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customersof thefirm (Reichheld,1996;ReichheldandSasser,1990;Schlesinger
andHeskett,1991;Zeithamletal.,1996).That is,therecommendationsmadeby
a loyal customer,especiallythosehelping to generatenew customers,add to
the valuethat corecustomerbrings to the firm. We proposethe term loyalty
rippleeffectto indicatethis addedvaluea loyal customercanhaveto a firm. In
addition to developingthis new constructin the paper,we exploreword-of-
mouthbehaviourandthe loyalty ripple effectin two servicescontexts.A brief
review of literature relatedto customervalue,serviceloyalty, and word-of-
mouth communicationis presentednext, followed by some exploratory
empiricalfindingsandadiscussionof managerialandresearchimplications.

Literature review
The loyalty ripple effect for service firms is anchoredaround three key
concepts: value of a customer, service loyalty, and word-of-mouth
communications.Consequently,beforeweelaborateontherippleeffectwewill
defineanddiscusseachof thesekeyconcepts.

Valueof a customer
The value a customercan have to a firm has beenfrequently discussedin
businessliterature(e.g.BlattbergandDeighton,1991,1996;Dwyer,1989,1997;
Gruen,1995;Heskettet al., 1997;Jackson,1992;Peters,1987;Pritchard,1991;
Reichheld,1996;Reichheldand Sasser,1990;Zeithamland Bitner, 1996).For
ourpurpose,wewill definethevalueof acustomerto bethedirectbenefitsthat
accrueto an organizationas a result of a customer'sloyalty and continued
patronage.

The researchon the value of loyal customersto businessesover the past
decadehas generallyfocusedon the direct impact of loyal customerson the
firm. That is, the major focushasbeenon the direct revenuestreamresulting
from retaining a customerand keepinghim/her satisfied(e.g.Blattberg and
Deighton,1996;Heskettet al., 1997;Reichheld,1993,1996;Schlesingerand
Heskett,1991).For example,Peters(1987)estimatesa loyal customerresultsin
$360,000in revenuesto Federal Express over his/her lifetime with the
organization;a Domino'sPizzafranchisein Baltimorecalculatedthe lifetime
valueof a loyal pizzabuyer to be$4,000in revenue(Heskettet al.,1997);Stew
Leonard,a Connecticutgrocer,has calculatedthe ten-yearvalue of a loyal
customerto his organizationto average$50,000(Zeithamland Bitner, 1996);
andCarlSewell,a Cadillacdealerin Texas,hascomputedthe lifetimevalueof
his loyal customersto be$332,000(SewellandBrown,1990).Suchcalculations
of acustomer'svaluegenerallydonotextendbeyondhis/herownconsumption
behaviour; thus, indirect contributors to the customer's value, such as
influencingothernewcustomersto buy from thefirm, areusuallynot included
in the calculations(e.g.Peters,1987;Zeithaml and Bitner, 1996).That is, a
conservativeapproachis usuallytakenwhenassessingthefull valueof a loyal
customer.In the exampleslisted above,only Peters(1987)and Heskettet al.
(1997)includeany discussionof the influencethecustomermay haveon other
potentialcustomersin consideringthelifetimevalueof acustomer.
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When the lifetime value of a customerconceptwas introduced in the
literature,mostfirms' accountingsystemswerenotdesignedto capturethefull
valueof a loyal customer(Dwyer,1989;Jackson,1992;Reichheldand Sasser,
1990).Almost a decadehasgoneby, and in spiteof the attentionthe concept
has received,we have seen little to suggest this situation has changed
drastically. That is, most service businessesstill do not seem to have
appropriatesystemsand processesin placeto adequatelymeasurethe true
valueof acustomerto afirm (Dwyer,1997;Reichheld,1996).

Service loyalty
Serviceloyalty may be definedas `̀ thedegreeto which a customerexhibits
repeatpurchasingbehaviour from a serviceprovider, possessesa positive
attitudinal disposition toward the provider, and considersusing only this
providerwhenaneedfor this servicearises'' (GremlerandBrown,1996,p.173).
Although loyalty is an important issuefor all businesses,it is particularly
salientfor servicefirms for threereasons:loyalty is greateror moreprevalent
among servicesconsumersthan among goodsconsumers(Zeithaml,1981);
servicesprovidemoreopportunitiesfor person-to-person interactionswhich,in
turn, often provide opportunitiesfor loyalty to develop(Parasuramanet al.,
1985;SurprenantandSolomon,1987);andperceivedrisk is oftengreaterwhen
purchasingservicesthangoods(Murray,1991),providinganatmospheremore
likely to leadto customerloyalty sinceloyalty is oftenusedasa risk reducing
device(Zeithaml,1981).

Word-of-mouthcommunication
From a marketing perspective,word-of-mouth (WOM) communications
`̀ consistof informal communications directedat other consumersabout the
ownership,usage,or characteristicsof particular goodsand servicesand/or
their sellers'' (Westbrook,1987,p. 261).Arndt (1968,p. 190)describesthis
communicationas simply `̀ oral,person-to-person communicationbetweena
perceivednon-commercialcommunicatorand a receiverregardinga brand,a
product,or aservice.'' Usingthesedefinitionsasabasis,wewill considerWOM
communicationto be communication about a service provider offered by
someonewhois perceivednot to obtainmonetarygainfromsodoing.

