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Abstract

Strategies for retaining existing students are becoming increasingly important for self-
financed tertiary education institutions as profitability increases as the average length of
relationships with students increases. There is a stiff competition among these institutions
for attracting and retaining students because there is a major determinant of competitiveness
and therefore, they have been taking steps to improve student services. Yet, the number of
students in tertiary education institutions is declining as they are unable to retain their
students. Interestingly, research on ways to retain students in self-financed tertiary education
sector in Hong Kong has been sparse. Satisfaction of students with their respective
institutions has been a key measure of the ability of an educational institution to retain
students. Nevertheless, competition has become so stiff that the institutions need to look for
strategies that go beyond the basic satisfaction and help develop a sense of loyalty among
students. In this context, barriers to switching institution, i.e. moving from one institution to
another; is also an important driver of student retention, which has an impact of its own, as
well as concurrently with satisfaction level. The magnitude and effectiveness of switching
barriers moderate the correlation between student satisfaction and student retention. A new
conceptual model that links the moderating effect of switching barriers on the correlation
between student satisfaction and student retention is proposed.
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Introduction

The impact of education, or what is often
called intellectual capital, on economic
growth is being increasingly recognized by
governments around the world. One way of
accumulating and enhancing intellectual
capital is to strengthen and expand the
tertiary education sector. The better and
superior tertiary education which contributes
to productivity and growth, has been
demonstrated empirically (Rowley, 2003).

While severe competition has resulted in
tertiary  education institutions taking
cognizance of the importance of student
retention, the issue has not been adequately
examined empirically, and understanding
what drives students to continue with the
existing institution has apparently not been
understood sufficiently. A more effective and
conceptually sound research model to
measure the effect of student satisfaction on
student retention, as well as how switching
barriers impact student satisfaction and
retention is the primary issue addressed by
this research.

Self-financed Tertiary Education Sector in
Hong Kong

Providing quality education has been a
priority for the Hong Kong Special
Administrative Region (HKSAR) government
and it has put sustained efforts and a great
deal of resources for this purpose. As the case
is in most other regions in the world, Hong
Kong also has government funded as well as
private tertiary education institutions, which
are run largely on the back of self-generated
revenues, mostly fees.

Programs offered by self-financed tertiary
education institutions offer both sub-degree
and bachelor degree programs. Sub-degree
students are generally expected to continue
with the same institution for degree programs,
i.e, all institutions strive to ensure that their
sub-degree students are sufficiently satisfied
with their respective experiences that
encourage them to continue. It wouldn’t be an
exaggeration to say that most of the privately
managed institutions focus on sub-degree
students. Thus, it is important to examine
whether the institutions are able to generate

a sense of loyalty among their sub-degree
students, which largely determines the ability
to retain students.

The self-financed tertiary education sector
has grown at a very fast pace in recent years
and the general feeling is that the supply of
tertiary education opportunities now exceeds
the demand, which means excessive
competition among the self-financed
institutions (Wong and Wong, 2012). As a
result, sub-degree students are being offered
a very large variety of choices of bachelor
degree courses because all institutions try to
retain them to the most extent possible. The
most important and the largest source of
revenue for privately managed tertiary
education institutions continues to be the fees
their students pay. Large running expenses
are required to be incurred by self-financed
institutions, including salaries of teachers and
supporting staff and maintenance of
infrastructure and, therefore, they have to
ensure continuous recruitment of new
students and retention of existing students.
Like most other service industries, in
education, it is a lot cheaper to retain a
student than to recruit a new student and
therefore self-financed institutions have to
devise effective strategies to retain sub-
degree students on an ongoing basis.

Theoretical Background

Providing quality educational services to
students and ensuring their satisfaction is
absolutely imperative for survival of self-
financed tertiary education institutions in the
highly scenario prevailing in Hong Kong. Since
acquisition of new students for bachelor and
higher programs is far more expensive than
retention of sub-degree students,
understanding of what makes existing
students continue in the same institution for
higher education is crucial for the
managements of these institutions. For
comprehending the reasons that make
students feel satisfied and continue education
in the same institution, the need for
identifying the key drivers, formulation of
effective strategies and implementation of
clearly defined action plans cannot be over-
emphasized.
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Traditionally, the measurement of satisfaction
of customers has been viewed as the most
important part of retention of customers by
corporations (Alegre and Cladera, 2009;
Eshghi et al, 2007; Kandampully and
Suhartanto, 2000; Streukens and Ruyter,
2004). It is necessary to have a
comprehensive action plan that incorporates
switching barriers to ensure customer
satisfaction that actually yields the desired
results (Ranaweera and Prabhu, 2003). Both
customer satisfaction and barriers to
switching the service provider are important
drivers of customer retention and they impact
customer behaviour independently, as well as
in tandem with each other (Lee et al,, 2001;
Ranaweera and Prabhu, 2003; Wong, 2005).
At many times, there are customers who are
apparently satisfied with the service but deep
inside have a sense of dissatisfaction. In such
cases, high switching barriers are able to
discourage them from opting for a new
service provider. The moderating effect of
switching barriers, which depends on their
magnitude, impacts the correlation between
customer satisfaction and customer retention.

