-

ter of which seems as a term theoretically more studied, it is important to under-

stand the definition of commitment. Commitment can be characterized through the 
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objective of the commitment and in the business research at least the following 

have been studied as objectives of commitment: organization, job, occupa-

tion/career, goal, organizational change and strategy (Meyer & Herscovitch 2001, 

302-303). As the research field includes various definitions, it depends on the re-

searcher which one to use.  

One of the earliest definitions of organizational commitment is from the research-

ers Mowday, Steers and Porter (1979). They define organizational commitment as 

the relative strength of an individual’s identification with and involvement in a par-

ticular organization (Mowday et al. 1979, 226). The other concept employee en-

gagement, which is used more practically, can be shortly and simply defined as 

the extent to which employees feel passionate about their jobs, are committed to 

the organization, and put discretionary effort into their work (CustomInsight 2015).  

According to some researchers the term employee engagement includes the defi-

nition of both job engagement and organization engagement (two objectives), and 

that there should be made a clear distinction between these dimensions (Saks 

2006, 615). It is therefore inevitable to clarify that in this thesis the definition of 

employee engagement is seen as a concept where the emphasis is on the organi-

zational side (rather than on the job engagement) and it should be treated as a 

synonym for the concept of organizational commitment. These definitions will be 

presented thoroughly in the theory of employee engagement. 

It is important not to confuse with the definitions of employee satisfaction and em-

ployee engagement (or organizational commitment). Employee satisfaction can be 

defined to be the extent to which employees are happy or content with their jobs 

and work environment (CustomInsight 2015). In this definition the idea of being 

happy and content relate to the surroundings and external factors (work environ-

ment), but if compared to the previous definition of employee engagement, the 

satisfaction aspect seems pretty shallow. The definitions of employee engagement 

and organizational commitment included phrases such as “feel passionate”, 

“committed”, “put effort”, “identification” and “involvement”, which are definitely 

stronger and more influential expressions. Therefore it is worth aiming at employ-

ee engagement rather than only satisfaction. 
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Figure 1: The Theoretical Framework and the Key Concepts of the Thesis 

 

Shortly, the aim of this thesis is to understand how employee engagement and 

customer loyalty in an organization can improve business performance of the 

company. In the figure above it is presented how the key concepts of this thesis 

connect to each other and how they build up the theory as well as the research 

questions of this thesis. The research questions will be presented in the following 

chapter. 

 

1.3 Research Objectives and Delimitations 

 

The background of this research shows that there are unexamined and untested 

fields to be discovered in this research field. It is also well-known that the organi-

zations themselves are developing all the time rapidly and new forms of business 
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are invented. This creates a great demand for new and up-to-date research of the 

customers and employees in organizations. 

This research aims to understand more about the relationship between the organi-

zation’s employees and customers in a business-to-business (B2B) context. The 

research also studies how these important parts of an organization can affect the 

business performance (such as growth and profitability) of it. It seems that the ear-

lier literature and theory has mostly separated the study of customers and study of 

employees from each other and viewed them as separate concepts. In this thesis, 

these concepts are brought closer to each other and the organization is viewed as 

a one big entity rather than a collection of separate parts. 

Of course, companies’ main target is to grow, stay profitable and be productive. 

Therefore it is important to study, whether employee engagement and customer 

loyalty could affect these targets. This could give ideas on why organizations 

should pay attention to their customers and employees. The interconnections of 

these entities will be studied in this thesis in order to understand the wholeness of 

an organization better. The main objective of the thesis is to have more insight on 

how the important components of an organization affect each other and how these 

should be managed. Consequently, the main research problem of this thesis is as 

follows: 

Why should an organization pay attention to both employee engage-

ment and customer loyalty in order to boost its business performance? 

To be able to give as thorough an answer as possible to this main research prob-

lem, it is required to study a couple of sub-questions regarding this issue. These 

sub-questions will be mainly analyzed with the empirical data. The data used in 

this thesis suits the question set-up well, because it is from a B2B professional 

service industry, where there is a lot of direct contact between the frontline em-

ployees and the customers. First of all, it is important to examine what kind of con-

nections there are between employee engagement and customer loyalty. Conse-

quently, the first sub-question of this thesis is: 

Sub-question #1: How do employees and customers and their loyalty 

towards the organization affect each other? 
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This sub-question includes the testing of the possible interconnections and study-

ing which factors affect both employee engagement and customer loyalty in an 

organization. It will be tested for example how employees’ opinions on their own 

work and organization explain the degree of employee engagement and eventually 

also customer loyalty. On one hand, it will be interesting to see whether it is for 

example the work itself or the immediate managers’ behavior that affects the de-

gree of employee engagement.  On the other hand, it will be also interesting to see 

how the customers’ wishes regarding the company’s improvement needs differ 

according to the level of both employee engagement as well as customer loyalty. 

The aim is to give more insight into these interconnections and relationships, 

which helps answering the main research question.  

As the figure of the key concepts on page 7 showed, the third important compo-

nent of this thesis is the business performance. Improving business performance 

is eventually the main target of companies in order to stay alive and therefore it is 

very important to examine how customers and employees might affect it. Conse-

quently, the sub-questions 2a-2c will study the effects of employee engagement 

and customer loyalty on organization’s business performance both separately as 

well as together as a chain reaction. 

Sub-question #2a: How does employee engagement affect organiza-

tion’s business performance? 

Sub-question #2b: How does customer loyalty affect organization’s 

business performance? 

Sub-question #2c: How does the interaction between employee en-

gagement and customer loyalty affect organization’s business perfor-

mance? 

Answers to all sub-questions as well as to the main research question require a 

good analysis of both theory and empirical data. The research questions aim to 

give more understanding on how employee engagement affects customer loyalty 

and also directly and indirectly the company’s profitability. Above all, it is the cus-

tomers who bring the money to the company, and in this way it is ought to be their 

loyalty that really counts. The main interest in this research is of course, whether 
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and how the engagement of employees can be seen to boost this customer loyalty 

and eventually: why should the managers in an organization focus their attention 

to both customers and employees in order to maintain their company’s success. 

 

1.4 Research Method and Data 

 

The empirical part in this thesis consists of a quantitative analysis of a data from a 

Nordic group which operates in a B2B (business-to-business) professional service 

industry. The empirical data from a professional service industry suits this thesis 

and theory well, because in this type of services it is the frontline employees who 

are mainly in contact with the customers and each customer has his or her own 

contact person at the service provider whom to contact. Consequently, due to this 

high level of collaboration, it can be assumed that the employees can have impact 

on the customers’ perceptions about the service and the organization in this data.  

The data has been collected between years 2012-2014 on a business unit level in 

the above mentioned Nordic group’s three different companies in three countries 

(Norway, Finland and Denmark). All of these companies work on exactly the same 

branch and provide their customers with similar services, which makes the data 

comparable between the companies and business units.  

The data consists of financial indicators (for example revenue growth and gross 

profit) as well as of results from two surveys; one for the customers and another 

for the employees. Both of the surveys were conducted as multiple-choice-surveys 

with mostly numeric answers so they provide information that can be examined by 

a quantitative research. The customer survey has been conducted mainly as a 

telephone survey but the employee survey was purely a web survey sent out via 

email. The two surveys differed in length and in structure, which will be discussed 

in more detail later. 
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The customer survey has been conducted by quite a modern customer loyalty 

measuring method called the Net Promoter Score1 (NPS). In this method the cus-

tomers are asked the question “On a scale 0-10, how likely is it that you would 

recommend the company X to your friends or colleagues?” (Reichheld 2003). The 

final Customer Net Promoter Score (cNPS), which indicates the level of customer 

loyalty of that specific company X, is counted by subtracting the percentage of 

customers who give 0-6 (detractors) from the percentage of the customers who 

give 9 or 10 (promoters) (Reichheld & Markey 2011, 7). This method will be ex-

plained in more detail and carefully reviewed later in this thesis. Besides the refer-

ral question the customers of the case companies were asked a couple of more 

questions to provide more information about the customer.  

The employee survey included an almost similar referral question as the customer 

survey; the employees of these four companies were asked to evaluate the claim 

“I would recommend the company X as an employer” on a scale 0-10. The final 

Employee Net Promoter Score (eNPS) was counted from the answers of this 

question for the employees to measure the level of employee engagement. This 

makes the results of customer loyalty and employee engagement comparable and 

helps to analyze the data. The employee survey differed, however, by the other 

questions of the survey. The survey for employees was longer and included over 

20 claims regarding several issues of their work and the organization, which the 

employees were asked to evaluate on a scale from 0-10. 

The data was collected and reported separately in each of the companies and it 

had to be manually put together in an Excel sheet, where it was statistically first 

analyzed. After this, the data was imported to the SAS Enterprise Guide 5.1 for 

more thorough and accurate quantitative analysis.  

 

  

                                                
1
 Net Promoter® and NPS® are registered trademarks and Net Promoter Score and Net Promoter 

System are trademarks of Bain & Company, Satmetrix Systems and Fred Reichheld. (Bain & Com-
pany 2015) 



12 
 

1.5 Structure of the Thesis 

 

This first chapter is the introduction chapter, which shortly introduced the theoreti-

cal framework, objectives and the research method of the thesis. This chapter ex-

plains the need for this research and clarifies the background as well as the key 

concepts of the theory.  

This thesis consists of both theoretical and empirical part. The aim of the theory is 

to introduce the theoretical concepts and the former literature of customer loyalty 

and employee engagement from the business performance point-of-view. The 

theory will follow this order; the first theoretical chapter is about the theory of cus-

tomer loyalty and the second is about employee engagement. The third theoretical 

chapter combines the theories together; the aim is to highlight the main notices of 

customer loyalty and employee engagement to understand theoretically how they 

relate to each other.  

The theory is followed by the empirical part which aims to thoroughly study the 

interrelations of employees, customers and business performance in an organiza-

tion. The empirical part starts from the chapter five, which explains the research 

method and the data used. Eventually, the results and findings of the empirical 

data will be presented and analyzed in the chapter 6.  

The last chapter (chapter 7) of this thesis consists of the discussion and conclu-

sions of the theory, the empiricism and the findings. The discussion includes also 

some ideas of theoretical and managerial implications that this thesis and its find-

ings provide. In this chapter also reliability, validity and limitations of this research 

will be evaluated. In addition, some future research possibilities will be discussed 

and proposed.  
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2 CUSTOMER LOYALTY AND BUSINESS PERFORMANCE 

 

This section is the first part of the theory in this research. The main focus in this 

section is on the concept of customer loyalty. Obviously customer orientation and 

customer insight is not just calculating the profitability and value for the customer. 

In contrary, these concepts also include fields such as understanding the customer 

and finding out what the customer really wants and how he feels. When trying to 

understand more deeply customers, concepts such as customer satisfaction and 

customer loyalty play a big role. In the following these concepts will be discussed 

and compared.  

 

2.1 Customer Satisfaction vs. Customer Loyalty 

 

Managers might easily perceive the concepts of customer satisfaction and loyalty 

as a one, as if a high level of satisfaction would automatically mean a high level of 

loyalty. In the following chapters it will be discussed and studied that this is not the 

whole truth. In order to understand customer loyalty it is, however, inevitable to 

study the meaning of the customer satisfaction first. 

According to Armstrong and Kotler (2009) customer satisfaction depends on “the 

product’s perceived performance relative to a buyer’s expectations”. Therefore it is 

logical that when the product’s (or why not also a service’s) perceived perfor-

mance matches the expectations, customer is ought to be satisfied and conversely 

dissatisfied when the expectations are not met (Armstrong & Kotler 2009, 46). 

Armstrong and Kotler’s definition seems understandable but it is important to see 

that the definition consists of words perceived and customer’s expectations. These 

phrases show that it needs to be understood that the customers do not probably 

judge products (nor services) objectively.  

The above presented definition of customer satisfaction is also close to the follow-

ing definition that the customer satisfaction is  
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the consumer’s response to the evaluation of the perceived discrep-

ancy between prior expectations … and the actual performance of the 

product (Tse & Wilton 1988, 204). 

This seems a generally accepted way of defining customer or consumer satisfac-

tion, but definitely not left without criticism. Oliver (1999) points out an interesting 

fact that this kind of definition focuses only on what the customer does, but lacks 

the psychological aspect of satisfaction, which it definitely has. 

Willing to bring in the psychological aspect Oliver (1997) defines customer satis-

faction as pleasurable fulfillment, which means that the customer feels that for ex-

ample some needs, desires or goals are fulfilled. When reflecting to loyalty Oliver 

(1999) sees that loyalty requires frequent or cumulative satisfaction. However ac-

cording to Oliver (1999) this is not enough to build up a determined loyalty. There-

fore his definition of customer loyalty is somewhat broader  

“A deeply held commitment to rebuy or repatronize a preferred prod-

uct/service consistently in the future, thereby causing repetitive same-

brand or same brand-set purchasing, despite situational influences 

and marketing efforts having the potential to cause switching behav-

ior” (Oliver 1999, 34). 

The above mentioned shows, that customer satisfaction does not necessarily 

guarantee customer loyalty. Also other researchers (e.g. Storbacka & Lehtinen 

1997, 102; Andreassen & Lindestad 1998, 20) have come up with the same con-

clusion.  This shows that customer satisfaction does not automatically lead to cus-

tomer loyalty, even though this might sound logical.  

On some industries it has been found that even 75 % of the customers switching 

the supplier have said to be “satisfied” or “extremely satisfied” with the former sup-

plier (Storbacka & Lehtinen 1997, 102; Storbacka et al. 2000, 34). Also a research 

from Naumann et al. (2010) shows that only 20,2 % of very satisfied B2B service 

customers stated that nothing would make them switch suppliers, which implies 

that nearly 80 % of them would switch, given the right situation (Naumann et al. 

2010, 892). This means that the reason for switching the supplier must be some-

thing other than dissatisfaction. Some possible reasons might be for example the 
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price differences, competitor’s new offer or the need for seeking changes (Stor-

backa & Lehtinen 1997, 102; Reichheld & Markey 2011, 5-6). 

If satisfaction does not fully explain loyalty, neither does dissatisfaction straight 

lead to disloyalty. It shall not be understood that a dissatisfied customer could not 

be loyal. In this kind of situation the loyalty is not based on the perceived extra 

value but probably due to a heavy and binding contract, which is difficult and ex-

pensive to cancel (Reichheld & Markey 2011, 37), or possibly due to the fact that 

the current supplier or service provider is the only one in the area, which means 

that there is nothing to switch to. These factors can be called as “switching barri-

ers” which can cause major challenges for customer to switch, especially in the 

B2B service sector (Yanamandram & White 2004, 5). Some customers might also 

have the negative or better said ignorant attitude that the service or the product 

would not get any better by switching, even though there would be a possibility for 

this (Storbacka & Lehtinen 1997, 102). 

The researchers Oliva, Oliver and MacMillan (1992) have studied the connection 

between customer satisfaction and customer loyalty by creating a model which 

includes also the information of transaction costs of customer. Customer loyalty 

has been divided in this model into three categories; brand loyal, brand neutral 

and brand avoidance, which are measured by the customers’ purchase behaviour. 

According to their observations customer satisfaction seems to be linearly con-

nected with customer loyalty when the transaction costs are low. However, when 

the transaction costs rise, the situation seems not so simple anymore. When the 

transaction costs are higher the customer seems to belong either to the category 

‘brand loyal’ or to the category ‘brand avoidance’, and not to the category ‘brand 

neutral’ anymore. This means that in this situation the dissatisfaction perceived by 

the loyal customer and in contrast the satisfaction perceived by an avoider can go 

further without really making a change in the customer’s behaviour. Hence, a loyal 

consumer remains loyal even under a moderate dissatisfaction and vice versa. 

(Oliva et al. 1992, 86-88) 

The theory shows that there is not direct linearity between customer satisfaction 

and customer loyalty. However, it is clear that there is a strong connection be-

tween these two (see for example Keisidou et al. 2013, 280), which means that it 



16 
 

is justifiable to talk about them in the same context. One way to analyze this is to 

consider that there are different levels of customer satisfaction, for example the 

way that Oliva et al. (1992) suggested in their research. Also Jones and Sasser 

(1995) have shown that merely satisfied customers, who have a freedom to make 

choices is not a guarantee of loyalty and is not enough to keep them loyal. Their 

research with the company Xerox showed that the ones, who were truly loyal, 

were only the totally satisfied ones (Jones & Sasser 1995, 91). According to the 

definition of customer satisfaction and loyalty, these are the ones, who experience 

that the level of the product or the service has even exceeded the expectations. 

 

2.2 The Two-Dimensional Concept of Customer Loyalty 

 

Until the 1960s researchers believed that customer loyalty equals the level how 

much, how often and how repeatedly a customer buys the same product. In his 

article A Two-Dimensional Concept of Brand Loyalty the researcher Day (1969) 

notes however, that customer loyalty contains also other aspects, such as atti-

tudes for example. According to this idea, Day (1969) divides the concept of cus-

tomer loyalty into two dimensions: behavioral and attitudinal loyalty. Before this it 

was obvious that the customer, who repeatedly purchased the same product, was 

automatically loyal also on the attitudinal level (Day 1969, 30). This kind of theory 

could not take into consideration that the customer might just purchase the same 

product because there was for example no other options (meaning no other pro-

ducers), which has been discussed already above.  

The most popular model, where both of these dimensions have been put into the 

same fourfold table, is the one which the researchers Dick and Basu (1994) have 

created (Buttle 2009, 45). In the model the horizontal axis represents the behav-

ioral loyalty, meaning whether the customer purchases the same products repeat-

edly, and the vertical axis represents the attitudinal loyalty, meaning whether the 

customer can be defined loyal also on the attitudinal level (Dick & Basu 1994, 

101). These dimensions divide the customer loyalty into four categories: No Loyal-

ty, Spurious Loyalty, Latent Loyalty and Loyalty as seen in Figure 2. 
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Figure 2: Relative Attitude-Behavior Relationship (Dick & Basu 1994, 101) 

 

The category ‘No Loyalty’ means naturally the worst situation; where both the level 

of repeat purchases as well as the level of attitudinal loyalty is low. This could ap-

peal for example to a new provider in the markets, whose products or services are 

not yet known amongst the potential customers. Low level of attitudinal loyalty 

could be explained also by the fact that there are so many competitors in the mar-

kets that the customers see the different brands as similar. ’Spurious loyalty’ is the 

category for the customers who do purchase repeatedly (high level of behavioral 

loyalty) but whose attitudinal loyalty is weak. This could be the case when there is 

a monopoly or even oligopoly, meaning that the customer’s choice options are mi-

nor. Another possibility could be the social pressure perceived by the customer; he 

or she might feel forced to by a specific brand if other do so too. (Dick & Basu 

1994, 101) 

‘Latent Loyalty’ is the situation with high attitudinal loyalty but low behavioral loyal-

ty. This can be considered as a serious concern for the marketers, because 

changing a marketplace environment where the non-attitudinal influences are high, 

is definitely not easy. The last category ‘Loyalty’ is naturally the most preferred and 

the optimal condition of these four. This is the category where both the behavioral 

and the attitudinal loyalty are on a high level. (Dick & Basu 1994, 102) 

Surprisingly, there are still researchers who believe that repeat purchasing can 

capture the loyalty of a consumer towards the brand of interest (Bandyopadhyay & 

Martell 2007, 37). Basically these researchers base their opinions on the notion 

that there is no “true” definition to brand loyalty (Bandyopadhyay & Martell 2007, 
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37). As discussed above the need to understand also the attitudinal side of loyalty 

is necessary in order to understand the concept of loyalty as a whole. Also the re-

searchers Bandyopadhyay and Martell (2007) suggest that attitudinal loyalty gives 

more insight about the reasons of behavioral loyalty.   