Although WOM communicationcan be very influential in any purchase
decision,previousresearchsuggestsit is particularly important for services.
That is, personalrecommendationsreceivedaboutserviceprovidersareoften
very influential in consumers'purchasedecisions.In many instances,WOM
hasbeenreportedto bethemajorsourceof informationpotentialcustomersuse
in making a servicespurchasedecision(Murray, 1991),including accounting
services(Dayet al., 1988;FreidenandGoldsmith,1988),legalservices(Crane,
1989;FreidenandGoldsmith,1988),medicalservices(CraneandLynch,1988),
and auto repair and hairstyling (Dubinsky and Levy, 1981). WOM is
particularly important for thoseservicesfor which potentialcustomershave
high levelsof perceivedrisk, which can be partially alleviatedby asking a
friendfor advice(Heskettetal.,1997).
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The loyaltyrippleeffect
Zeithaml and Bitner (1996)suggestcustomerscan contribute to their own
satisfactionby their participationin the servicedeliveryprocess.We contend
thecontributionloyal customersmaketo aservicebusinesscangowell beyond
creatingvaluefor themselvesand beyondtheir direct financial impacton the
firm's revenues.Weofferseveralexamplesto illustrate.First ± andmaybethe
mosteasilyrecognizedinfluence± loyal customersoftentalk agreatdealabout
a companyandmay `̀drumup a lot of business'' overtheyears(Reichheldand
Sasser,1990)andpersuadeothersto becomeregularcustomers(Heskettet al.,
1997).Second,loyal customersmay engagein positivecustomerbehaviour±
labelled customervoluntary performanceby Bettencourt(1997)± such as
picking up trash,busingtables,or reportingburnt out light bulbs andmessy
changingroomsto an employee.Third, loyal customersmay,becauseof their
experiencewith and knowledgeof the provider,be ablecontributeto the co-
productionof the service(Bowen,1986;Lengnick-Hall, 1996)by assistingin
servicedelivery.Fourth,for someservicesloyal customersmayprovidesocial
benefitsto othercustomersin theformof friendships(Goodwin,1994;Goodwin
and Gremler,1996;Groveand Fisk, 1997)or as encouragers(Zeithamland
Bitner,1996).And, in someinstances,theymayprovidethesesocialbenefitsto
employees(Priceet al., 1996).Finally, loyal customersmay serveas mentors
(ZeithamlandBitner,1996)and,becauseof their experiencewith theprovider,
help other customersunderstandthe explicitly or implicitly stated rules of
conduct(GroveandFisk,1997).

As theseexamplesillustrate,the influenceof loyal customerscanreachfar
beyond their proximate impact on the company.We view this impact as
analogousto the ripple causedby a pebbletossedinto a still pond± theeffect
the small stonecan have on the surfaceof the pond goeswell beyondthe
original water displacement± and introduce the loyalty ripple effect to
illustrate the far reaching influence a loyal customercan have on other
customersandonanorganization.Wedefinetheloyalty rippleeffectas:

Theinfluence,bothdirectandindirect,customershaveonafirm through
(1) generatinginterestin thefirm by encouragingnewcustomerpatronage;or
(2) otheractionsor behavioursthat createvaluefor theorganization.

The ripple effectmay be fairly obviousin its influencewhenloyal customers
helpgenerateadditionalrevenuesby recommendingthefirm to newcustomers.
However,in additionto increasingrevenues,we suggestloyal customersmay
engagein othertypesof behaviours,besidesWOM communication, that may
add value to and reducecosts for the firm. Unfortunately, such indirect
influenceis noteasilymeasured.

WOMcommunicationaboutservicesis arguablythemostsignificantripple
generator.Customerswho provide recommendations havebeendescribedin
many ways. Berry and Parasuraman(1991)call thosewho spreadfavorable
WOM true customers.Heskettet al. (1994)usethe term apostlesto describe
customerssosatisfiedthat `̀ theyconverttheuninitiated.'' Wilson (1991)labels
customerswho providesignificant testimonialsto othersand truly want the
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company to succeedas champions, while others call them advocates
(Christopheretal.,1991;CrossandSmith,1995).For manyservices,customers
are part-time employeesactively involved in the service delivery. As co-
producersof the service,they may find it a natural part of their `̀ job'' to tell
others about the experience(Bowen,1986;Czepiel,1990;Mills and Morris,
1986).Perhapsthe most illustrative term is used by Peters (1987),who
describesloyal customersasappreciatingassets±andthemoretheytell others
themorevaluabletheyareto thecompany.

To illustrate the loyalty ripple effectstimulatedby WOM communications,
considerDavid ± a loyal customerof Astro AutomotiveServiceCenter.David
is 38,marriedwith two youngchildren,andhastwo carsoverfive yearsold.On
averageDavid spends$800/yearon repairing and maintaining the two cars.
Assuminghewill havesimilar automobileserviceneedsfor another15years
andcontinuesto live in hiscurrentneighborhood,David'sdirectcontributionto
Astro as a loyal customeris $12,000($800/year6 15 years).Although this
figure providessomeindicationof how valuableDavid is to the organization,
we contendhis full value to Astro is actually much greater.Let us imagine
David is pleasedwith theservicesprovidedby Astro andrecommends thefirm
to five peopleoverthenext 15years± onerecommendationeverythreeyears.
Evenif only two of thosefive peoplesubsequentlytaketheir carsto Astro and
becomeloyal customers,theloyalty rippleeffectof David'spatronagebecomes
evident. Assuming these two new customerswill have automotive needs
similar to David's,his valueto Astro canactuallybe$36,000($12,000+ 2 6
$12,000).To further illustrate the power of the ripple effect,if David's two
`̀ converts'' eachconvinceoneothercustomerto useAstro,David'svalueto the
organizationcanjump to $60,000($12,000+ 2 6 $12,000+ 2 6 $12,000).As
this illustration suggests,by far the greatestrevenueimpact loyal customers
canhavecomesthrough referralsmadeto potentialcustomers(Heskettet al.,
1997).

