
Money or Miles for Frequent Flyers?

“CANCELLED”:  The word no 
passenger wants to see on an 
airport display board. Failing to 
appease disgrunt led cl ientele 
can seriously damage customer 
relationships. Dodging the kickback 
of service failures is therefore 
supremely important, especially 
when customers have already 
pledged their  a l leg iance to a 
company – as have frequent flyers. 
But how should loyal customers 
be compensated? In an important 
recent study, the SHTM’s YooHee 
Hwang and Lisa Gao and their co-
author explored the best ways 
to regain customer loyalty after a 
service failure. The unprecedented 
flight disruptions due to COVID-19 
make their findings all the more 
relevant today.

What Customers 
Expect

In the hospitality and tourism 
i n d u s t r y ,  f a i l u r e s  t o  m e e t 
cus tomers ’  expec ta t ions  a re 
inevitable. However, it might not 
be the service error itself that 
causes customers to take their 
business elsewhere, but the way 
in which a company chooses to 
deal with it. “An effective service 
recovery”, say the researchers, “can 
restore customer trust and fairness 
perceptions”.

Air travel is a great example of 
a service prone to disruptions, 
and, for the researchers, a prime 
context in which to investigate 
service repair  opt ions.  Fl ight 
delays and cancellations are all too 
common, and the stakes can be 
high for passengers, who might 
have flight connections, tight work 
schedules, or financial constraints. 
Moreover, service repair has been 
largely overlooked in the context 
of loyalty reward schemes, which 

is surprising given how common 
these are. How best to soften 
the blow for passengers who are 
already loyalty reward programme 
members?

One downside to disappointing 
cus tomers  who  a r e  a l r eady 
“loyal” is that they have higher 
expectat ions.  This can resul t 
in more scrutiny and criticism, 
mak ing  i t  d i f f i cu l t  to  sa t i s fy 
cus tomers  th rough recovery 
methods. However, all is not lost, 
say the researchers. “On the other 
hand, heightened expectations 
may provide the service provider 
with an opportunity to enhance the 
relationship with its customers”. In 
that sense, service failures could be 
treated as an opportunity to further 
consolidate customer relationships.

Many airlines offer frequent flyers 
different compensation options 
when service errors occur. For 
instance, United Airlines offers the 
choice of receiving free miles or 
monetary compensation for flights 
that are delayed for 4 hours. One 
key difference between miles and 
monetary compensation options 
is how “concrete” they are. Air 
miles compensation “doesn’t have 
a physical form that customers 
can touch”, the researchers point 
out, whereas discount coupons 
do. Curiously, this “concreteness” 
makes all the difference. In other 
hospitality and tourism sectors, 
more concrete compensat ion 
has  been  found  to  i nc rease 
customer loyalty. The researchers 
therefore predicted that “recovery 
compensation in a more concrete 
form should induce loyalty reward 
members’ repatronage intention”. 
This effect might also rely on the 
nature of the initial failure – could 
the company have avoided it, or 
not?

Controllability Counts

Service failures can be broadly 
considered as those that are within 
a company’s control, and those 
that are not. This “controllability” 
can  a l so  gove rn  cus tomers ’ 
reactions – for instance, customers 
are far more forgiving when flight 
delays are a result of bad weather 
than when they are due to a 
scheduling error made by the flight 
crew.

“If a failed service is within the 
firm’s control, customers perceive 
high levels of controllabil i ty”, 
explain the researchers. Another 
example is inattentive service by a 
waiter during off-peak hours. The 
researchers found that passengers 
were angrier about and more 
disappointed by service failures 
that they perceived to be within the 
firm’s control.

Such negat ive  emot ions  can 
prompt “low-level thinking” – the 
tendency to construe things in 
a concrete way, focusing on the 
immediate details of an event or 
object rather than its wider context. 
The researchers thus suggest that 
“high controllability of a service 
failure heightens the customer’s 
negative affect, thereby resulting 
in a concrete mindset”. Does this 
more concrete mindset, in turn, 
affect the impact of compensation 
concreteness on passenger loyalty? 
The researchers’ next task was to 
answer this question.