The concepts of and the correlation between
customer satisfaction and customer loyalty
are explained and the importance of variables
that moderate the influence of individual
driving factors is explained in later sections.

Students as Customers

Self-financed tertiary education institutions
constitute a business segment and they do
look at students as their customers. As far
back as in the 1990s, students were described,
by an education institution, as customers
(Crawford, 1991). So, these institutions have
to worry about retaining students exactly the
way any service business; like a hotel or an
airline; worries about retaining its customers.
Therefore, like other service businesses, self-
financed tertiary education institutions also
need to examine various possible ways of
retaining their customers and come up with
suitable management and marketing
strategies (Helgesen and Nesset, 2007).

Customer Satisfaction

Several previous studies have proposed

customer satisfaction as a comprehensive
construct for measuring efficacy of a product
or service over a period of time and studying
the resultant customer experience and
behaviour (Fornell, 1992; Johnson and
Fornell, 1991; McDougall and Levesque, 2000
Anderson et al., 1994; Oliver, 1999). Customer
satisfaction has been defined as response of a
consumer in terms of fulfilment of needs and
to determine whether a product or service or
its features provide satisfaction with the
consumption. Extant research has used the
customer satisfaction construct for evaluative
judgment, assessment of emotional state and
a combination of both. When it is evaluative
judgment, researchers have viewed customer
satisfaction as an overall evaluation of
satisfaction and the resultant response
(Czepiel et al, 1974) while customer
satisfaction has also been defined as an
emotional response to purchase of specific
products or services, after consumption
thereof (Woodruff et al, 1983). Some
researchers have considered both evaluative
judgment and emotional response in the
construct (Miller, 1977).

Researchers in marketing field have
consistently recognized customer satisfaction
as an important consideration for all kinds of
businesses since it implies not only retention
of customers who purchase the product or
service repeatedly and spurs word-of-mouth
endorsements of the same but also loyalty of
customers (Anderson et al., 1994).

Customer Retention

One dimension of the customer loyalty
construct which was considered,
conceptualized and operationalized in extant
research is customer retention (Boulding et
al, 1993; Zeithamel et al., 1996). Yet, it has
been examined by only a few, like Crosby and
Stephens (1987), Reichheld and Sasser (1990)
and Rust and Zahorik (1993). In fact,
customer loyalty and customer retention have
been frequently used as interchangeable,
which is not right. Many researchers have
equated customer loyalty with customer
retention because of the inadequate clarity of
the two concepts. Customer retention is a
concept that actually needs to be defined
more clearly (Hennig-Thurau and Klee, 1997).
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While retention of existing customers implies
the same customer buying the product or
service again, which is like repeat-purchasing
behavior and brand-loyalty constructs,
customer retention has somewhat different
connotations. Current understanding of the
customer loyalty construct incorporates both
behavioral and attitudinal aspects while
attitudinal aspects are not included in
customer retention (Jacoby and Chestnut,
1978). Besides, emphasis in customer
retention is on retaining customers, with
focus on strategies and actions that lead to
repetitive purchases by the same customers
(Hennig-Thurau and Klee, 1997). On the other
hand, customer retention constitutes the
propensity and probability of a customer
staying with a company in the future
(Ranaweera and Prabhu, 2003).

