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We examined how expected or unexpected costs affect restaurant customers’ attitudes toward 
the dissemination of negative word-of-mouth (WOM) when service failure occurs. A 2 
(customer punishment: expected and unexpected) × 3 (relationship type: encounter, pseudo, 
and intimate) mixed factorial experimental design was adopted to examine the dissemination 
of negative WOM. The results indicated that service failure exerted significant and 
nonsignificant primary effects on expected punishment and relationship type, respectively. A 
significant interaction was observed between expected punishment and both encounter and 
intimate relationship types, but not between expected punishment and the pseudo relationship 
type. In sum, expected punishment and relationship type influenced negative WOM.

Keywords: service failures, cost expectations, customer punishment, word-of-mouth, 
encounter relationship, pseudo relationship, intimate relationship.

In today’s competitive environment, delivering high-quality service is vital to 
achieve a sustainable competitive advantage. Many researchers have indicated 
that customers’ satisfaction leads to their sharing experiences with others (van 
Haaften, 2011; Zairi, 2000; Zeqiri, 2011). However, compared with satisfied 
customers, dissatisfied customers are more likely to share their experience with a 
greater number of people who have had related experiences using the product or 
service (Angelova & Zekiri, 2011). Customer service, therefore, is a key factor 
for enhancing service quality, customer satisfaction, and, ultimately, business 
competitiveness in the rapidly expanding service industry. Customers magnify 
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instances of service failure. Service quality that results in customer dissat-
isfaction results in negative impressions and word-of-mouth, which subsequently 
affect corporate image. The Word-of-Mouth Marketing Association (2009) 
defined word-of-mouth (WOM) as “the passing of information from person to 
person by oral communication.” In contrast to tangible products, services are 
characterized by intangibility, inseparability, heterogeneity, and perishability 
(Parasuraman, Zeithaml, & Berry, 1988), and service personnel play a crucial 
role in providing service to customers. Service failure may occur at any time 
during service provision and all service processes are at risk of service failure.

Fram (1997) asserted that, from a sales perspective, customer punishment 
refers to the scenario in which customers are requested to pay unexpected costs 
and, further, stated that customer punishment is a common phenomenon in 
airlines, rail service providers, banks, child daycare providers, credit and debit 
card providers, cruise and tour operators, hotels, restaurants, retail stores, car 
dealers, car rental firms, cellular phone providers, and universities, as the 13 
primary industries of the service sector. In numerous studies, researchers have 
verified the effectiveness of customer punishment as well as its negative effects, 
such as customer complaints (Blodgett, Wakefied, & Barnes, 1995; Nyer, 2000) 
and negative WOM (Alicke et al., 1992; Anderson, 1983; Singh, 1988). Although 
customer complaints and negative WOM can provide useful information for 
businesses, they also reduce the probability of potential clients making a purchase 
(East, Hammond, & Lomax, 2008) and may even be destructive to client trust 
in the business (Lau & Ng, 2001). Because of the trend of increasing customer 
awareness, understanding and effectively addressing customers’ reactions to 
service failure are critical objectives that managers of firms must consider to 
improve management.

Hedrick, Beverland, and Minahan (2007) asserted that, because the relationships 
among customers and service providers differ, when a service failure occurs, the 
solutions offered by service providers affect customer attitudes and purchase 
behavior. Customers often subject restaurant staff to accusations of poor service, 
and these are primarily attributable to expected and unexpected costs. Thus, 
the relationship between customers and restaurants is a major variable to be 
considered in determining the influence of service failure. Previous researchers 
have discussed fair solutions, focusing on compensating for service failures, but 
few have examined the correlation between service failure and the relationship 
between customers and restaurants. In the present study, we adopted a customer 
punishment perspective to explore the influence that expected and unexpected 
costs exert on customers in restaurants. We examined three aspect of customer-
service failure, namely: (a) the influence of expected punishment on restaurant 
customers’ dissemination of complaints and negative WOM, (b) the motive 
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for expected punishment, and (c) the influence of level and type of customer 
punishment on the dissemination of complaints and negative WOM.

