Study of the relationship between consumer engagement in the value co-creation and customer satisfaction and loyalty in the hospitality industry

Antonina Korelina

Postgraduate student

Department of Company Marketing, Management Faculty
Higher School of Economics

korelina.as@gmail.com


This paper proposes a plan of an empirical study of the consumer engagement in the value co-creation and its impact on customer satisfaction and loyalty in the hospitality industry in the emerging market. The research will investigate new ways to involve a consumer directly in the value chain development, as well as different tools to improve customer satisfaction and loyalty. This study is important because the existing models and concepts in marketing, in particular the concept of co-creation, can be tested in the emerging markets in order to push the boundaries of the existing theory.
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Introduction. Prahalad and Ramaswamy introduced the concept of co-creation in 2000 in their Harvard Business Review article «Co-Opting Customer Competence», where they defined co-creation as an active creative and social process based on collaboration between companies and consumers that is initiated by the firm to generate value both for the firm and the customer [Prahalad, Ramaswamy, 2000]. A new role of the consumer in an interaction within the company and the concept of open innovations lead to co-creation between the company and its consumers. In the changing market environment, as consumers become more active and informed, it is necessary to create value for consumers by active interactions with them. Today companies can differentiate themselves from competitors not only by quality and cost of their services, but also by the ability to co-create unique value with consumers especially in the experience industry. The concept of the experience industry was introduced in 1999 [Pine, Glmore, 1999]. Business operations in the experience industry are based on the supply of added value for customers by bringing them the unique experiences along with products and services. 

Today one of the greatest challenges faced by the companies in the experience industry is the ever-growing pace of competition. One of the biggest experience generators in Russia is tourism. The competitive situation in hospitality industry has changed fundamentally and will do so in the future. In recent years hospitality industry in Russia has grown rapidly. These changes are characterized by quantitative growth as well as by significant changes in strategic behavior of market players. Such development is largely due to the recent entrance of international hotel chains, with their extensive experience in marketing. Hence a focus on customer satisfaction and loyalty is likely to become a necessary aspect for the future survival of these organizations in highly competitive hospitality industry. According to Pine and Gilmore, co-creating new experiences with customers is the solution to this problem, because co-creation can affect customer satisfaction and loyalty as it allows customers to personalize the content of their experience.

The experience industry concept can best be understood in connection with the tourism sphere. Pine and Gilmore proposed an interesting view of the evolution of the way value was created. They revealed that the developed world was moving from a service-based approach to an experience-based approach. They came to this conclusion based on their analysis of the growth of US tourism industry, which they found to outperform other sectors in terms of nominal gross domestic product. Their explanation was that this business offered experiences which were valued because they were unique, memorable and individual [Morgan, Elbe, Curiel, 2009]. Tourism industry in Russia also has huge economic and social importance. According to the research, undertaken by Oxford Economics, tourism’s total contribution to GDP in Russia was RUB 3.4 trillion in 2011, or 5.9% of total GDP which is larger than the GDP of automotive manufacturing (4.8%), chemical manufacturing (3.3%) and communications services (2.9%). The Oxford Economics research also shows that nowadays tourism’s contribution to GDP is growing faster than most other sectors in Russia. It will grow by an average of 4% per annum over the next ten years, a faster growth rate than the total economy [Nicol, Eckervogt, 2012].
Other scholars of marketing science, Jaworski and Kohli, find that because the offer is co-created, it is certain to meet customer needs. Therefore, a rise in co-created offers is supposed to increase customer satisfaction [Jaworski, Kohli, 2006; Payne, 2008]. The process of co-creation increases the tendency to repeat positive experience on the part of the customer because the firm generates unique insights into the co-creating customers’ sources of value [Jaworski, Kohli, 2006]. Therefore co-creation represents a source of significant competitive advantage due to increased customer satisfaction and positive impact on customer loyalty.