Relationship between Customer
Satisfaction and Customer Retention

Undoubtedly, customer satisfaction is the
most important factor that helps build long-
term relationships with customers and retain
them on an ongoing basis. Some have even
described money spent on ensuring customer
satisfaction as akin to taking out an insurance
policy since inadequately satisfied customers
are quite unlikely to remain loyal during such
periods (Anderson and Sullivan 1993).
Several published researchers have opined
that customer satisfaction is absolutely
necessary for the retention of existing
customers and that is why satisfaction should
always be the core of relational marketing
approaches (Rust and Zahorik, 1993). In
extant research, customer satisfaction has
been largely viewed as the most important
determinant of long-term loyalty of
customers (Oliver, 1980; Yi, 1990). To
increase the proportion of retained customers,
managing satisfaction is vital (Fornell 1992).
According to Cronin and Taylor (1992) and
Patterson et al, (1997) satisfaction of
customers has a significant impact on their
repurchase intentions in case of a wide range
of services. Day et al., (1988) also found client
satisfaction to be unquestionably the key
determinant of customer retention in
professional services. Kotler (1994) said
satisfaction is the key to retention.

Notwithstanding the fact that effective

management of the basic construct of
customer satisfaction has become a given
among those examining relationship
marketing (Anderson et al, 1994; Fornell,

1992; Fornell et al, 1996), there are
differences about the exact correlation
between satisfaction and repurchase

intentions or loyalty (Brown et al, 1993;
Mitall et al., 1998; Oliva et al., 1995; Oliva et al.,,
1992). While the correlation between
customer satisfaction and repurchase
intentions is considered to be symmetrical
and linear by some (LaTour and Peat, 1979),
implying that satisfaction directly impacts
repurchase intentions (Brown et al, 1993;
Mitall et al., 1998), others believe this is
asymmetrical and nonlinear (Oliver and
Bearden, 1995). Some like Oliver (1993) have
also posited that repurchase intention or
customer loyalty does not always move
positively along with satisfaction. Therefore,
the probability of a customer making repeat
purchases is isomorphic with neither positive
nor negative service experience (Feinberg et
al.,, 1990).

Many researchers have said categorically that
customer satisfaction and customer retention
are not exactly the same constructs and
cannot be used interchangeably (Bloemer and
Kasper, 1995; Oliver, 1999). An apparently
loyal customer may or may not be a satisfied
customer as loyalty may be because
alternative sources of products or services are
not available. Thus, there is a need for firms to
comprehend the finer distinctions between
the two constructs of satisfaction and loyalty,
in order to ensure effective retention of
existing customers. There is a room for
difference in opinion on similarities, or
absence thereof, between the two constructs
and the assumption does invite skepticism.

Satisfaction Trap

Behavior and attitude, sort of components of
loyalty, have been shown to be related to
customer satisfaction by several studies
(Anderson and Sullivan, 1990; Boulding et al.,
1993; Cronin and Taylor, 1992; Fornell, 1992;
Magi and Julander 1996; Taylor and Braker
1994; Zeithamel et al, 1996). However,
continuance of customer loyalty isn’t
guaranteed by satisfaction alone (Jones and
Sasser, 1995) because customers too face
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several types of constraints when choosing
suppliers and therefore satisfaction is only
one of the factors that determines customer
loyalty or repeat purchases (Bendapudi and
Berry 1997). It is true that considerable
evidence has been provided by a number of
researchers to show that satisfaction does
influence repeat purchase behavior but the
evidence so presented has explained only a
part of the intention of customers to remain
loyal to the product or service (Szymanski and
Henard, 2001). It is now being increasingly
recognized that the correlation between
customer satisfaction and customer loyalty is
more complex than it was originally proposed
(Garbarino and Johnson, 1999; Mittal and
Kamakura, 2001; Oliver, 1999). Despite
evidence of the complexity of this correlation,
many continue to hold an almost myopic
belief and believe that customer satisfaction
and service quality are sufficient to ensure
customer retention (Reichheld, 1996).
Obviously, firms need to shed their obsession
with this rather simplistic belief and develop
a better and more comprehensive
understanding of various factors that drive
customer retention.

If customer satisfaction is the sole driver of a
business, it can lead to a situation where the
product or service is being purchased simply
because the minimum performance criteria
are being met, for the time being. For
continuous growth in share of loyal
customers in the overall sales, companies
need to go beyond the basic satisfaction and
build relationships that incorporate features
that act as constraints to switching suppliers
(Bendapudi and Berry 1997). These
constraints are essentially barriers that
prevent customers from opting for other
sources.

