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Abstract

The primary goal of this research is to understand service encounters on customer loyalty in Malaysian
Travel Agencies. It is concerned with personal interaction and physical interaction interacts with travel
agencies in order to influence loyalty. Previous studies found that complaints about travel agencies'
services by customers lead to future negative behavior. The findings from previous studies will later be
implemented as a model for understanding the traveler’s needs in service encounters and loyalty. This
will lead to positive future behavior to cater to customer needs and wants, thus becoming more
competitive. Therefore, the current study will contribute to the literature associated with service in the
travel agencies sector and tourism industry through a variety of methods. By understanding the issues,
the travel agency company will be able to expand more appropriate strategies to keep current customers
and attract potential customers. Furthermore, the result of this study will help policymakers or
governments in the travel agency industry to find key elements affecting customers to be loyal and build
up recommendations.
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1 Introduction

Travel agencies sector consists of businesses that specialize in providing services
related to travel and tourism such as booking flights, hotels, and tours for customers.
These agencies may also offer travel insurance, visa assistance, and other related
services to help customers plan their trips (IBISWorld, 2020). Moreover, travel agencies
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are responsible for fulfilling the needs and wants of travelers, especially if they are
willing to pay the cost to get the best service experience.

However, in the year 2020, the travel agencies sector and other industries were
facing the pandemic COVID-19 and are now still in the recovery phase. Thus, travel
agencies adapt to changes by implementing more flexible booking and cancellation
policies, increasing their focus on domestic and regional travel, and emphasizing health
and safety measures. For that reason, travel agencies continually promote their product
online to adapt to changes as flexible in channel booking and payment. The environment
advocated customers booking online as a more comfortable platform. As highlighted by
past studies, travel agencies should advance in the use of technologies to sell
experiences with attractive business websites to sustain customer loyalty and new
potential customers in the context of travel agencies (Mahdzar et al., 2022).

Nevertheless, the lack of travel agencies’ services still contributes to the failure to
meet the aims of travel agencies with complaints from customers towards cancellation
of travel packages, refund issues, and service encounter issues between customers and
travel agency management (The Sundaily, April 2, 2023). The government with other
service providers solves the problem from time to time to reduce the negative
environment in the travel agencies industry which will lead to a negative experience.
This involves evaluation and improvement in service delivery from time to time,
reflecting the complaints by customers. Generally, these issues have been discussed in
past studies and limited study in a new environment of service. Proven by the past few
years, research in the field of services has been flourishing, and scholars have come to
broaden their focus from examining the physical aspects of a service environment to
investigating the interpersonal factors of the service encounter. These dynamics are
likely to define or at least influence the outcome of the exchange. Such an interest is
largely fueled by face-to-face interactions involving human behavior. Therefore, in a
service setting, these interactions can be highly unpredictable and, to a certain degree,
outside any managerial control (Rashid et al., 2021; Keng et al., 2007).

A focus on the travel agency context is needed, which still has limited studies
regarding service encounters and more emphasis on service quality as mentioned in past
literature (Rashid et al., 2021; Achyar & Oktora, 2014; Sherbini, Sidin & Aziz, 2015). This
is also used to develop and improve the travel and tourism industry in Malaysia, as
announced by MOTAC as a progressive effort from all tourism sectors. Lack of
interaction between customer and travel agencies contribute to failure in quality of
service and reduce customer loyalty (Gaur et al., 2017; N Rashid et al., 2021). The poor
service will reflect the evaluation of tourists towards the whole service. Tourists always
evaluate the quality of personal interaction encounters based on the service provider’s
competence, listening skills, and dedication (Keng et al., 2007). Travel agencies should
offer service excellence which represents the quality, expertise, and skills that meet
customer expectations (Jin et al.,, 2013; Hsu et al.,, 2021). Moreover, the service
provider’s behavior in delivery may influence consumer expectations toward the service
offering (Coye, 2004; Keng et al., 2007).
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Note that without good personal interaction, they cannot deliver a quality service
experience because increasing the pleasure of service encounters may reduce the
perceived risk associated with purchasing a service and improve the buying experience
(Julian & Ramaseshan, 1994; Wu et al., 2009). Additionally, prior studies have repeatedly
emphasized personal interactions and their role in making service encounters extra
pleasurable, which consequently could reduce the perceived risk associated with getting
a service vis-a-vis and enhance the overall buying experience (Ahn et al., 2019; Robinson
et al., 2020; Rashid et al., 2021). Other than personal interaction in service encounters,
physical interaction is important to restoring traveler confidence in travel agencies’
service. The physical environment may provide cues regarding the influence of
consumer perceptions on the brand image of a business (Wu et al., 2009). This is
because personal and physical environment interactions positively influence
experiential customer value (Keng et al., 2007; Wu et al., 2009). The present study will
propose to examine the relationships between service encounters and customer loyalty
in the context of travel agencies. It relates to personal interaction while physical
environment encounters with the travel agencies to explain customer satisfaction and
influence towards loyalty.