Nowadays companies find it hard to position themselves in the eyes of consumers in highly competitive hospitality industry. Both searching for and booking tourism experiences is increasingly done on-line. These changes were largely influenced by the development of information technology, which adds value to the end user since up to date information and prices can be compared before booking. Consumers assessing value pre-purchase can choose a higher-priced hotel if non-price information about this hotel suggests a superior experience during the stay there [Noone, McGuire, 2013]. It forces companies to compete even more not only on price but on the ability to co-create unique experience as well. So according to Pine and Gilmore, creating and supplying experiences will be a way for companies to survive in even more competitive environment in future [Binkhorst, 2006]. 
To conclude, it is reasonable to believe that tourism is a very important experience generator and economic motor of many societies. Despite the large amount of research on customer satisfaction and loyalty in the tourism industry, there are only a few publications on unique experiences and their relationship with customer satisfaction in hospitality industry. In Russia the tourism businesses do not seem to be familiar with the idea of co-creation. Thus, in regard to Russian tourism industry, the proposed study can be considered a first effort, firstly, to examine the role of co-creation and peculiarities of using it in hospitality industry in the emerging market, and, secondly, to investigate how co-creation influences customer satisfaction and loyalty. 
Aim and objectives. The general question this study will attempt to answer is: «Is there а positive relationship between consumer engagement in value co-creation and customer satisfaction and loyalty in the hotel industry in Moscow». Picture 1 demonstrates conceptual model describing the relationship between the consumer engagement in the value co-creation and customer satisfaction and loyalty in the hotel industry (picture 1). The general question subsumes several related questions: 

1. What does the co-creation experience in the hotel industry mean?

2. How does the context (factors associated with the hotel industry, companies and consumers) affect co-creation?

3. Why co-creation leads or does not lead to customer satisfaction and loyalty?

4. Where could co-creation in the value chain in the hotel industry be found?

5. Is the hotel the part of the tourist experience on a par with cultural attractions in Moscow?

6.
How ready are the entrepreneurs in the hotel industry in Russia to co-create the experience environment on the analogy with the hotel industry in the developed countries?

7.
Are Russian tourists ready to participate in co-creation with a hotel they choose?

8.
What technologies are generally used in foreign companies, and which of them can be used for organizing the process of co-creation in the hotel industry in Russia?
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Picture 1: Conceptual model describing the relationship between the consumer engagement in the value co-creation and customer satisfaction and loyalty in the hotel industry

This research will enhance the idea of involvement a consumer in the value chain development; it will also offer the ways to improve customer satisfaction and loyalty in the hotel industry in emerging markets.

Literature review. A large body of literature on value co-creation, customer experience and customer satisfaction and loyalty provides а basis for the present study. This part of the proposal will examine the theoretical studies in the field.
With the development of new forms of interaction with customers such as co-production, crowdsourcing and social media companies can more effectively use consumer innovation potential. Co-production which is based on the involvement of customers in the creation of products and services is gaining more importance today in the hotel industry. According to Vargo and Lush co-production is one of the important components of value co-creation, which is the motor of a service sector [Vargo, Lush, 2006]. 
Komlosi and Gyuracz-Nemeth view value co-creation as a fundamental factor gaining more importance in the hotel industry [Komlosi, Gyuracz-Nemeth, 2010]. Komlosi and Gyuracz-Nemeth’s research is devoted to studying co-creation in hotel business in Hungary. Their article focuses on testing the hypothesis that value co-creation is essential to hotels however hotel managers are usually not aware of its existence or do not call it co-creation. This issue also deserves closer examination in the proposed research. 

