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Abstract 

This paper aims to analyse perceptions of online service failure-recovery and customer retention in relation to 

the creation of satisfactory experiences for both customer and providers in the banking sector. In specific, the 

negative impacts of service failures and the positive effect of recovery strategies are assessed. Online service 

failures can have adverse impacts on profitability, and on- and offline service failures are inevitable in the service 

industry. A number of observations are made with implications for customer and provider experience in the 

banking sector. The purpose of this paper is to divulge predominant academic insight into a consistent provider-

customer interaction and unlocks new perceptions for future academic study by examining the phenomenon from 

the perspectives of both providers and customers. 
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INTRODUCTION 

Service failures can be defined as faulty results which reflect a breakdown in consistency 

(Berry & Parasuraman, 1992). Similarly, service failures have been defined as “service 

performances that fall below customer expectation” (Hoffman & Bateson, 2010, p.327). 

Others have described service failure as any service associated calamity or trouble that occurs 



during the experience of a consumer in their dealings with a company (Maxham, 2001). Some 

researchers have argued that it can be expensive for service providers to delay tackling service 

failures. Such failures can also lead to consumer refusal (Liu et al., 2000; Maxham, 2001; 

Kotler & Keller, 2011). The idea of online service failures is based on ECT (Expectation 

Confirmation Theory) and can be defined on the basis of the conventional “gap” framework of 

service quality (Oliver, 1980; Parasuraman et al., 2005). Online service failure is defined as 

“the gap that occurs when customers’ perceived quality of service delivery does not match 

their service expectations” (Tate et al., 2014. p.  2). E-tail consumers experience various online 

service failures as compared with their conventional retail counterparts (Kelley et al., 2005). 

Consequently, novel failure recovery strategies are essential in order to deal with online service 

failures.    

    

The literature on service failure and recovery strategies focusses on understanding the 

perspectives of customers surpassing explanations from the provider’s viewpoint (Parasuraman 

et al., 2005; Zhu et al., 2013).  The provider’s outlook is often anticipated and can be 

approached from the perspective of two different types of performers which are enacted in 

order to enrich the experiences of customers (Grewal et al., 2008; Huang et al., 2013). 

Consumers have been conceptualised as entirely same experiences through the service failures 

and recovery strategies with limited exceptions that affects the subjective fact in the occurrence 

(Maxham & Netemeyer, 2002). Earlier studies have suggested  that failure severity and critical 

failure have asubstantial impact on consumer satisfaction. These can lead to adverse word-of-

mouth communications and reduced levels of consumer loyalty. Previous studies  (Jones et al., 

2004; Azemi & Ozuem, 2016) have investigated the effect of service failure severity on trust, 

loyalty, consumer satisfaction and negative word-of-mouth. Research has found that service 

failure severity has a substantial effect on consumer trust, loyalty and adverse word-of-mouth. 

Likewise, Kim and Ulgado (2012) investigated the perspectives of consumers in relation to  

service failure severity, repurchase behaviour and recovery satisfaction in  hospitality services. 

They concluded that service failure severity has a substantial adverse effect on consumer 

repurchasing behaviour.  

 

 

 

CONTEXTUALISATION: ONLINE SERVICE FAILURES 



A complete outline of the literature ascribes the experience of service failure-recovery to a five-

stage procedure that is service failure occurs, recovery expectations, provision of recovery 

strategies, evaluation of recovery and post-recovery behaviour. Conversely, understanding of 

the consumer is prominently related with particular process stages affecting descriptions 

inherited to the missing stage (Mohr et al., 2006). Accordingly, experience of consumers 

accounts for particular backgrounds exceeding the possibility of further descriptive aspects 

(Rio-Lanza et al., 2009; Mattila & Choi, 2008). It is revealed from above-stated that the 

literature has been established in a context-free method from a positivist ontological view and 

responses of consumer are highly concentrated and organised. It indicates that the service 

failures and recovery strategies phenomena are related with a iterative experience. Moreover, 

the experience of the customer is anticipated during the service failure-recovery. Consequently, 

Miller et al. (2000) illustrated that the literature on the service failures and recovery strategies 

are recognised with the attempts of academics to assign the customers’ perceptions in service 

failures and recovery to the objective fact. 