In the article Brand Loyalty vs. Repeat Purchasing Behavior the researchers 

Jacoby & Kyner (1973) define loyalty as the concept of brand loyalty and take both 

behavioral and attitudinal loyalty into consideration. According to their definition 

loyalty consists of six necessary conditions and is therefore defined as: 

(1) the biased (i.e. nonrandom),  

(2) behavioral response (i.e. purchase),  

(3) expressed over time, 

(4) by some decision-making unit, 

(5) with respect to one or more alternative brands out of a set of such 

brands, and 

(6)  a function of psychological (decision-making, evaluative) process-

es (Jacoby & Kyner 1973, 2). 

This is very encompassing definition and it highlights and emphasizes the individ-

ual and its choices, rather than the external factors. 

 

2.3 The Phases and Antecedents of Customer Loyalty 

 

In order to understand the concept of customer loyalty more deeply, it is inevitable 

to examine the components explaining both attitudinal and behavioral loyalty, for 

example the repetitive purchases. Commonly accepted components of loyalty are 

cognitive, affective and conative. Oliver (1999) suggests that these components 

are, in a way, degrees of loyalty meaning that they form a pattern which includes 

different phases of loyalty. To understand how customer loyalty develops these 

phases need to be examined a bit closer. 
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The first loyalty phase, called cognitive loyalty, is built on information. Cognitive 

means conscious mental activities (such as thinking and learning), which are in 

this case affected by the brand attribute information available to the consumer (Ol-

iver 1999, 35). This information indicates to the consumer that one brand is pref-

erable to its alternatives (Oliver 1999, 35). Even though Oliver (1999) calls this 

phase also as a loyalty phase it is important to understand that in this phase the 

loyalty is based on brand belief only and is of a shallow nature. If the purchase 

action creates satisfaction, it enables the loyalty grow into the next phase; affective 

loyalty. 

The phase affective loyalty is the second phase, where a liking or attitude toward 

the brand develops due to the cumulatively satisfying experiences (Oliver 1999, 

35). In comparison to the previous phase, this goes slightly deeper into the loyalty 

and it reflects the degree of satisfaction, which was earlier defined as the pleasur-

able fulfillment, which depends on how the product or the service matches the cus-

tomer’s expectation. Even though this phase can be seen as a deeper level of loy-

alty, Oliver (1999) reminds that this form of loyalty still remains subject to switch-

ing, meaning again that satisfaction is not a guarantee of loyalty. 

The third phase conative loyalty goes even deeper than the affective loyalty 

phase. Conative phase can be described as a stage of behavioral intention, which 

is influenced by repeated episodes of positive affect toward the brand (Oliver 

1999, 35). Oliver (1999) points out, that conation implies a brand-specific commit-

ment to repurchase. However, this commitment can be seen only as an intention 

and is closely related to motivation (Oliver 1999, 35). This means that the real ac-

tion might still not happen for some reason. Again, an intention is not a guarantee 

of behavioral loyalty even though it is closer to it than at the affective loyalty 

phase.  

In addition, Oliver (1999) expands this traditional three-phase pattern with a fourth 

phase; action loyalty. This goes even further and deeper than the motivated inten-

tion of the conative phase, because in this action loyalty phase the intention is 

transformed into readiness to act (Oliver 1999, 36). Besides the pure action, this 

phase also includes a desire to overcome obstacles that might prevent this act 

(Oliver 1999, 36). Such an obstacle could be for example a deteriorated availability 
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and supply of the product. It can be seen that this fourth phase brings the two di-

mensions of customer loyalty, the behavioral and the attitudinal loyalty, closer to-

gether. 

Also the background of these phases has been studied in order to understand how 

the customer loyalty forms. Dick and Basu (1994) have examined the factors be-

hind the first three phases (cognitive, affective and conative) and call these factors 

“antecedents of relative attitude”. Logically their approach does not include the 

Oliver’s (1999) additional “action phase”, because this addition was made five 

years after Dick and Basu’s approach. The cognitive antecedents include accessi-

bility, confidence, centrality and clarity (Dick & Basu 1994, 102-103), all of which 

will be shortly explained here. Accessibility means the level of ease with which an 

attitude can be retrieved from memory (Dick & Basu 1994, 102). The stronger the 

association between the object and its evaluation is the stronger is this accessibil-

ity. The accessibility is at its strongest when the attitude towards the object is re-

called automatically. This is understood to lead behavior more likely than if an atti-

tude has to be retrieved (Dick & Basu 1994, 103).  

The second cognitive antecedent confidence or more precisely attitudinal confi-

dence means the level of certainty associated with an attitude or evaluation (Dick 

and Basu 1994, 103). This can be said to relate to the information regarding the 

object of the attitude meaning that the stronger the beliefs are, the more confident 

the attitude is. For example when brand information is received through advertis-

ing, information acceptance is low and on the contrary, a direct experience in-

creases this information acceptance and leads to more firmly grounded beliefs 

(Dick & Basu 1994, 103). Naturally, a higher attitudinal confidence leads to a 

stronger commitment to purchase the specific product. 

The next antecedent centrality refers to the degree to which an attitude toward a 

brand is related to the customer’s value system (Dick & Basu 1994, 103). Dick and 

Basu (1994) suggest that the closer the attitude gets to the value system the more 

important it is. According to these researchers these important and central atti-

tudes typically seem evidently to be more resistant to counter persuasion than un-

important attitudes and are strongly related with behavior. The last cognitive ante-

cedent is the clarity which refers to the idea of how well-defined (clear) the attitude 
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of an individual is (Dick & Basu 1994, 103-104). An attitude can be said to be clear 

when an individual can keep his or her attitude even though he or she finds alter-

native attitudes toward the target. Nowadays it is normal that each individual is 

exposed with all kinds of messages, opinions and advertisement, so this attitudinal 

clarity might be even hard to achieve. 

In the three-phase loyalty framework the next stage is the affective loyalty. The 

antecedents related to this phase are emotions, moods, primary affect and satis-

faction. Dick and Basu (1994) clarify the meaning of these so that a product or a 

service, that arouses feelings, moods, affection or satisfaction in a positive way, 

can be seen to create loyalty. For example the emotions are strongly related to the 

importance of a familiar and safety environment (Dick and Basu 1994, 104). It can 

be understood that a customer, who goes often shopping to the same place, be-

comes attached to the place and turns loyal this way. Moods and primary affects 

do not last so long and are not as intense as the emotions mentioned above but 

when these arise for example due to effective advertisement they might have sig-

nificant effects on attitudes and this way also to the repurchase behavior (Dick & 

Basu 1994, 104). 

The last loyalty phase, conative loyalty, includes the antecedents switching costs, 

sunk costs and expectations (Dick & Basu 1994, 104-105). Switching costs might 

create customer loyalty when they form a switching barrier, meaning that the 

switching to another supplier or service provider would become disproportionately 

expensive (Dick & Basu 1994, 104-105; see also Yanamandram & White 2004, 5). 

Related to this, many companies have developed such product packages or such 

customer membership programs that in a way raise these switching costs and 

make their customers engaged to them, which then again raises the repeat pur-

chases of an individual. Also the long-term contracts used especially in the B2B-

market can be seen as a way to engage the customers.  

The research has shown that also the sunk costs effect customer behavior in the 

same way. It seems that the more the customer has spent money on the same 

provider, the more probably he or she will return to purchase from the same pro-

vider again, which in turn justifies the above mentioned engagement programs 
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(Dick 1995, 66). Sunk costs will be discussed also later in the next chapter Cost 

and Profits of Customer Loyalty. 

The expectations in regards of conative loyalty refer to the expectations that the 

customer has about the fit between future marketplace offerings and consumer’s 

own needs (Dick & Basu 1994, 105). These expectations might cause the custom-

er to either postpone or increase (or speed up) the purchase. The increasing of the 

purchase might happen for example when there is a fear that the specific product 

is taken away from the market (Dick & Basu 1994, 105). Then again, if the cus-

tomer thinks that his or her own needs will change, he might want to postpone his 

decision on investment (Dick & Basu 1994, 105). It might be relevant to consider, 

however, whether it is justifiable to really talk about customer loyalty, if it is only 

about speeding up the purchase process. Of course, this momentarily appears to 

the producer as an increased demand and in this way as an increased customer 

loyalty. 

  

2.4 Cost and Profits of Customer Loyalty 

 

A success of a company is naturally dependent of various factors and can be 

viewed from several perspectives. The purpose of this chapter is to examine those 

success drivers which can be affected by customer loyalty. Assuming that the suc-

cess of a company or its business is measured by its profits and outcome it is logi-

cal to examine the effects of customer loyalty to company’s costs and through this 

perspective to its profits. For example Reichheld (1996) has studied the costs and 

profits that emerge in different phases of customer lifecycle. Such costs and profits 

are acquisition cost, base profit, revenue growth, operating costs, referrals and 

price premium (Reichheld 1996, 39), all of which will be presented in this chapter. 

Customer acquisition is an important part of business and it has a lot of costs at-

tached to it. These acquisition costs are easy to value when they relate to actions 

of sales or marketing department. However, customer acquisition includes also 

such costs that are not as transparent and easily valued as the visible sales ac-

tions. Such costs can be for example the “wining and dining prospects”, which 
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means the time spent by senior managers for the sales proposals (e.g. during 

lunch) (Reichheld 1996, 42). Therefore this wining and dining time should be 

counted as an investment made for customer acquisition. 

The base profit of a customer relates to the idea that all customers buy some 

product or services (otherwise they would not be called customers) and by doing 

this, they bring some amount of money for the company (Reichheld 1996, 43). 

Logically drawn, the longer this customer remains as customer, the longer the 

company earns this base profit, which in turn makes the acquisition of that specific 

customer looks more and more profitable (Reichheld 1996, 43).By revenue growth 

Reichheld (1996) means the growth of revenue per customer, which is an interest-

ing aspect related to customer loyalty. This per-customer revenue growth does not 

function similarly in all businesses, but can vary between companies and especial-

ly between businesses a lot. Reichheld (1996) argues that in most businesses 

customer spending tends to accelerate overtime, meaning directly that the per-

customer revenue grows. For example, in an auto service, if a new customer, who 

comes to have an oil change for the car, likes and values the service, he or she is 

more likely to move on to more expensive items or services the next time (Reich-

held 1996, 43). According to Reichheld (1996) the average annual revenue per 

customer in auto service triples between first and fifth year. The same idea is in 

the earlier presented theory of sunk costs by Dick and Basu (1994), where it was 

suggested that the more the customer has spent money on a specific provider, the 

more likely he or she will return to purchase from the same provider again in the 

future (Dick & Basu 1994, 105). 

However, as mentioned, not all businesses are able to grow the per-customer rev-

enue in the way that for example auto service can. An example of a business, 

where the per-customer revenue cannot grow, is the snow-removal services. It is 

obvious that even their most loyal customers cannot buy more, because they do 

not have more roads or driveways to be cleaned and the amount of driveways very 

rarely grows (Reichheld 1996, 43-44). Another example of such business is the 

laundry service. The revenue of the customer rarely grows because he or she will 

always have the same amount of dirty clothes (Reichheld 1996, 44), unless the 

amount of his or her family members grows. 
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In regards of operating costs the development of customer relationship is exam-

ined. As the customer gets to know a business, they learn to be very efficient 

(Reichheld 1996, 45). This can be seen in the way they act: they do not waste time 

requesting services the company does not provide and they are less dependent on 

the company’s employees for information and advice, because they are already 

familiar with the company’s products and services (Reichheld 1996, 45). Over 

time, as the customers remain, the collaborative learning between the customer 

and the employee of the company can create huge productivity advantages which 

lowers the costs (Reichheld 1996, 45). Logically, this could be seen as the optimal 

situation also in the case business of this thesis, where the same employee serves 

the same customer as long as possible. 

With referrals Reichheld (1996) means how the company’s current customers refer 

to the company in their talk with their friends and colleagues. It is important to un-

derstand, that there is definitely a lot of possible profits and costs related to these 

referrals. Profits can be associated with the benefits gained from the positive refer-

rals from the satisfied and attitudinally loyal customers, which can truly boost for 

example the new customer acquisition (Reichheld 1996, 48) Then again, costs can 

be associated with the losses occurring from the bad referrals, when the custom-

ers talk bad (Reichheld 1996, 48-49), which in turn hinders the customer acquisi-

tion. 

When talking about referrals, an important concept is the word-of-mouth, which 

often seems very hard to manage from the company’s point-of-view. Due to digital-

ization managing the word-of-mouth might be even impossible, because the social 

media has such a big role in the society and anybody’s thoughts and opinions can 

spread over a huge public in a very short time. In addition, the negative events, 

stories and comments have a stronger impact and tend to stay in mind for a longer 

period of time than positive events, stories and comments (Baumeister et al. 2001, 

323), which emphasizes the effectiveness of word-of-mouth and makes the nega-

tive word-of-mouth even harder to handle. 

As a conclusion from the previous it can be stated that against each negative 

comment, more positive comments are needed in order to neutralize the impact of 

the negative one. To improve this balance some companies have taken into use 
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several “referral programs”, which aim at getting new customers. These programs 

work so that the current customers are paid incentives to spread the positive word-

of-mouth and to recommend the company to others, which brings the company 

new customers (Schmitt et al. 2011, 46). It has been noticed in studies that taking 

part in such referral programs has a strong positive impact on attitudinal loyalty 

(Garnefeld et al. 2013, 27; Gounaris & Stathakopoulos 2004, 299). In addition, the 

researchers Uncles, East and Lomax (2010) have got results that word-of-mouth 

has a clear relationship with company’s market share (Uncles et al. 2010, 148). 

In some businesses the idea of referrals or word-of-mouth is not seen as relevant 

as in some other businesses. This is due to the fact that in some businesses cus-

tomer can sample the product without a risk or expense (Reichheld 1996, 48), 

which means that gaining new customers via referrals is not so critical. However, 

the bigger these risks and possible expenses for the new customer are, the more 

powerful is the effect of referrals and the benefits gained from them (Reichheld 

1996, 48-49). 

The last component of the examination of profits and costs in customer lifecycle is 

the price premium which means that the old customers are actually paying more 

for the products and services, because for new customers there are a lot of cam-

paigns and discounts (Reichheld 1996, 49). Despite this, the old customers will 

benefit more and will get greater value from the business relationship, because 

they have learned the company’s procedures, which makes them actually less 

price sensitive than new customers (Reichheld 1996, 49). The price sensitivity is 

lower not only among behaviorally loyal customers but also among attitudinally 

loyal customers - the “promoters” (Reichheld & Markey 2001, 68). Shortly, both 

behaviorally and attitudinally loyal customers value other factors of the relationship 

higher than pricing of the products and services.  

The Reichheld’s (1996) above presented theory of how loyal customers are more 

profitable is visually shown in the Figure 3.  
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Figure 3: Why Loyal Customers Are More Profitable (Reichheld 1996, 39) 

 

As Reichheld’s (1996) theory and the figure suggests, the more long-lasting the 

customership is, the smaller will the per-customer costs become and, in turn, the 

higher will the per-customer profits grow. The development of customer relation-

ship has been also examined by researchers McDonald, Rogers and Woodburn 

(2000), who conceptualize how the lengthening and deepening of the customer 

relationship mainly affects positively the development of an ideal relationship. In 

their Hierarchy of key relationships model the key account relationship are divided 

into four stages (basic, cooperative, interdependent and integrated), where on the 

one hand the degree of collaboration and on the other hand the needs of parties to 

key account relationship define the stage where the relationship at the moment is 

(McDonald et al. 2000, 52).  

When talking about keeping the old customers and fostering loyalty, an important 

term is customer retention. It seems logical that customer acquisition is in a way 

an investment that will pay back if the relationship remains. It has been argued 

that acquiring a new customer can be even five times more expensive than keep-
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ing the old one (Issa 2014; McDonald et al. 2000, 167). Therefore measuring cus-

tomer retention and loyalty in companies seems very important.  

According to a survey published in 2012, customer retention rates vary among 

different businesses at least in Finland (TNS Gallup 2012), which means that even 

the business branch itself might have impact on the level of customer retention. In 

the survey it was noticed that in grocery stores and in banks the customer reten-

tion rate was the highest, but among mobile phone companies and internet service 

providers it was the lowest (TNS Gallup 2012). When measuring and developing 

the customer loyalty, companies should understand also the specific challenges in 

their own business branch. 

Overall, it seems obvious, that long customer relationships and customer loyalty 

truly have impact on company’s performance. Often companies tend to measure 

and notice only the behavioral customer loyalty because it can be easily measured 

by cash flows and customer churn. However, as the definition of customer loyalty 

suggests, the psychological aspect of the loyalty is as important as the visible, be-

havioral aspect.  

 

2.5 Earlier Research on the Relationship Between Customer Loyalty 

and Business Performance 

 

The previous chapter dealt with the theory of how customer loyalty affects compa-

ny’s business performance. There are also pretty much empirical researches done 

on this, which will be presented in this chapter, in order to understand more about 

how customer loyalty has been measured and what kind of relationship it seems to 

have with business performance of a company. The focus of the presented empiri-

cal findings is especially in the studies where the customer loyalty has been 

measured by the Net Promoter System, which measures the attitudinal loyalty by 

asking the customers’ likelihood to recommend a company or its products or ser-

vices. The system will be more thoroughly presented later in this thesis. 
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Reichheld (2003), the creator of the NPS measuring system, has found out that 

there is a strong positive correlation between NPS results and average growth rate 

of the company (Reichheld 2003). It is worth noticing, however, that in Reichheld’s 

study the NPS results were gathered in years 2001-2002, but the years of which 

the average revenue growth was counted were 1999-2002 (Reichheld 2003). This 

notice makes it somewhat misleading to draw a conclusion that customer loyalty 

drives company growth, because the NPS results were measured in the end of the 

examination period. It would have been more reasonable to measure how the NPS 

results correlate with the future year revenues rather than past.  

Surprisingly also the researchers Marsden, Samson and Upton (2005) have stud-

ied the correlation of NPS and revenues in the same way as Reichheld (2003) 

above. In their study the NPS surveys were done in 2005 but the revenues have 

been measured already in years 2003 and 2004. Also they perceived that there 

was a strong correlation between NPS results and revenue growth (Marsden et al. 

2005, 47). In addition, their research showed that the negative word-of-mouth has 

a strong negative connection with revenue growth (Marsden et al. 2005, 47).  

The researchers Keiningham, Cooil, Andreassen and Aksoy (2007) have also rec-

ognized the exceptional time frames of the Reichheld’s study and their examina-

tion uses the measurements NPS and revenue growth rates from same year 

(Keiningham et al. 2007, 42). In this research NPS was found to have some con-

nection with the growth rates but the researchers note that NPS should not be the 

only and the most reliable predictor of company growth (Keiningham et al. 2007, 

45). It is worth noticing, that in this study the NPS survey conducted was not ex-

actly similar to the Reichheld’s survey. There were differences in both the survey 

question as well as the numeric scale of the answer, both of which can have im-

pact on the results and also on the comparability of the different studies. 

In addition to the previous, the researchers Morgan and Rego (2006) studied the 

measuring of customer experiences and compared these results with the company 

performance indicators. They found out that collecting customer feedback can 

predict company performance, but this connection was not found with the NPS 

results (Morgan & Rego 2006, 436-437). Again, it is necessary to note, that the 

NPS metric used by Morgan and Rego (2006) was not the same as the one from 
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Reichheld (2003). In their research the questions were totally different but still they 

called it the Net Promoter Score, which could be a bit misleading. Morgan and 

Rego (2006) also studied the outcomes of positive word-of-mouth and found out 

that it has a positive impact on the future market share but actually even a nega-

tive impact on future profitability indicators (Morgan & Rego 2006, 436).Net Pro-

moter System was used as the customer loyalty measurement also by van Doorn 

et al. (2013). In their study the customer surveys were conducted in 2008 and the 

business performance indicators, such as revenues and profitability, were meas-

ured in years 2008-2010 (van Doorn et al. 2013, 316-317). Their aim was to exam-

ine, whether the customer loyalty, measured by NPS, really could predict the fu-

ture business performance (van Doorn et al. 2013, 316). In contrary to Morgan and 

Rego’s (2006) study, this research suggested that NPS results really could explain 

and predict the future performance (van Doorn et al. 2013, 317). The researchers 

emphasize, that, despite the connections, predicting company’s performance by 

customer loyalty is somewhat limited (van Doorn et al. 2013, 317). 