Frequent Flyers 
Quizzed

Using an experimental design, the 
researchers assessed the specific 
effects of the controllability of 
service failure and compensation 
concreteness. The participants 

handling luggage, cooking, and so 
on, the participants were asked 
which hotel they would prefer to 
stay in.

In each study, the researchers 
sought to find out whether the 
participants’ preference for the 
robot-staffed hotel increased when 
they felt more at risk. This was 
important, the researchers explain, 
because “the anxiety caused by 
human contact and the perception 
of possible contagion can influence 
travelers to undertake risk-averse 
behav iors ,  such as  avo id ing 
human-staffed hotels”. Different 
kinds of information were provided 
to different participants so that 
some were made more aware of 
the pandemic while making their 
decisions.

The researchers  a lso looked 
a t  whe ther  the  par t i c ipan ts ’ 
preferences changed according to, 
for instance, their level of concern 
about safety and social distancing 
and how they felt about innovative 
technology.

A “New Normal”?

In a resounding show of support 
for AI concierges, butlers, and 
cleaners, the results of all four 
studies indicated a preference 
for the robot-staf f  hotel .  The 
researchers concluded that the 
pandemic may have accelerated 
the acceptance of service robots 
because they are “beneficial for 
maintaining socia l  distancing 
and reducing anxiety regarding 
c o n t a g i o n  t h r o u g h  h u m a n 
interaction”. Clearly, customers’ 
attitudes towards new technology 
can be changed by a “particular 
event or crisis”. The longer the 
current crisis goes on, the greater 
people will perceive the threat to 
be. This threat, the researchers 
predict, wil l  be “imprinted on 
customers’ memories even after 
the COVID-19 crisis ends”.

Inevitably, therefore, health and 
hygiene standards will remain 
high for some time. Service robots 
equipped with AI can provide 
contactless services in a wide 
range of settings, such as hotels, 
restaurants, airports and events, 
to allay customers’ concerns about 
safety. However, facilities eager to 
provide this kind of service should 
be mindful of the researchers’ 
advice that  to be successful , 
they will need to provide “clear 
instructions and guidelines to lower 
barriers to first-time users”. This 
will help to ensure that guests do 
not become frustrated by and reject 
the new technology.

Although their findings suggest 
that people are becoming more 
accepting of robot-service hotels, 
the  researchers  h igh l igh t  an 
important potential caveat. They 
remind us that the participants who 
felt more at risk due to COVID-19 
had a greater preference for the 
robot-staffed hotel .  Once the 
pandemic is over and customers 
no longer feel so anxious about 
contagion, they may come to 
prefer human services again. The 
solution, the researchers suggest, 
lies in marketing and promotion. 
Hotels should target customers 
who feel particularly threatened by 
the pandemic by “promoting the 
health and safety aspects of service 
robots”.

The Time is Right 
for AI

The researchers’ novel findings 
sugges t  tha t  in  the  wake  o f 
the COVID-19 pandemic, with 
concerns about health and safety 
running high, the time may be ripe 
for the hotel and tourism industry 
to expand the introduction of 
robot and AI services. The world 
is already moving rapidly toward 
the introduction of high-level 
technologies, and the pandemic 
offers a “good opportunity for 

pioneers to act”. Armed with the 
researchers’ timely insights, hotels 
may be better placed to capitalise 
on “the usefulness of service robots 
in maintaining social distancing 
and preventing the spread of 
infectious diseases”. This can only 
be good news for an industry dealt 
a formidable blow by COVID-19. 
What was once seen as a threat to 
the hospitality and tourism industry 
may now be its best means of 
survival.

POINTS TO NOTE
• Robot and other AI technologies 

are increasingly used in the tourism 
industry.

• Customer acceptance of robot 
services in hotels is mixed, posing 
an obstacle to their widespread 
introduction.