 

Nevertheless, the literature sets out some contrasting and contradictory outcomes. It advises 

that consumers are heterogeneous and need to be managed subjectively (Diaz-Martin et al., 

2008; Wang et al., 2011; Azemi & Ozuem, 2016). The existing literature on service failure and 

recovery strategies sets out a number of advantages associated with service recovery. Rust & 

Oliver (2000) argue that suggestive outcomes affirm that acceptable recoveries might be 

harmful to the service provider. This provides an indication of how distinctive consumers are 

from a realist persepctive. The author suggests a contextual method for understranding service 

failure and recovery strategies which places the consumer at the heart of analysis. The literature 

on service recovery also follows a particular espistemological orientation (McCarthy et al., 

2011). Electronic media literature appears to have established the underpinnings to research 

into service failure and recovery strategies, while the evolution of the internet has exposed 

offline service failures and recovery strategies from the persepctive of traditional offline 

practices (Salle et al., 2015; Ozuem et al., 2016). It has been suggested that Computer-Mediated 

Marketing Environments (CMMEs) have empowered society, and have allowed consumers to 

develop insights highly individualised orientations to the world of consumerism (Ellis-

Chadwick & Chaffey, 2012). This underscores the subjectivity of the insights of consumers 

and relates service failure and recovery strategies to experiences of impulsive results. 

Moreover, the practice of providers observing consumers has also been highlighted and authors 



have related service failure-recovery occurrences to the combined experience created between 

the customer and the provider.  

 

Ozuem & Lancaster (2013) attributed the service failure-recovery experience to interactions 

between consumers and others as part of the process of social constructivitism. The present 

study suggests that service failure, recovery expectancy and appraisal, as well as after-recovery 

actions are formed through interactions between consumers and providers. This suggewsts that 

individuals constantly accept the latest information that matches and substitutes the inherited 

characteristics. This contrasts with work undertaken by Ringberg et al. (2007) since the present 

research does not separate out the inherited characteristics of customers before service failure 

occurs. This study views service failure and recovery strategies as combined initiatives that are 

carried out in concert between providers and consumers. It evaluates service failure-recovery 

from the perspectives of both customers and providers in order to develop an understanding of 

the topic. The study presents a contextual and inclusive conceptualisation of consumers during 

service failure-recovery procedures. The reseacher is not isolated from the research context 

because a social constructivist approach is used. Strauss (1988) states that sucj an approach 

links data enrichment to the empirical data of the researcher. Maxwell (2012) illustrated that 

empirical data can include the personal and professional experiences of the researcher as part 

of the studied phenomenon. The personal, professional experiences and background of the 

researcher have therefore directed the current study which is produced in the conext of online 

service failures and recovery strategies in the banking sector of Nepal. Nepal is a developing 

nation and Ringberg et al.’s study is limited to only the developed nations. Therefore, 

investigating online service failures and recovery strategies in the Nepalese banking industry 

represents a timely addition to the existing literature.  

 

Academics have identified descriptions of service failure- recovery occurrences based on 

feedback from customers (Wirtz & Mattila, 2004; Vazquez-Casielles et al., 2008). Similar 

approaches and comprehensions of the scholars’ tendency during the service failure and 

recovery strategies procedures overlook the literature (Cheng et al., 2012; Huang et al., 2014). 

This type of positivist orientation creates limited explanations as to the specific antecedents 

and process phases associated with service recovery (Chou & Lai, 2015). Furthermore, it is 

related the occurrences to an iterative experience as well as behaviour and reactions of 

consumers to an expectable one. The positivistic approach to understanding consumers appears 

to have obstructed the clarifications inherent to the key theory. Regardless, academics have 



attempted to understand service failure and recovery strategy occurrences from various 

theoretical approaches such as justice and appraisal theory (Azemi & Ozuem, 2016; Mohr et 

al., 2006; Zhang et al., 2013). The above-stated developed contradictory outcomes in the 

studies relating the occurrence with complicated issues (Choi & Choi, 2014). It indicates, focus 

to customer’s perspective, the descriptions on how in reality consumers acquire service failures 

insight and recovery expectation and assessment to construct after-recovery behaviour 

decisions are confined. Therefore, the present research paper approaches consumers as 

heterogeneous and it relates the conceptualisation of the customer’s perspectives on service 

failure-recovery to state of their mind. 