There are naturally also other ways to measure customer loyalty than only NPS. 

For example Hallowell (1996) measures customer loyalty from the behavioral 

point-of-view and compares these measures to company’s profitability (Hallowell 

1996, 28-29). In this research behavioral customer loyalty seems to explain profit-

ability to some extent, but Hallowell (1996) notes that more future research would 

be needed in order to understand the chain between customer satisfaction, cus-

tomer loyalty and company performance (Hallowell 1996, 36). 

Another different kind of approach is a study from Helgesen (2006) where the rela-

tionship between customer loyalty and customer profitability has been studied. 

Helgesen (2006) has not studied the traditional indicators of company perfor-

mance but in his research, it is the customer profitability at the individual customer 

level that indicates the company performance. In this study it has been found out 

that there is a relationship between behavioral customer loyalty and customer prof-

itability, but that this relationship is non-linear, meaning that the correlation coeffi-

cient does not raise in the same speed as the level of customer loyalty raises. 

Therefore Helgesen (2006) notes that company management should examine 

closer the factors that could affect the situation where after a certain point the con-
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nection between customer loyalty and profitability gets weaker (Helgesen 2006, 

259).  

Table 1: Earlier Research on the Relationship Between Customer Loyalty and Business Performance 

Research-
er(s) 

Measures of customer 
loyalty 

Measures of business 
performance 

Research 
method and 
context 

Results and 
findings 

Hallowell 
(1996) 

 Retention rates 

 Relationship ten-
ure 

 Cross-sell rates 

Profitability: 

 ROA 

 NIE/Rev (Non-
interest ex-
pense/revenue) 

OLS regression 
in a data from 
retail-banking 
household 
customers 

7/8 of regressions 
support the rela-
tionship between 
customer loyalty 
and profitability 
(explains 40 % of 
the variance) 

Reichheld 
(2003) 

 NPS in 2001-
2002 

 Average of the 
revenue growth 
rates over 1999-
2002 

Correlations in 
a data from 
companies in 
six different 
industries (e.g. 
financial ser-
vices, PCs, 
auto insurance)  

Strong positive 
correlation 

Marsden 
et al. 
(2005) 

 NPS 

 Word-of-mouth 
2005 

 Sales growth over  
2003-2004 

Pearson corre-
lation coeffi-
cients in data 
with B2C 
banks, mobile 
phone net-
works, super-
markets and 
car manufac-
turer 

NPS and negative 
word-of-mouth are 
statistically signifi-
cant drives of 
growth  

Morgan & 
Rego 
(2006) 

 Own version of 
NPS 

 Repurchase like-
lihood 

 Number of rec-
ommendations 

 Tobin’s Q (firm’s 
market value 
compared to the 
replacement cost 
of its assets) 

 Net operating 
cash flows 

 Total shareholder 
return 

 Annual sales 
growth 

 Gross margin 

 Market share 

Correlations 
and regression 
analysis from a 
collection of 
companies in 
ACSI database, 
in 40 different 
industries, both 
services and 
product pro-
ducers 

This NPS is not 
significantly asso-
ciated with any 
measures of busi-
ness performance. 
Number of recom-
mendations has 
impact on market 
share and the 
repurchase likeli-
hood is associated 
with some indica-
tors of performance 

Helgesen 
(2006) 

 The share of the 
total purchases a 
customer buys 
from a particular 
supplier 

 Per-customer 
profitability 

Pearson corre-
lations and 
OLS regression 
in a data from 
Norwegian 
exporters of 
fish 

Positive relation-
ship between cus-
tomer loyalty and 
profitability, but the 
relationship is non-
linear because of 
the declining rate 

Keining-
ham et al. 
(2007) 

 Modified NPS in 
2000-2005 

 NCSB 

 Recommend in-
tention 

 Repurchase in-
tention 

 Relative change 
in Revenues 

Correlation 
coefficients in a 
data with B2C 
companies in 
banking, gaso-
line, home 
furnishing,  
security sys-
tems and 
transportation  

NPS has connec-
tion to performance 
indicators to some 
extent but it is not 
the most reliable 
indicator of growth  
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van Doorn 
et al 
(2013) 

 NPS 2008 

 Alternative NPS 
(categories 0-5, 
6-7, 8-10) 

 Loyalty intentions 
(5-question sur-
vey) 

 Sales revenue 
growth 

 Gross margins 

 Net operating 
cash flows 

Years 2008-2010, log 
transformations 

Regression 
coefficients in a 
data with Dutch 
companies in 
banking, insur-
ance, utilities 
and telecom 
industries 

NPS has connec-
tion to revenue 
growth in 2008-
2009, but none of 
the measures of 
loyalty correlates 
with growth 2009-
2010. Loyalty has 
connection to gross 
margins but not 
with cash flow 

Keisidou 
et al. 
(2013) 

 Customer loyalty 
measured as an 
collection of dif-
ferent question-
naires presented 
by several re-
searchers 

 ROA, ROI 

 NPM = Net Profit 
Margin 

 ROE 

Factor analysis 
and correlation 
coefficients of a 
data from 
Greece banks 

No connection 
between customer 
loyalty and compa-
nies’ business 
performance 

 

Overall it seems that mainly customer loyalty has significant impact on business 

performance, although exceptions exist also. As shown in the table above, for ex-

ample the researchers Keisidou et al. (2013) did not find any connection between 

customer loyalty and business performance. It needs to be noticed, however, that 

Keisidou et al. (2013) studied the business performance of the bank sector in 

Greece, the economic situation of which has been very poor lately, which might 

have effect on the results (Keisidou et al. 2013, 281). This shows that the data 

should never be separated from its context, because the business performance of 

a company surely can be affected also by other factors than only customer loyalty.    
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3 EMPLOYEE ENGAGEMENT AND BUSINESS PERFORMANCE 

 

This chapter focuses on the other main concept of this research: employee loyalty. 

The purpose of the chapter is to introduce the former theory and researches on 

employee engagement in order to get a good insight of what this concept consists 

of. Similarly, as in the theory of customer loyalty, also this employee engagement 

theory will be viewed from the business performance point-of-view. This means 

that the theory is built in order to understand how employee engagement can af-

fect organization’s business performance.  

 

3.1 The Concepts of Employee Engagement and Organizational 

Commitment 

 

As discussed already in the introduction of this thesis, the employee engagement 

research field, although being popular, is still lacking the broad academic theoreti-

cal and empirical research. This is why there are still pretty many definitions for the 

term ‘Employee engagement’ (Saks 2006, 601) and that none of these is generally 

accepted to be the most precise one. This means that there is a lot of different 

ways to conceptualize this term. In this chapter different views and approaches will 

be presented in order to understand the broader view of the concept as thoroughly 

as possible. Even though the emphasis and the main interest of this study field 

have been in practice, the aim is to focus and gather the more theoretical descrip-

tions and definitions to this chapter. 

As mentioned in the introduction chapter, commitment can have various objects 

(such as organization, job, career etc.). This thesis views the term employee en-

gagement as a synonym for the term organizational commitment, and therefore 

emphasizes the organization as the objective. Also in other researches employee 

engagement has often been defined similarly as the better known constructs like 

organizational commitment and organizational citizenship behavior and according 

to Saks (2006) it has been mostly defined as emotional and intellectual commit-



33 
 

ment to the organization. Therefore it can be assumed that the job engagement 

side has been left without so much interest also in other researches.  

In the literature of employee engagement, some of the definitions are built upon 

the idea of confrontation of engagement vs. disengagement. For example the re-

searcher Kahn (1990) has defined personal engagement as 

the harnessing of organization members’ selves to their work roles; in 

engagement, people employ and express themselves physically, cog-

nitively, and emotionally during role performances (Kahn 1990, 694). 

In the same study Kahn (1990) defines also the term personal disengagement, 

which, in contrary, is 

the uncoupling of selves from work roles; in disengagement, people 

withdraw and defend themselves physically, cognitively, or emotional-

ly during role performances (Kahn 1990, 694).   

An interesting aspect in Kahn’s (1990) definitions is that they both take in consid-

eration the three human dimensions (physical, cognitive and emotional), which 

were also seen in the definitions of customer loyalty. It is important to note that 

whereas in the definition of engagement all of these dimensions had to be fulfilled, 

in the disengagement part only one of these was enough (see the difference in the 

word setting ‘and’ in engagement vs. ‘or’ in disengagement). This shows that 

reaching the real engagement requires actually even more than reaching disen-

gagement, and they cannot be viewed as symmetrically opposite concepts. 

Also other similarities can be found with the theory of customer loyalty. In that the-

ory the big distinction was made between behavioral and attitudinal dimensions. In 

the theory of employee engagement and organizational commitment the distinction 

is not made so visible but can be noticed, though. Some definitions of commitment 

include the psychological aspect of attitude, motivation and feelings, whereas 

some definitions emphasize only the true and visible behavior of employees. An 

example of a definition where the attitudinal side gets more attention is the one 

from the researchers O’Reilly and Chatman (1986), where they define organiza-

tional commitment as 
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the psychological attachment felt by the person for the organization; it 

will reflect the degree to which the individual internalizes or adopts 

characteristics or perspectives of the organization. (O’Reilly & Chat-

man 1986, 493) 

Another definition that emphasizes the psychological aspect is the following where 

the organizational commitment is defined as 

a psychological state that binds the individual to the organization (Al-

len & Meyer 1990, 14). 

These definitions suggest that the commitment must be defined through the psy-

chological dimension of a human being. However, not all researchers think this 

way. As mentioned above, in the literature there are also definitions of commit-

ment which emphasize the pure behavior. For example Rusbult and Farrell (1983) 

suggest that commitment refers to 

the likelihood that an individual will stick with a job, and feel psycho-

logically attached to it, whether it is satisfying or not (Rusbult & Farrell 

1983, 430). 

Even though the psychological part is mentioned, the main focus and emphasis is 

on the behavioral side. Another example of such definition is from Wiener (1982) 

who suggests that organizational commitment is  

the totality of normative pressures to act in a way which meets organi-

zational goals and interest (Wiener 1982, 421). 

Wiener (1982) explains his definition by adding that committed individuals may 

exhibit certain behaviors not because they have figured that doing so is to their 

personal benefit, but because they believe that it is the “right” and moral thing to 

do (Wiener 1982, 421). One could argue that also Wiener’s (1982) definition has 

the psychological aspect, because it includes the phrase “normative pressures”. It 

can be seen, however, that the main emphasize is in the behavior (to act), which is 

the result of such pressures. 
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Mowday et al. (1979) show their interest in the attitudinal side of organizational 

commitment. According to them, attitudinal commitment represents a state in 

which an individual identifies with a particular organization and its goals and wish-

es to maintain membership in order to facilitate these goals (Mowday et al. 1979, 

225). They note also the behavioral side of the concept and admit that also their 

definition includes some aspects of behavior that are commitment-related. 

As mentioned already in the introduction of this thesis the researchers Mowday et 

al. (1979) define organizational commitment as the relative strength of an individu-

al’s identification with and involvement in a particular organization (Mowday et al. 

1979, 226). In their article they explain that this definition includes three factors:  

(1) a strong belief in and acceptance of the organization’s goals and 

values; 

(2) a willingness to exert considerable effort on behalf of the organiza-

tion; and 

(3) a strong desire to maintain membership in the organization (Mow-

day et al. 1979, 226). 

This thorough definition should be understood as a deep loyalty and even to rep-

resent, as the researchers themselves note, something beyond mere passive loy-

alty to an organization (Mowday et al. 1979, 226). This could be seen as the level 

of commitment where every company should aim at. 

The theory described above shows that there is a big variety of definitions that dif-

fer in several ways. The researchers Meyer and Herscovitch (2001) have made an 

interesting observation regarding this variation of definitions. They remind that or-

ganizational commitment can be as narrow as remaining a member of the organi-

zation or as broad as working toward the success of the organization (Meyer & 

Herscovitch 2001, 318). Therefore when talking about employee engagement or 

organizational commitment one should be actually very precise in defining what 

really is meant. 
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3.2 The Three-Component Model of Organizational Commitment 

 

The purpose of the previous chapter was to broadly present the various definitions 

of employee engagement and organizational commitment. In this chapter the aim 

is to go further and model the concept in order to give a deeper understanding of 

the complexity of the field. The definitions of employee engagement and organiza-

tional commitment tends emphasize slightly more the attitudes rather than just the 

pure behavior. Also in this chapter the modeling and conceptualization of commit-

ment refers mainly to the attitudinal perspective. 

The researchers Allen and Meyer have noticed in their study already in 1987 that 

there are several different conceptualizations of attitudinal commitment, but actual-

ly each of them seem to reflect three general themes: affective attachment, per-

ceived costs associated with leaving the organization and obligation to remain with 

the organization (Allen & Meyer 1990, 2; Meyer & Allen 1991, 63-64). In their arti-

cle A Three-component Conceptualization of Organizational Commitment (1991) 

they have named these themes slightly differently; affective, continuance and 

normative commitment (Meyer & Allen 1991, 67).  

The affective attachment or affective commitment refers to the definitions of com-

mitment where the term is used to describe an affective orientation toward the or-

ganization (Meyer & Allen 1991, 64). Of the definitions presented in this thesis the 

closest to reflect exactly the affective attachment is the one from Mowday et al. 

(1979) where they define organizational commitment as the relative strength of an 

individual’s identification with and involvement in a particular organization (Mow-

day et al. 1979, 226).  

According to Meyer and Allen (1991) the most commonly used measure of em-

ployees affective attachment to the organization has been the Organizational 

Commitment Questionnaire, which is a “15-item scale designed to assess ac-

ceptance of organizational values, willingness to exert effort, and desire to main-

tain membership in the organization” (Meyer & Allen 1991, 64; Mowday et al. 

1979, 227-228). 
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For some researchers affect plays however a minimal role in conceptualization of 

commitment (Meyer & Allen 1990, 2). Such researchers tend to view commitment 

as the continuation of an action (meaning to stay with an organization), which re-

sults from a recognition of the costs associated with its termination (Meyer & Allen 

1991, 64). For example Becker (1960) views commitment as a tendency to en-

gage in consistent lines of activity (Becker 1960, 33). This refers to the second 

general theme of modeling the subject: perceived costs or continuance commit-

ment. 

Continuance commitment can be understood as the level of how an individual per-

ceives the profits associated with staying in the organization in comparison to the 

cost associated with leaving the organization. An important theory related to this is 

the side-bet theory from Becker from the year 1960, where the idea is that the ef-

fect of making side bets is to increase the cost of failing to persist in a course of 

action (Powell & Meyer 2004, 158). In regards of organizational commitment, the 

course of action is staying with the company (Powell & Meyer 2004, 158). Accord-

ing to Becker (1960) side bets fall into several broad categories: generalized cul-

tural expectations about responsible behavior, self-presentation concerns, imper-

sonal bureaucratic arrangements, individual adjustments to social positions, and 

non-work concerns.  

It is important to understand the variety of the above mentioned different forms of 

side bets. The generalized cultural expectations about responsible behavior refer 

for example to the expectations of how long one should stay at a job and if not be-

having according to these expectations, it could lead to real or imagined negative 

consequences (Powell & Meyer 2004, 158). As the category’s name suggests 

these expectations vary between different cultures. Different cultures can be un-

derstood to reflect to different cultures between nations but also in a narrower 

scale: different cultures between companies.  

Self-presentation concerns refer to a situation where an individual attempts to pre-

sent a consistent public image that requires behaving in a particular way (Powell & 

Meyer 2004, 158). Impersonal bureaucratic arrangements are rules and policies 

set up by the organization to encourage or reward long-term employment (Powell 

& Meyer 2004, 159), examples of which are some incentive and compensation 
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systems attached to pension or career tenure in specific organization. Individual 

adjustments to social positions are the efforts made by an individual to adapt to a 

situation, but that make him or her less fit for other situations (for example an in-

vestment of time and effort to acquire organization-specific skills) (Powell & Meyer 

2004, 159). Non-work concerns refer to the side bets made outside the organiza-

tion. This is the case for example when an employee has established roots in a 

community which would be disrupted if he or she would leave and would have to 

seek employment in another geographic location (Powell & Meyer 2004, 158-159). 

The third component of the three-component model of commitment is normative 

commitment, which is also called the obligation to remain with an organization. 

This component has been viewed in the literature as a bit less common, but equal-

ly important approach (Meyer & Allen 1991). An example of a definition which re-

flects to this approach is the one from Wiener (1982) where the organizational 

commitment is the totality of normative pressures to act in a way which meets or-

ganizational goals and interest (Wiener 1982, 421). Some researchers call this 

component nowadays moral commitment, as it refers to a situation where individ-

uals act in a way that they believe is the right way for the organization but which 

might not even benefit themselves (Lambert et al. 2015, 138). 

According to Meyer and Allen (1991) this three-component model views commit-

ment as a psychological state that characterizes the employee’s relationship with 

the organization and has implications for the decision to stay or leave the organi-

zation. An important notice is that the nature of this psychological state differs in 

these components. Shortly it can be presented that affective commitment refers to 

the emotional attachment and means that the employees with a strong affective 

commitment stay with the organization, because they want to do so (Meyer & Allen 

1991, 67; Meyer et al. 1993, 539). If the reason to stay is related to the continu-

ance commitment the employees stay because they need to do so (Meyer & Allen 

1991, 67). Then logically the normative commitment refers to a situation where 

employees stay because they feel that they ought to. These components are of 

course not exclusive and an individual can have feelings in all of these levels at 

the same time. 
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3.3 The Antecedents of Organizational Commitment 

 

In order to understand the factors behind commitment it is important to present the 

antecedents of commitment in regards of these three different components. The 

developers of this three-component model believe that each component develops 

as the result of different experiences and has different implications for on-the-job 

behavior (Meyer et al. 1993, 539). The antecedents of affective commitment have 

been studied most extensively and these have been divided into three categories: 

personal characteristics, organizational structure and work experiences. These 

categories relate back to a study from Mowday et al. (1982), where the anteced-

ents of organizational commitment were categorized into personal characteristics, 

job or role-related characteristics, structural characteristics and work experiences 

(Mowday et al. 1982, 30). The categorizing differs in that Meyer and Allen (1991) 

have used only one category work experiences in reference to both objective job 

or role-related characteristics and subjective work experiences (Meyer & Allen 

1991, 69). 

The personal characteristics of affective commitment refer to the studies that sug-

gest that employees differ in their propensity to become affectively committed to 

an organization. Several studies have suggested that personal dispositions for 

example need for achievement, affiliation and autonomy, personal work ethic, lo-

cus of control (the extent to which one believes he or she can control events af-

fecting oneself) and central life interest in work correlate with commitment (Meyer 

& Allen 1991, 69-70). In addition, also researchers Macsinga et al. (2015) have 

noticed that personality and empowerment add significant value to explaining or-

ganizational commitment (Macsinga et al. 2015, 272). 

According to Meyer and Allen (1991) there is some evidence that affective com-

mitment is related to decentralization of decision making and formalization of poli-

cy (Meyer & Allen 1991, 70), which would suggest that the organizational structure 

and organizational characteristics could really make a difference in the level of 

commitment. The third category work experience refers, as mentioned, to both 

objective as well as subjective perceptions of work. Meyer and Allen (1991) sug-
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gest that commitment develops as the result of experiences that satisfy employ-

ees’ needs and/or are compatible with their values (Meyer & Allen 1991, 70).  