2 Literature Review

2.1 Service Encounter

Service encounter is a process in which customers interact directly or indirectly with
a service. This involves a short or long period that might lead to the development of the
relationship between the service provider and the customer. Furthermore, service
encounter is an extremely important part of service delivery because every service
encounter can be an opportunity to build satisfaction and hence create a behavior
intention or loyal customer. Moreover, encounters between customers and employees
are a critical component of service quality, especially for services characterized by a high
degree of person-to-person interaction and the absence of an exchange of tangible
goods (Chandon et al., 1997). A service encounter is defined as “the dyadic interaction
between a customer and a service provider” (Surprenant & Solomon, 1987; Rashid,
2021). In other words, it is essentially viewed as a “game of people” driven by explicit
learned practices suitable for the circumstance (i.e., jobs) (Surprenant & Solomon,
1987). Following Shostack’s (1985) work, a service encounter alludes to particular
moments where customers connect with a solid service interface, including the
assimilation of individuals such as in representatives and different consumers, the
physical environment, service processes, and technology (Patricio et al., 2011: Rashid et
al., 2021). Additionally, service encounters envelop customer interaction with
organizational components other than human actors, such as the servicescape and self-
service advancements (Lariviere et al., 2017; Rashid et al., 2021).

Overall, service encounters involve the sum of interactions involving three key
actors, (a) the service organization, (b) the customer, and (c) the service employee
(Bateson, 1985; Gutek et al., 2002; Wu, 2008). The interplay between these elements
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eventually produces both the material and immaterial outcomes of service encounters
(Eichentopf et al., 2011; Fliess et al., 2014; Sidney & Jeffrey, 2016; Yoon et al., 2004).
However, compared to other past studies, the perspective of the current study is
narrower as it only considers face-to-face encounters. This is because the travel
industry, which is the current research focus, does not include a specific physical
environment and involves travel agents and customer follow-up (Keng et al.,2007; Wu
et al., 2009; Rashid et al., 2021). Additionally, service encounters were clearly defined
and will affect experience and future behavior based on past literature.

2.2 The Concept of Service Encounter

Increasing the pleasure of service encounters can “reduce the perceived risk
associated with purchasing a service and improve the buying experience” (Julian &
Ramaseshan, 1994). Thus, to reveal personal interaction, service marketing scholars
often study the elements of service encounters, which are the antecedents of
experiential value (Baker, 1987; Bitner, 1992; Baker et al., 2002; Keng et al., 2007; Rashid
et al., 2021). This study will focus on two elements of service encounters namely
personal interaction and physical environment:

2.2.1 Personal Interaction

Personal interaction encounters are regarded as a time duration during which
customers get to interact with staff (Gaur et al., 2017; Rashid et al., 2021). The first
element constitutes customers’ interaction with service employees, such as employees
providing service to the customers. In this sense, the interactive relationship between
customers and service employees is highly important for customer evaluations. Wu et
al. (2009) also asserted that the interactions between or among customers and others
are affected by the physical environment and the control processes in place at the point
of delivery.