Beyondthis direct revenue,David and the four new customersmay offer
indirect value to Astro that is not easily quantified. For example,as they
becomeloyal customersthey may bemoreinclinedto engagein smallhelpful
taskssuchaspicking up a glassbottle left in theparking lot or pointing out a
waterspoutin a restroomthat doesnotshutoff completely.Theymayhelpco-
producethe serviceby providing historical recordsof related repair work
performedandofferingtheservicepersondetaileddescriptionsof thevehicle's
current malfunctioning. In addition, these customers may add to the
satisfaction(andultimately loyalty) of othercustomersand Astro employees
by offeringadviceandencouragementandby sharingstoriesof pastpositive
experienceswith Astro.

Figure 1 illustrates our metaphorof the loyalty ripple effect.Using the
previousexample,David's influenceon Astro Automotiveis representedby a
pebblebeingtossedinto astill pond(representedby A).As a loyal customer,he
hassignificantly influencedthesurfaceof thepond.David'sinfluence(through
his WOM recommendations)on two otherswho becomecustomersof Astro ±
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similar to a rock beingskippedacrossthe pond± is representedby B and C.
Thesetwo customershave,in turn, createdtheir ownripplesof influenceonthe
pond'ssurface.

Ripples generated by word-of-mouth communication
Although the intent of this paperis not to provide an exhaustivelook at all
potentialripplegenerators,wedid conductastudyrelatedto arguablythemost
salient ripple generator,WOM communication.A customer'swillingness to
recommenda serviceprovider is often presumedby both businessesand
scholars to be a surrogate indicator of customer loyalty (e.g.Day, 1969;
Reichheldand Sasser,1990;Schlesingerand Heskett,1991;Stum and Thiry,
1991;Zeithamletal.,1996).Intuitively, it makessensethat customerswhohave
receivedgood serviceand who continueto patronizea particular provider
shouldbe muchmorelikely to recommendthis organizationthan thosewho
havenot receivedsatisfactoryserviceandthereforeswitchproviders.However,
we are particularly interestedin the extent that loyal customersactually do
give word-of-mouthrecommendationsabout the provider.This leadsto our
first researchquestion:

(1) Howmuchof arippleis generatedby loyalcustomersvia WOM?

Reichheld(1996)arguesthat somecustomersare inherentlymoreloyal than
others and introducesa loyalty coefficient to help understandcustomers'
predispositionsto beingloyal.His discussionledus to wonderif ananalogous
conceptappliesto the loyalty ripple effect.That is, doesthe impactof a ripple
createdby a loyal patronvary from onecustomerto another?Are certaintypes
of customerslikely to generatemorepowerfulripples?Canthosecustomersbe
identified?Thesequestionsleadto oursecondresearchquestion:

(2) Doestheripplediffer acrosstypesof loyalcustomers?

Figure 1.
Loyalty ripple effect
illustration
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As stated earlier, consumershave a preferencefor personal sourcesof
information in selectingamongserviceproviders (Murray, 1991).Reichheld
(1996),however, contends WOM referrals are more important to some
businessesthan others.Indeed,someresearchseemsto indicate that WOM
communicationsare prevalentin professionalservicessuch as medicaland
legalservices(e.g.Craneand Lynch,1988;Smithand Meyer,1980).However,
otherresearchindicatespersonalrecommendationsarealsoquiteprevalentin
nonprofessional services(e.g.Dubinsky and Levy, 1981;Gremler,1994).This
leadsto our final researchquestion:

(3) Doestheripplevary acrosscontexts?

In order to better understandthe loyalty ripple effect, and to answer the
questionsjust posited,weconductedthecross-sectionalstudydescribednext.

Methodology
In conducting our exploratory cross-sectionalstudy, we used a self-
administeredquestionnaireto customersfrom two servicescontexts:banking
anddentalservices.

Contexts
Bowen's(1990)classificationof servicesservedas the basisfor selectingthe
two study contexts.The two contextsarerepresentativeof thecategorieswith
thehighestamountof interactionopportunitiesandcustomer-serviceprovider
employeecontact in this classificationscheme.The first context, a large
regionalbank, has many of the characteristicsof Bowen's(1990)moderate-
contact,semi-customized,non-personalservicescategory.This bank serves
morethan four million householdsin 14western(US)states.A dentaloffice±
thehigh-contact,customized,personalservicesin Bowen'staxonomy± located
in the southwesternUSA was the other context includedin the study. Two
dentistssharingacommonofficeandsupportstaffwereselected,includingone
dentist with a 28-year-oldpracticeand 3,500patientsand anotherwith a 12-
year-old practice and 2,000patients. In addition to representingthe two
`̀higher-contact'' categories of Bowen's (1990) taxonomy, these service
providersvary considerablyin their sizeand scope.The bank is a regional
organizationserving the entire westernUSA and the dental office is a local
entity (servingamajormetropolitan area).

Sample
A stratified randomsamplewas usedto selectbank respondentsfrom one
district of the bank serving 40,000households.With the assistanceof the
sponsoringbank,customersfrom this district weredivided into five groups,
based on the total amount of money included in all of their accounts.
Approximately3,400customers(includingabout680customersfrom eachof
thefive groups)werethenrandomlyselectedandsurveysweremaileddirectly
to respondents.
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The samplingof dentalpatientsoccurredin two phases.In the first phase,
484patientswho visited the dentistsduring a three-monthperiodwereasked
by thedentalstaff to participatein thestudy.In thesecondphase,surveyswere
maileddirectly to 437patientsto includethosewhohadnotvisitedtheirdentist
during thefirst phaseof thesurveydistribution.