Switching Barriers

A switching barrier has been defined as a
factor that makes it difficult and more
expensive for consumers to change service or
goods providers (Jones et al, 2000). The
intention to switch may be because of
dissatisfaction with the current supplier and
the barrier may be financial, social or
psychological ~ (Fornell, 1992). Some
researchers have found that the higher the

switching barrier is, the more difficult it is for
the customer to switch (Kim et al., 2003).
High cost and difficulties involved in
switching discourage customers from moving
to alternative suppliers (Jones, etal., 2000). In
case of retail banking, search cost, transaction
costs, learning costs, loyalty discounts and
emotional costs discourage customers from
switching to alternate banks (Pass, 2006; Pont
and McQuilken, 2005; Sengupta, et al., 1997;
Va'zquez-Carrasco and Foxall, 2006).
Uncertainties about the new or alternate
service provider, real or perceived, also
discourage switching and these include
unexpected adverse consequences of
switching (Dowling and Staelin, 1994).

Moderating Effects Switching Barriers on
the Satisfaction-Retention Link

There is no consistent correlation between
customer satisfaction and customer retention.
Much depends upon the way a provider of
goods or services is positioned in the market
and the structure of the market the provider
is operating in. For example, in a monopoly
market, switching barriers have no effect on
customer retention because there is no
alternative supplier to switch to. Whether the
customer is satisfied or semi-satisfied or
dissatisfied, unless there is an available
alternative, the question of switching does not
arise.

Many have posited in extant literature that
loyalty to suppliers develops either because
the customers want to or they have to
(Hirschman, 1970; Ping, 1993). When there
are high switching barriers, sometimes the
alternative becomes meaningless because the
cost of the switch is simply too high. In such
circumstances, a dissatisfied customer also
becomes loyal (Gronhaug and Gilly, 1991).

Even when clients are not satisfied with the
goods or services they buy, they often
continue to do so because of the costs
involved in case of switching to an alternative
source, or the efforts required to search for an
acceptable alternative, the penalties that may
have to be paid for leaving the existing
supplier or the loss of incentives that have
been accumulated because of a long
relationship and of course the risk of the new
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supplier not providing the expected or
promised level of satisfaction. The impact of
switching barriers on customer loyalty even
when the satisfaction is less than what is
expected has been explained by many,
including Jackson (1985). Thus, successful
customer retention by a firm may be
attributable to either satisfaction or relatively
high  switching  barriers.  Conversely,
customers can leave because of either real
and substantial dissatisfaction or due to low
switching barriers which do not hinder spur
of the moment decisions and make it easy to
change providers.

Relationship
Benefits

Student

6
Conceptual Research Model
The correlation between customer
satisfaction and customer retention is

obviously quite intricate and complex.
Switching barriers that can effectively
moderate this relationship, specifically in self-
financed tertiary education institutions in
Hong Kong, need to be examined. Figure 1
(based on extant research) depicts the direct
relationship between satisfaction and student
retention and how switching barriers
moderate or affect it.

Switching
Costs

Student

Satisfaction

Share
Values

Retention

Trust

Figure 1: Proposed Conceptual Research Model

Moderating Effect of Relationship Benefits

It was Bitner (1995) who conceptualized four
types of benefits of maintaining the relationship
with the existing supplier. Switching does not
help reduce stress, simplify the daily life, help
enjoy the given social support system and
eliminate the need to change. Once a customer is
familiar with the supplier and the service, he/she
can correctly anticipate the quality of service and
feel comfortable about the service provider.
Therefore, the customer does not feel the stress
associated with looking for an alternative and the
incumbent uncertainties.

Morgan and Hunt (1994), Adidam et al., (2004)
and Holdford and White (1997) found that

relationship benefits do impact retention of
students in public tertiary education institutions
in the United States. Another researcher; Adidam
et al., (2004) found that business students were
continuing their relationships with their existing
school because their benefits were superior in
respect of quality of education, location of the
institution, cost of tuition, opportunities for
internship and placements and networking
opportunities. The simple logic is when students
reap high benefits from the relationship, they feel
committed to the institution. Holdford and White
(1997) also reached similar conclusions after
examining the relationship between a pharmacy
school and its students. Therefore, it is proposed
that the first moderating effect is:

For a given level of student satisfaction, the higher is the level of perceived
relationship benefits the higher is student retention.
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Moderating Effect of Switching Costs

Cost of switching is one type of switching barrier
(Colgate and Lang, 2001; Burnham et al., 2003;
Wathne et al., 2001). Quite often, the cost is
defined more in terms of perceptions of
customers, rather than an actual cost since some
customers may add the cost of time to be likely
spent on finding an alternative also (Porter,
1980). Burnham et al., (2003) have defined three
components of switching costs, procedural (cost
of evaluation and cost of time and effort required
therefore) costs, financial (any benefits one may
lose and any fees one may have to pay to the new
provider) costs and relational (any conveniences
one may be enjoying with the existing provider
because of the relationship, assuming the
relationship which has to be built again at the
new provider, for the same degree of

convenience) costs.