Personal interaction encounters are regarded as a time duration during which
customers get to interact with staff (Gaur et al., 2017; Rashid et al., 2021). Hence, the
rating of personal interaction encounters can be evaluated based on the staff’s attention
to skills, competence, and level of devotion (Lopez & McMillan Capehart, 2002). As a
service provider’s demeanor at the point of delivery might impact customers’
expectations of the service offering (Coye, 2004), the availability of both customers and
the service providers in the service environment, especially in the hospitality sector, may
consequently impact a customer’s experience of service.

2.2.2 Physical Environment

Physical environment encounters are defined as the time duration in which a
customer gets to interact with physical amenities and other tangible elements such as
lighting, music internal, external environmental design, and brand name (Rashid et al.,
2021). It also refers to customer interactions with intangible and tangible elements in
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the service environment or the periods during which a customer interacts with physical
facilities and other tangible elements in the service environment (Bitner, 1990).

Correspondingly, Baker et al. (2002) proposed three store environment cues which
are social, design, and ambient as exogenous constructs, which correlate with consumer
merchandise value and subsequently influence patronage. However, according to Wu
et al., (2009), the physical environment has been considered with contexts such as
causal attributions for service failures (Bitner, 1990), crowding effects (Bateson , 1985),
environmental psychology of facility atmosphere (Donovan & Rossiter, 1982), and the
psychology of waiting (Maister, 1985). In each case, it is evident that the elements of
the physical environment impact the way customers experience the service and
presumably how expectations are influenced. Furthermore, visual design is one of the
elements always used in recent environments which is it can help businesses to stand
out when selling experiences especially to sustain customer loyalty and new potential
customers in the context of travel agencies (Mahdzar et al., 2022).

2.3 Loyalty

Loyal customers contribute to repeat patronage, increase sales volume, and
enhance positive word of mouth (Hsu et al., 2021; Agyeiwaah, et al., 2019; Berry &
Parasuraman, 1996). Moreover, loyalty is a famous topic discussed in many areas in past
studies including the travel industry. This topic explains the effect of behavior on
customer experience after the use or purchase of a product or service.

A decade ago, Oliver (1999) defined loyalty as “a deep commitment on the part of
a customer to re-patronize a preferred product/service consistently in future, thereby
causing repetitive same brand set purchasing, despite of the strenuous efforts of
marketers which often causes switching behavior” (Rashid et al., 2021). Furthermore,
the other study defined customer loyalty refers to the development by the customer,
which is called repurchase behavior, thereby accounting for all the experiences that
customers have encountered throughout the usage of the products and services from
providers (Fida et al., 2020).

However, other opinions proved that loyalty is a strategy to increase customer
retention levels while reducing marketing costs (Stan et al., 2013; Fida et al., 2020). The
other scholars stated that creating consumer loyalty is the ultimate goal that all
businesses desire to achieve. Meanwhile, the other scholar concludes that loyal
customers contribute to repeat patronage, increase sales volume, and enhance positive
word of mouth (Hsu et al., 2021; Agyeiwaah, et al.,, 2019; Zeithaml, Berry, &
Parasuraman, 1996). This study refers to repurchasing, rebuying from the experience of
using a product or service from the travel agencies and enhancing positive word of
mouth adapted from study by Hsu et al., (2021).

From past studies, loyalty is an important study that is affected by the success of
the travel industry in service delivery which is the good service where results influence
positive behaviour. This is proven by a past study investigating the impact of customer
relationship management and customer engagement on customer loyalty in the sharing
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economy, using samples of Airbnb users. The findings of the study showed that the
relationship between customer management and customer engagement positively
influences customer loyalty in the context of sharing economy services (Tang, & Zhang,
2021). Furthermore, the other scholar also reported there is a significant impact on
customer loyalty in online context travel agencies such as website quality, perceived
value, satisfaction, trust, and switching costs (Wang et al 2016). Additionally, customer
loyalty is competitive in the business environment (Islam & Rahman, 2016; Winters &
Ha, 2012) and the relationship between customer loyalty and performance of
organizations has been recorded (Pihl, 2014). There is important loyalty in business
because customers consistently look for “a bundle of advantages” to satisfy their needs
in a variety of capacities (Rashid et al., 2021).