Of the 3,390surveysmailed to bank customers,849usablesurveyswere
returned,for a responserateof 25percent.Of the849respondents,52percent
werewomen,58percentweremarried,andtheir averageagewas48.4(with a
rangeof 18 to 90).The averagelengthof time asa customerof the bank was
13.2 years, and varied from six months to 60 years. Of the 921 surveys
distributedto the dentalpatients,a total of 279usablesurveyswerereturned
for anoverallusableresponserateof 30percent.Of the279respondents,58per
centwerewomen,74 per centweremarried,and their averageagewas 47.6
(rangingfrom 19to 89).The averagelengthof timeasa patientwas8.7years,
andvariedfrom oneweekto 28years.The total numberof patientvisits to the
dentalofficerangedfrom 1 to 121,with an averageof 23.2visits. Finally, the
total amountof moneyspentfor dentalservicesat this officerangedfrom $55
to $13,719,with an averageof $1,924.As thesestatistics suggest,there is
considerablevariability amongtherespondentsin bothsamples.

Surveyinstrument
Eachquestionnaireincludeda coverletter from the researchersstressingthe
importanceof the study and requestedprompt completionof the survey.An
attempt was madeto keep the instrumentsas similar as possiblefor both
contexts.The measuresrelevant to the loyalty ripple effect are discussed
below.

WOM communication behaviourwasmeasuredinto two ways.A five-item,
7-point Likert scaleof WOM was used,followed by a questionthat asked
respondentsto providethenumberof peopleto whomtheyhadactuallygiven
recommendationsaboutthis provider[1].

A nine-itemindex was usedto measureserviceloyalty. The items in the
index were 7-point Likert scales,ranging from 1 (strongly disagree)to 7
(strongly agree), and included behavioural, attitudinal, and cognitive
dimensionsof loyalty. After a serviceloyalty scorewas determinedfor each
respondent[2],eachsamplewas divided into low, medium,and high loyalty
customers.

Several demographic statistics and behavioural measureswere also
includedin the study. For bank customers,questionsregardinggender,age,
marital status, length of time as a customerof the bank, and the types of
servicesusedat the bank wereincludedon the survey.As mentionedearlier,
the bank also provided information on the total amount of money each
respondenthadin all of his/heraccountsat thebank.Informationfor thedental
patients was collecteddirectly from patient files and includedgender,age,
marital status,lengthof time asa patient,total numberof visits to the office,
andtotalamountof billings for servicesrendered.
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Results
We presentour resultsin a frameworkorganizedaroundthe questionsraised
earlier in the article.Statisticsfor the bank sampleare provided in Table I,
while thosefor thedentalsampleareincludedin TableII.

How muchof a ripple is generatedby loyalcustomersvia WOM?
Overall respondentsindicatedthat the averagenumberof recommendations
madewasquite high. On average,bank customersrecommendedthe bank to
5.55othersand dentalpatientsrecommended the dentiststo 5.49others.We

Table I.
WOM

recommendationsmade
acrossvarious

variables± bank
customers

Variable/level
Numberof WOM

recommendationsmade[3] n

Gender:
Male 5.70a 415
Female 5.40a 434

Age:
19-34 3.43a 194
35-44 5.10a,b 189
45-59 6.78b 222
60+ 6.46b 244

Marital status:
Married 6.13a 491
Not married 4.75b 358

Customerloyalty:
Low 5.09a,b 184
Medium 4.31a 284
High 6.69b 381

Length of relationship:
0-3years 2.92a 180
4-9years 4.90a,b 193
10-14years 5.62b 143
15+ 7.32b 333

Total depositsin all accounts:
$0-$1,000 4.50a 116
$1,000-$2,999 5.73a 164
$3,000-$7,999 5.05a 191
$8,000-$19,999 5.62a 190
$20,000+ 6.47a 188

Numberof bank servicesused:
1-2 4.37a 251
3-4 5.26a 300
5-6 6.10a,b 197
7+ 8.23b 101

Average 5.55 849
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were particularly interested in whether the ripple generatedvia WOM
recommendationsincreaseswith loyal customers.Using the serviceloyalty
indexto separatecustomersinto threegroups,wefoundthat for thosewhoare
most loyal to the provider the averagenumber of recommendationsmade
jumpsto nearly7.0perperson.Loyalcustomersdoindeedcreatequitearipple!

Wealsoexaminedtheripple effectby lookingat threeseparatebehavioural
indicatorsof serviceloyalty ± length of time in the relationship,amountof
moneyinvested,andthenumberof servicesused.Wefoundthat thenumberof
recommendationsmadesignificantlyincreasesasthelengthof therelationship,
akey indicatorof serviceloyalty, increases.Forbankcustomers,thenumberof
recommendationsincreasesat each level: 2.92 (for those who have been
customersfrom 0 to 3 years),4.90(4to 9 years),5.62(10to 14years),and7.32

Table II.
WOM
recommendationsmade
acrossvarious
variables± dental
patients

Variable/level
Numberof WOM

recommendationsmade[3] n

Gender:
Male 5.19a 102
Female[3] 5.66a 177

Age:
19-34 4.22a 65
35-44 4.26a 73
45-59 6.76b 74
60+ 6.66b 67

Marital status:
Married 5.48a 207
Not married 5.50a 72

Patientloyalty:
Low 3.63a 78
Medium 3.76a 58
High 7.24b 142

Length of relationship:
0-3years 4.19a 78
4-9years 5.22a,b 97
10-14years 6.55b 44
15+ 6.83b 60

Total spenton services
$0-$1,000 4.40a 101
$1,001-$2,000 5.20a,b 86
$2,000+ 6.96b 92

Numberof officevisits:
1-9 4.19a 77
10-19 5.45a,b 69
20-29 5.16a,b 49
30+ 6.89b 84

Average 5.49 279
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(15 or more years). For dental patients, the pattern for number of
recommendationsmadeis similar:4.19(for thosewhohavebeenpatientsfrom
0to 3years),5.22(4to 9years),6.55(10to 14years),and6.83(15or moreyears).