• H e a l t h  c o n c e r n s  a n d  s o c i a l 
distancing due to COVID-19 seem to 
be changing consumer preferences.

• Now may be the right time for hotels 
to speed up the rollout of robots.
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were 197 members of frequent 
flyer programmes with a mean age 
of 37 years living in the US. The 
researchers first presented them 
with the hypothetical scenario of a 
delayed flight of a fictional airline, 
“ABC Airlines”.

Some of the participants were 
told that their flight was delayed 
d u e  t o  b a d  w e a t h e r  ( a  l o w 
controllability scenario) and the 
rest were told that the delay was 
a result of an internal scheduling 
e r ro r  ( a  h i gh  con t ro l l ab i l i t y 
scenario). “The participants were 
then compensated with either 
a  50-do l la r  t rave l  cer t i f i ca te 
for  their  next  f l ight  or  2,500 
miles credited to their frequent 
flyer program account”, which 
corresponded to more and less 
concrete compensation options, 
respectively.

Having set up different levels of 
controllability and compensation 
concreteness, the researchers 
measured repatronage intention. 
For this, the participants simply 
indicated whether they would fly 
with ABC Airlines again if they 
had experienced the situation in 
real life. Negative emotions were 
also measured, including irritation, 
annoyance,  d isappoin tment , 
dissatisfaction, and frustration. In 
this way, the researchers could 
more precisely define how to 
best atone for service failures and 
temper customers’ anger and 
disappointment.

Win–Win Solutions

The first critical finding was that 
the controllability of a service 
failure determined customers’ 
emot ional  react ions.  That is , 
customers were less angry and 
disappointed when the flight delay 
was perceived to be out of ABC 
Airlines’ hands, compared with 
when the airline was perceived to 
be at fault. Therefore, the authors 
recommend that service providers 
“be transparent and let customers 

know the cause of the failure”. 
Offer ing this information and 
discovering customers’ reactions 
will also help companies to redress 
the service failure.

When choosing compensation, 
a i r l i n e s  s h o u l d  t a k e  t h e 
cont ro l lab i l i ty  o f  the serv ice 
error  into considerat ion.  For 
the “controllable” fail ings, the 
researchers found that monetary 
compensation better restored 
l o y a l t y  t h a n  d i d  a i r  m i l e s 
compensat ion. Crucial ly,  this 
indicates that airlines should offer 
concrete compensation options, 
such  as  money  o r  d i s coun t 
vouchers, when the service failure 
is within the company’s control. 
“Offering a more concrete option 
can be a win-win situation for both 
companies and loyal customers”, 
say the researchers.

However, when the flight delay 
was beyond the airline’s control, 
monetary  and f ree  a i r  mi les 
compensat ion had the same 
effects on repatronage intention. 
This could be because “customers’ 
c o n s t r u a l  l e v e l s  a r e  n o t  a s 
concrete, and thus repatronage 
intention is not influenced by the 
concreteness of recovery options”, 
say the researchers. Practically, this 
means airlines can adopt either 
concrete compensation, such as a 
discount voucher, or less tangible 
compensation, such as free miles, 
to make amends when they are 
not to blame for the service failure.

F r o m  a  m o r e  t h e o r e t i c a l 
perspective, this study “extends 
the notion of congruency effect 
in the frequent f lyer program 
context”, propose the researchers. 
Namely, when customers have 
a more “concrete” mindset, they 
should be offered more “concrete” 
compensation options. This aligns 
with previous findings that external 
stimuli, such as compensation 
options, should be matched to 
customers’ internal mental states to 
achieve the best outcomes.

Recovering Loyalty

T h i s  s t u d y  o f f e r s  u s e f u l 
recommendations for air l ines 
wishing to recover the loyalty of 
frequent flyers. Exploring uncharted 
territory, the researchers pinpoint 
ways to properly handle a botched 
service and to help customers feel 
valued. Understanding the mindset 
and emotions of disappointed 
customers puts companies in a 
better position to make strategic 
choices when it comes to excusing 
themse lves  to  a l ready  loya l 
members. Anticipating customers’ 
reactions to being let down could 
even enhance that loyalty, and not 
just for airlines – any company 
offering a loyalty scheme has 
something to gain from this work.