2.4 The Relationship between Service Encounter and Loyalty

A piece of common evidence from the literature that loyalty is influenced by the
service encounter (Rashid et al., 2021; Hsu et al., 2021), especially in the hospitality and
travel industry (Chen et al., 2013; S Lee et al., 2016; Z Li et al.,2021). Past literature,
Shostack (1985) explained service encounters as a time duration in which a customer
reliably interacts with service dimensions offered by an organization. Such encounters
are useful to businesses as they provide them with basic details about consumers’
preferences to improve their services. Studies have frequently stressed personal
interaction as such interactions make service encounters extra pleasurable and assist in
reducing the perceived risk related to getting a service vis-a-vis enhancing the overall
customer buying experience (Julian & Ramaseshan, 1994; Keng et al., 2007; Wu & Liang,
2009). These positive impressions of such elements of service encounters are thus the
pre-factors of customer loyalty (Chen, 2015; Sigala, 2019).

2.5 Stimuli Organism Response (SOR) Theory

As the name suggests, the S-O-R model comprises three stages: stimulus, organism,
and response. Stimuli refers to all factors that impact the internal states of individuals
and stimulate them individuals (Eroglu, Machleit, & Davis, 2001). According to Belk
(1975), “all those factors” represent five categories of situational characteristics, namely
physical surroundings, social surroundings, temporal perspective, task definition, and
antecedent states. Correspondingly, in a situation where the sequence of the S-O-R
system follows a customer’s behavior, the stimuli factors are external to the individual
and marketing mix elements such as product, price, advertisement, brand, and other
surrounding settings that are part of the stimuli factors (Bagozzi, 1984; Changa,
Eckmanb, & Yanb, 2011). Moreover, the stimulus is also best known as a “package” of
many interrelating and competing stimuli (Jacoby, 2002).

According to Jacoby (2002), the reconceptualized S-O-R framework is not only
compatible with the traditional S-O-R framework through the accommodation of
various phenomena, but it is also parsimonious, flexible, easier to identify and visualize,
and provides a better understanding of the dynamic psychology as well as the
interrelations among variables. Besides, the extension of the S-R relationship in the S-
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O-R framework was supported by Goi et al.’s (2014) study. For instance, in coffee shop
retailing, the stimulus factor was found to have a stronger effect on the response than
the organism factor (Goi et al.,, 2014). Thus, instead of being environmentally
dependable, future research should incorporate broader factors into the stimuli
dimension and develop a better instrument to clarify the organism dimension.

As established in the literature, customer satisfaction is evidently one of the
determinants of loyalty or behavioral action (customer loyalty), which is sufficient in
predicting behavioral outcomes such as word of mouth and purchase or repurchase
intention. Since the S-O-R framework can be explored further, several studies have
attempted to include more variables in the framework such as human elements (Liu &
Jang, 2009), technology and ambient conditions (Hossain et al., 2012), reputation and
quality elements (Kim & Lennon, 2013), human and value elements (Goi et al., 2014),
hedonic and utilitarian values (Peng & Kim, 2014), personality factors (Jani & Han, 2015),
and product attributes and price (Lee & Yun, 2015) for the stimuli stage. Similarly, past
studies have also explored the organism stage through variables such as perceived
service quality (Kim & Moon, 2009; Wang et al., 2010), perceived risk (Kim & Lennon,
2013; Lee, Kim & Fiore, 2010), and service value (Lee & Yun, 2015) instead of only being
limited to the emotional aspect, although emotions tend to co-exist with the cognitive
systems to produce satisfaction (Seth, Deshmukh, & Vrat, 2005).