Relationships between business schools and
their students were examined by Adidam et al.,
(2004) and they concluded that perceived losses,
financial, emotional and time likely to be
incurred because of discontinuance of the
relationship function as a barrier to switching in
their case. These losses include monetary as well
as non-monetary losses such as the loss of
friendships or credits if they switch to another
educational institution. The general perception is
that the non-monetary losses cannot be
recovered after switching to another education
institution. Their overall conclusion was that
switching costs do encourage commitment to the
existing institutions in western public tertiary
education institutions. Therefore, the second
moderating effect is:

For a given level of student satisfaction, the higher the level of perceived switching

costs, the higher the level of student retention.

Moderating Effect of Shared Values

In services industry, the degree of commonality
between perceptions and thinking of the
customer and the service provider is an
important factor. When both perceive certain
components of the service as important or not
important or wrong or right, that leads to higher
satisfaction or at least less dissatisfaction on the
part of the customer. A high degree of
commonality between perceptions of the two
sides also helps them communicate with each
other in a more effective way, thereby; avoiding
or minimizing the occurrence of
misunderstandings (Morgan and Hunt, 1994, p.
25; Tsai and Ghoshal, 1998; and Levin, 2004).

When the two sides agree on what constitutes

appropriate behaviors, what are the right goals
and what should be the effective policies, the
probability of higher commitment to the
relationship strengthens (Morgan and Hunt,
1994; Holdford and White, 1997; Adidam et al.,
2004). Holdford and White (1997) examined the
relationship between a pharmacy school and its
students and found that when students believed
in the same goals, ideals and codes of conduct as
the schools were, they were more willing to
commit to a relationship with the school. Similar
findings have been reported by Adidam et al.,
(2004) who found that when the staff and
business students have similar concerns and
ideas on an issue such as workload, learning
behavior and assessments, the students are
relatively more committed to the relationship.
Therefore, the third moderating effect is:

For a given level of student satisfaction, the higher the level of perceived shared
values, the higher the level of student retention.

Moderating Effect of Trust

Several psychology, sociology and economics
studies have defined trust as reliability of words
and promises of either party about intents and
expectations of events (Rotter, 1967; Deutsch,
1958; and Gambetta, 1988). Like many other
common constructs, definition of trust too has
evolved over time, after myriad interpretations

(Crosby et al., 1990; Moorman et al., 1992;
Morgan and Hunt, 1994). Morgan and Hunt
(1994, p. 23) said “when one party has
confidence in an exchange partner’s reliability
and integrity” there is trust between the two. A
high level of integrity and competence,
consistence, fairness, honesty, responsibility,
helpfulness and benevolence are different
aspects and components of trust.
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The Morgan and Hunt (1994), Hennig-Thurau et
al., (2001), Holdford and White (1997) and
Adidam et al., (2004) have presented contours of
the relationship between students and
educational institutions that conceptualize trust
as confidence in reliability and integrity of the

partner. These researchers have based their
findings on personal experiences of individual
students with their educational institutions and
found that trust affects student retention by
public tertiary education in a significant manner.
Therefore, the fourth moderating effect is:

For a given level of student satisfaction, the higher the level of perceived trust, the

higher the level of student retention.
Conclusions

This research proposes a research model to
ascertain the effects of student satisfaction on
student retention, besides the moderating effect
of switching barriers on the relationship. Moving
beyond the traditional research on the
relationship between student satisfaction and
student retention, it is suggested that once
students are recruited, it is logical to erect
switching barriers, to retain them (Figure 2).
Switching barriers of different kinds and

magnitude do impact the relationship between
student satisfaction and student retention.
Switching barriers have different effects on
individual students and therefore, on the effect of
satisfaction on student retention also. Future
research may collect and examine empirical
evidence to support the claims of this study.
Other moderating variables that operate in
particular contexts may need to be incorporated.
More moderators of the relationship may need to
be identified.

Student
Recruitment

Switching
Barriers Strategies

Student
Retention

Figure 2: Student Recruitment - Switching Barriers Strategies — Student Retention Link
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