Literature Review

Word-of-Mouth and Expected Punishment
Fram (1997) examined whether or not widely implemented punitive expenses 

can be regarded as a valuable marketing tool. This topic led to an upsurge in 
research on customer punishment in relation to service activities. Fram suggested 
that, from a marketing perspective, customer punishment might be regarded as 
a type of unexpected cost. Subsequently, scholars have conducted research on 
the influence of customer punishment and customer reactions to punishment. 
The results indicated that punishments are effective; however, they result in 
negative influences and increase the dissemination of negative WOM (Fram & 
McCarthy, 1999). Numerous researchers have examined the perceived fairness 
of punishments, the circumstances in which customers perceive punishments as 
being unfair, and relevant influential factors (Fram & Callahan, 2001; Fram & 
McCarthy, 1999). Customer reactions to punishment have also been discussed 
(Fram & Callahan, 2001; Gneezy & Rustichini, 2000; Kim, 2006; Smith, 2005). 
Conflict ensues when rules that have not been established in advance are used for 
customer punishment. Customers share their experiences of customer punishment 
in order to prevent their friends and family from undergoing similar experiences.

Both consciously and subconsciously, people experience expected and 
unexpected events in their regular routines. Researchers in various fields, such 
as psychology, economics, finance, and marketing, have examined customer 
reactions to expected and unexpected events. Practical marketing applications 
involve examining expected and unexpected positive outcomes associated with 
customer satisfaction when services exceed customer demands. This concurrently 
increases customer loyalty. Customers’ emotions can be expressed through 
happiness as well as anger and disappointment (Ekman, Friesen, & Ellsworth, 
1972). Findings in psychological research have generally indicated that emotions 
significantly influence judgment and decision making, and that unexpected 
gains elicit greater joy than expected gains. Similarly, unexpected losses elicit 
greater frustration than expected losses (Mellers, Schwartz, Ho, & Ritov, 1997). 
Thus, regardless of positivity or negativity, the influence of unexpected events is 
greater than that of expected events. 

For customers, WOM is a crucial and selectable source of information (Oliver 
& Swan, 1989). WOM reflects the emotional dimension of customer loyalty 
and generates practical feelings toward service providers among customers 
(Ranaweera & Prabhu, 2003). Therefore, when customers perceive that they 
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are treated unfairly, they may experience anger and subsequently disseminate 
negative WOM, which adversely affects businesses (Blodgett, Hill, & Tax, 
1997). In numerous studies, researchers have found that the influence of negative 
WOM exceeds that of positive WOM (Bone, 1995; Herr, Kardes, & Kim, 1991; 
Mizerski, 1982; Wangenheim, 2005). WOM disseminated online is known 
as electronic word of mouth (e-WOM) and it is characterized by indirect 
communication, anonymity, simplified communication, an easy tracking process, 
and access to extant information through computer programs. Thus, e-WOM 
exerts greater influence and is more effective than traditional WOM (Assael, 
2004; Bickart & Schindler, 2001; Hanson & Kalyanam, 2007).

Sundaram, Mitra, and Webster (1998) studied customers’ motivation to 
disseminate negative WOM and identified three contributing factors; namely, 
altruism, anxiety reduction, and revenge. Altruism involves disseminating 
negative WOM to prevent others from undergoing similar consumption 
experiences. Anxiety reduction refers to the use of negative WOM to reduce the 
anxiety and frustration caused by unpleasant consumption experiences. Revenge 
relates to customers using negative WOM to retaliate against businesses that 
caused them to feel dissatisfied. Thus, customer punishment inevitably leads to 
negative WOM. In particular, negative WOM caused by unexpected events has 
effects that are more severe than those caused by expected events. Therefore, we 
proposed the following hypotheses:
Hypothesis 1: Unexpected customer punishment will exert an influence on 
word-of-mouth that is more negative than the influence exerted by expected 
customer punishment.
Hypothesis 2: Unexpected customer punishment will exert an influence on 
customer complaints that is greater than the influence exerted by expected 
customer punishment.

Customer Service and Relationship Types
Gutek (1995) stated that when customers want to be able to interact with 

the same service provider in the future, and want a particular service provider 
to confirm that he or she is the same as that originally worked with, then this 
interaction can be classified as a true service relationship. Customers expect to 
receive relational benefits as a result of having long-term relationships with a 
service provider (Gwinner, Gremler, & Bitner, 1998). These can be classified 
as psychological, social, economic, or knowledge relational benefits (Liljander 
& Strandvik, 1995). Many customers, for example, want to build a long-term 
relationship with their primary care physicians in order to reduce perceived risk. 
Customers will have different levels of relationship with certain service dealers or 
providers based on habituation and expectation. However, service consumption 
is not necessarily an independent one-time process because customers may 
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use the same service several times. The acknowledgement of, and evaluation 
experienced in, the service will gradually accumulate. Accordingly, customers 
will start to have more interactions with certain service dealers or service-
providing staff. Starting from a single contact experience, customers gradually 
establish a relationship with a specific employee and service agency or service 
provider. Therefore, the interaction will develop into one of several different 
types of relationship as the contact or frequency of consumption increases.