From a great amount of earlier studies regarding this issue Meyer and Allen (1991) 

have gathered work experience variables that have been found to correlate with 

affective commitment. These variables have been divided roughly into two catego-

ries; those that satisfy employees’ need to feel comfortable in the organization and 

those that contribute to employees’ feelings of competence in the work role (Meyer 

& Allen, 1991, 70). The comfort category includes variables such as organizational 

support, role clarity and freedom from conflict, organizational dependability, equity 

in reward distribution and supervisor consideration, whereas the competence cat-

egory includes variables such as accomplishment, autonomy, fairness of perfor-

mance-based rewards, job challenge, opportunity for advancement, opportunity for 

self-expression, participation in decision making and personal importance to the 

organization (Meyer & Allen 1991, 70-71). It is obvious that many of these varia-

bles can be measured only subjectively, which makes reliable measuring of them 

more complicated. 

Beside affective commitment, the other components of the three-component mod-

el were continuance and normative commitment, the antecedents of which differ 

from the antecedents of affective commitment. As presented already above, con-

tinuance commitment reflects the recognition of costs associated with leaving the 

organization. This means that anything that increases these perceived costs can 

be considered as an antecedent (Meyer & Allen 1991, 71). It seems, however, that 

these perceived costs are hard to measure, because they tend to be very different 

for each individual (Meyer & Allen 1991, 71). This means that it is hard, or even 

impossible, to make assumptions of what factors would generally increase these 

perceived costs. It can be said, however, that continuance commitment will devel-

op as a function of a lack of alternative employment opportunities and an accumu-

lation of side bets (Meyer & Allen 1991, 72). 

The feeling of obligation, i.e. the moral or normative commitment, increases when 

the normative pressures towards remaining with an organization increase. This 

feeling of obligation may result from the internalization of the normative pressures 

either prior to entry into the organization or following this entry (Meyer & Allen 
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1991, 72), and once developed, these internalized normative pressures are stable 

and might be very hard to change or affect (Wiener 1982, 426). According to Mey-

er and Allen (1991) it is also possible that normative commitment develops when 

an organization rewards the employee in advance (for example supporting finan-

cially already during the studies) or pays some significant costs in providing em-

ployment (for example costs of job training) (Meyer & Allen 1991, 72). It is obvious 

that when these kinds of actions are visible for an employee, it might raise his or 

her feeling of being obliged to stay with that organization. 

This above pretty thoroughly presented three-component model has been studied 

and tested by various other researchers from several point-of-views. One interest-

ing aspect is from researchers Erdheim et al. (2006), who examined how the per-

sonality of an employee (measured by the Big Five model) is related to the differ-

ent psychological states (affective, continuance and normative components) of 

organizational commitment. Their research suggests that Extraversion (including 

characteristics such as sociability, talkativeness and activeness (Erdheim et al. 

2006, 960)) was the most consistent predictor, because it was related to all three 

forms of organizational commitment (Erdheim et al. 2006, 966). Interestingly, Ex-

traversion was positively related to affective and normative commitment, but nega-

tively related to continuance commitment (Erdheim et al. 2006, 966-967). It has 

been also studied that in the organizations, where people are speaking up with 

their opinions and suggestions, the engagement seems higher (Rees et al. 2013, 

2792), which also supports the meaning of extraversion.    

Of the other personality dimension of the Big Five, Neuroticism (the tendency to 

experience distress) seemed to be negatively related to affective commitment but 

positively to continuance and normative commitment. Also Conscientiousness was 

positively related to continuance, because increased job involvement should lead 

to an accumulation of workplace rewards, which then again raise the costs associ-

ated with leaving an organization. The last two of the Big Five personality dimen-

sions (Agreeableness and Openness to Experience) were not significant predic-

tors of commitment but there was a relationship, however, between agreeableness 

and normative commitment and between openness to experience and continu-

ance. (Erdheim et al. 2006, 966-967) 
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Overall, the three-component model of organizational commitment seems func-

tional and understandable. It can be claimed that the model is useful in many 

ways. Organizational commitment as a concept is too large to handle purely as 

one entity and modeling it in this way helps managers to process the information 

and to allocate right actions in different situations. Employees should be treated 

and examined mostly as individuals and therefore studies relating personality and 

commitment (as the above presented Big Five study from Erdheim et al. (2006)) 

give a lot of valuable information on how to improve the level commitment in the 

organization.  

 

3.4 Consequences of Employee Engagement and Organizational 

Commitment 

 

On behalf of this thesis it is not only important to understand how employee en-

gagement and organizational commitment is formed but also to understand what 

consequences and possible business outcomes they have. The weakness of the 

research field still nowadays is that there is not overwhelmingly much empirical 

research done which means that there are no precise economic models regarding 

employee engagement or organizational commitment. This is probably due to the 

thought that intangible human capital cannot be measured by economic metrics, 

because it includes elements such as human competence, business processes 

and organizational structure (Kesti 2010, 15), which are all very hard or even im-

possible to value in money. It is claimed also that the managers underinvest in 

loyalty just because they know its cost but not its value (Reichheld 1996, 96; 

Reichheld 1993). Despite these notices, however, this chapter aims to present the 

earlier literature that examine the economics of employee engagement as precise-

ly as possible. 

It is obvious that especially in the services branch, where the labor costs can be 

even over 50 % of the revenue (Kesti 2010, 19), managing human resources is 

critical for company’s success. It is stated by some researchers that nowadays the 

human asset is the most important resource in an organization, and this has been 
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understood pretty well in OECD countries because the labor costs are high (Kesti 

2010, 19).  However, examining only the labor costs does not give a good insight 

of the importance of employee engagement, because these are measured only as 

a negative cash flow. Therefore, as Kesti (2010) suggests, it is totally a wrong ap-

proach to look at the employees as an obligatory cost, because then the benefits 

and profits relating to those costs cannot be seen. 

Reichheld (1996) talks about “pricing employee loyalty” and examines how em-

ployee loyalty and employee commitment can diminish the negative cash flows 

that occur from disloyalty. Reichheld (1996) mentions for example employee turn-

over and claims that the true cash-flow consequences of employee turnover far 

exceed most manager’s estimates (Reichheld 1996, 96). In his own research, it 

has showed that employee retention (and turnover) has a direct link to customer 

acquisition and retention, which shows that it is an important factor in revenue 

growth (and not only in cost efficiency) (Reichheld 1996, 96).  

Reichheld (1993) notes that the longer employees stay with the company the more 

familiar they become with the business, the more they learn, and the more valua-

ble they can be to the organization, which emphasizes the importance of lowering 

the turnover. In addition, it has been discovered that not only referrals from current 

customers (the word-of-mouth among current and potential customers) but also 

the referrals from the employees themselves have a huge impact on customer ac-

quisition (Reichheld 1996, 97). 

The above mentioned notices about employee retention and turnover are im-

portant because the literature shows that there is a relationship between organiza-

tional commitment and employee turnover. For example a meta-analysis conduct-

ed by Cotton and Tuttle (1986) shows that there is a positive correlation between 

organizational commitment and turnover (Cotton & Tuttle 1986, 65). It is also not-

ed in this meta-analysis, however, that this relationship has not been tested exten-

sively in prior research (Cotton & Tuttle 1986, 65). Also Tett & Meyer’s (1993) me-

ta-analysis support these findings; their research shows that organizational com-

mitment is related to the turnover intentions (Tett & Meyer 1993, 284).  
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Surprisingly, Tett & Meyer’s meta-analysis shows that job satisfaction contributes 

more to turnover intentions than commitment does (Tett & Meyer 1993, 284). Sat-

isfaction showed up to be in relationship with turnover especially in service organi-

zations also according to the meta-analysis of Cotton and Tuttle (1986). Satisfac-

tion, as a predictor of employee loyalty and turnover intentions, is not, however, an 

unambiguous phenomenon. According to Reichheld (2001) for example the real 

employee loyalty is generated when employees, unhappy with the status quo, are 

constantly reaching to deliver the kind of value and service that develops increas-

ingly loyal customers (Reichheld 2001, 3). It is understandable that if things are 

going too well and employees are fully satisfied, they are not motivated to work for 

better achievements. In contrary, as Reichheld’s (2001) definition suggests, a little 

dissatisfaction could motivate employees to work harder. Obviously the findings 

might differ a lot in the level of satisfaction or dissatisfaction and in the way how 

satisfaction is measured. 

As mentioned earlier organizational commitment seems to have positive conse-

quences on employee turnover. Also the researchers von Bonsdorff et al. (2015) 

suggest that organizational commitment has impact on employee behavior such 

as lower intent to leave, lower absenteeism, higher work-orientation and better 

individual performance, which then in turn can have positive impact on company 

performance (von Bonsdorff et al. 2015, 1106).  

It is worth noticing, however, that von Bonsdorff et al. (2015) measured company 

performance on a scale of perceived company performance, where the respond-

ents were asked to compare their own company to competitors in terms of several 

factors (market share, growth of sales, profitability etc.). This notice is very im-

portant, because it definitely makes a big difference whether the measuring is 

done subjectively or objectively. If the subjective perception of the company’s per-

formance is not in line with the real business performance metrics, the results do 

not provide reliable information. 

Also some other researchers have examined how organizational commitment af-

fects the employees’ as well as the whole organization’s performance. It has been 

found out that organizational commitment, employee engagement or employees’ 

well-being overall has a positive relationship with employees’ job performance 
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(Wright & Bonett 2002, 1188) and with productivity and other organizational out-

comes (Harter et al. 2002a; Harter et al. 2002b; Phipps et al. 2013, 116). Interest-

ingly, however, Wright and Bonett (2002) have noticed in their meta-analysis that 

the correlation between organizational commitment and job performance decays 

exponentially as a function of tenure, which suggests that more effective HR man-

agement and career-planning is needed (Wright & Bonett 2002, 1188).  

More effective HRM practices are justified because there has been found also 

empirical evidence on their impact on customers and business outcomes. It has 

been suggested for example that HRM decisions have true impact on employee 

attitudes and behavior and in this way also potential effects on organizational per-

formance (Gelade & Ivery 2003, 402). There is also found a relationship between 

how employees feel about their organization’s HRM practices and how customers 

feel about the service they receive from the organization (Schneider & Bowen 

1993, 47). One study shows that high-involvement HR practices (which include 

improving skill level, work design and involvement-enhancing incentives) really 

have a direct impact on employee performance and indirect effect on company 

performance due to lower quit rates (Batt 2002, 594).  

The most important researches and their findings are listed in the Table 2 below. 

Table 2: Earlier Research on the Relationship Between Employee Engagement and Performance 

Research-
er(s) 

Measuring em-
ployees 

Measuring perfor-
mance 

Research method Results 
and find-
ings 

Batt (2002) Telephone surveys on 
skill level (formed 
index), work design 
(5-point Likert-type 
scale), involvement-
enhancing HR incen-
tives (formed index) to 
measure High-
involvement HR prac-
tices 

 core workers 
and sales 
representa-
tives in call 
centers 

Employees: 

 Average annual 
quit rate 

Company: 

 Percent change 
in sales in the 
prior 2-year pe-
riod 

 

Statistical analysis, 
correlations and OLS 
regression 

High-
involvement 
HR practices 
associated 
with lower 
quit rates and 
higher sales 
growth. 
Quit rates 
partially me-
diate the 
relationship 
between 
high-
involvement 
practices and 
sales growth.  
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Wright & 
Bonett (2002) 

Attitudinal commit-
ment measured with 
either the OCQ or an 
attitudinal commitment 
scale 

 altogether 
3630 partici-
pants 

Job performance meas-
ured through the use of 
various in-role, individu-
ally focused perfor-
mance evaluation in-
struments 

Weighted least 
squares estimates, 
meta-analysis of 27 
studies with Pearson 
correlation  

Correlation 
between 
organizational 
commitment 
and job per-
formance is 
moderately 
high for new 
employees 
but decreas-
es rapidly 
with increas-
ing tenure. 

Harter et al. 
(2002a) 

Employee survey 
consisting of 12 
statement to measure 

 employee 
satisfaction 
and en-
gagement 

Employees: 

 Turnover 
Company: 

 Productivity: 
revenues or 
managerial 
evaluation 

Meta-analysis of 
studies with alto-
gether 7939 busi-
ness units in 36 
companies 

 Pearson 
correlations 

Employee 
satisfaction 
and engage-
ment are 
related to 
meaningful 
business 
outcomes 

Gelade & 
Ivery (2003) 

5-point Likert-type 
scale survey designed 
by a commercial com-
pany to monitor em-
ployee opinion (cli-
mate), not for the 
purposes of this study 

 altogether 
14390 em-
ployee ques-
tionnaires 

Employees: 

 Staff retention 

 Professional 
development 

 Staffing level 

 Overtime 
Company: 

 Sales value 
against target 

EXTRA: Customer satis-
faction 

Correlation analyses Significant 
associations 
between 
climate and 
performance 

Phipps et al. 
(2013) 

Employee involvement 
measured by power, 
information, 
knowledge/skills and 
rewards 

 with the 
moderating 
factor organi-
zational 
commitment 

Organizational produc-
tivity 

Theoretical ap-
proach, literature 
review 

Performance 
outcomes are 
the result of 
an organiza-
tion’s culture 
of participa-
tion and in-
volvement  

von 
Bonsdorff et 
al. (2015) 

4-item, 4-point agree-
ment scale survey on 
team autonomy and 5-
point agreement scale 
survey on organiza-
tional commitment 

 369 employ-
ers and em-
ployees of 25 
small-sized 
companies in 
the retail 
trade 2007 

10-item, 5-point Likert-
type scale survey on 
employees’ perception 
of company performance 
(comparing it with com-
petitors) 

Statistical analysis 
and correlations 

Team auton-
omy is posi-
tively corre-
lated with 
company 
performance 
and organiza-
tional com-
mitment. 
Organization-
al commit-
ment is posi-
tively related 
to company 
performance. 

 

In the chapter 3.2 The Three-Component Model of Organizational Commitment, 

the theoretical model from the researchers Allen and Meyer (1990) was presented. 

Later, in 1991, Allen and Meyer also examined and explained the consequences 
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of these three different components of commitment. In their literature review, they 

noticed that turnover or turnover intentions are linked with all three components of 

attitudinal commitment (affective, continuance and normative) (Meyer & Allen 

1991, 73). This kind of notice does not give any credit or usability to their three-

component model, because if all of the components have the same consequenc-

es, it suggests that it is not worth examining the differences of the three compo-

nents. 

According to Meyer and Allen (1991) it is, however, too shortsighted to focus only 

on pure turnover or employees. They want to emphasize more the other work-

related behavior such as performing assigned duties dependably and being willing 

to engage in activities that go beyond role requirements (Meyer & Allen 1991, 73). 

Meyer and Allen (1991) argue that employees’ willingness to contribute to organi-

zational effectiveness will be influenced by the nature of the commitment (affec-

tive, continuance or normative commitment). According to them, “employees who 

want to belong (affective) to the organization might be more likely than those who 

need to belong (continuance) or feel obligated to belong (normative), to exert effort 

on behalf of the organization” (Meyer & Allen 1991, 73-74). This would suggest 

that, in order to gain true organizational commitment (by definition to get the em-

ployees to exert effort to the organization), it is most preferable to aim at affective 

commitment.  

As this chapter shows, employee engagement and organizational commitment 

seems to have both direct as well as indirect positive impacts on company’s per-

formance. The most understandable and most researched consequence is obvi-

ously the tendency to leave the organization, which can be measured also numeri-

cally. It is worth noticing, as mentioned already in this chapter, that pure turnover 

rates do not really tell much about the nature of the attitudinal commitment. There-

fore, when testing this phenomena empirically, as will be done in this thesis, it is 

highly important to fully explain and describe in detail how employee engagement 

is measured.  
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3.5 The Service Profit Chain - A Theoretical Model 

 

Several practical business books and guides (Reichheld 1996; Durkin 2005; 

HBRAS 2013) emphasize the importance of employee engagement and employee 

loyalty, and claim that these have a major role in building customer loyalty as well 

as better business performance. For example the author of The Loyalty Advantage 

(2005), Dianne Michonski Durkin, explains that loyal employees create loyal cus-

tomers because customers are willing to pay more for better service and assum-

edly only loyal employees want to provide excellent service (Durkin 2005, 37), 

which then in turn brings the company more cash flow and improves its business 

performance. This has been proven also in some empirical researches, which 

were partly presented in the previous chapter. On the basis of several studies it is 

nowadays generally suggested that employee attitudes (engagement) have posi-

tive relations with customer satisfaction-loyalty and financials (Harter et al. 2002a, 

268; Fulmer et al. 2003, 986; Saks 2006, 606).  

Although being understandable and even empirically supported, practical business 

books lack the theoretical accuracy on how they conceptualize for example em-

ployee or customer loyalty. A good and understandable theoretical model that ex-

plains the connections between profitability, customer loyalty, employee satisfac-

tion, employee loyalty, and productivity is the Service-Profit Chain from Heskett et 

al. (2008). The Service-Profit Chain is a model that shows how these important 

parts of an organization (employees and customer) can really create value to the 

organization (see the Figure 4). 
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Figure 4: The Links in the Service-Profit Chain (Heskett et al. 2008) 

The Figure 4 suggests that internal service quality drives employee satisfaction. 

This internal quality is characterized by the attitudes that employees have toward 

their jobs, colleagues, and companies and by the way people serve each other 

inside the organization (Heskett et al. 2008). It is important that service workers 

develop communication skills and are able to add depth and dimension to their 

jobs, because this creates employee satisfaction which then in turn drives employ-

ee loyalty (employee retention) (Heskett et al. 2008). The link between employee 

satisfaction and loyalty (measured as affective commitment) is shown also in a 

study from Matzler & Renzl (2007), who suggest that in addition employee satis-

faction is an important factor to boost productivity, quality and actually also cus-

tomer satisfaction and in turn financial performance (Matzler & Renzl 2007, 595-

596). 

Whereas the Service-Profit Chain shows that employee satisfaction relates to em-

ployee retention as well as employee productivity, it is interesting that the empirical 

evidence only rarely supports the positive relationship of organizational commit-

ment and job performance (Slocombe & Dougherty 1998, 486). Slocombe and 

Dougherty (1998) suggest that this is due to the fact that the desire to stay with the 

organization is not necessarily related to the willingness to exert effort on behalf of 

organization (Slocombe and Dougherty 1998, 486), even though, by some defini-

tions, the willingness to exert effort is one of the preconditions of organizational 
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commitment. This notice emphasizes the importance to precisely define what is 

meant with organizational commitment. 

The Service-Profit Chain models that employee retention is related to employee 

productivity, the loss of which is a real cost of the turnover (Heskett et al. 2008). 

This productivity is seen to drive external service value, which is measured by the 

customer perceptions of the value of the service (Heskett et al. 2008). This logical-

ly relates to the customer satisfaction, the definition of which states that satisfac-

tion depends on “the perceived performance relative to a buyer’s expectations” 

(Armstrong & Kotler 2009, 46). Also empirical studies support these patterns of the 

Service-Profit Chain; it is shown, that there is a relationship between employee 

attitudes and customer satisfaction, because the employee attitudes have impact 

on customer service (Schmit & Allscheid 1995, 531). 

This Service-Profit Chain represents and assumes that customer satisfaction is 

directly correlated with customer loyalty, but as discussed in the theory of custom-

er loyalty, this relationship is not always unambiguous. However, this notice does 

not make the whole model irrelevant; it just challenges partly its direct assump-

tions. The last step of the model is the link between customer loyalty and compa-

ny’s revenue growth and profitability, the relationships of which have been also 

discussed earlier in this thesis. 

