
Kuwait Chapter of Arabian Journal of Business and Management Review    Vol. 2, No.5; Jan. 2013 

135 
 

THE IMPACT OF PRODUCT INNOVATION ON CUSTOMER 
SATISFACTION AND CUSTOMER LOYALTY 

 
Forooz Pishgar1* 

Samira Dezhkam2 
Farzaneh Ghanbarpoor3 

Nazanin Shabani4 
Mahboobeh Ashoori5 

 
1*Islamic Azad University, Fouman and Shaft branches, Fouman, Iran 

2,3,4,5 M.A Student. Department of Management.Rasht.Iran 
 
 

 

 
Abstract 

 
   Achieving a high level of customer orientation is an important organizational goal.Past 
research indicates that customer orientation is related to positive outcomes for the firm. 
Customer orientation has typically been measured by self-reports from service employees. 
Customer orientation has been shown to have a positive impact on performance. Improving 
customer satisfaction has been identified as one of the major challenges in the whole 
construction industry in the recent decade. Customer satisfaction has gained very much 
attention in the last few decades in all areas of production. Innovation management and 
customer orientation have been widely recognized as key factors in enhancingthe business 
performance. 
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1. Introduction 
 
   Customers are often seen as the basis of a company’s profitability (21,22,44). This has led 
to acustomer-centric view in marketing theory as well as in practice. The efficientallocation 
of limited resources to maximize value requires focusing on relationshiporientedcustomers 
and strong, long-lasting customer retention (48).According to Gro¨nroos (1990), customer-
perceived service quality has two dimensions:the functional dimension (process), which 
denotes “how” in the customer-sellerinteraction and the technical dimension (outcome), 
which relates to “what” in theactual service provision. Evidence supports the notion that 
service management isconcerned with not only the technical but also the functional quality 
(20,28,45). Kang and James (2004)found that the technical and functional dimensions of 
service quality are bothimportant predictors of customer satisfaction. Lassar et al. (2000) 
reported that bothdimensions influence overall satisfaction, although they found stronger 
evidence forthe effect of functional quality.Improving customer satisfaction has been 
identified as one of the major challenges in the whole construction industry in the recent 
decade. A number of reports have highlighted the need for a change, greater efficiency and 
stronger client focus in the construction industry (13). It is stated that improved contractor 
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performance leads to increased customer satisfaction and improvement in the reputation of 
contractors and, hence, their competitiveness in the market (56).Pinto and Rouhiainen (2001) 
define a shift in customer focus from striving to maximize the company’s profits in a project 
by optimizing the utilisation of the company’s resources in order to attain a goal of superior 
service to the customer towards maximizing the value of the customer’s project by meeting 
the goals mutually agreed upon. 
Customer orientation has been shown to have a positive impact on performance at boththe 
company (37) and salesperson(51)levels. Such findings support the fundamentaltenet of the 
marketing concept.Marketing research suggests that acquiring a new customer is more 
expensive thanretaining an existing one (1) and focusing on currentcustomers is the right 
strategy, especially on those that provide a positive lifetimeprofitability relationship (36,40). 
However, some simplelifetime-profitability relationships can be doubted (10) and adifferent 
treatment of customers with adjusted marketing tools is advisable (18).As markets become 
more competitive many companies recognise the importance ofretaining current customers 
and some have initiated a variety of activities to improvecustomer loyalty. Indeed, the 
benefits associated with customer loyalty are widelyrecognised within business. These 
include lower costs associated with retainingexisting customers, rather than constantly 
recruiting new ones especially withinmature, competitive markets (12). 
 