The relationship between customer and service provider can affect the reaction 
of the customer towards service failures (Berry, 1995a; Goodman, Fichman, 
Lerch, & Snyder, 1995; Hedrick et al., 2007). When service failures occur, 
having a high-quality customer relationship gives the service provider a buffer 
to reduce customer dissatisfaction. Customers’ previous positive experiences 
can reduce the negative impact on trust and commitment caused when a service 
error occurs (Tax, Brown, & Chandrashekaran, 1998). In this study, we utilized 
the variable of relationship type as described by Goodman et al. (1995) and 
Mattila (2001), who classified customer relationships into encounter, pseudo, and 
intimate relationship types. 

Encounter relationship. When a service provider and customer do not 
expect to interact with each other in the future, the two have a service encounter 
(Gutek, 1995), or a one-time interaction. An encounter relationship means that 
a customer has interacted with the company for the first time and had his or 
her first contact with service personnel. Therefore, in the interactive process of 
service and customer, this is a relationship of strangers. The only facet of the 
contact that the customer recognized was that the service organization provided 
satisfactory service, and it does not matter to the customer who was the specific 
provider of that service. For instance, when eating in a fast-food restaurant, the 
customer recognizes that this fast-food restaurant will provide satisfactory meals, 
and it does not matter at all to the customer who is the person standing behind 
the counter and taking orders.

Pseudo relationship. In a pseudo relationship, the customer has repeated 
contact with a certain service organization as a whole but does not interact with 
any particular individual as provider of the service in that organization (Gutek, 
Bhappu, Liao-Troth, & Cherry, 1999). In its nature a pseudo relationship is like 
an encounter relationship, but on a slightly more intimate level. Customer and 
service provider are still strangers and there is repeated contact but no regular 
or repetitive interaction. Thus, the pseudo relationship involves the service 
being provided under a model of contact. Therefore, in the customer’s mind this 
is regarded as a kind of encounter relationship rather than a real relationship 
(Gutek, Groth, & Cherry, 2002).

Intimate relationship. An intimate relationship is built upon a series of service 
contacts between customer and service provider, occurring at specific times 
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and characterized by interactive behavior and joint participation. In an intimate 
relationship, customers are concerned not only with quality of service but also 
with the management of the relationship (Bitner, Booms, & Tetreault, 1990; 
Price, Arnould, & Tierney, 1995; Solomon, Surprenant, Czepiel, & Gutman, 
1985). Intimate relationship interactions involve a specific individual service 
provider interacting with the customer during every service process, and the two 
parties getting to know each other and even becoming friends. In the process 
of interaction, the information each party knows about the other accumulates 
continually, and this information is utilized to improve the service process. As 
a result, an intimate relationship is built up based on the achievement of inputs 
and the expectations of both the customer and the service provider for each 
other. When an intimate relationship is established, the customer shows greater 
satisfaction with, and loyalty toward, the service provider. Consequently, we 
formed the following hypothesis:
Hypothesis 3: Customer expectations of punishment will lead to different 
outcomes according to the type of relationship.

The Interaction Between Negative Word-of-Mouth and Relationship Type
When a customer visits a company for the first time (encounter relationship) 

and experiences an unexpected service failure, the customer forms a negative 
impression. This negative impression produces more negative WOM than 
does an expected service failure. Based on the above we formed the following 
hypothesis:
Hypothesis 4a: In an encounter relationship, WOM will be more negative when 
a service failure is unexpected than when a service failure is expected.

In a pseudo relationship, the customer experiencing a service failure may 
construct a reasonable explanation for the failure, for example, assuming that 
service personnel are inexperienced. Regardless of whether the service failure 
is expected or unexpected, the negative WOM generated by the service failure 
will not exert a significant effect on the customer’s impression of the company. 
Therefore, we formed the following hypothesis:
Hypothesis 4b: In a pseudo relationship, negative WOM will not exert a 
significant effect on the customer’s impression of the company.

Customers assume that a company that they patronize frequently will provide a 
high level of service. Compared with an infrequently patronized company, when 
an unexpected service failure occurs at a frequently patronized company, the 
influence on the customer will be more severe and the resulting WOM will be 
more negative. Therefore, we formulated the following hypothesis:
Hypothesis 4c: An unexpected service failure will generate more negative WOM 
from customers of a company with which they are in an intimate relationship than 
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Figure 1. The influence of relationship type and expectation of punishment on negative 
word-of-mouth.