This above presented model creates an understandable and justifiable path of how 

HRM and CRM processes affect each other and then, in turn, are able to create 

value to the company. The model has gained interest and popularity among re-

searchers and for example Chi and Gursoy (2009) have tested its links. In their 

study they found out that there is a direct relationship between customer satisfac-

tion and financial performance as well as between customer satisfaction and em-

ployee satisfaction. The relationship between employee satisfaction and financial 

performance existed also, but it was an indirect relationship, which was mediated 

by customer satisfaction (Chi & Gursoy 2009, 252). 
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4 THE RELATIONSHIP BETWEEN CUSTOMER LOYALTY AND 

EMPLOYEE ENGAGEMENT  

 

In this chapter the idea is to combine the main findings of the above presented 

theories of customer loyalty and employee engagement together in order to review 

the possible connection points of the theoretical foundations. Also some former 

researches regarding the relationships between customers and employees will be 

presented in order to understand how these concepts position empirically. 

One of the main findings of the concepts of customer loyalty and employee en-

gagement is that the both theories can be divided into behavioral and attitudinal 

dimensions. According to the definitions presented within the theories, it seems 

that in regards of customer loyalty this distinction was more visible and theoretical-

ly modeled. In the theory of employee engagement these dimensions were more 

merged and the definitions of the concepts employee engagement and organiza-

tional commitment included often characteristics of both dimensions. 

There is also another interesting notice about the distinction between behavioral 

and attitudinal dimensions in these theories. Whereas the researchers of customer 

loyalty seemed to emphasize slightly more the behavioral dimension of loyalty, in 

regards employee engagement this seemed to be the other way around. There 

could be various possible explanations to this, one of which could be the fact that 

behavioral customer loyalty indicates the true cash flow toward the company and 

can be easily measured and understood. On the employee side the attitudinal di-

mension might get more interest because it is thought to be easier to manage the 

components inside the company (i.e. employees) rather than the external factors, 

such as customers. 

Even though the theories and the models of customer loyalty and employee en-

gagement are not similar, there are still a lot of similarities in them. For example, 

both theories include the component affective loyalty or commitment. This phase 

seems pretty critical phase in building customer loyalty but it is seen also as a very 

important component of employee loyalty. Interestingly, both theories take also 

other factors than affection (such as emotions, feelings and satisfaction) into con-
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sideration. One important factor for both theories is obviously the perceived costs 

which can either hinder or encourage leaving the organization or terminating the 

contract. This notice shows that neither customer loyalty nor employee engage-

ment can be built purely on satisfaction and affection. 

Even though this notice is clearly visible in the theories it is surprising that the in-

terest toward satisfaction is still stronger than the interest toward loyalty and com-

mitment. This can be seen also in the following collection of the earlier research on 

the relationship between employees and customers (see Table 3). One possible 

reason for this could be that satisfaction is as a concept easier to conceptualize 

and loyalty, in turn, harder to conceptualize and measure, which can make the 

researchers more cautious about using loyalty as a metric. 

Table 3: Earlier Research on the Relationship Between Employees and Customers 

Researcher(s) Measuring em-
ployees and cus-
tomers 

Research method Context Results and 
findings 

Schmit & All-
scheid (1995) 

4-point agreement 
scale surveys  

 9 000 em-
ployees 

 31 000 cus-
tomers  

Intercorrelations and other 
quantitative analyses to 
examine the relationship 
between 

 employee atti-
tudes 

 customer satis-
faction 

160 offices of 
a large secu-
rity systems 
company 

A relationship 
between employ-
ee attitudes and 
customer satisfac-
tion is proven; 
where upper 
management has 
a big role in affect-
ing the attitudes of 
employees 

Gremler & 
Gwinner 
(2000) 

7-point agreement 
scale questionnaire 
for two samples of 
customers (separated 
by the industry) 

Correlations and confirma-
tory factor analysis. Meas-
urements: 

 Enjoyable interac-
tion 

 Personal connec-
tion 

 Customer satis-
faction 

 W-O-M communi-
cation 

 Loyalty intention 

Banks and 
dental ser-
vices in USA 

Enjoyable interac-
tion was signifi-
cantly related to 
satisfaction, W-O-
M and loyalty 
intentions in both 
samples. 
Personal connec-
tion was signifi-
cantly related to 
all three only in 
banking sample 
but in dental sam-
ple only with W-O-
M. 

Keiningham 
et al. (2006) 

5-point agreement 
scale surveys in 2000-
2001 

 Over 34 000 
customers 
via telephone 

 Over 3 900 
employees 
via email 

Pearson correlations and 
CHAID analyses (chi-
square automatic interac-
tion detection) 

125 stores of 
US specialty 
goods retailer 

Employee satis-
faction is asym-
metric and posi-
tively related to 
changes in cus-
tomer satisfaction 
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Payne & 
Webber 
(2006) 

5-point agreement 
scale surveys 

 535 custom-
ers 

 249 employ-
ees and self-
employed 

Correlations and other 
quantitative analyses to 
examine the relationship 
among  

 job satisfaction 

 affective commit-
ment 

 service-oriented 
organizational cit-
izenship behav-
iors (OCBs) 

 customer satis-
faction 

 customer loyalty 

Hairstylists in 
USA 

Employee satis-
faction (especially 
job satisfaction) 
correlated signifi-
cantly with cus-
tomer satisfaction 
and customer 
loyalty behavior 
(loyalty intentions, 
positive W-O-M, 
complaining be-
havior)  
Affective commit-
ment (emotional 
attachment to the 
organization) was 
not a useful pre-
dictor of customer 
outcomes. 

Dean (2007) 7-point agreement 
scale surveys via 
email  

 289 con-
sumers 

 325 business 
customers 

Correlations and factor 
analysis of the relation-
ships among the following: 

 Customer focus 

 Customer feed-
back 

 Perceived service 
quality 

 Customers’ affec-
tive commitment 

 Customer loyalty 

Two call 
centers (in-
surance and 
online bank-
ing) in Aus-
tralia 

Customer focus is 
directly related to 
customer loyalty 
Customer feed-
back was positive-
ly related with 
affective commit-
ment 
Perceived service 
quality was posi-
tively related to 
customer loyalty 
and affective 
commitment and 
affective commit-
ment was positive-
ly related to cus-
tomer loyalty. 

Hurley & 
Estelami 
(2007) 

Open-ended inter-
views and focus 
groups with store 
personnel 
5-point agreement 
scale survey for 3500 
employees 
Customer satisfaction 
measured by a stand-
ardized survey col-
lected already from 
interviews (by the 
stores) 

Correlations and regres-
sion analyses of Service 
profit chain (Employee 
satisfaction,  turnover and 
customer satisfaction) 

175 conven-
ience stores 
in two chains 
in USA 

Employee satis-
faction and turno-
ver have signifi-
cant relationship 
with customer 
satisfaction. 
Certain employee 
turnover 
measures can be 
equally useful in 
predicting cus-
tomer satisfaction 
as the single-item 
employee satis-
faction measure. 
The relationship 
between raw 
employee turnover 
measures and 
customer satisfac-
tion is non-linear. 
 

 

Mostly the studies were conducted so that employees and customers were sur-

veyed separately and the opinions and attitudes of both were equally noticed. 
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However, also exceptions existed: for example the researcher Dean (2007) sur-

veyed employee-customer relationship only through customers’ point-of-view. An-

other interesting study, which has only used the customer perspective, is the one 

from the researchers Gremler and Gwinner (2000) where they examine the cus-

tomer-employee rapport in service relationships. With the term rapport they mean 

the customer’s perception of having an enjoyable interaction with a service provid-

er employee, and it is characterized by a personal connection between the inter-

actants (Gremler & Gwinner 2000, 83). Their findings suggest that customers’ per-

ception of enjoyable interaction and personal connection are connected with cus-

tomer satisfaction, word-of-mouth communication as well as loyalty intentions 

(Gremler & Gwinner 2000, 98).  

It is worth noticing, however, that too strong personal connection toward an em-

ployee at the service provider is not always a good thing. There is the risk that too 

strong personal connection ends up with the customers leaving when the key em-

ployee leaves the organization (Bove & Johnson 2006, 79). This risk should be 

noticed in all organizations and, as Bove and Johnson (2006) suggest, organiza-

tions should focus on building up the service loyalty, which can be achieved if the 

customers perceive all the service workers equally credible. Then the leaving of 

one employee does not become too critical an issue (Bove & Johnson 2006, 89). 

Overall this short review of the earlier empirical research on the relationship be-

tween employees and customers suggests that employee satisfaction is positively 

related with customer satisfaction and customer loyalty behavior. In addition, there 

is Hurley and Estelami’s (2007) study which suggests that also behavioral em-

ployee turnover measures can be useful in predicting customer satisfaction, but 

that in this case the relationship is non-linear. All of these in the Table 3 listed re-

searches have been conducted in B2C markets which raises the question, wheth-

er such findings can also be found in B2B context, in which this thesis will be. 

However, these positive correlations and connections between customers and 

employees suggest that surely there is a need to broaden up the understanding of 

these concepts. 
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5 THE RESEARCH METHODOLOGY 

 

This chapter presents the research methodology used in this thesis. It will be ex-

plained how the analysis methods were chosen and how these helped to analyze 

the empirical data of this thesis. Also the empirical data will be statistically intro-

duced in order to understand the main characteristics of the different variables. 

 

5.1 The Sampling and the Data Collection 

 

As shortly presented in the introduction chapter, the empirical data of this thesis is 

from a Nordic group’s three sister companies, which all operate in the B2B profes-

sional service industry in different countries. The companies provide their custom-

ers with closely similar professional services, which means that the data between 

them is comparable. The main focus of the empirical analysis is in the companies 

from Norway and Finland. Denmark is included in some tests and analyses, but as 

there was no data available for Denmark for years 2012 and 2013, it had to be left 

out of the panel data analyses. This is not a problem as the impact of Denmark’s 

data is not remarkable due to its small amount of units (shown in the Figure 5). In 

Finland and Norway the data was from the fiscal years 2012, 2013 and 2014.  

 

Figure 5: Number of Units per Country 2014 

The data has been measured on a business unit level, which means that each var-

iable has observations on a business unit level. A business unit in this data is a 

41 
60 % 

21 
31 % 

6 
9 % 

Number of Units per Country 2014 

Norway Finland Denmark



56 
 

profit center with its own unit manager, who is responsible for the unit’s business 

performance and for the unit’s customer contracts. The unit manager is also the 

person, who manages the unit’s employees with the help from the company’s HR 

manager. This is an important notice as it shows that the unit manager is respon-

sible for all three components studied in this thesis; customer loyalty, employee 

engagement and business performance. 

The business units differ in size, meaning that the smallest units have only 3 em-

ployees whereas the biggest ones can have up to 60 employees. Unfortunately, 

unit-specific information of the size could not be given for all companies, because 

the reporting standards differed between the units and the companies so much. 

Beside size, mostly the business units differ in their geographical location, also 

within the countries. In couple of bigger cities or towns two or more units can op-

erate in the same office but generally each unit operates in its own office in order 

to provide the services also to the local customers. Despite the fact that some of 

the units are located in the same offices, the basic characteristics and the level of 

independency of the units is similar to the ones located separately.  

The data was collected separately from the different databases of the companies 

and put together in an Excel sheet for the analyses of this thesis, and this required 

a lot of manual work. During the years 2012-2014 the companies had gone 

through organizational changes and some of the units were reorganized. This 

caused some extra challenges with the handling of the data. The company provid-

ed however the necessary information which enabled the editing of the data in the 

correct form. Some of the variables had to be recounted manually in order to get 

the data comparable between the years. 

 

5.2 The Variables 

 

The empirical data of this thesis consists of several variables, which will be thor-

oughly presented in the following. As mentioned above, all of these variables are 

measured on a business unit level and will be divided in this presentation into 

three different categories depending on whether they measure customers, em-
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ployees or the business performance of the unit. It is worth noticing that the statis-

tical information of the variables presented in the following chapters include only 

the observations (N) that have been included in the analyses of the thesis. In the 

initial reports there were five units which had to be left out from the eventual anal-

yses. These five units either consisted of too less data (no observations for all re-

quired years) or the reported data included inexplicable values for some variables 

(e.g. value for revenue growth -38 000 % or 28 000 %).  

 

5.2.1. The Variables Related to Customers 

 

Customers are measured in several ways in order to capture and understand their 

attitudinal loyalty as well as behavior. The main focus in this thesis is on the attitu-

dinal side of loyalty and it is measured with a system called Net Promoter Score 

(NPS). This measuring system has been created in order to find an encompassing 

but at the same time a simple and handy metric of customer loyalty. The idea was 

to have a metric which would include only one single question but could provide 

understanding of customer attitude as well as behavior (Reichheld 2003). 

When creating the NPS system the question “On a scale 0-10, how likely is it that 

you would recommend the company X to your friends or colleagues?” was select-

ed from a collection of 20 different questions after an empirical research process, 

because it correlated mostly with actual repurchases and referrals in most of the 

chosen industries (Reichheld 2003). Also the researchers Pollack and Alexandrov 

(2013) have studied this but come to a conclusion that, even though NPS method 

seems to correlate with repurchase behavior, it is not enough strong a metric to 

indicate real customer loyalty, because it is not identical with real word-of-mouth 

behavior (Pollack & Alexandrov 2013, 126). 

In the NPS method it is important to categorize customers according to their likeli-

hood to recommend. On the scale 0-10 the value 10 means “extremely likely” 

whereas the value 0 means “not at all likely”. Reichheld (2003) has compared the 

answers of the NPS question with the customers’ repurchase and referral behavior 

and noticed three distinct categories: Promoters, Passives and Detractors (Reich-
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held 2003). These categories can be seen actually to have similarities with earlier 

in the theory presented Oliva’s et al. (1992) model, where the customers were 

classified into categories brand loyal, brand neutral and brand avoidance. In the 

following the NPS categories will be presented more precisely. 

Promoters are the ones who give a 9 or 10 as the likelihood to recommend and 

want to signal with this score that their lives have been enriched by their relation-

ship with the company. They behave like loyal customers, because they typically 

make repeat purchases and even expand their purchases, but also talk up the 

company to their friends and colleagues (as the question implies). These custom-

ers should be highly valued and appreciated, because they give a lot of positive 

energy to the company by offering often constructive feedback to the organization. 

(Reichheld & Markey 2011, 5) 

According to Reichheld and Markey (2011) the Passives, the ones who give 7 or 

8, have got what they paid for, but nothing more. These customers are passively 

satisfied, but not necessarily loyal ones. They make actually very few referrals of 

the company and even when they do, the comments are typically unenthusiastic. 

The major difference compared to the promoters is the fact that the passives are 

more likely to switch to a competitor, for example if the competitor’s discount or 

advertisement catches their eye. These customers bring only a little energy to the 

company and are called passives exactly because of this. (Reichheld & Markey 

2011, 5) 

The third category Detractors are the rest of the customers who score six or be-

low. With this rating they want to indicate that their lives have been diminished by 

the relationship with the company. These customers are dissatisfied, disaffected 

and even dismayed and they spread the bad word-of-mouth. There is a problem 

with these customers, that if they cannot easily switch (for example due to long-

term contracts) they make nuisances of themselves, registering complaints all the 

time. This kind of behavior causes a lot of negative energy and costs toward the 

company and as a result destroys employee motivation and pride. (Reichheld & 

Markey 2011, 6) 
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These categories have received some criticism especially in Europe: it has been 

claimed that including only the ones who give 9 or 10 into the category promoters 

is too harsh. For example the researchers Doorn et al. (2013) have used modified 

categories, where the category promoters included also the ones who gave an 8 

and the category detractors included only the ones whose likelihood to recom-

mend was between 0-5. These researchers assumed that the Dutch respondents 

would give consistently lower scores than the US respondents, with whom the 

NPS method has initially been tested (van Doorn et al. 2013, 316). There is, how-

ever, no empirical evidence to support this claim, so changing the categories 

seems somewhat questionable. 

The final Customer Net Promoter Score (cNPS), which indicates the level of cus-

tomer loyalty of that specific company X, is counted with the above presented cat-

egories: the cNPS is counted by subtracting the percentage of customers who give 

0-6 (cDetractors) from the percentage of the customers who give 9 or 10 (cPro-

moters) (Reichheld & Markey 2011, 7). The score aims to indicate the amount of 

net promoters (as its name implies), and the mathematical function reflects to the 

confrontation of the promoters and detractors. This confrontation and the mathe-

matical model of NPS have not been left without criticism and for example Fou 

(2009) argues that NPS is based on bad math because it is actually unipolar in the 

way the referral question is phrased but actually bipolar in the way the final score 

is counted (Fou 2009). 

All of the basic statistical information for the above mentioned variables (cNPS, 

cPromoters, cPassives and cDetractors) is listed and reported in the Table 4 be-

low. The categories of NPS are reported as percentages and the cNPS score as 

an absolute score. As the table shows and as it was mentioned earlier, the units of 

Denmark have data only for the year 2014. This means that Denmark is not in-

cluded in the analyses, which requires data from more than one year. However, 

Denmark’s units are included in all analyses which require only data from the year 

2014. The histogram figures from 2014 are added to show the distribution of the 

observations. 
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Table 4: Statistics of Customer NPS Variables 

Va-
riab-

le 
Year 

Count
ries 

Min Max Mean Std Dev N Histogram for 2014 

c
N

P
S

 

2012 NO, FI -43 56 9,2222 19,0031 54 

 

2013 NO, FI -53 42 10,0926 17,2652 54 

2014 
NO, 
FI, DK 

-50 67 9,1406 22,7679 64 

c
P

ro
m

o
te

rs
 2012 NO, FI 0,0870 0,6212 0,3214 0,0974 54 

 

2013 NO, FI 0,0500 0,6667 0,3123 0,0891 54 

2014 
NO, 
FI, DK 

0,0000 0,6667 0,3067 0,1196 64 

c
P

a
s
s
iv

e
s

 

2012 NO, FI 0,2895 0,6154 0,4478 0,0864 54 

 

2013 NO, FI 0,0000 0,6786 0,4766 0,1002 54 

2014 
NO, 
FI, DK 

0,2333 0,8571 0,4777 0,1028 64 

c
D

e
tr

a
c
to

rs
 2012 NO, FI 0,0307 0,5217 0,2308 0,1111 54 

 

2013 NO, FI 0,0000 0,5750 0,2112 0,1094 54 

2014 
NO, 
FI, DK 

0,0000 0,6333 0,2157 0,1300 64 

 

Beside the NPS referral question responses also answers to another question in 

the customer survey are collected for 2014. The second question all of the cus-

tomers where asked was “What is the main improvement area you suggest that 

the company X should focus on?” In the telephone surveys, which the responses 

mostly consisted of, this question was proposed as an open question, where the 

customer could answer whatever they wanted to. However, each of the answers 

was categorized by the interviewer according to the customer’s open answer. The 

list of these categories was visible only in the web surveys (amount of which was 

very low) or if the customer asked for options in the telephone survey. In the data 
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of this thesis only the categorized answers were utilized leaving the open answers 

unexamined due to the extent of this thesis.  

The list of categories and their statistics are shown in the Table 5. These variables 

are measured and reported as percentages and collected from all of the countries; 

Norway, Finland and Denmark. The histograms of these variables are shown in 

APPENDIX 1; which shows that only the variables Price, Communication and 

Nothing distribute normally. 

Table 5: Statistics of the Improvement Areas Mentioned by Customers 

Variable Year Countries Min Max Mean Std Dev N 

Proactivity 2014 NO, FI, DK 0,00 0,20 0,0431 0,0416 64 

Consulting 2014 NO, FI, DK 0,00 0,11 0,0260 0,0228 64 

Quality 2014 NO, FI, DK 0,00 0,22 0,0471 0,0545 64 

Price 2014 NO, FI, DK 0,00 0,61 0,2550 0,1456 64 

Competence 2014 NO, FI, DK 0,00 0,20 0,0187 0,0333 64 

Communication 2014 NO, FI, DK 0,02 0,33 0,1391 0,0617 64 

IT / Technical issues 2014 NO, FI, DK 0,00 0,21 0,0517 0,0386 64 

Reliability 2014 NO, FI, DK 0,00 0,33 0,0254 0,0520 64 

Other 2014 NO, FI, DK 0,00 0,18 0,0208 0,0337 64 

Nothing 2014 NO, FI, DK 0,00 0,76 0,3730 0,1368 64 

 

Even though the customer survey questions refer to the whole company X, the 

results in the empirical data of this thesis are reported on a business unit level. 