POINTS TO NOTE

• After service failure, airlines must 
properly compensate customers, 
especially frequent flyers, to regain 
their loyalty.

• W h e n  c u s t o m e r s  h a v e  h i g h 
expectations, dealing effectively with 
service failure can actually be an 
opportunity to consolidate customer 
relationships.

• Passengers are more disappointed 
by service failure when they believe 
that it is outside the airline’s control.

• When service failure could have 
been prevented by the airline, it 
is best to compensate passengers 
concretely, by providing them with 
money rather than air miles.
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    Deepening
Partnerships

The SHTM recently celebrated 
a n o t h e r  m i l e s t o n e  i n  t h e 
development of its pioneering 
online MicroMasters in International 
Hospitality Management (MM). This 
summer, 23 undergraduates from 
Kansai Gaidai University (KGU) in 
Osaka, Japan enrolled in one of 
the four MM courses, HTM541x 
Luxury Management. Although the 
programme has already attracted 
more than 90,000 participants from 
across the world, this is the first time 
that the School’s MM credits have 
been formally acknowledged by 
another university.

In their spring semester, KGU 
students normally travel abroad to 
study at a partner university. With 
travel restrictions in place due to the 
pandemic, the SHTM’s fully online 
MM programme offered the perfect 
alternative. Delivered via the world-
renowned edX online learning 
platform, these top-tier courses 
can be taken anywhere and at any 
time. They represent the future of 
hospitality education in the digital 
age – and the age of COVID-19.

The col laboration wi l l  a lso 
strengthen the SHTM’s longstanding 
and fruitful partnership with KGU. 
“The students will greatly benefit 
from taking our online course”, said 
Professor Kaye Chon, SHTM Dean 
and Chair Professor and Walter and 

Wendy Kwok Family Foundation 
Professor in International Hospitality 
M a n a g e m e n t ,  a t  a  V i r t u a l 
Welcoming Ceremony on 27 April.

“The Luxury Management course 
is a good choice”, said Professor 
Cathy Hsu, SHTM Chair Professor 
and programme leader. Luxury 
hospitality may play an important 
role in the industry’s post-pandemic 
recovery, and the MM provides 
up-to-the-minute training in luxury 
brand management, marketing, and 
more.

“This course is quite different 
from online courses offered by 
other institutions”, added Professor 
Hsu, “as it is designed to be 
interactive and fun”. Along with 
video presentations by renowned 
scholars from the SHTM and around 
the world, the students from KGU 
will enjoy a stimulating range of 
online learning activities, from case 
studies to live events. The SHTM is 
also lucky to have a “great support 
team”, said Professor Hsu, to 
ensure that learning is smooth and 
problem-free.

“This is the first time that we will 
take a course online with such a 

well-known and well-respected 
institution”, said Professor Stephen 
A. Zurcher, Dean of the Hospitality 
Management Programme at KGU, 
who signed up alongside his 
students. He explained how KGU’s 
long-term relationship with the 
SHTM had guided the development 
of his own programme, and recalled 
a comment made by Dean Chon 
four years earlier: “Steve, why 
don’t you just have your students 
study here at PolyU?” Today, that is 
exactly what they are doing.

The School seized another 
opportunity to promote learning 
across  borders  th i s  year  by 
participating in the University 
Alliance of the Silk Road (UASR) 
Virtual Summer Courses 2021. 
Alongside other world-leading 
scholars in multiple fields and 
disciplines, SHTM faculty are 
offering the MM course HTM540x 
Innovat ion  and  Techno logy 
Management in Tourism and 
Hospital ity free of charge to 
teachers and students from UASR 
member universities. You can find 
out more about this important 
international endeavour elsewhere 
in the issue. H
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