Method

Participants
Participants were 171 undergraduate and graduate students at a large 

university who received extra credit as compensation for taking part in the study. 
We developed a 2 (expectation of punishment: expected vs. unexpected) × 3 
(relationship type: encounter vs. pseudo vs. intimate) mixed factorial design.

Procedure
The study procedure was developed with reference to the experimental design 

of Valenzuela, Mellers, and Strebel (2010), in relation to whether or not advance 
notice of the type of punishment (independent variable) was given. The variables 
were defined as follows: Under the circumstance of expected punishment, 
customers were told in advance that they would be charged extra for hot tea, but 
under the circumstance of unexpected punishment the extra charge for hot tea 

it will for companies with which they are in either a pseudo relationship or an 
encounter relationship.

4

3.5

3
expected unexpected

intimate relationship

pseudo relationship

encounter relationship
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was not mentioned until the customer was given the bill when ready to leave the 
restaurant.

We defined the dependent variables and explained the manipulated events 
as follows: (a) Encounter relationship: the customer went with friends to a 
restaurant for dinner, and it was the first time any of them had dined at the 
restaurant. After entering the restaurant, the waiter led the group to their table. 
(b) Pseudo relationship: the customer went with friends to a familiar restaurant 
for dinner. A waiter who was not familiar to the customer led the group to their 
table. (c) Intimate relationship: the customer went with friends to a very familiar 
restaurant for dinner. Upon entering the restaurant, the waiter recognized this 
customer immediately and led the group to their table. 

Measures
We utilized a 7-point Likert-type scale, with response alternatives ranging from 

1 = strongly disagree to 7 = strongly agree, to measure how strong the customer’s 
intention was to spread negative WOM as each event occurred, and used items 
developed by Wetzer, Zeelenberg, and Pieters (2007) as follows: (1) I’ll post my 
bad experiences on the Internet to help others make purchase decisions, (2) I’ll 
post my bad experiences on the Internet to prevent others from experiencing the 
same, (3) I’ll post my experiences on the Internet to warn others not to dine in 
this restaurant, (4) I’ll post my bad experiences on the Internet to get even with 
the one who was responsible for the service, (5) I’ll post my bad experiences 
on the Internet to ruin the reputation of this restaurant, and (6) I’ll post my bad 
experiences on the Internet so that the restaurant will lose customers. 

Results

Manipulation Check
We manipulated the expectation of punishment and showed that the expected 

charge condition resulted in higher expectations than the unexpected charge 
condition (Mexpected = 3.66, Munexpected = 2.43, t(1, 169) = -5.471, p < .001), 
indicating that the manipulation was also successful in relation to the expectation 
of punishment.

The Influences of Relationship Type and Expectation of Punishment on 
Evaluation of Negative Word-of-Mouth Intentions

We performed an analysis of variance (ANOVA) with evaluation (rating the 
degree of negative WOM) as the dependent variable, and relationship type 
and expectation of punishment as the independent variables. The results are as 
follows: the main effect of the expectation of punishment was significant (F(1, 
165) = 5.48, p < .05), but the main effect of relationship type (F(2, 165) = 0.378, 
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p = .686) was nonsignificant. The interaction between expectation of punishment 
and relationship type (F(2, 165) = 3.390, p < .05) was significant.

To test our hypotheses, we further examined the effects regarding encounter, 
pseudo, and intimate relationship types. For the encounter relationship and for 
the intimate relationship, the main effect of the expectation of punishment was 
significant (Munexpected = 4.29, Mexpected = 3.33, F(1, 52) = 6.586, p < .05), and 
(Munexpected = 3.97, Mexpected = 3.24, F(1, 58) = 4.636, p < .05), respectively. For 
the pseudo relationship, the main effect of the expectation of punishment was 
nonsignificant (Munexpected = 3.53, Mexpected = 3.79, F(1, 55) = 0.585, p = .448).

Discussion

In this study, we investigated customer expectations of punishment in relation 
to relationship type between customer and service provider, and the influence of 
expectation of punishment on use of negative WOM. 