These customer NPS surveys were conducted primarily by telephone surveys in 

the companies in years 2012, 2013 and 2014. The web surveys were sent by 

email to the ones who insisted on it. The aim was to yearly contact at least one 

contact person per each customer of the company, which means that a lot of the 

respondents have answered the survey each year. For some larger groups or 
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companies two or more contact persons could have been contacted, but this was 

very rare. 

The contact person for the survey had to be a decision maker in the customer 

company in order to fulfill the requirements of the collected data. This means that it 

was primarily the entrepreneurs, chairmen, financial managers or HR managers, 

who were contacted for the survey. The role of the contact persons varied depend-

ing on the size and the organization structure of the customer company. If the pri-

marily contacted contact person pointed out anybody else in the organization (e.g. 

a secretary, a clerical employee) to answer the survey, this was accepted. These 

requirements applied to the data of the companies in Finland and in Norway, but 

were not as strict in Denmark, where the contact person was chosen to be the one 

being mostly in contact with the company X regardless of his or her status in the 

company. 

Beside the survey responses the data consisted of couple of other metrics for cus-

tomers, such as number of customers and customer churn (in number and in val-

ue). The variable used in the analyses was the percentage of customer churn 

counted by the share of the defected customers from the number of all customers 

in the unit. 

Table 6: Statistics of the Variable Customer churn 

Va-
riab-
le 

Year 
Count
ry 

Min Max Mean 
Std 
Dev 

N Histogram for 2014 

C
u

s
to

m
e
r 

c
h

u
rn

 r
a
te

 

2012 NO 0,0543 0,3636 0,1352 0,0670 36 

 

2013 NO 0,0000 0,3333 0,1541 0,0701 36 

2014 NO 0,0000 0,3089 0,1674 0,0788 39 

 

Unfortunately, due to some major changes in the organizational structures as well 

as in the ERP and CRM systems of the companies this variable could be collected 

reliably only for Norway (as seen in the Table 6).  
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5.2.2. The Variables Related to Employees 

 

The variables measuring employees and their engagement are closely similar to 

the variables measuring customers. The same NPS method, which was used to 

measure customers’ attitudinal loyalty, is used in this thesis to measure the degree 

of employee engagement. Even though the NPS method has initially been created 

for measuring customers, there should not be seen any obstacles for not to meas-

ure also the employees with it. 

The employee surveys were named as Employee Engagement Surveys (EES), 

and they were conducted in the case companies twice a year; once in spring and 

once in autumn. In the data of this thesis only the autumn survey results were re-

ported, because these included more information in comparison to the surveys 

conducted in spring and because only one score was needed per year. Overall the 

spring surveys were always shorter meaning that they consisted of only 5 ques-

tions, whereas the autumn surveys were longer ones consisting of 22 questions. 

These employee surveys were conducted anonymously as a web survey meaning 

that every employee of the organization was sent an email link to the survey. 

These survey requests were sent to all employees at the same time and reported 

also at the same time period, which indicates again better comparability between 

the units. Similarly, as with the customer surveys, the employee survey results 

were reported on a unit level, with the condition of having over five respondents 

per unit.  

The 22 survey questions were formed as claims which the employees had to eval-

uate on a scale from 0 to 10, which is the same scale as the NPS scale. These 

claims were similar in all of the case companies and in all of the units so the re-

sults were easily comparable between the units. The claims were formed so that 

the employees needed to evaluate their own doing, the company or their immedi-

ate leader. 

The claims included also the NPS referral question, which was formed as “I would 

recommend the Company X as an employer”. According to the responses to this 

question the employees were categorized into ePromoters (9-10), ePassives (7-8) 
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and eDetractors (0-6), similarly as with the customers. The final eNPS, which indi-

cates in this thesis the degree of employee engagement, was counted also similar-

ly as with the customers: by subtracting the amount of eDetractors from the 

amount of ePromoters. The statistics of these variables are shown in the Table 7. 

Table 7: Statistics of Employee NPS Variables 

Va-
riab-

le 
Year 

Count
ries 

Min Max Mean Std Dev N Histogram for 2014 

e
N

P
S

 

2012 NO, FI -59 86 13,9592 34,5416 49 

 

2013 NO, FI -64 91 13,7593 34,3181 54 

2014 
NO, 
FI, DK 

-60 73 10,8923 31,0881 65 

e
P

ro
m

o
te

rs
 2012 NO, FI 0,0000 0,8600 0,4059 0,2069 49 

 

2013 NO, FI 0,0000 0,9100 0,3920 0,1781 54 

2014 
NO, 
FI, DK 

0,0000 0,8600 0,3760 0,1783 65 

e
P

a
s
s
iv

e
s

 

2012 NO, FI 0,0000 0,8400 0,3290 0,1697 49 

 

2013 NO, FI 0,0000 0,7000 0,3546 0,1317 54 

2014 
NO, 
FI, DK 

0,0000 0,8000 0,3572 0,1574 65 

e
D

e
tr

a
c
to

rs
 2012 NO, FI 0,0000 0,7100 0,2661 0,1766 49 

 

2013 NO, FI 0,0000 0,6600 0,2550 0,1897 54 

2014 
NO, 
FI, DK 

0,0000 0,6700 0,2677 0,1706 65 

 

In order to have more sophisticated information about the phenomenon of em-

ployee engagement also the other claims (beside the NPS question) were studied. 

The units reported the average score for each of the 22 questions of the EES sur-

vey in 2014. In order to better understand the possible underlying characteristics 

of employee engagement a factor analysis of the EES claims was conducted with 

the SAS Enterprise Guide. As the APPENDIX 2 shows, the analysis suggested 
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creating four factors (with the eigenvalue over 1), which could altogether explain 

77,2% of the variation of the variables.  

All of the results and the most important figures of the factor analysis are reported 

in the Table 8. Of the background preconditions it is worth noticing the Kaiser’s 

Measure of Sampling Adequacy (MSA) figures, which are high for each variable as 

they should be. As the table shows, also all of the communality estimates give 

good results for how much these four factors explain the variation of each specific 

variable. Overall the factor analysis seems to fit well for analyzing the characteris-

tics of the EES survey. 

By analyzing the specific survey questions content wise and how these correlated 

with each factor (loadings), it was possible to create and rename the four factors. 

As the Table 8 shows the first factor was named Immediate Leader and it reflects 

to the degree of how well the collaboration with the immediate leader works. The 

questions that correlated the most with this factor were related to the evaluation 

about the collaboration with the immediate leader or on a larger scale how the 

working was organized, which the immediate leader could have impact on. 

The second factor characterizes the employees’ attitudes toward the whole organ-

ization and not only toward the own business unit. Therefore this factor was 

named as Attitude toward Organization and it includes questions that indicate for 

example the level of proudness to work at the Company X or the level of perceived 

reputation of the Company X. It is worth noticing that this factor includes also the 

NPS question. In the third factor Work Contribution only two of the survey ques-

tions were included, which indicated the Work Contribution and the collaboration 

with the associates. The fourth factor Personal Competence includes four ques-

tions which indicate the level of how qualified customer work our employees them-

selves evaluate that they are doing and how good their competence is.  
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Table 8: The Factor Analysis Results 
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The factors were used as variables, the observations of which were counted for 

each unit as the average of the values of the chosen questions. These new varia-

bles were manually created and used in the analyses in the same way as any oth-

er variables. Four of the survey questions Q12, Q15, Q19 and Q22 were not in-

cluded in any of the factors because they had strong loading for more than one 

factor at the same time or because they did not fit any of the factors content wise.  

In order to understand the acceptability and reliability of the created factors, the 

explained variance and the Cronbach Coefficient Alphas are reported in the Table 

8. In comparison to the eigenvalues reported in the APPENDIX 2 the explained 

variance of the factor Immediate Leader lowered and the variance of the other fac-

tors rose as a result of the orthogonal rotation conducted by SAS Enterprise Guide 

5.1. The Cronbach Alphas, which indicate the level of reliability of the specific fac-

tor, range in value from 0 to 1, where the higher scores indicate a higher level of 

reliability (Santos 1999). It is generally accepted that the values over 0,7 indicate 

an acceptable level of reliability (Santos 1999). As the Table 8 shows, the factors 

Immediate Leader, Attitude toward Organization and Personal Competence have 

high Cronbach Alphas, but also the Alpha from the factor Work Contribution is so 

close to the level of acceptability that the factor can be used as a variable in the 

analyses later. 

Beside the above presented variables also employee churn rate was reported in 

the same way as the customer churn rate. The statistical figures of this variable 

are shown in the Table 9.  

Table 9: Statistics of the Variable Employee churn  

Va-
riable 

Year 
Count
ry 

Min Max Mean 
Std 
Dev 

N Histogram for 2014 

E
m

p
lo

y
e

e
 c

h
u

rn
 

ra
te

 

2014 FI 0,0000 0,3636 0,1487 0,0943 21 
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Employee churn rate is reported on the unit level by calculating the percentage of 

the employees who have left the company in that specific unit from the units’ all 

employees. The values do not include the internal transfers, when an employee 

has moved from one unit to another. Unfortunately, this information was only 

available for Finland for the year 2014, which deteriorates the usability of this vari-

able. 

 

5.2.3. The Variables Related to Business Performance 

 

The third important component of this thesis is the business performance which 

includes three different variables. Naturally, also these business performance vari-

ables are measured on a business unit level within the three sister companies. 

The three variables indicating the business performance in the units are EBITDA-

% (Earnings Before Interest, Taxes, Depreciation, and Amortization), Gross Profit 

Less Personnel -% and the Revenue Growth -%. All of these variables are calcu-

lated in the percentage forms in order to make the observations comparable 

among the units. The important statistical figures of these variables are shown in 

the Table 10. 
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Table 10: Statistics of the Business Performance Variables 

Va-
riab-

le 
Year 

Count
ries 

Min Max Mean 
Std 
Dev 

N Histogram for 2014 

E
B

IT
D

A
-%

 

2012 NO, FI -0,1360 0,5110 0,1814 0,1163 53 

 

2013 NO, FI 0,0690 0,5240 0,2656 0,1031 54 

2014 NO, FI -0,1800 0,5160 0,2660 0,1265 60 

G
P

 L
e
s

s
 P

e
rs

o
n

n
e

l 
-%

 

2012 NO, FI 0,1190 0,5650 0,3649 0,0794 53 

 

2013 NO, FI 0,1940 0,5470 0,3848 0,0864 54 

2014 
NO, 
FI, DK 

0,0270 0,5430 0,3740 0,1117 65 

R
e
v
e
n

u
e

 G
ro

w
th

 -
%

 

2012 NO, FI -0,2170 1,0810 0,0609 0,1977 53 

 

2013 NO, FI -0,2340 0,5570 0,0631 0,1316 54 

2014 
NO, 
FI, DK 

-1,180 1,7350 0,0229 0,2857 65 

 

The values of EBITDA-% were initially counted slightly differently between the 

countries, but these were unified to get the information comparable. The final 

EBITDA-% figure used in this thesis indicates the unit’s profitability and takes into 

account all of the revenues and costs that are directly caused by the specific unit. 

The company’s common administration costs have not been allocated to these 

figures. 

Gross Profit (GP) Less Personnel -% is a figure used in the case company to indi-

cate the unit-specific productivity of human work and systems. This figure consists 

of the direct customer revenues and costs as well as personnel costs in the unit. 
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This is a good figure for the nature of the professional services branch, where the 

personnel is the most important component of production, and therefore the anal-

yses including this variable are very interesting.  

The Revenue Growth rate for the units is, as its name implies, the pure growth of 

the yearly revenue. As the company’s and in this case also the units’ main target is 

to grow, this figure is a good indicator of the target. It is worth mentioning that un-

fortunately this figure is not as comparable among the units as the above men-

tioned figures are. The reason for the lower comparability is the fact that this vari-

able shows the pure development of the revenue. This means that the possible 

company acquisitions and internal transfers have not been eliminated from the 

calculations. Mostly this affects the units that have experienced changes for ex-

ample in the organizational structure. Some units might have been able to grow 

their revenue only because of these organizational changes which have nothing to 

do with the real status of the business performance of that unit. This notice has to 

be kept clear in mind when analyzing the empirical findings of the data. 

 

5.3 The Analysis Methods 

 

As mentioned already in the introduction chapter this thesis consists of quantitative 

analyses of the empirical data. After collecting the data into an Excel sheet and 

analyzing the statistical figures for the variables a factor analysis was conducted in 

order to reveal the possible underlying characteristics of employee engagement. 

As presented in the previous chapter this was conducted for the employee en-

gagement survey questions in order to create more sophisticated variables. The 

whole process of this factor analysis was explained in detail in the chapter 5.2.2 

The Variables Related to Employees. 

In order to study the relationship between the components customer loyalty, em-

ployee engagement and business performance, the first step is to check out the 

correlation matrixes to get a quick review of the possible interconnections. The 

correlation coefficients are all reported as the Spearman’s rank-order correlation 

coefficients because these suit also for the variables that are not normally distrib-
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uted (Hauke & Kossowski 2011, 88-89). The Spearman’s rank-order correlation 

coefficients aim to measure the strength of the association between two variables 

(Hauke & Kossowski 2011, 89). However, in this thesis the correlation coefficients 

will not be handled as the eventual truth about the relationships, but only as a sig-

nal for possible interconnections.  

For more sophisticated and reliable information about the relationships between 

customers, employees and business performance, regression analyses will be 

conducted. The main focus is in the regression analyses for the panel data of the 

years 2012-2014, but also many linear regression analyses for the cross-sectional 

data will be conducted in order to have more information on the yearly basis, es-

pecially in the situations where the regression analyses for the panel data do not 

provide statistically significant results. In this thesis the used estimation method for 

regression analyses is the ordinary least squares (OLS) method, which is the most 

popular application of regression analysis (Dougherty 2007, 47). 

The idea of the regression analyses is to being able to forecast or predict how 

much a variable (a dependent variable, y) will change if another variable (the ex-

planatory variable, x) changes in a certain way. The regression analysis builds a 

regression model, which is an estimated equation with calculated regression pa-

rameters that indicate the changes of the corresponding variables. An important 

characteristic of this equation is that any observation on the dependent variable y 

can be separated into two parts: a systematic component and a random compo-

nent. The systematic component of y is its mean and the random component of y 

is the difference between y and its conditional mean value, which is called the ran-

dom error term. Shortly, it can be stated that in the simple linear regression model 

the dependent variable y is explained by a component that varies systematically 

with the independent variable x and by the random error term e. (Hill et al. 2012, 

40-46)  

The regression analysis for the panel or longitudinal data differs from the simple 

linear regression model in that it can be said to be more complex because the data 

has both cross-sectional and time series dimensions. There are two types of re-

gression models for panel data: fixed effects regressions and random effects re-

gressions. It is stated that, in principle, the random effects model is more attractive 
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because observed characteristics that remain constant for each individual are re-

tained in the regression model, whereas in the fixed effects estimation they have 

to be dropped. (Dougherty 2007, 418) 

In this thesis the Hausman test provided by SAS Enterprise Guide 5.1 is used to 

define whether to use the above mentioned fixed or random effects regression. 

The Hausman test’s null hypothesis indicates whether the unobserved effect can 

be distributed independently of the explanatory variables (Dougherty 2007, 419). If 

the null hypothesis is false (rejected at the significance level 5%) the fixed effects 

regressions will be used to avoid the heterogeneity bias (Dougherty 2007, 419). 

Otherwise, when the null hypothesis is correct, the main focus in the analyses is in 

the random effects model in this thesis. However, if the null hypothesis is correct 

also the results from the fixed effects model will be reported for comparison. 

For all of the conducted regression analyses the parameter estimates of the re-

gression models will be reported as well as their level of statistical significance. 

Also the fit of the model for the data will be evaluated for each analysis. Besides, 

the background preconditions (such as homoscedasticity and autocorrelation) will 

be checked. All of these analyses and measures will be conducted by the SAS 

Enterprise Guide 5.1. 
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6 EMPIRICAL FINDINGS AND DISCUSSION 

 

In this chapter the empirical findings of the data will be presented and thoroughly 

discussed. The findings will be attached to the former theory and literature in order 

to show how they reflect and contribute the earlier research. All of the four sub-

questions will be studied here separately in order to keep the content clear and 

logical. This will help to answer the main research question afterwards. This chap-

ter will follow the same order as how the sub-questions were presented in the in-

troduction, meaning that the relationship between employee engagement and cus-

tomer loyalty (Sub-question #1) will be studied first and after that the focus will be 

in the relationship between the business performance and the different compo-

nents: employee engagement (Sub-question #2a), customer loyalty (Sub-question 

#2b) and finally the interaction of employee engagement and customer loyalty 

(Sub-question #2c). 

 

6.1 The Relationship Between Employee Engagement and Customer 

Loyalty 

 

As mentioned above, the aim of this chapter is to study the relationship between 

employee engagement and customer loyalty, i.e. to study the first sub-question  

Sub-question #1: How do employees and customers and their loyalty 

towards the organization affect each other?. 

In order to get a quick preview of the possible interconnections all of the variables 

related to employee engagement and customer loyalty are reported in yearly sepa-

rated correlation matrixes as shown in APPENDIX 3. As these matrixes show, 

many statistically significant results were found, but there are also some differ-

ences in between the years. The correlation coefficients between cNPS, cPromot-

ers, cPassives and cDetractors as well as the correlation coefficients between 

eNPS, ePromoters, ePassives and eDetractors should be left for less notice, be-

cause their strong correlation is due to the fact that NPS scores are calculated 

from the shares of promoters, passives and detractors. The categories correlate 
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also with each other naturally because they are percentages that together sum up 

to 100 % in each unit. It is obvious that a rise in one category lowers the others. 

The correlation matrixes show that especially the correlation coefficients with the 

variable Customer churn varied differently among the years. In the observations 

from 2012 and 2014 it can be clearly seen that the customer NPS results, which 

indicate the attitudinal customer loyalty, correlate strongly with the churn rates, 

which indicate the behavioral loyalty. This suggests that the NPS measuring sys-

tem is a good and reliable indicator of real customer loyalty in this data. Surprising-

ly, however, the results from the year 2013 do not support this connection statisti-

cally, but at least the calculated correlation coefficients are not indicating any op-

posite results. 

It is also shown that the employee NPS results, indicating the attitudinal employee 

engagement, correlate with the customer churn rates. As shown in the matrixes 

there are statistically significant results for the years 2013 and 2014: in both years 

the Customer churn correlates negatively with eNPS (2013: -0,300; 2014: -0,308). 

This suggests that employees’ organizational commitment and engagement truly 

are in connection with customers’ behavior. This is an interesting notice because it 

supports the theory of the Service-Profit Chain. This finding widens also the un-

derstanding of the relationship between employee satisfaction and customers. 

Earlier research has found out that employee satisfaction has connection toward 

customer satisfaction, but actually the connection toward real customer behavior 

and even toward attitudinal loyalty has been overlooked. 

The variable Customer churn signals statistically significant results with both cus-

tomer NPS and employee NPS figures. Therefore it is interesting that the variable 

Employee churn cannot provide any statistically significant correlation coefficients. 