 

SERVICE RECOVERY IN BANKING SECTOR 

It is essential to rectify the problems of service failures in the banking sector on account of the 

costs associated with gaining new clients. Such costs are five times higher than the costs 

associated with the retention of current clients (Maxham, 2001; Gitomer, 2013). Such high 

costs are associated with the expensive nature of marketing activities required to attain new 

clients. Furthermore, service providers could harm the long-term success of their business if 

they are unable to recover service failure properly (Magnini & Ford, 2004). Accordingly, 

Tschohl (2013) stated that an effective recovery strategy can reduce negative feelings and 

increase positive sentiments amongst customers.  

 

According to Jan & Younas (2012), service recovery is essential in the banking industry. They 

argue that “customers may avoid complaining about minor service failures, however, in the 

financial institutions like banks there are no minor service failures as it is the dealing of 

money” (Press et al., 1997, p. 74). Moreover, a study of the Australian banking sector found 

that customers do not tolerate minor service failures, for instance charging additional fees on 

their accounts. The findings of the study advised that banks must make an effort to deliver their 

services appropriately on the first occasion to avoid unsatisfactory service experiences 

(Valenzuela et al., 2013). 

 

Consumers are likely to switch banking service providers if the service recovery they 

experience does not fulfil their expectations (Zeithaml et al., 2012). However, it has been 

argued that customers are likely to publicize more intense negative sentiments if they no not 

perceive of a sufficient level of  service recovery  following service failure (Neira et al., 2010; 



Ayertey & Ozuem, 2017). Therefore, service recovery can be approched as a second 

opportunity for the service provider to address failings as soon as they occur (Bowen & 

Johnston, 1999). The eficient management of failure has an effect on the satisfaction of 

customers and their intentions to switch service providers (Ahmed & Amir, 2011). Service 

failure recovery is considered a key factor behind the customer’s decision to switch service 

provider (Azemi & Ozuem, 2016). 

 

MANAGERIAL IMPLICATIONS 

Studies of online service failure and recovery strategies first emerged earlier this century and 

so the topic has not been fully and adequately conceptualized (Boroumand et al., 2008; Fan et 

al., 2010). Researchers have attempted to transfer some of the conventional wisdom associated 

with offline failure recovery literature to online settings with mixed success (2014). 

Descriptions of service failures and recovery strategies emerge to be apparent as they affect the 

risks and opportunities accredited to the multifaceted type of digital setting (Piercy & Archer-

Brown, 2014). The existing literature on service failures and recovery strategies shows that 

failing to understand the consumer is main reason for the ambiguity and complications that 

have been identified by academics and specialists (Netemeyer & Maxham, 2002; Lo & Wu, 

2012; Zhu et al, 2013). This would suggest that comprehending service failures and recovery 

experiences from an online perspective is essential to create positive recovery platforms. The 

above discussion emphasizes the need to comprehend and relate service failures and recovery 

to hypothetical situations leading the present researcher to explore the phenomenon 

comprehensively.   

 

The present study delivers substantial indicators for managers in the service sector. 

Apologizing, compensation, confirming a speedy response to the consumers and following-up 

have been acknowledged as effective recovery strategies in order to increase consumer 

satisfaction (Smith et al., 1999; Gelbrich & Roschk, 2011). The findings advise that the 

businesses should have possible recovery strategies that they may implement in order to resolve 

service failures. Service failure is usual and consumers may experience disappointments in the 

service industry after failure occurs. Therefore, it is essential that managers should train 

employees to respond to disappointed consumers with a recovery compensation in a way that 

expresses sincere regret for the service failure (Lastner et al, 2016).  

 



Other managerial implication, developing from the current study have in reaction to service 

failures is the usage of apologies, which are not just anticipated by affected consumers, but are 

also advantageous in reinstating organizational reputation particularly in the context of service 

failure. Such a gratitude may enhance and enable the process of managerial decision-making 

comprising communication selections expected at strengthening relationships with consumers 

(Salvador et al., 2012). Moreover, the impact of recovery strategies on the revenue of the firm 

can be important and maintaining decent relationships with existing customers is a crucial 

strategy (Ozuem et al., 2017).  
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