Our results indicate that our participants’ expectations of punishment – that 
is, expected vs, unexpected – had an influence on their intention to spread 
negative WOM, such that unexpected punishment had a stronger impact than 
expected punishment. When a service failure occurs, the customer will feel 
upset or angry. If the event is not well-handled immediately, the initial emotions 
will turn into dissatisfaction, complaints (spreading of negative WOM), and the 
service provider may even lose the customer. In this study, we regarded customer 
punishment as an event of service error. From the input–output point of view, it 
is a consequent error. If conditions of whether or not the customer expects the 
punishment are added, it could be regarded as a procedural failure. Therefore, 
our results also indicate that procedural failure of service had an impact on the 
consequent failure. Further, we verified the motivation of our participants in 
spreading negative WOM and found that the motive of altruism was stronger 
than the motive of revenge. As a result, the participants’ motive in spreading 
negative WOM was to warn others about service failures, and prevent them 
from experiencing similar service failures, thus allowing the participants to help 
others. Further, we found that the motive of revenge was affected by expectations 
of punishment. Under the unexpected punishment circumstance, there was a 
stronger intention to spread negative WOM. 

In prior studies, researchers have shown that customers in an intimate 
relationship are more willing than those in pseudo or encounter relationships 
to forgive service providers for poor handling of a service failure. Previous 
researchers have also shown that customers seek social benefits with service 
providers, such as personal identification and even friendships (Barnes, 1994; 
Berry, 1995b; Gwinner et al., 1998). Sweeney, Soutar, and Mazzarol (2008) 
suggested that the potential for WOM to impact on perceptions or on actions 
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depends on the nature of the sender–receiver relationship, and various personal 
and situational factors. Mattila (2001) illustrated the impact of relationship 
type (true service relationship, pseudo relationship, and service encounter) on 
customers’ behavioral intentions in the context of service failures and indicated 
that building a true service relationship with the customer might be a critical 
factor in ensuring customer loyalty with a failed recovery attempt. We found no 
significant difference in intention to spread negative WOM, based on the three 
relationship types of encounter, pseudo, and intimate. We speculate that the 
anonymity afforded by spreading negative WOM via the Internet rather than in 
person, may be the reason that there was not a significant impact according to 
relationship type.

We found an interaction between expectation of punishment and relationship 
type. For encounter and intimate types of relationship, expectation of punishment 
had a significant interaction with relationship type. For pseudo relationship, the 
interaction between expectation of punishment and relationship type was not 
significant. In terms of the influence of relationship type on customers’ intention 
to spread negative WOM, the intimate relationship type had a significant impact 
on the expectation – or lack thereof – of punishment. However, for encounter and 
pseudo types of relationship, expectation of punishment did not have a significant 
influence. 

Kahneman and Tversky (1979) used prospect theory to illustrate how people 
are led to form different attitudes based on different reference points. They 
showed that many decision makers violate the phenomenon of expected utility 
theory, and noted that prospect theory, as a modifier of expected utility theory, is 
appropriate because in expected utility theory the behavior of decision making 
under conditions of uncertainty cannot be described. According to prospect 
theory, people focus on losses and gains, which are relative concepts, and this 
is important for reference points of change in wealth rather than the expected 
utility of final wealth. Further, people are more sensitive to losses than they are 
to gains, and, thus, are inclined to behave in certain ways according to whether 
they are faced with loss or gain. Our study results indicated that people are more 
concerned about the loss when the situation (service failure) is unexpected, 
leading them to desire revenge; thus, when people encounter unexpected 
punishment, they will be more inclined to engage in negative WOM than they 
would be if the punishment was expected.

Different relationship types imply different expectations of both the 
customer and service provider. For the service provider, maintaining long-term 
customer relationships can bring the firm more profit. For the customer, during 
consumption there will be a sense of trust, psychological advantages such as 
comfort and respect, and reduction in anxiety. Our results also indicate that 
building intimate relationships with customers reduces the spread of negative 
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WOM under the circumstance of unexpected punishment. Another key factor 
in managing service error is controlling the transmission process of the service 
error. When service error is inevitable, managers should monitor the process of 
transmission of the service error to reduce the negative impact. For example, 
with regard to the manipulation of expectation of punishment used in this study, 
restaurant managers could explain the additional charge ahead of time (advance 
communication process) instead of leaving customers to find out about it when 
the bill is delivered. 

In this study, we found that building an intimate relationship with the customer 
can reduce the likelihood of customers spreading negative WOM under the 
circumstance of expected punishment. Customers who have an intimate 
relationship with the service provider are more satisfied and use the service more 
often than do customers who have an encounter or pseudo relationship with the 
provider. This indicates that establishing an intimate relationship is the most 
productive goal for service providers to work towards with customers.

Variables such as customer personality traits, degree of involvement, age, 
and gender were not considered in this study. These variables should be taken 
into account in future studies to further investigate customer complaints and 
expectations.
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