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Abstract

As the demand of internet service provider is increasing because of the pandemic, individuals are getting more
interested in the quality of internet service provider. It is important for the company to put more attention to its quality
and value. Thus, this research aims to examine the effect of service quality, perceived value to customer loyalty. The
results proves that service quality and perceived value are important in shaping customer loyalty. In addition, this
research proved that customer satisfaction is the underlying mechanism. This research also shed a light on which part
of service quality and perceived value that is needed to be focused on. Lastly, implications for internet service
providers are discussed.
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1. Introduction

In this pandemic era, people are staying home all the time and order foods and other things online. Thus, internet and
its service provider become essentials. The world is moving toward digital world in an instant, regardless of their
readiness. There is many previous research that studied how things turns into digital, such as in society (Hilbert 2022),
arts (Yu 2022), health (Purnat 2022), servicescapes (Larasati et al. 2022), digital competence (Montaudon-Tomas et
al. 2022; Saltos-Rivas 2022), digital literacy (Siregar 2022; Li and Yu 2022), digital educational games (Kaimara et
al. 2022), digital employee experience (Sudrajat et al. 2021), digital business (Bharadwaj et al. 2013), and digital
supply chain (Garcia-Reyes 2020). Not all countries, however, are ready with the digital world. Some countries may
be more ready and equipped than others. Those countries that are less prepared may rushed things and thus this
research intends to investigate it further through its service quality, perceived loyalty, customer satisfaction and
customer loyalty.

Indonesia is one of the countries that has not have steady internet before pandemic strikes. During pandemic situation,
internet consumption increases significantly as much as 70.3% (Kusnandar and Bayu 2021). This creates an
opportunity for internet service provider to offer more internet package or even create new subsidiaries. In this
situation where demand is spiking, service provider might prioritize quantity over quality. However, consumers are
getting more sensitive to the quality difference and might be less loyal. Thus, this research aims to examine whether
or not that is the case in telecommunication service industry. This research proposes that customer satisfaction is the
underlying mechanism. The structure of this manuscript is as follows. This manuscript will first introduce all
constructs that will be used in the research together with the hypotheses. Then, this manuscript will describe all items
that are needed to be measured. Finally, the results and implications will be explained.
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2. Literature Review and Hypotheses

2.1 Service Quality

Service quality is perceived to be the most significant factor in evaluating the service’s performance. Service quality
dimensions are reliability, responsiveness, assurance, empathy and tangible (Parasuraman et al. 1988). Service quality
framework has been tested and used to measure service quality in various sector, such as fast-food restaurant (Singh
et al. 2021), street food (Gopi and Samat 2020), coffee shop (Juliana et al. 2021), e-commerce (Zehir and Narcikara
2016; Kumaran et al. 2020), hotel (Gunawan et al. 2019), healthcare (Kitapci et al. 2014). Reliability measures whether
the service is able to perform the promised service dependably and accurately (Parasuraman et al. 1988).
Responsiveness is whether the salesperson willing to help customer and provide prompt service (Parasuraman et al.
1988). Assurance is the knowledge and courtesy of employees and their ability to inspire trust and confidence
(Parasuraman et al. 1988). Empathy is whether the salesperson give individualized attention to its customers
(Parasuraman et al. 1988).

Previous research has proved that service quality has positive effect on satisfaction (Gopi and Samat 2020; Juliana et
al. 2021; Gunawan et al. 2019; Kitapci et al. 2014) and perceived value (Zehir and Narcikara 2016). In this research,
we argue that for internet service provider service quality is as important and have positive effect on customers’
loyalty. This is especially important in emerging countries, where the customers need more help in getting internet
service. When service quality is good, customer will keep on using the service. Please refer to Figure 1. Formally,
H1: Service quality significantly affects customers’ loyalty in internet service provider

2.2 Perceived Value

Early research has defined perceived value as customers’ global assessment on product or service quality in a specific
consumption setting (Zeithaml 1988). Other research defined perceived value as the difference between what
consumers received and what they give (Zehir and Narcikara 2016; Kotler and Armostrong 2016). Perceived value
has been discussed in many areas, such as consumer products (Tsiotsou 2006), green products (Chen and Chang 2013),
public transportation (Lai and Chen 2011), and automobile (Yee and San 2011). When consumers perceive the value
of the product or service that they received as good, they will be loyal. Previous research proved that perceived value
has positive effect on customers’ loyalty (Zehir and Narcikara 2016).