According to Bagozzi (2015) and Seth et al. (2005), the marketing mix and service
quality elements are among the examples of external stimuli to a person’s internal
organism. Thus, the definition that stimuli components should serve as a “package” of
many seems compatible with the definition of the marketing mix as a “combination of
all of the factors ...” (Mccarthy, 1964) and “the set of controllable marketing variables
that the firm blends ...” (Kotler & Armstrong, 2013). Meanwhile, the cognitive system
serves as part of the human organism system besides the emotional factor. According
to Mey (2003), the cognitive system entails a diverse range of psychological approaches,
which emphasize the configurations and progressions within the individual’s mind in
performing the paramount behavioral roles such as reading, speech problem-solving,
and thinking. In other words, cognitive can be viewed as a decision-making process at
the individual level, for example, evaluation and judgment (Kim & Moon, 2009).

To contribute to the body of knowledge regarding the S-O-R theoretical framework,
the current study adopted the extended S-O-R framework by Goi et al. (2014), with
variables that go beyond the traditional S-O-R framework (Mehrabian & Russell 1974).
Furthermore, the extended S-O-R framework was further integrated with service
encounters in the context of travel services (Booms & Bitner, 1981). Accordingly, the
current study aims to investigate the role of customer satisfaction as post-purchase
evaluation and internal response to embody the organism stage, whereas the loyalty of
customers is considered a response to customer satisfaction. Figure 1 describes the
overall S-O-R framework used in this study.
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Figure 1: Conceptual Framework

3 Methodology

3.1 Sample and data collection

The study employs a quantitative approach. The target population for this
study was limited to Malaysians who have used previous travel agency services located
in Malaysia. A sample size of approximately 300 to 500 samples will be collected. The
guestionnaire will be distributed via an online platform such as Facebook, Telegram, and
other online groups. The area is chosen to distribute a questionnaire as the researcher
believes the area has the maximum chances of finding customers at the travel agency.
The target population is customers who use services from travel agencies in Malaysia,
and data will be collected in the entire country. However, in the current situation, the
researcher will administer the questionnaire online through selected “virtual
communities” that are popular among customer travel agencies. The researcher
believes such virtual communities will be able to provide all the information required
for the current study.

3.2 Measures

The questionnaire for this study was developed by incorporating items from various
established scales already used in some previous studies. The questionnaire was
adopted from previous studies to measure the key construct elements of service
encounter (physical environment, personal interaction) and loyalty. The physical
environment will be measured using five items from Mahdzar et al., (2022), Rashid et
al., (2021), and Keng et al., (2007), with the sample item “The travel agency website is
simple”. Personal interaction will be measured using eleven items by adopting from
Rashid et al., 2021, with a sample item as “The service provider was very attentive to
me”. To measure loyalty four items were adopted from F.-C, Hsu et al., (2021), with a
sample item as “I will spread positive word-of-mouth about this travel agency”. All the
items used in the survey instruments of this study will be measured using a “5-point
Likert scale” ranging from 1(for; “strongly disagree) to 5 (for; strongly agree”).
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3.3 Data analysis

The specific quantitative analysis planned for this study using SPSS and Structural
Equation Modelling (SEM-PLS) will be employed to assess the proposed research model
empirically. PLS analysis to measure convergent validity, Collinearity using the variance
inflation factor (VIF), and Discriminant validity for evaluating the sample from data
collection.

4 Conclusion

Output produced from this study may benefit both the academic and tourism
players’ realms simultaneously. From the academic standpoint, the findings produced
will nourish existing literature on service encounter elements specifically on personal
interaction and physical environment that relates to loyalty. Likewise, the study may
benefit the tourism industry where travel agencies will be able to expand more
appropriate strategies to keep current customers as well as attracting new potential
customers. Furthermore, the result of this study will help policymakers or governments
of the tourism industry to find key elements needed in their attempt to build customer
loyalty.
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