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ABSTRACT 

Today, food service business operators are faced with dynamic wants of their 
customers. To survive, they need to ensure that their patrons are satisfied and 
remain loyal. Feedback is a crucial factor, and it is about time restaurant owners 
listen to their customers. A major step to move forward is to identify the key factors 
that would lead to customer satisfaction and loyalty. This research uses the 
structural equations modeling that link customer satisfaction to its causes and 
consequence. The causes of customer satisfaction (f/2) are perceived quality of 
"hardware" ({1), perceived quality of "software" ({2), and perceived value (f/1). 
Customer satisfaction is the intermediate variable for customer loyalty. The research 
conducted in the three northern states found that perceived product quality 
(hardware) had almost 80% total effect on customer satisfaction and about 69% total 
effect on customer loyalty. The variables of perceived product quality include 
customers' overall perceptions, food freshness, cleanliness, and taste. The 
"software" variables that affect customer perception and value are overall restaurant 
attractiveness, cleanliness, waiter responsiveness, table arrangements, order taking 
and delivery. Bumiputra restaurant operators should focus on the "hardware" 
aspects, as they are important determinants of customer satisfaction and key 
success factors of their businesses. 

INTRODUCTION 

This research was conducted to obtain customer feedback regarding services 
provided by selected popular Malay restaurants and eateries in Kedah, Perlis, and 



Penang. The feedback obtained will enable the research team to identify important 
determinants of customer satisfaction and help establish base year indices of 
satisfaction that will be used for tracking business performance, customer satisfaction 
and loyalty in this industry. 

BACKGROUND OF THE STUDY 
The current food service industry is competitive with customers ever willing to try new 
food and new places to satisfy their wants. It can be considered a buyers' market 
and operators have no choice but to reinvent themselves if they want to remain in the 
industry. The establishment of new restaurants ran by Indian Muslims in many towns 
and cities have brought greater challenges to the Bumiputra food service operators 
which seem to be losing out to the new players. It is against this backdrop that the 
research was initiated to explain why "Nasi Kandar" restaurants, for example, are 
able to attract customers and why some Bumiputra restaurants are in a state of 
lethargy and bound for closure. 

RESEARCH OBJECTIVE 
The objectives of this research are: 
1. To determine the customer satisfaction level towards selected Bumiputra food

service businesses
2. To identify the key variables contributing significant total effect on customer

satisfaction and loyalty.

3. To establish a base year indices for major variables such as perceived quality,
value, customer satisfaction and loyalty.

RESEARCH DESIGN 
Regression Coefficients 
The initial step towards achieving the objectives is to compute the variance between 
measured and latent dependent variables that are accounted by independent 
variables. All variables are listed in Figure 1 and are classified as observed, 
unobserved, endogenous and exogenous. The focus is on path coefficients between 
variables and the direct and indirect effects these variables have on customer 
satisfaction and loyalty. 

Observed Variables 
The research is a single cross-sectional customer satisfaction study conducted on 
selected Malay restaurants in the northern region. The information collected is 
basically the customers' responses on important variables related to the food being 
served such as taste, consistency, variety, freshness, cleanliness, uniqueness, the 
service provided by the workers in terms of promptness, accuracy in taking and 
delivering orders, and the decorations, table arrangements and ambience. Other 
variables studied are price, value for money, overall cleanliness, attractiveness, 
visibility, perception, satisfaction, and willingness to recommend and return for 
service. These variables are categorized into the observed and endogenous 
variables as represented in the research questionnaire by Q3E, 02, 09, 013, 012, 
011, O15,O8B, Q8A,O1,O10,Q3C, 030, Q3B,Q3A,Q4, O5A, Q5B,Q5C,Q5D, 
Q7 A, O7B, O6B, O6A, and 016. 

Unobserved Variables 
The unobserved, latent, and endogenous variables are customer satisfaction, value, 

and customer loyalty. Other unobserved exogenous variables are measurement 
error terms and residuals labeled in the research model as e3e, e2, e9, e13, e12, 
e11, e15, e8b, e8a, e1, e10. The Perceived Product Quality (Hardware) are labeled 
as e3b, e3a, e3d, e3c, e4, and the Perceived Product Quality (Software) as e5c, e5d, 
e7a, e6b,e6a, e16,e5b, e5a, e7b, res3, res2,and res1. 
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Parameters 

The distinct parameters to be estimated by the research are the regression weights, 
variances of exogenous variables, covariance among exogenous variables, squared 
multiple correlations, correlations among exogenous variables, and standardized 
regression weights. 

Questionnaires 

The questionnaire for data collection is industry specific and based on the cause
and-effect format of the theoretical framework. Questions 11, 12, and 13 were used 
for measuring customer satisfaction and questions 15 and 16 for customer loyalty. 
Question 1 is related to overall customer expectation and was placed at the 
beginning of the questionnaire to minimize bias. 

Respondents 

Respondents were randomly selected among customers of the respective 
restaurants studied. Data was collected by enumerators who interviewed 50 
respondents over a 3-hour period between 11.00 am to 2.00 pm. The primary data is 
useful for the purpose of establishing base year indices for the restaurants, predicting 
future indices, estimating model parameters, and strategic planning. 

Fieldwork 

Data collection was conducted in .January 2003 and completed by 16 April 2003. 
The sample size was based on the number of distinct parameters to be estimated 
(82) multiplied by 10 cases, which equals 820. Actual sampling distribution among
states totaled 500 for Ked2h, 450 for Penang, and 400 for Perlis. However, the total
sampled respondents were 1,350.

DAT A ANALYSIS 

Data Transformation 

Raw scores were collected using the interval scale of "1-10". Collected data were 
then transformed into an index scale of "0-100" based on the formula: 

V - I 
X = -- x 100% , where V = average raw score for every observed variable. 

9 

The availability of these indices and regression weights helped the research in 
estimating variance, index of observed variables, do intra-industry comparisons, track 
performance, and perform strategic benchmarking. 

The customer satisfaction index (CSI) was calculated on the basis of the formula: 

{[(O11)(W11) + (Q12)(W12) + (Q13)(W13)]} x 11.111 

where, 
o,, =

w,, = 
012 = 

W,2 = 

013 = 

W13 = 

Average raw score on question # 11 
Weight for question# 11 
Average raw score on question # 12 
Weight for question # 12 
Average raw score on question # 13 
Weight for question # 13 

Index for customer loyalty was derived from questions 15 and 16 and based on 
similar calculation as the CSI. The ranking of indices were based on four quartiles as 
shown in Table 1. The higher the index score, the better is the performance. 
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financial performance will be recorded for the respective Bumiputra restaurants in the 
future. 

SUGGESTIONS FOR FUTURE RESEARCH 

There is a need for future research to focus on the relationship between critical 
success factors of the independent variables-perceived product quality, image, 
perceived value, customer satisfaction, and the dependent variable, revenue earned 
during the period. The research design for this would be longitudinal and require full 
and honest cooperation from restaurant owners. This may not be a problem if they 
have the right managerial perspectives and trust the research team. 
Alternatively, the operators themselves could provide the research team periodic 
data based on pre-formatted questions so that analysis and feedback could be given 
regarding business performance. 

The effects of customer satisfaction and loyalty on revenue have yet to be tested. If 
customers are satisfied and loyal, will restaurants foresee a rise in their revenue? 
Does loyalty correlate with revenue and profitability? Is satisfaction really a proxy of 
profitability or is it loyalty that leads to profitability? It is hoped that future researches 
will be able to find the answers to these questions. 
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