The amountof moneyinvestedin or committedto theserviceprovidercan
also be considereda measureof service loyalty. The data suggestas the
amountof moneyinvestedincreases,thesizeof theripple± in termsof number
of recommendationsmade± alsoincreases.Forbankcustomers,thenumberof
recommendationsmadeis lowestfor thosewith the smallestamountsin their
accounts (less than $1,000)at 4.50 and increases to a high of 6.47
recommendationsfor thosewith thelargestamountof moneyin their accounts
(greaterthan $20,000).For dentalpatients,the numberof recommendations is
lowestfor thosewho havespentthe leastamountof moneyon dentalservices
(lessthan $1,000)at 4.40and increasesto a high of 6.96recommendationsfor
thosewhohavespentthemostondentalservices(greaterthan$2,000).

The final way we lookedat theWOM ripple andserviceloyalty wasby the
numberof servicesused.As the numberof bank servicesbeingusedby the
customer(e.g.checkingaccount,savingsaccount,loans,certificatesof deposit,
etc.) increases,the number of recommendations also increases.Those
customerswhouseonly oneor two bankservicesmade4.37recommendations,
while those using seven or more services made 8.23 recommendations.
Similarly, thosepatientswho havemademoreofficevisits alsotend to make
morerecommendations.Thosepatientswith fewerthan tenofficevisits made
4.19recommendations while thosewith 30 or more office visits made6.89
recommendations.

In summary,we found evidenceto suggesta strong loyalty ripple effect
generatedby loyal customers.Across both studies,the averagenumber of
recommendationsmadeby customerswas 5.5.And, for thosewho are most
loyal to theprovider± asmeasuredby theloyalty index± theaveragenumber
of recommendationsmade jumps to nearly 7.0 per person. Using other
indicatorsof loyalty, we alsofound the numberof recommendationsmadeto
significantly increaseas the length of the relationship,the amountof money
invested,andthenumberof servicesusedincrease.

Doesthe ripplediffer acrosstypesof loyalcustomers?
Generallyspeaking,thereis little variation in thenumberof recommendations
made when looking at gender. In the bank sample, the number of
recommendationsmadeby males(5.70)wasnotsignificantlydifferentfrom the
numbermadeby females(5.40).The meanswerenot significantly different in
thedentalsample,althoughfemaleshadahighermean(5.66)thanmales(5.19).
In termsof marital status,the resultsweremixed.In the bank sample,those
who are marriedmade6.13recommendations,a significantly higher number
thanthosewhoarenotmarried(4.75recommendations).However,in thedental
contextthenumberof recommendationsmadeby marriedrespondents(5.50)is
nearlyidenticalto that of non-marriedrespondents(5.48).

Age was the final demographiccategoryinvestigated.Herethe trend is a
little more identifiable.In particular, the numberof recommendations made
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tendsto increasesignificantly with age.The fewestrecommendationsin the
bank sample were from customers between 19 and 34 (with 3.43
recommendations) andthis numberincreasesandpeakswith the 45-to-59age
group(6.78recommendations).Thepatternis similar in thedentalcontextwith
patientsbetween19and34making4.22recommendationsandthe45-to-59age
groupmakingthelargestnumberof recommendations(6.76)[4].

To summarize,theripplesdo not seemto vary significantly acrosstypesof
customers.Our resultssuggestgenderandmarital statusdonot seemto make
a difference in the size of the ripple ± at least in terms of number of
recommendationsmade. However, we did find the customer'sage may
influencethe sizeof the ripple ± the older the customer,the moreof a WOM
ripplehe/shegenerates.

Does the ripple vary across contexts? The average number of
recommendationsmadewas remarkablysimilar acrosscontexts.On average,
bank customersrecommendedthe bank to 5.55othersand dentalpatientsto
5.49others.Meansfor the most loyal customers,as determinedusing the
loyalty index,wereremarkablysimilar± thosewith highestloyalty to thebank
made6.69recommendationswhile thosewith highest loyalty to the dental
officemade7.24recommendations.In fact, a visual inspectionof Table I and
Table II indicates both the pattern and the magnitude of the number of
recommendationsmadeis veryconsistentacrosscontexts.Thesenumberstend
to suggestthat, on average,the ripple effect doesnot vary acrossthe two
contextsincludedin this study.

Thus,contraryto what weexpected,theripple did not seemto significantly
differ acrosscontexts.We believethe two contexts± banking and dental ±
includedin this studywouldappearto bevery differentin manyways.Yet,the
ripple patternandmagnitudewasremarkablysimilar acrossthe two contexts
westudied.Althoughourexperienceleadsusto believetheimpactof theripple
effectis likely to vary acrosscontexts,our findingsdonot supportthis belief±
suggesting,perhaps,further researchin othercontextsis needed.

Discussion and implications
The impactof rippleson the pond
Importance for services. As mentioned earlier in the paper, personal
recommendationsare often very influential in customers'selectionof service
providers.Theuseof suchrecommendationshasbeenparticularlyprevalentin
the contexts investigatedin the presentstudy ± both in medical services
(Barnes,1986;Crane,1989;Craneand Lynch,1988;Glassmanand Glassman,
1981;Gremler,1994;Kelly et al., 1989)and in banking (Dubinskyand Levy,
1981;Reichheldand Kenny,1990;Sternand Gould,1988).In both contexts,
mostof thesestudiesidentify customerrecommendationsas the key factor in
selecting a provider. Thus, not only is it important that customersare
spreadingthe word but ± perhapsmore importantly ± potential customers
greatlyvaluesuchinformation.