Based on these articles and on other studies devoted to consumer engagement in value co-creation namely Brodie, Ilic, Juric, Hollebeek, 2011; Brodie, Hollebeek, Smith 2011; Brodie, Hollebeek, 2011 the methodology to assess the degree of consumer engagement in value co-creation will be constructed. 
In order to describe the relationship between consumer engagement in value co-creation and hotel guest satisfaction an analysis of theoretical approaches to customer satisfaction and its methodological issues is needed. Several articles offer insights into studying the concept of customer satisfaction and employ methodological approaches to measure it. Giebelhausen, Chun and Cronin study the relationship between co-creation and guest satisfaction in the hotel industry [Giebelhausen, Chun, Cronin, 2013]. Brunner-Sperdin, Peters and Strobl reveal that there is strong relationship between the emotional state of customers and customer satisfaction, where the emotional state depends on leisure experience, hardware and human ware [Brunner-Sperdin, Peters, Strobl, 2012]. The article by Pingitore, Seldin, Walker, 2010 present the methodology to assess customer satisfaction in the hotel industry. The article by Li, Ye, Law examines determinants of customer satisfaction in the hotel industry.
One of the main concepts considered in proposed study is customer experience. While scholars and practitioners admit that marketing practice undergone a series of transformations, shifting from creating product brands to building customer relations through service marketing and now to creating customer experience, there is now consensus on precise definition of customer experience and its measure [Maklan, Klaus, 2011]. The main problem connected with customer experience measurement is that the existing definitions of this notion are too broad to develop a fine scale to estimate it. 
To reduce the scarcity of systematic scholarly research on customer experience Verhoef, Lemon, Parasuraman, Roggeveen, Tsiros, Schlesinger, 2009 build a conceptual model of customer experience creation and develop determinants of customer experience. The authors reveal six determinants of customer experience: the social environment, the service interface, the retail atmosphere, the assortment, the price and promotions (including loyalty programs)» [Verhoef, Lemon, Parasuraman, Roggeveen, Tsiros, Schlesinger, 2009, p.33]. The authors consider the customer experience creation process as a process comprised of multiple independent contact points. To meet the challenges of the proposed study it is necessary to highlight the contact points for the hotel industry. 
As for customer experience measurement one of the first attempts to generalize the methodology to assess customer experience made Lemke, Clark and Wilson. In their article they suggest conceptual framework for customer experience. It was found that experience is generated from three types of encounter: communication, service delivery and usage, these encounters are moderated by the context of the experience (involvement, complexity, relationships and the hedonic nature of the experience) [Lemke, Clark, Wilson, 2010]. These articles facilitate understanding and assessment of complex phenomena of customer experience and provide a very helpful basis for studying co-creation client experience in the proposed research. 
Considered studies guide research in а problem area and provide а theoretical and methodological basis for the proposed research. A brief literature review reveals that there are studies on consumer engagement in value co-creation (e.g. Brodie, Ilic, Juric, Hollebeek, 2011; Brodie, Hollebeek, Smith 2011; Brodie, Hollebeek, 2011), and there are publications about the relationship between customer satisfaction and customer experiences namely the relationship between customer satisfaction and guest emotions (e.g. Brunner-Sperdin, Peters, 2009); brand experience and customer satisfaction and loyalty (e.g. Brakus, Schmitt, Zarantonello, 2009), tourism experiences and consumer involvement (e.g. Kim, Ritchie, McCormick, 2012). Therefore nowadays there is a lack of empirical studies concerning the relationship between consumer engagement in value co-creation and customer satisfaction and loyalty.
Methodology and data. This part of the proposal explains the methods that are going to be used in carrying out the study.
The field research will proceed through three stages: the first one - studying how the hotels in Moscow are ready to co-create the experience environment; the second one - assessing the relationship between the consumer engagement in the value co-creation and customer satisfaction and loyalty by conducting a content analysis of tourist comments in social media; the third one - assessing the relationship between the degree of consumer engagement in the value co-creation and hotel guest satisfaction and loyalty by conducting a survey.
Secondary data analysis aims to investigate do hotels in Moscow co-create the experience environment. Useful information can be collected from companies’ documentation, annual reports, companies’ websites, published interviews, and similar sources. Based on information collected forms of co-creation activities in the hotel industry can be described. Finally, to empirically anchor the conceptual conclusions case study will be used.
To assess the relationship between the consumer engagement in the value co-creation and customer satisfaction and loyalty quantitative and qualitative content analysis of tourist comments in social media related to hotels that use customer experience as a source of value creation should be conducted (www.tripadvisor.ru). 
To empirically test the relationship between the degree of consumer engagement in the value co-creation and hotel guest satisfaction and loyalty a survey needed to be conducted. The instrument used in data collection is online questionnaire distributed to members of tourist communities. The data will be analyzed using regression analysis in order to describe the relationship between analyzed variables. Factors of tourist engagement in the value co-creation will be investigated by factor analysis. Then the roles of tourists involved in the value co-creation process will be described on the basis of the segmentation of the co-creators by cluster analysis.
Expected results. This study is intended to have some theoretical implications, confirming and expending the existing studies of the effectiveness of new marketing strategies, in particular co-creation, and to suggest relationships between consumer engagement in the value co-creation and customer satisfaction and loyalty in the hotel industry in emerging markets such as Russia. Along with other similar studies, it may provide some useful basis for practical activities in the experience industry in Russia. This research might be of interest for executive and marketing managers in the hotel industry in Russia. They may use the findings to implement co-creation marketing programs in their organizations and use the concept of co-creation in order to improve customer satisfaction and loyalty.
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