One reason for this could be that this variable includes only 21 observations, be-

cause it was only available for the Finnish units in 2014. The matrix shows, how-

ever, that employee churn might correlate slightly with the variables eNPS (-

0,177), ePromoters (-0,163), cPassives (-0,339) and cDetractors (0,269). These 

results would suggest that also employee NPS measures indicate the real em-

ployee behavior and actually also are in relationship with customer attitudes, em-

phasizing especially the negative attitudes of cDetractors. It is important, however, 
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not to make too strong assumptions based on these results, as they are not statis-

tically significant. 

When comparing the NPS variables of customers and employees it can be seen 

that there are statistically significant and positive correlation coefficients between 

the final NPS scores (cNPS, eNPS) in years 2013 (0,412) and 2014 (0,251) but 

actually not in 2012. Especially the share of eDetractors seems to significantly cor-

relate with the attitudinal loyalty of customers (cNPS), which suggest that employ-

ees’ attitudes in connection with customers’ attitudes. These notices of the correla-

tions matrixes give an interesting basis for studying the relationship between em-

ployees and customers more thoroughly in the regression analyses.  

There were some limitations of which variables to include in the regression anal-

yses of the panel data because not all variables had observations for all of the 

years 2012-2014. The final decision was to have several different models with two 

separate dependent variables cNPS and Customer churn. As the dependent vari-

ables related to customers, it was obvious to have the employee engagement var-

iables (eNPS, ePromoters and eDetractors) as the explanatory variables.  

Each of the explanatory variables were analyzed in separate regression analyses 

to avoid the multicollinearity which the correlation matrixes in APPENDIX 3 indi-

cated. The reason for choosing only promoters and detractors as the NPS catego-

ries and not including the ePassives was due to the fact that the promoters and 

detractors seemed to correlate logically (always in the same direction, either posi-

tively or negatively) with the other variables, whereas the passives had partly con-

tradicting results, which suggested that no consistent conclusions could be made. 

At first, the panel regression analyses were conducted with the cNPS as the de-

pendent variable, the results of which can be seen in the Table 11. Unfortunately, 

as shown in the table, none of the parameter estimates for the explanatory varia-

bles eNPS, ePromoters or eDetractors are statistically significant. In the models 

with eNPS and ePromoters the Hausman test supports that random effects model 

can be utilized but with the variable eDetractors this is a not suitable model. That 

is why the results of random effects model have been left out. The F test results 

indicates in these analyses whether the model includes fixed effects and if the null 
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hypothesis is false (as in all of the models in the Table 11), the model includes 

fixed effects and the use for the panel data analysis is justifiable. 

Table 11: Results of the Panel Regression Analyses with the Dependent Variable cNPS 

 

Because the panel regression analyses did not provide any statistically significant 

results it was justifiable to conduct the simple linear regression analyses for the 

same variables. Because the Durbin-Watson test results for the models including 

the data from all years varied between 0,5-1,4 (indicating autocorrelation), these 

simple linear regression analyses were conducted for each year separately. 

Before analyzing the results it was important to check the background precondi-

tions of each built model. In the appendices there are examples of how the pre-

conditions were checked for the model with the dependent variable cNPS and the 

explanatory variable eNPS in the year 2014. First, the White test was used to 

check that the model is homoscedastic, meaning that the error variance is con-

stant (Hill et al. 2012, 299). The null hypothesis of the White test states that the 

model is homoscedastic and as the APPENDIX 4 shows, this precondition is ful-

filled. Besides homoscedasticity, also other preconditions (the normal distribution 
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of the residuals and observation diagnostics) were checked. According to the fit 

diagnostics reported in the APPENDIX 5 the preconditions of this model are ful-

filled. The preconditions of other models will be checked similarly, but the diagnos-

tic figures have been left out of this thesis for saving space. The final results from 

the linear regression analyses can be seen in the Table 12. 

Table 12: Results of the Simple Linear Regression Analyses with the Dependent Variable cNPS 

 

These results show more statistically significant parameter estimates than the 

panel regressions and are therefore more useful for this thesis. Especially the ex-

planatory variables ePromoters and eDetractors seem to explain the changes of 

cNPS effectively. As the table shows in the analyses for 2013 the statistically sig-

nificant parameter estimate for ePromoter is 28,003 meaning that if the value of 

ePromoter rises by one, the value of cNPS rises by 28. However, the R-square 

value indicates that this model explains only 8,3 % of the variability of cNPS.  

The variable eDetractors seems to be even more effective explanatory variable 

because its parameter estimates for the year 2013 (-40,210) as well as 2014 (-

46,628) are highly negative and statistically significant. Within these models also 
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the R-squares are higher indicating that the results are even more reliable and 

significant. From these results it can be stated that negative attitude of employees 

explain the level of attitudinal loyalty of customers. This is a very interesting note 

regarding also managing issues, because it shows that employees’ negative atti-

tude can truly damage the customer relationships and that the negative attitudes 

actually are more influential than the positive attitudes. These findings are in line 

with the earlier literature which suggested that against each negative comment 

more positive comments are needed to neutralize the impact of the negative one 

(see for example Baumeister et al. 2001, 323). 

In addition to analyzing the attitudinal loyalty of customers, it is interesting to study 

the relationship between employee engagement and the behavioral customer loy-

alty. In the following panel regression analyses (reported in the Table 13) the de-

pendent variable is Customer churn, which is explained in three different models 

with the same explanatory variables as in the previous analyses: eNPS, ePromot-

ers and eDetractors.  

Table 13: Results of the Panel Regression Analyses with the Dependent Variable Customer churn 
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As it can be seen, all of these panel regression analyses provide statistically signif-

icant parameter estimates and therefore the simple linear regression analyses are 

not needed. As the Hausman test results for the above presented panel regression 

analyses suggests, the random effects models will be analyzed. It can be seen 

that especially ePromoters and eDetractors could explain the changes in the val-

ues of the variable Customer churn. The parameter estimates suggest that when 

the share of ePromoters rises by one, the customer churn lowers by 0,100 and 

when the share of eDetractors rises by one, the customer churn rises by 0,106.  

Also the model with the explanatory variable eNPS receives statistically significant 

results but the parameter estimate is only slightly negative (-0,0006), indicating 

that eNPS does not impact the level of Customer churn very strongly. This em-

phasizes the meaning and usability of the categorization of the NPS respondents 

in comparison to evaluating only the single pure NPS score. Overall, the results of 

these panel regression analyses suggest that besides customers’ attitudinal loyalty 

the employee engagement also explains the variability of customers’ behavioral 

loyalty.  

The above presented analyses indicated that there truly are connections between 

employee engagement and customer loyalty. Therefore it is interesting to shortly 

view also the correlation matrixes that include the factors of employee engage-

ment and the improvement areas mentioned by customers as their own variables. 

All of these correlation coefficients are found in the correlation matrix in the AP-

PENDIX 6.  

An interesting finding from the correlation matrix is that cNPS correlates positively 

with the factor Attitude toward Organization. To better understand and study this 

relationship, also a simple linear regression analysis was made so that the de-

pendent variable was cNPS and the explanatory variable was the factor. As seen 

in the Table 14, this relationship is visible also by the regression analysis. The ef-

fect of the employees’ attitudes on the level of customers’ attitudinal loyalty is ap-

parently very strong and definitely supports that the previous findings. 
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Table 14: Results of the Simple Linear Regression Analysis with cNPS and Attitude toward Organiza-
tion 

 

The correlation matrix in APPENDIX 6 shows also that the factor Work Contribu-

tion correlates negatively with both customer churn rate (-0,380), and employee 

churn rate (-0,430). It is logical that the level of own and colleagues’ contribution is 

in line with the real behavior of customers and employees. Surprisingly however, 

the other factors did not correlate as strongly and statistically significantly with the 

churn rates.  

Another interesting notice from the correlation matrix is that the factor Immediate 

Leader did not correlate with customer loyalty; neither with the NPS results nor 

with the churn rates. Surprisingly, it did not correlate significantly with the employ-

ee churn rate, either. It is important, however, not to make wrong assumptions 

from these results. The immediate leader still has a lot of impact on the attitudinal 

employee engagement in a unit (as the correlation coefficients show) and obvious-

ly can have in this way impact on the customer loyalty. This was suggested also in 

the earlier researches (e.g. Schmit & Allscheid 1995). Therefore apparently, the 

connection between the immediate leader and customer loyalty is indirect which 

suggests that the immediate leader cannot directly affect the customer loyalty.  

Probably the most surprising finding from these correlation analyses is that the 

factor Personal Competence correlates positively with the share of cDetractors. 

This would indicate that the better the employees’ performance on work quality 

and knowledge (according to their own evaluation) is, the more customer detrac-

tors the unit would have, which sounds absurd. This is a very interesting finding 

and would definitely require more empirical research in order to being able to 

make reliable conclusions. One possible and quite reasonable explanation for 
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these results could be that the employees overestimate their own doing and the 

perceptions of the quality do not match with the customers’ judgement. If this 

overestimation is due to the fact that the employees really do not understand what 

the customers really expect from the service, these results are very alarming. 

When examining how the factor Personal Competence correlates with the other 

variables it is interesting, that it correlates positively with the improvement area 

Proactivity and negatively with the improvement area Quality. This could indicate 

that the employees’ judgment of the work quality is related to the amount of mis-

takes or delays in their work, as these issues relate to the improvement area Qual-

ity. However, customers seem to want more proactivity, communication and com-

petence (all three of which correlate negatively with the amount of customer pro-

moters) and do not build loyalty only on good quality (i.e. “mistake-free”) work.  

Another interesting notice from the correlation matrix is that the customer churn 

rate correlates strong positively with the improvement area Competence, which 

could suggest that by emphasizing the employee competence and their education 

customer churn might be lowered. Two other very interesting relationships re-

vealed by the correlation matrix are the positive correlations between ePassives 

and Consulting as well as between eDetractors and Communication. A prudent 

conclusion could be made that the employees that are categorized as passives 

are not very enthusiastic customer servants and therefore in a unit with big share 

of passive employees also the need for more consulting is high. The other correla-

tion pair (eDetractors and Communication) could relate to a setting where the big 

share of employee detractors leads to customers feeling weak communication and 

neglect.  

These all here reported results from the empirical data support the findings of the 

earlier literature that there are connections between employees and customers 

(e.g. Schmit & Allscheid 1995: Keiningham et al. 2006; Payne & Webber 2006). As 

mentioned before, the empirical evidence of this thesis additionally broadens up 

the understanding of these connections. Firstly, employee engagement and cus-

tomer loyalty have not been studied together much, which this thesis does. Sec-

ondly, all of the reported researches in the chapter four have been studied in the 

B2C context. The empirical evidence of this thesis proofs that several connections 
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between employee engagement and customer loyalty exist also in the B2B mar-

ket. 

 

6.2 The Relationship Between Employee Engagement and Business 

Performance 

 

As the heading implies, the aim of this chapter is to aim at answering the next sub-

question, i.e.  

Sub-question #2a: How does employee engagement affect organiza-

tion’s business performance? 

This chapter will follow roughly the same order as the previous chapter, so that 

first the possible connections and relationships will be detected from the correla-

tion matrixes and afterwards some variables will be chosen for the regression 

analyses. All of the three business performance variables presented earlier in this 

thesis are studied separately in order to understand the relationship between em-

ployee engagement and business performance as precisely as possible. 

Interestingly, the correlation matrix in the Table 15 shows that there are possible 

connections only in the data for the year 2014. The year 2014 is actually quite ex-

ceptional because the correlation coefficients for that year are not only statistically 

significant but also higher than in the other years. As the correlation matrix shows 

in year 2014 the employee attitudinal loyalty (eNPS) correlates positively with each 

business performance variable; EBITDA, GP less personnel and revenue growth 

margins. Also the different NPS categories correlate with the performance varia-

bles: ePromoters correlates positively with both EBITDA and GP less personnel 

whereas eDetractors correlate negatively with revenue growth. 
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Table 15: The Correlation Matrix for Employee Engagement and Business Performance 

 

After these results it is interesting to examine whether there can be found any 

connections in the regression analyses. The employee engagement variables 

were chosen for the panel regression analyses quite similarly as in favor of the first 

sub-question. Therefore the chosen explanatory variables for each model are 

eNPS, ePromoters and eDetractors. Employee churn had to be left out of the 

analyses as it only includes 21 observations from one year and is therefore not so 

good and significant predictor for any model. 

As the weak correlation coefficients for the years 2012 and 2013 slightly implied, 

there were unfortunately no statistically significant parameter estimates for any of 

the explanatory variables in the regression models with the business performance 

indicators as dependent variables. The results of these panel regression models 

are reported in the APPENDIX 7.  

While the panel regression analyses did not provide any significant results, the 

same variables were put into simple linear regression models for more detailed 

information. Also these regression models are in line with the findings from the 

correlation matrix: only the analyses for the year 2014 provide statistically signifi-

cant results, as shown in the APPENDIX 8. For example in the model for 2014 the 
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share of ePromoters explains the variability of EBITDA-% in the unit. The model 

suggests that if the share of ePromoters rises by one the EBITDA-% rises by 

0,214. The connection with the employee promoters and the performance variable 

GP less personnel -% is closely similar: here the parameter estimate for ePromot-

ers is 0,203. Despite these connections the share of ePromoters does not explain 

statistically significantly the variability of the Revenue growth -% in the unit. It is, 

however, important to remember the low interpretation possibilities of this perfor-

mance indicator, as discussed in the chapter 5.3.3. 

Beside ePromoters also eDetractors seems to have some ability to explain the 

variability of the business performance in 2014. The results in the APPENDIX 8 

show that if the share of eDetractors grows by one, the GP lowers by 0,137 and 

the revenue growth lowers by 0,419. It is interesting that the share of eDetractors 

cannot, however, explain the variability of the performance variable EBITDA-%. In 

addition, the models with the explanatory variable eNPS receive statistically signif-

icant parameter estimates for 2014 but surprisingly these results show that eNPS 

does not have remarkably strong impact on the performance variables because its 

parameter estimates are near zero. 

In order to gain more understanding of the possible connections of employee en-

gagement and business performance more correlation analyses and simple linear 

regression models were conducted for the data of the year 2014. The Table 16 

shows the correlation coefficients between the employee engagement factors and 

the business performance indicators. 

Table 16: The Correlation Matrix for Employee Engagement Factors and Business Performance 

 

After the correlation results, EBITDA-% was chosen to be the dependent variable 

of the regression models, because it correlated strongly with all of the factors. The 
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results of the final simple linear regression analyses (see Table 17) suggest that 

all of these regression models have statistically significant parameter estimates for 

the explanatory variables, but not for the intercept variable. The parameter esti-

mates, R-squares and F-test results suggest that the factors Work Contribution 

and Personal Competence are stronger and more reliable predictors of EBITDA-% 

than the factors Immediate Leader and Attitude toward Organization.  

Table 17: Results of the Simple Linear Regression Analyses with Employee Engagement Factors and 
EBITDA-% 

 

It is interesting that exactly the factors Work Contribution and Personal Compe-

tence indicate better business performance of a unit, because as discussed and 

presented earlier, the factor Personal Competence was not in line with the cus-

tomer loyalty, which could be assumed to bring a unit more profitability. A possible 

explanation for the connection between the factor Work Contribution and EBITDA 

could be that highly motivated and competitive employees raise the unit’s profita-

bility because they want to work towards the success of their business unit and 

they truly understand the meaning of their own contribution to it. 

The earlier research of employee engagement and business performance tended 

to suggest that these are in connection (e.g. Gelade & Ivery 2003; von Bonsdorff 

et al. 2015). However, the indicators of employee engagement in the empirical 

data of this thesis cannot be said to unambiguously explain the business perfor-

mance of a unit. It cannot be stated, that no connection would exist either, be-

cause the data from the year 2014 suggests the opposite. In order to understand 

this incoherence, more sophisticated analysis about business performance would 

be needed. It might be that the employees have started to focus on their own do-

ing and effort only lately (possible due to these EES questionnaires) and that this 

has just begun to affect the performance. The might also be some other underlying 
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factors (e.g. generally poor economic situation in Europe) that affect or explain the 

business performance more strongly than employee engagement does.  

 

6.3 The Relationship Between Customer Loyalty and Business Per-

formance 

 

According to the list of the sub-questions of this thesis, this chapter aims to answer 

the following 

Sub-question #2b: How does customer loyalty affect organization’s 

business performance? 

Logically, also this chapter will follow technically the same order as the previous 

ones. First, it will be checked in the correlation matrix, whether there are some 

possible connections and relationships visible in the data. After this, the chosen 

variables will be put into several panel regression analyses as well as into simple 

linear regression analyses in order to get more information regarding the relation-

ships between the components of customer loyalty and business performance.  

Similarly, as in the previous chapter, the business performance of a unit will be 

indicated by all three variables: EBITDA-%, GP less personnel -% and Revenue 

growth -%. Also the NPS metrics will be used in the same way as in the previous 

chapter: beside pure cNPS score, also the NPS categories will be used as unique 

variables. As NPS metrics indicate the attitudinal customer loyalty, the behavioral 

side of loyalty is examined by the variable Customer churn.  

As mentioned, the correlation coefficients will be examined first. As the correlation 

matrix in the Table 18 shows, the business performance indicators of the year 

2012 seem to correlate quite strongly with all of the NPS variables, except not with 

cPassives. According to the theoretical description of the category passives dis-

cussed earlier, it is not surprising that it does not correlate with business perfor-

mance. The passives are not to be seen as loyal customers even though they 

might be passively satisfied. Because their behavior is not easily predictable and 

sometimes even illogical it is natural that these do not correlate with the business 
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performance indicators. Therefore the category cPassives has been left out of the 

regression analyses for the examination of this sub-question. 

Table 18: The Correlation Matrix for Customer Loyalty and Business Performance 

 

Even though the correlation matrix does not show many statistically significant co-

efficients between the examined variables for the years 2013 and 2014, it is still 

reasonable to bring all of these variables into a panel regression analyses. The 

three business performance variables will be discussed and reported separately in 

order to have a clear understanding of the various connections of customer loyalty 

and business performance. 

In the Table 19 the results of the panel regression analyses with the dependent 

variable EBITDA-% are reported. As the random effects model shows, especially 

the share of cDetractors seems to explain the variability of EBITDA-% so that 

when the share of detractors rises by one, the EBITDA-% lowers by 0,286. The R-

square, however, is not very high: it shows that this model can explain only 5,7 % 

of EBITDA’s variability. The Hausman test for this model is quite close to the point 

of rejecting the null hypothesis which suggests that it could be possible to analyze 

also the results of the fixed effects model. This fixed effects model shows that the 

parameter estimate for cDetractors is even lower (-0,436), which suggests an even 
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stronger impact of detractors on EBITDA-%. There is also a big difference be-

tween the R-squares of the models, but this is related to the fact that the fixed ef-

fects model provided by SAS Enterprise Guide 5.1 uses the dummy variables, 

which rises the R-square automatically. Therefore comparing the R-squares is not 

reasonable. 

Table 19: Results of the Panel Regression Analyses with Customer Loyalty and EBITDA-% 

 

Beside detractors, also the explanatory variable cNPS received statistically signifi-

cant parameter estimates. However, as the Table 19 shows, the parameter esti-

mates for cNPS are only very slightly positive which indicates that the NPS score 

does not have a strong effect on EBITDA-%. 

It is quite interesting that Customer churn cannot statistically explain the variability 

of EBITDA-% in the panel regression model even though the correlation coeffi-

cients in the Table 18 indicated significant connection between these two varia-
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bles. For more information the variables Customer churn and cPromoters were put 

as explanatory variables into simple linear regression analyses for each year sep-

arately. The results (see APPENDIX 9) show that the share of promoters could 

explain the variability of EBITDA actually quite strongly but unfortunately this ap-

plies only for the year 2012. In contrary, the variable Customer churn seems to 

explain the variability of EBITDA-% more strongly: the parameter estimates be-

tween the years vary between -0,728 and -0,955 and even the R-squares are quite 

high varying between 27,1 % and 29,3 %.  