Useof a singlerecommendation. Not only is a personalrecommendationa
majorinfluencein makingserviceproviderdecisions,in manyservicecontexts
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it may bethe only sourceof informationconsidered.Indeed,researchershave
founda singlerecommendation ± the only sourceof informationobtained± is
oftensufficientto convinceapersonto try aparticularprovider(Glassmanand
Glassman,1981;Gremler,1994;PriceandFeick,1984;Reingen,1987;Stewartet
al., 1989;Swartz and Stephens,1983).Perhapsthe major reasonfor such
influenceis that loyal customersareperceivedas veteranswho canpaint an
accuratepictureof theservicedeliveredby theproviderto apotentialcustomer
(cf.Reichheld,1996).Servicesareoftenhard to evaluate,so thosereceivinga
recommendationmay considerthe recommender's experiencewith a service
providerto bea vicariousexperience(DayandBarksdale,1992;Dubinskyand
Levy, 1981)or a vicarious trial (Wilkie, 1986).That is, for services,the
recommender'sevaluationsmay serveas a substitutefor the receiver'sown
evaluationsor experience(Crane,1989),andsotheloyalty of therecommender
maybe`̀ transferred'' vicariouslyto thereceiver.

Multiple ripples. Not only can loyal customersbegin a ripple through
recommendingthe provider to potential customers,a secondripple can be
createdby thesenewcustomers.Indeed,researchsuggestsa majority of those
who based their initial service purchase decision on a personal
recommendationthey havereceivedhavethemselvessubsequentlygoneon to
recommendthe provider to others(Barnes,1986;Brown and Reingen,1987;
Gremler, 1994).Brown and Reingen's(1987)network analysis study in
particular illustrates the ripple effect that a single individual can have in
expandinga recommendationinto a largesocialnetwork.They not only found
thosewith strong ties in a social network are particularly good sourcesof
information,but that evenindividualswith fairly weaktiesin a socialnetwork
canhaveanimpactontheinformationflow aboutaserviceprovider.

Occasionally consumers will usetherecommendationof a `̀friend of a friend.''
Gremler (1994) reports that in some circumstances consumers indicated they
would follow a recommendation obtained through another person's social
network, originating from a person they may know little ± or even nothing ±
about. Thus, the ripple effect can extend to include third-party WOM
recommendations±situationswherethereceiver of theinformation may haveno
knowledgeof theoriginator of theinformation, but may useit as thesole basis
for making adecision. Multipleripplescanand doarisewhen recommendees tell
others, who in turn tell others, and so on. For some personal and professional
services in particularawholepond maybefilled with thesemultipleripples.

Ripplesin managerialimplications
Managementcan benefit from insight on how to build additional,profitable
revenue by encouragingloyal customersto tout their firm to potential
customers.Weprovideafewsuggestionsin thefollowingparagraphs.

Thepowerof theloyaltyrippleeffect. Firms canbenefitin at leastfour ways
from having customersprovide recommendationsto others.First, as argued
throughoutthe paper,the customerbasemay be increasedasa result of new
customersgeneratedby positiverecommendations.Second,the firm not only
gainsnewcustomersfrom suchrecommendations,it gainsnewcustomerswho
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aremorelikely to becomeloyal customers.Indeed,Reichheld(1993)contends
receiversof a personal recommendation are more likely to becomeloyal
customersthan thosewho buy becauseof an advertisement and othershave
arguedthat suchreceiversarefavourably`̀ predisposed'' to theproviderbefore
purchase(Arndt, 1968;Gremler,1994).Third, customersrecommendinga
provider subsequentlybecomemore loyal to the organization(Gremlerand
Brown,1994)which,in turn, canleadto increasedcustomerretentionandthus
increasedrevenues.And fourth, firms who havecustomersgeneratingripples
maybeableto decreaseadvertisingandpromotioncosts(Rustetal.,1995).For
thesereasons,we believeservicemanagersshould placea high priority on
encouragingrecommendationsby theircustomers.

Ripplegenerators± an extendedsalesforce. Marketing managersof service
organizationsmight considerloyal customersas a kind of extendedor part-
time salesforce.Oneway to developthis extendedsalesforceis to increasethe
expertise of loyal customers.Since loyal customerstend to have much
experiencewith the serviceoffering, they may naturally, over time, develop
knowledgeabouttheserviceprovider.However,anythingtheorganizationcan
do to proactively increasecustomers'knowledgeof and confidencein the
serviceproviderwill betterequipthemto `̀work'' asanextendedsalesforce.For
example, providers should willingly supply interested customers with
information about the service,thereby making them better informed and
potentiallymorelikely to giveWOMrecommendations(Murray,1991).̀̀ Bring-
a-friend'' programs encouragingcustomersto bring guests `̀ gratis'' to the
serviceprovidermayhelpmotivatethemto tell others.Servicemanagersmight
consider̀̀ tangibilizing'' theserviceofferingby providingvisibleor explanatory
cuesin order to give customerssomethingto talk about or assist them in
initiating discussionsabout the service provider (Murray, 1991).That is,
managersmight providecustomerswith brochuresthey canhandout to help
introducethe serviceprovider to potentialnewcustomersandhelp to explain
the serviceoffering. In effect, eachof theseexamplessuggestways loyal
customerscan be better preparedfor potential opportunitiesto `̀ spreadthe
gospel'' (Dichter,1966)abouttheserviceprovider.