Thus, this research proposes:
H2: Perceived value significantly affect customers’ loyalty in internet service provider

2.3 Customer Satisfaction

Customer satisfaction has been recognized as an important goal of all business activities (Anderson et al. 1994).
Customer will feel satisfied when the service that they received is equal or exceeded their expectation (Kotler and
Armstrong 2016). Previous research proved that customer satisfaction is positively related to purchase intention
(Tsiotsou 2006) and customer loyalty (Gopi and Samat 2020). At the same time, service quality (Henny and Januarko
2018) and perceived value (Fornell et al. 1996; Tsiotsou 2006) also proved to have positive effect on customer
satisfaction. This research proposes that the reason customers are loyal is because they are satisfied with the service.
(Figure 1) Formally:

H3: Customer satisfaction mediate the relationship between service quality and customer loyalty in internet service
provider

H4: Customer satisfaction mediate the relationship between perceived value and customer loyalty in internet service

provider
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Figure 1. Research Framework
3. Method

One-hundred online participants were given an online questionnaire about the internet service provider of one of
telecommunication industries in Indonesia. First, they were given five indicators of service quality, such as reliability,
responsiveness, assurance, empathy and tangible (Tjiptono and Chandra 2017). Secondly, perceived value was
measured using four indicators, such as emotional value, social value, performance value and value of money
(Tjiptono and Chandra 2017). Thirdly, customer satisfaction was measured using three indicators, such as fulfillment,
pleasure and ambivalence. Lastly, customer loyalty was measured using four indicators, such as repeat purchases,
purchases across, refers other, and immunity to other (Gunawan et al. 2019). All scales were measured using five-
point Likert scale from 1 = strongly disagree to 5 = strongly agree.

4. Results

4.1 Data Quality Testing

For reliability testing, the results showed that the Cronbach Alpha for all variable were > .7, which proves that all
items were reliable.

4.2 Hypotheses Testing

To test the hypotheses, t-test analysis was run (Table 1). The results showed a significant positive effect of service
quality to customer loyalty (t = 5.341, p = .000), with reliability as the strongest indicator. Thus, H1 is supported.
Perceived value significantly affects customer loyalty (t = 4.309, p = .000), with performance value as the strongest
indicator. Thus, H2 is supported. For mediation analyses, Baron and Kenny method was used (Baron and Kenny
1986). To test H3, the results showed that there was a significant and positive effect of service quality to customer
satisfaction (f =.736, p =.000) and there was also a significant and positive effect of customer satisfaction to customer
loyalty (8 =.738, p =.000). Sobel test confirmed that the mediating effect of customer satisfaction was significant (z
=7.611, p =.000). Thus, H3 is supported. The same analysis was run to test H4. The results showed that there was a
significant and positive effect of perceived value to customer satisfaction (f = .804, p = .000) and there was also a
significant and positive effect of customer satisfaction to customer loyalty (f = .738, p = .000). Sobel test confirmed
that the mediating effect of customer satisfaction was significant (z = 8.362, p = .000). Thus, H4 is supported.
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Table 1. Summary of Results

Customer satisfaction ~ Customer loyalty

Service quality 5.34 %%
Perceived value 4.309%**
Mediation:
e Service quality T36%H* J738FH*
e Perceived value 804 ** J138***

5. Discussion

This research successfully proved that customer satisfaction is the underlying mechanism in telecommunication
industry, especially for internet service provider. Service quality and perceived value has significant and positive effect
on customer loyalty, both directly and indirectly through customer satisfaction. This is consistent with previous
research (Zehir and Narcikara 2016). This showed that customer satisfaction is the key in having customer loyalty.
Similarly, previous research confirmed that customer satisfaction is the underlying mechanism between service quality
and customer loyalty (Gopi and Samat 2020). This research adds to previous research in service quality (Kitapci et al.
2014; Zehir and Narcikara 2016; Gopi and Samat 2020), perceived value (Tsiotsou 2006; Chen and Chang 2013; Zehir
and Narcikara 2016), customer satisfaction (Chen and Chang 2013; Kitapci et al. 2014; Gopi and Samat 2020) and
customer loyalty (Zehir and Narcikara 2016; Gopi and Samat 2020) by examining it in telecommunication service
industry.

The results showed that the relationship between service quality and customer loyalty was proven to be significant
with reliability as the strongest indicator. Consumers think that the most important part of service quality is when they
could rely on one service provider. They know that they could use the service in optimum capacity at any time and
whatever problems that may arise in using the service, they trust that it will be solved. This is proved to be important
in internet service provider. This research suggests that internet service provider focuses on being reliable and
trustworthy. Some practical suggestions are they should establish a good internet connection and train their employees
so they could deliver good quality service consistently.

From the relationship between perceived value and customer loyalty, performance value was the strongest indicator.
This showed that consumers in internet service provider focuses more on the performance objectively, instead on
emotional, social and monetary. This is consistent with reliability as the strongest factor in service quality. This
research suggests that internet service provider to focus on their internet and their service. In this research, consumers
may care less about the value of the money, so the company may charge the service a little bit above the average.
Consumers will still use the service as long as the service is performed good, dependable and consistent.

6. Conclusion

This research proved service quality in internet service provider has positive and significant effect on customer loyalty,
both directly and indirectly through customer satisfaction. Similarly, perceived value in internet service provider has
positive and significant effect on customer loyalty, both directly and indirectly through customer satisfaction.
Customer satisfaction has an important role in shaping customer loyalty. Internet service provider should improve
their service to become dependable and consistent.
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