The panel regression analyses with the dependent variable GP less personnel -% 

were conducted similarly and actually also the results, reported in the Table 20, 

show quite similar outcomes: also here cDetractors and cNPS receive statistically 

significant parameter estimates, and these suggest that cDetractors has stronger 

impact on the variability of GP than what cNPS has. 

Table 20: Results of the Panel Regression Analyses with Customer Loyalty and GP less personnel -% 
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In contradiction to the model with EBITDA-%, here the variable Customer churn 

received statistically significant parameter estimates also for the panel regressions 

suggesting that when customer churn rises by one the GP less personnel -% low-

ers by 0,157. It is interesting, that also in this case the variable Customer churn 

seems even stronger a predictor of the variability of GP in the simple linear re-

gression models than in the panel regressions. This can be seen from the AP-

PENDIX 10 where the parameter estimates of the customer churn vary between -

0,443 and -0,739 and the R-square values vary between 16,3 % and 33,4 %. Simi-

larly, as with the dependent variable EBITDA, also here the share of cPromoters 

received a significant parameter estimate 0,207 only for the year 2012. 

Finally, also the models with the dependent variable Revenue growth -% were 

built. The fit diagnostics showed however these to be less useful than the models 

with EBITDA and GP. The Hausman tests for the panel regression analyses with 

revenue growth indicated that the use of fixed effects model is required. However, 

the F test of the fixed effects model suggested that there are no fixed effects in the 

data, because the null hypothesis was correct. Therefore the panel regression 

analyses with the dependent variable Revenue growth -% have been ignored and 

only the results of the simple linear regression analyses are reported in the AP-

PENDIX 11. Unfortunately, there are statistically significant parameter estimates 

only for cNPS and cPromoters (both only in 2012) and for the Customer churn. 

Overall, it seems that attitudinal customer loyalty truly can predict the business 

performance of a unit to a certain extent, which is in line with many of the earlier 

researches presented in this thesis in the chapter 2.5. Especially the customer 

detractors seem to have a negative impact on the profitability (EBITDA) and 

productivity (GP) of a unit. This seems logical, when reflecting to the Reichheld 

and Markey’s (2011) theoretical description of the customers in this category, 

which was discussed in this thesis in the chapter 5.3.1. As mentioned in the de-

scription, the detractors are customers, who make nuisances of themselves, cause 

a lot of negative energy and costs to the organization and diminish the employee 

pride and motivation. It is logical that such a behavior affects negatively both the 

profitability as well as the productivity of a unit. 
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It is interesting that the customer promoters do not seem to have as strong oppo-

site impact on the business performance as the detractors had. It is worth consid-

ering where this could stem from. This is probably related to the fact discussed 

already before: detractors and their negative word-of-mouth have a much stronger 

impact than the promoters’ praises. Another possible reason could be that the 

promoters have a lot of reference potential for the organization but that this poten-

tial has not been utilized efficiently. It might be that these promoters are, unfortu-

nately to a great extent, still passive promoters who would recommend the com-

pany extremely likely, but do not do so for some reason (e.g. they do not have a 

good opportunity for it or they do not have the suitable connections due to their 

very narrow network). 

Additionally, it is interesting that the revenue growth of a unit could not be as 

strongly predicted by customer loyalty as the EBITDA and GP were. Such findings 

of this thesis do not fully support the findings of Reichheld (2003) and Marsden et 

al. (2005) whose researches showed significant connections between revenue 

growth and NPS. However, it is important to remember the problematic nature of 

the variable Revenue growth -% in this thesis. As mentioned earlier, the internal 

transfers and acquisitions could not be eliminated from the observations, which 

can have a truly great impact on the final results.  

 

6.4 The Impact of the Interaction Between Employee Engagement 

and Customer Loyalty on Business Performance 

 

This chapter aims to examine the interaction of employee engagement and cus-

tomer loyalty and therefore aims to answer the last sub-question, i.e. 

Sub-question #2c: How does the interaction between employee en-

gagement and customer loyalty affect organization’s business perfor-

mance? 

Here the used analysis method is slightly different from the previous ones. In order 

to being able to answer this sub-question customer loyalty was treated as a me-
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diator variable to see if it affects the association between the employee engage-

ment (the independent variable) and the business performance (the dependent 

variable) (Baron & Kenny 1986, 1174). The use of a mediator variable helps to 

analyze how or why such effects might occur (Baron & Kenny 1986, 1176), and is 

therefore useful for this thesis. 

For examining the last sub-question several different mediation models were built, 

all of which are depicted in the Figure 6. As the figure shows in these models the 

dependent variables indicating business performance were EBITDA-% and GP 

less personnel -% and the independent variables indicating employee engagement 

were eNPS, ePromoters and eDetractors. The variable to indicate customer loyalty 

was chosen to be Customer churn. The choice of these variables was strongly 

affected by the required conditions of the mediation method, all of which will be 

presented later. The reason for not using the NPS variables as the indicators of 

customer loyalty is that these did not fit all of the required conditions. 

 

Figure 6: The Regression Models for Testing Mediation 

All of the regression models for testing mediation were built separately (stepwise) 

in order to get a clearer picture of the measured relationships. Such models, as 

presented in the figure above aim to examine how customer loyalty affects the re-

lationship between employee engagement and business performance. 

The Figure 6 also shows the three steps that are needed to follow according to 

Baron and Kenny (1986) (see also Bennett 2000, 418). These steps are tested by 

three different regression equations and are also linked to the final analysis and 

conditions of the mediation models. The three steps (equations) are as follows: 

Step 1: Regressing the mediator on the independent variable; i.e. cus-

tomer loyalty on employee engagement (Equation 1) 
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Step 2: Regressing the dependent variable on the independent varia-

ble; i.e. business performance on employee engagement (Equation 2) 

Step 3: Regressing the dependent variable both on the independent 

variable and on the mediator variable; i.e. business performance on 

employee engagement and on customer loyalty (Equation 3) (Baron & 

Kenny 1986, 1176; Bennett 2000, 418). 

These steps are closely related to the conditions, which will also be checked at the 

same time. According to Baron and Kenny (1986) the mediation exists when these 

conditions of the models in this thesis are met: 

Condition 1: Employee engagement affects customer loyalty signifi-

cantly (the equation in the Step 1) 

Condition 2: Employee engagement affects business performance 

significantly (the equation in the Step 2) 

Condition 3: Customer loyalty affects business performance signifi-

cantly (the equation in the Step 3) 

Condition 4: The effect of employee engagement on business perfor-

mance must be less in the third equation than in the second (Baron & 

Kenny 1986, 1177). 

It is needed to mention that for the above mentioned equations both panel regres-

sions and linear regressions (for the cross-sectional data of the year 2014) were 

conducted. This was the manner because, as will be shown later, panel data re-

gressions did not provide as much usable information as the linear regressions. 

For the panel regressions the used independent variables were only eNPS and 

eDetractors, and for the linear regression analyses the used independent variables 

were eNPS, ePromoters and eDetractors. Otherwise the variables did not vary 

between the models. 

According to this stepwise approach and to the Figure 6, in the first step (Step 1) 

the variable Customer churn was regressed on the variables eNPS, ePromoters 

and eDetractors. These regression analyses have already been reported in the 
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Table 13 in the chapter 6.1. As reported, all of these panel regression models re-

ceived significant results, which suits the first condition of these analyses perfectly.  

The second condition requires that employee engagement affects business per-

formance, which was tested already in the chapter 6.2 and the results of which 

were reported in the APPENDIX 7. These results do not support this condition and 

deteriorate therefore the analysis of the mediation effect. However, it will be tested 

whether the employee engagement functions so that even though it does not ex-

plain the business performance alone, it could explain business performance indi-

rectly via customer churn. Customer churn seems to affect business performance 

significantly as examined in the chapter 6.3 and reported in the Tables 19 and 20.  

The results for the regression equations of the Step 3 are reported in the APPEN-

DIX 12. When comparing these results to the results related to the condition 2 it is 

noticeable that the effect of employee engagement on business performance does 

not seem to change dramatically. Therefore it has to be stated that the panel data 

used in this thesis does not support customer churn to mediate the relationship 

between employee engagement and business performance, meaning that it does 

not have any significant impact on the relationship.  

As mentioned earlier, in the panel regression analyses the employee engagement 

variables could not explain the business performance. However, employee en-

gagement seemed to explain the business performance in the simple linear re-

gressions for the cross-sectional data of the year 2014. Because of this, also sim-

ple linear regression models were built to receive more valuable information about 

the possible mediation effect. Because the first condition equations for the cross-

sectional data with the dependent variable Customer churn have not been report-

ed earlier in this thesis, these are visible in the Table 21. As shown, the require-

ments of the condition 1 are met: employee engagement affects customer churn 

significantly. 
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Table 21: Results of the Simple Linear Regression Analyses with Customer Churn 

 

The condition 2 is also met, because (as the results in the APPENDIX 8 showed) 

eNPS and ePromoters affect EBITDA-% and eNPS, ePromoters and eDetractors 

affect GP less personnel -% significantly. Additionally, according to the APPEN-

DICES 9 and 10, also the condition 3 is met, because these results showed (as 

discussed in the chapter 6.3) that customer churn affects both EBITDA -% and GP 

less personnel -%. 
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Table 22: Results of the Simple Linear Regression Analyses Testing Mediation 

 

By comparing the regression equations of employee engagement and business 

performance in the APPENDIX 8 and in the Table 22 (which tests the mediation), it 

is noticeable that the NPS variables indicating employee engagement cannot ex-

plain the business performance variables statistically significantly anymore. Addi-

tionally, the final parameter estimates (Table 22) show lesser effect especially for 

the part of ePromoters (Note: When ePromoters was the only independent varia-

ble, its parameter estimates were even 0,214 for EBITDA and 0,203 for GP as re-

ported in the APPENDIX 8). This would suggest that customer churn does have a 

mediating effect on the relationship between ePromoters and business perfor-

mance measures in the cross-sectional data of 2014. Unfortunately however, the 

parameter estimates in the Table 22 are not statistically significant, which can low-

er the interpretation possibilities.  
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7 CONCLUSIONS AND FUTURE RESEARCH 

 

This final chapter outlines the main findings of this thesis and answers the main 

research question i.e.  

Why should an organization pay attention to both employee engage-

ment and customer loyalty in order to boost its business performance? 

The aim is to sum up the theoretical and empirical findings to have coherent con-

clusions of the theoretical contributions and managerial implications of this thesis. 

Additionally, this chapter includes a short evaluation of the validity and limitations 

of this thesis. Eventually, also some further research possibilities will be intro-

duced. 

 

7.1 Theoretical Contributions and Managerial Implications 

 

This thesis was separated into three different important components of an organi-

zation: customer loyalty, employee engagement and business performance. Earli-

er theory and empirical research has mainly supported the interconnections be-

tween these components, but also contradicting results have been found. There-

fore the need for more empirical research was justified. The empirical data, which 

thoroughly examined the interactions and connections between the three compo-

nents, provided a lot of interesting and useful information. 

One of the most interesting findings was that the relationship between employee 

engagement and customer loyalty seems to be strong, which was also suggested 

by the earlier research. Attitudinal employee engagement is shown to significantly 

and effectively affect not only the attitudinal customer loyalty but also the real be-

havior of customers. In the earlier researches these connections have been stud-

ied to a large extent only in the B2C markets but the empirical evidence in this 

thesis suggests that the relationship exists significantly also in B2B markets. One 

might argue that in the B2B markets companies base their decisions purely on 
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hard facts but these findings suggest that the social human-to-human connections 

are truly worthy also in a business-to-business context. 

When taking a closer look at the empirical findings it is found that especially the 

categorizing of the NPS respondents into Promoters, Passives and Detractors is 

useful. The creator of the NPS method Reichheld emphasizes the usability of the 

pure NPS score as a predictor of company’s success but according to the results 

in this thesis the separate categories are actually much more powerful. Most of the 

results related to the different sub-questions suggest that the category Passives is 

behaviorally an unpredictable group but that Promoters and Detractors truly are 

influential in many ways in the business units. This finding is also valuable to both 

the top and the middle managers because it can help them to distinguish the most 

valuable information in order to making right decisions and taking the right actions. 

One of the most important findings related to the NPS categories is that the De-

tractors seem to have even more negative influential power than the Promoters 

have the positive power. This is in line with the theories presented in this thesis, 

because it underlines the theoretical approach stating that against each negative 

comment more positive comments are needed to neutralize the impact of the neg-

ative one. It seems that the detractors are harmful for the organization in many 

ways. The employee detractors destroy customer relationships by their negative 

attitude and raise the amount of customer detractors in the unit, who, in turn, have 

a negative impact on the productivity and profitability of the unit.  

The empirical evidence suggests that the employee promoters do have positive 

impact on the customer relationships but still the employee and customer promot-

ers do not affect the business performance of a unit as influentially as the detrac-

tors do. As discussed earlier, this is an interesting finding and could relate to the 

fact that the reference and referral potential of the promoters has not been utilized 

in the organization effectively. This notice suggests that the organization might 

need to consider new ways of how to utilize this potential: the promoters need to 

be encouraged and professionally persuaded to really spread the positive word-of-

mouth around. The focus should not, however, be only in the customer promoters. 

As mentioned already, the employee promoters can also be very useful to the or-

ganization by spreading the positive image and atmosphere.  
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The employee engagement factors created in this survey revealed also some very 

interesting findings that are worth mentioning here. First of all, the finding that the 

evaluation of the immediate leader is not in a direct relationship with customer loy-

alty deserves attention. The notice is especially interesting because it indicates 

that the immediate leader cannot alone directly affect all of the customer relation-

ships even though he or she often is responsible for them. As a conclusion from 

this and from the previous findings it can be stated that actually the frontline em-

ployees have much more stronger impact on the customers than what the imme-

diate leader of the unit can have. This does not of course mean that immediate 

leaders would not have any impact in the unit, because they seem to affect the 

employee attitude and can therefore indirectly affect also the customer relation-

ships. 

Secondly, the factors revealed that the personal competence evaluated by the 

employees themselves is negatively related to customer loyalty, which is actually a 

very alarming finding. The findings related to this factor seem to suggest that the 

employees unfortunately do not fully understand what is expected of them and 

their work. The empirical results indicate that the customers in B2B professional 

service branch appreciate proactivity and good communication skills more than 

mistake-free work. However, it seems that the employees’ perceptions of good 

quality work differ from this. This is not only a managerial issue that needs to be 

discovered in the case companies thoroughly but also an interesting research 

question that would need more sophisticated analysis. 

Besides interpreting the connection between employee engagement and customer 

loyalty, it was very interesting to examine the effect of them both on business per-

formance. Even though employee engagement could not explain the business per-

formance unambiguously, it cannot be stated that no connection would exist be-

tween these components because the data for the year 2014 showed clear con-

nections. This was slightly contradicting in relation to the earlier research, which 

suggested that there are also direct connection between employee engagement 

and business performance.  

The theory suggested that customer loyalty would affect significantly the business 

performance, and this was also supported by the empirical evidence: attitudinal 
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customer loyalty can truly predict the profitability and productivity of the business 

unit. In contradiction to the earlier research, which strongly supported the custom-

er loyalty to affect the revenue growth, the empirical data in this thesis did not find 

any support for this relationship. However,  as discussed already, the findings re-

lated to productivity and profitability should be valued in this empirical data more 

because they should be treated as more reliable indicators of business perfor-

mance. 

Overall, as a final conclusion to the main research question it can be stated that 

the statistically significant relationships between customer loyalty, employee en-

gagement and business performance found in this thesis support the importance 

of organizations and their management focusing on both employee engagement 

and customer loyalty in order to boost the performance. The findings suggest the 

great significance and impact of employees and their attitudes, because these are 

proven to have truly a lot of power in the organizations; especially toward custom-

ers. Therefore focusing not only directly on customers but also on employees’ 

wellbeing and engagement is necessary and inevitable in order to ensure the high 

level of customer loyalty as well as performance. 

The findings altogether suggest that an organization needs to be treated as a one 

coherent entity, which has several components that affect each other, and which 

need to be kept in good balance. Focusing only on one area is not desirable, be-

cause it might deteriorate the organization as a whole. 

 

7.2 Limitations and Future Research 

 

During the research process several new interesting questions rose related to the 

subject of this thesis. Mostly these possible future research questions rose exactly 

due to the limitations of this thesis, which will be discussed here openly.  

Firstly, in order to get empirically even more insight into both employee engage-

ment and customer loyalty also other measuring methods than NPS could be con-

sidered as useful. NPS seems to be a good indicator of the level of attitudinal cus-
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tomer loyalty as well as attitudinal employee engagement, but it is worth to re-

member that NPS score is, after all, dependent only on the responses to one sin-

gle referral question. A more sophisticated and more informative analysis could 

include larger and more in-depth questionnaires. 

The broader questionnaire on employees used also partly in this thesis is a good 

example of a tool that provides the management with more insight into the em-

ployees’ engagement. In order to understand the customer loyalty even more 

deeply, something similar could be considered for future research. It has to be un-

derstood, however, that too large and extensive questionnaires often annoy cus-

tomers and should be avoided in the long run. 

Secondly, the technical issues of the used data showed limitations that raised 

possible future research objectives. For example the business performance varia-

ble Revenue growth -% was not perfectly interpretable in this thesis. In order to 

measure the real growth of a business unit, the factors that lead to unrealistic ob-

servations (such as internal transfers and acquisitions) should have been eliminat-

ed in the first phase. 

Besides, also the sample for the panel data could have been in the longitudinal 

direction longer, meaning that observations for more years would have brought 

more valuable information to this research. Now, especially the possible connec-

tions between employee engagement and business performance left open ques-

tions. A longer period of time could provide information on the development of this 

relationship. This should be considered as a one possible research direction in the 

future. 

The last, but probably the most interesting future research suggestion is related 

especially to the employee engagement. As this thesis suggests, the employees 

and their attitude have a lot of influence on the customer relationships and there-

fore the tools to improve their engagement should be in the core of the manage-

ment’s interest. The theory suggests that the real employee engagement cannot 

be reached by focusing purely on satisfaction, but the efficient tools for better em-

ployee engagement were not studied in this thesis and therefore provides an in-

teresting future research field.  
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APPENDIX 1: Histograms of the Improvement areas 

 



 

 

APPENDIX 2: Eigenvalues of the Correlation Matrix in Factor Analysis of EES Questions 

Eigenvalues of the Correlation Matrix: Total = 22  Average = 1 

 Eigenvalue Difference Proportion Cumulative 

1 12.2664633 10.4386894 0.5576 0.5576 

2 1.8277739 0.1329887 0.0831 0.6406 

3 1.6947853 0.5075004 0.0770 0.7177 

4 1.1872848 0.3703671 0.0540 0.7717 

5 0.8169178 0.0713199 0.0371 0.8088 

6 0.7455979 0.1608101 0.0339 0.8427 

7 0.5847878 0.0502382 0.0266 0.8693 

8 0.5345495 0.0663973 0.0243 0.8936 

9 0.4681523 0.1091250 0.0213 0.9148 

10 0.3590273 0.0392990 0.0163 0.9312 

11 0.3197283 0.0477001 0.0145 0.9457 

12 0.2720282 0.0661082 0.0124 0.9580 

13 0.2059200 0.0515090 0.0094 0.9674 

14 0.1544110 0.0257781 0.0070 0.9744 

15 0.1286329 0.0265623 0.0058 0.9803 

16 0.1020706 0.0108927 0.0046 0.9849 

17 0.0911779 0.0084669 0.0041 0.9891 

18 0.0827111 0.0068946 0.0038 0.9928 

19 0.0758164 0.0418421 0.0034 0.9963 

20 0.0339744 0.0052262 0.0015 0.9978 

21 0.0287482 0.0093072 0.0013 0.9991 

22 0.0194410  0.0009 1.0000 
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