2. The relationship between interaction orientation and customer 
satisfaction 
 
   The idea of interaction orientation was first developed by Kumar and Ramani (2006), who 
stated that itreflects a firm’s ability to interact with its individual customers and to take 
advantage of the informationobtained from them through successive interactions in order to 
achieve profitable customer relationships(30).Interaction orientation in this study represents 
restaurants’ ability to interact with individual diners andobtain information from them to 
maintain profitable and long-term relationships. It is composed of fourmain elements, as 
follows: (1) The concept of the customer, (2) Interaction response capacity, (3)Customer 
empowerment, and (4) Customer value management. 
Meanwhile, customer satisfaction is the consumer’s fulfillment response. It is a judgment that 
aproduct or service feature, or the product of service itself, provided (or is providing) a 
pleasurable level ofconsumption-related fulfillment, including levels of under- or over-
fulfillment (39). Consumersatisfaction is an attitude change resulting from the consumption 
experience (35).Satisfaction in this study is thus conceived as a fulfillment response 
employed to understand and evaluatethe consumer dining experience.Kumar and Ramani 
(2006) proposed that interaction orientation leads to high levels of customersatisfaction. For 
instance, studies have shown that empowering individual customers to develop their 
ownunique experience enhances their satisfaction (42,53). Ramani andKumar (2008), in a 
survey of 211 samples in 107 firms, found that a superior interaction orientation islikely to 
result in greater customer satisfaction. 
 
3. Customer orientation 
 
   An internal customer orientation should be part of an organisational culture, and guide the 
attitudes and behaviors of organisation members to deliver quality to other employees (33). 
By embracing an internal customer orientation into the organisational culture, newcomers to 
the organisation will learn consistent standards and objectives in this regard (33).Customer 
orientation can be defined as “the set of beliefs that puts the customer’s interest first, while 
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not excluding those of all other stakeholders such as owners, managers, and employees, in 
order to develop a long-term profitable enterprise” (5).As mentioned earlier, Brown et al. (in 
press) described customer orientation as a personality variable that reflects the service 
worker’s disposition to meet customer needs.Schneider and Bowen (1995) propose that 
‘‘nearly everyone seems to believe that employees must have a ‘certain kind of personality’ 
to be good at service work.’’ Recent research indicates that it is imperative to hire service 
employees predisposed to a service, or customer orientation. According to Kotler, Brown, 
and Makens (1996), ‘‘If you want friendly, courteous service, you must hire friendly, 
courteous people . . . It is possible to provide employees with the technical skills needed for 
the job, but difficult to train them to befriendly and caring.’’ Additionally, Fromm and 
Schlesinger (1993) point out that‘personality is probably the most important factor . . . in 
making a hiring decision for almostany service job.’’(17) 
 
4. Customer satisfaction 
 
   Most researchers agree that customer satisfaction refers to an attitude or evaluationformed 
by a customer comparing pre-purchase expectations of what they wouldreceive from the 
product or service to their subjective perceptions of the performancethey actually did receive. 
Measures of overallcustomer satisfaction typically capture consumer expectations towards 
the serviceprovided, as well as how far the provided service is from their ideal (50)Customer 
satisfaction is a fundamental determinant of long-term consumerbehavior (3). In order to 
controlcustomer defection, most companies focus on managing customer satisfaction 
(3).Customer satisfaction has gained very much attention in the last few decades in all areas 
of production(8). In an increasingly competitive and dynamic environment, greater attention 
is continuously paid to customer relationships and satisfied customers (14). For companies, 
customer satisfaction is an effective way to differentiate themselves from competitors and 
gain competitive advantage (55) but it is also one of the key issues in their efforts towards 
improving quality (16).Satisfaction is often used as a predictor of future consumerpurchases 
(29).Satisfied customers have a higher likelihood of repeatingpurchases in time (49), of 
recommendingthat others try the source of satisfaction (43,41), and of becomingless receptive 
to the competitor’s offerings (32). 
Customer-preferred dimensions identified by Manrai and Manrai (2007) were, in order of 
importance(34): 

)1 ( personnel-related considerations (attitudes and behaviour of tellers and other staff, 
procedures for handling complaints, appearance of staff); 

)2 ( financial considerations (interest earnings, interest payments); 
 )3 ( branch environment-related considerations (atmospherics); and 

(4) convenience-related considerations (ATMs, opening hours). 
 