To encourageripple-like behaviourfrom its loyal customers,firms might
considerestablishingsometype of customermembership.Bettencourt(1997)
arguesthat when customersseethemselvesas membersof a firm, they are
more likely to act as partnersin servicedelivery.Bhattacharyaet al. (1995)
suggestmanagersbuild an identificationbondwith customersin orderto get
themto engagein pro-firmtypesof behaviours.Thus,themoreanorganization
canformally get customersto committo and identify with the firm, the more
likely thesecustomersare to engagein behavioursthat createvalue for the
organization.

Rewarding ripple generators. Marketing managers might consider
rewardinga loyal customerwho repeatedlyrecommendsthe organizationto
othersby (1) giving personalrecognitionto the customer(e.g.a restaurant
owner coming over and greeting the customerby namein front of his/her
dinnerparty);(2)providingpricediscountsnotavailableto othercustomers;(3)



The loyalty
ripple effect

285

dispensingothertypesof rewards,suchasserviceupgrades,expresscheck-ins,
or extended/additional services(e.g.if you getsomeoneelseto sign up for our
frequentflier program,we'll credityour accountfor 1,000miles);or (4)directly
compensating(i.e.paying)thosecustomerswhoserecommendations result in
newcustomersfor the firm. Although someof thesesuggestionsmay pushan
organization beyond its comfort zone, many businessesfail to even
acknowledgetheir gratitude for such recommendations.At a minimum, a
thank-youshouldbeprovidedto everycustomerwhoserecommendationleads
to a new customerfor the firm. Flowers,candy,or evendiscountson future
servicecanalsobeprovidedasa way to saythanksto thoseloyal patronswho
haveactedasanadvocateon thefirm's behalf.Onechiropracticclinic actually
postsin its lobbythenamesof thosewhohavereferredothersto theclinic,thus
giving public recognition to these customers.Expressing gratitude for
recommendationsfurther encouragessuch behaviour and reaffirms the
customer'scommitmentto theorganization.

The powerof rapport. Somecustomersmay not find the suggestionsjust
madeto bea motivating forceto referothersto the firm. However,customers
may be motivatedto be contributorsto the firm when they havedeveloped
interpersonalrelationshipswith its employees.Indeed,for many services,an
important componentof the serviceoffering is the interpersonalinteraction
betweenemployeesandcustomers(CzepielandGilmore,1987;Surprenantand
Solomon,1987).Gremler and Brown (1996)refer to relationshipsbetween
customersandemployeesasinterpersonalbondsandarguethat thedegreeto
which the customerperceivessuch a bond exists dependson the extent to
whichthecustomerfeelsthat arapporthasbeenestablishedin therelationship.
Reingenand Kernan(1986)suggestcustomerswho aremembersof a service
marketer'ssocialnetworkaremorelikely to makereferrals.In situationswhere
a rapport has developedbetweenthe customerand the serviceprovider, a
desireto helpout a `̀ friend'' by giving referralsmay be moreof a motivating
force than any type of reward. In contextswhererapport building leadsto
referrals, managementshould train and reward employeesfor positive
interpersonalbehaviourswith customers(BettencourtandBrown,1997).

Encouragingemployeesto generateripples. Through interpersonalbonding
with customers,employeescan help build ripples.Suchbehaviour,however,
needsto beanintegralexpectationof thefirm's cultureandstimulatedthrough
employeerecruitmentand training (Bettencourt and Brown,1997).Southwest
Airlines, for example,carefully addressesrapport building and interpersonal
skills of prospectiveemployeesbeforehiring them.Oncehired,this behaviour
is encouragedandreinforcedthroughtraining andperformanceevaluations.

The overt asking for referrals by employeesis a skill that can also be
enhancedthrough training. As employeesbecomemore experiencedand
believein thefirm andits offerings,theycanbeshownhowto askfor referrals
from customersand becomemorecomfortablein doing so.This overt asking
can,of course,be further encouragedwhen the employeeand customerare
rewardedfor generatingsuccessfulreferrals.
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Ripplesin future research
If wehavedoneour job asscholars,wehaveprobablycreatedmorequestions
than we haveanswers.We concludeour discussionby posingsomeresearch
questionsfor thereader'sconsideration.

Whatothertypesof rippleeffectscanbegeneratedbyloyalcustomersbesides
WOM?Muchof thediscussionhasbeenontherippleeffectgeneratedby WOM
recommendations. However,aswearguedearlier,thereareseveralotherways
that a loyal customer can add value to the organization.For example,
Bettencourt(1997)contendsthat, in additionto beinga promoterof thefirm, a
customercan contributevalue to the firm as both a humanresourceand an
organizational consultant. Becauseof their experiencewith a particular
provider, loyal customersmay help co-producethe service(Bowen,1986)by
assistingin servicedelivery.And, thesecustomersare`̀ uniquelyqualified'' to
serveasconsultantsto serviceproviders(Lengnick-Hall,1996)becauseof the
intimate knowledge they have of the service delivery process.For some
services,loyal customersmay serve as mentorsand encouragersto other
customers(ZeithamlandBitner,1996),aswell asprovidesocialbenefitsto both
customers(GoodwinandGremler,1996)andemployees(Priceetal.,1996).This
list is certainly not exhaustive,and other types of loyalty ripples shouldbe
identifiedandresearched.

Howshouldrippleeffectsbemeasured?As thewaysin whichacustomercan
contributeto theoverallvalueof a firm areidentified,thenext logicalquestion
becomesoneof measurement.That is, what is the bestway to measuresuch
effects?Rust et al. (1995)report that, at an aggregatelevel, somedata are
available to indirectly measurethe impact of WOM communication.Much
more work is needed,however,to measurethe loyalty ripple effect at the
individual consumerlevel.