5. Customer loyalty 
 
   Loyal customers are indeed crucial to business survival (46). For that reason many 
companies use defensive marketing strategiesto increase their market share and profitability 
by maximizing customer retention(52).Much research in the last two decades hasinvestigated 
the various definitions of loyalty (24). They arguethat there must be a strong ‘‘attitudinal 
commitment’’ to a brand for true loyalty to exist(25). This is seen as taking the form of a 
consistentlyfavorable set of stated beliefs toward the brand purchased. If the consumer 
believes thata brand has desirable attributes, s/he will have a more favorable attitude toward 
it. Theseattitudes then may be measured by asking people how much they like the brand, 
feelcommitted to it, will recommend it to others, and have positive beliefs and feelings 
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aboutit (9). It has also been found that attitudinal loyal customers are muchless susceptible to 
negative information about the brand than non-loyal customers (9).The most widely accepted 
definition of loyalty is by Jacoby and Kyner (1973), who describe loyalty as the biased (i.e. 
non-random), behavioural response (i.e. purchase) , expressed over time, by some decision 
making unit, with respect to one or more alternative brands out of a set of such brands, and is 
a function of psychological (i.e. decision making, evaluation) processes. However, Oliver 
(1999) criticises this and similar definitions (6), based on the collective failure to provide a 
unitary definition and the reliance on three phases; cognition, affect and behavioural 
intention. These three phases lead to a deeply held commitment, predicting that consumers 
develop loyalty in a linear fashion. Oliver (1999) places greater emphasis on situational 
influences adding a fourth phase, action characterized by commitment, preference and 
consistency while recognising the dynamic nature of the marketing environment. 
 
6. Innovation 

 
   Literature conceptualizes innovation in a variety of ways in theliterature, as a process, and 
outcome of both (38,47,58). However,most of the definitions of innovation share the idea that 
innovationimplies the adoption of a new idea or behavior.Literature also distinguishes 
different types of innovation. Theclassification most extended and accepted is the one 
Damanpour (1991)proposes(4). He distinguishes between technical and 
administrativeinnovations. Whereas technical innovations include a newprocess and new 
products or services, administrative innovationsrefer to new procedures, policies and 
organizational forms (15).Innovation transfer is of continuous interest in the study of 
multinational corporations. It is generally assumedthat innovation development and the 
subsequent intra-corporate transfer will positively affect the business activities ofrecipient 
units located elsewhere (2).However, whilst this assumption has rendered extensive research 
on the efficiency and effectiveness of the transfer process(23). less research haveconsidered 
the impact on the recipient unit’s business performance.Innovation can occur in three broad 
domains; products, processes, and organizations, and is ‘‘an idea, product or process,system 
or device that is perceived to be new to an individual, a group of people or firms, an industrial 
sector, or a society as awhole’’ (47). According to Damanpour (1991), organizational 
innovation combines the development andimplementation of new ideas, systems, products, or 
technologies. 
 
7. Conclusions 
 
   The contribution of this study is to further extend the previous findings on 
customerorientation in two major ways(26. We know that customer orientation positively 
impacts global,functional, and technical service performances as measured by supervisors (7). 
Additionally, firms benefit from customer-oriented employeesby gaining satisfied and 
committed employees (7).Previous research contended that the front-line employee playsa 
crucial role in the effectiveness of empowerment in the hospitalityindustry (31).Employee’s 
customer orientation is an important antecedent oftheir perceived empowerment. In other 
words, the more employeesdescribe themselves as customer oriented, the more they 
feltconfident about their job performance and meaningfulness of theirjobs.Customer 
orientation influences both innovativeness andinnovation behavior. Innovation behavior 
enhances financial performanceand customer retention. Achieving a high level of customer 
orientation is an important organizational goal. Past research indicates that customer 
orientation is related to positive outcomes for the firm. Customer orientation has typically 
been measured by self-reports from service employees.Future research should replicate the 
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Dunlap et al. (1988) study by comparing customerorientation as reported by employees to 
customer-oriented behaviors as witnessed bycustomers(11). While this was not the purpose of 
our study, this comparison across serviceindustries would have important managerial 
implications(27). 
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