What is thefull valueof a loyalcustomer?Wehavepointedout severalways
that customerscan add value to an organization.However,identifying the
ways customercanadd valueis relatively easyin comparisonto quantifying
what they actually mean to the organization.For example,how can you
quantify thevalueof a customerwhopicksup a glassbottlelying in a parking
lot andthrowsit in thetrash?Or,what is theencouragementthat onephysical
therapypatient providesto anotherwho is trying to overcomekneesurgery
actuallyworth?Assumingthat future researchis ableto identify andmeasure
ripple effects,the primary questionmanagersare sure to ask is ± so what?
What is a loyal customerreally worth?And, similarly, what impactdoesthe
loyalty rippleeffecthaveonthebottomline?

Is therea rippleeffectcoefficient?Reichheld(1996)contendsthat a loyalty
coefficientexists,meaningthat somecustomersare much moreproneto be
loyal than others.We believea similar situation may exist in regard to the
loyalty ripple ± that is a ripple effectcoefficient.This can be illustrated by
thinking aboutWOMcommunication.Somecustomersprefernot to talk about
serviceproviders.Somehavea morepowerfulinfluencebecauseof their social
status,stageof their life, or the numberof socialorganizationsto which they
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belong.Somehave a much larger social network of contacts,friends, and
associates.The idea of a ripple effect coefficient raises some additional
questionsneedingto beresearched.

Under what conditions are ripples stimulated?An assumption made
throughoutthe paperis that loyal customerswill indeedberipple generators.
However,thereis limited empiricalevidenceto suggestthat loyal customers
necessarilyprovide recommendationsabout their service provider. The
question of whether loyal customersactually do recommendthe service
provider has important managerialimplications.Many serviceorganizations,
especiallyprofessionalservices,live by thecreed̀`asatisfiedclient is theonly
requirementfor a successfulpractice,'' and assumethat such a client will
spreadpositiveWOM.As Wilson(1984)pointsout, this statementis only true
if theseclients actually make statements(i.e.recommendations)about their
satisfactionto othersseekingsuch information.Thus, it would be useful to
identify under what conditions loyal customersactually provide word-of-
mouthrecommendationsabouta serviceprovider.In particular,why don't all
loyal customersproviderecommendations?Why do somecustomerswho are
very satisfied with and repeatedly use a provider fail to make any
recommendations? A better understanding of the conditions that help to
facilitate the ripple effectcanprovidemarketingmanagerswith insight as to
howto beststimulatesuchbehaviour.

Doesthe type of pond make a difference?The magnitudeof the ripple
generatedfrom tossing a stone into a pond may depend,in part, on the
characteristicsof theponditself.Similarly, themagnitudeof the ripple caused
by personalrecommendationsmay be influenced,in part, by the context.In
somecontexts,theloyalty ripplemayhavelittle effect± almostlike droppinga
small stonein the ocean.For example,severaltypes of servicesin the USA,
such as long distancetelephoneservices,fast-foodrestaurants,and notary
public services,do not seemto beaffectedmuchby the ripple effect.In other
contexts,however,theripplehaslargeeffect± like tossingavery largestonein
a still pond. In particular, servicessuch as financial planners, insurance
agencies,and fine dining restaurantsrely heavily on ripples for gaining new
customers.In fact, many professionalservicesin the USA,particularly legal,
accounting,medical,and architecturalservices,havetraditionally donevery
little promotionalactivity andcounton a significantpercentageof newclients
beinggeneratedthroughtheloyalty rippleeffect.Althoughour findingsdid not
suggesta significant differencein the magnitudeof the ripples betweenthe
bankanddentalcontexts,webelievethis issueis in needof further research.In
particular,is theimpactof personalrecommendationsmoreinfluential in other
servicecontexts?If so, is perceivedrisk the primary reason,as somehave
claimed(e.g.Heskettet al., 1997;Zeithaml,1981),or are thereother relevant
factorsthat comeinto play?

Conclusion
Loyal customersaremorethan just purchasers.They canalsoact like a large
stonetossedinto a small,still pondandgenerateripplesbenefitingthefirm, its
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employees,andothercustomers.This paperexaminesthe loyalty ripple effect
asameansof recognizingthat thefull valueof a loyal customerincludesrepeat
purchases,referring new customersto the firm, co-producingthe service,
offering social support or benefits to other customersand employees,and
mentoring other inexperienced customers. Firms understanding and
encouragingtherippleeffectaremorelikely to realizethefull valueof customer
loyalty.

Notes

1. Factoranalysisrevealedthat all five itemsin thescaleloadhighly andsignificantlyon the
samefactor in both samples.Cronbach'salphafor thesefive itemswas0.913for the bank
sampleand0.849for thedentalsample.However,sincetheresultsfor theWOM indexare
almostidenticalto the numberof WOM recommendationsactuallymade,we presentonly
the statisticsconcerningthe numberof recommendationsmadein this paper.

2. Loyalty scoresfor each respondentwere calculatedusing latent variable regression
coefficients.For the bank sample,low loyalty wasdefinedasthosewith a loyalty scoreof
lessthan 5.7,mediumloyalty 5.7to 7.3,and high loyalty greaterthan 7.3.For the dental
sample,low loyalty was definedas thosewith a loyalty scoreof lessthan 11.8,medium
loyalty 11.8to 12.35,and high loyalty greaterthan 12.35.

3. Meansfor any onevariablenot sharinga commonsuperscriptare significantly different
for that variableusing the Tukey test (p < 0.05).

4. It shouldbepointedout that oldercustomerstendedto havebeenwith thebank(ordental
practice)longer,and thus had moretime to makeWOM recommendations.
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