
 

 

  

The ability to create and sustain customer 
loyalty is critical to the long term success of 
any organization.  Yet few organizations 
know how to do this well.  This paper tells 
you how to create a roadmap to sustainable 
customer loyalty by applying “inside‐out” 

thinking.  This kind of thinking causes you to 
consider whether you are creating an 

organization in which employees can meet 
their needs for purpose, autonomy, 

belonging and respect.  
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A. Customer Loyalty and Support is Critical to the Long Term 
Success of the Public Power Organization 

Although many public power utilities do not face an immediate threat of retail competition, customer loyalty and 
support is still important to their long term financial health.  For example, customer loyalty is essential when 
utilities must consult the public about issuing bonds, adjusting rates, or negotiating rates with commercial 
customers.  For those organizations facing competition, a loyal customer base creates a stable source of 
revenue, a financial base on which to build strengths to withstand competitive attack.   

Customer loyalty and support is an intangible quality, an emotional attachment to, and identification with, the 
organization.  Even so, its value is well recognized under generally accepted accounting principles and reported 
as an asset of “goodwill,” often measured in millions of dollars.  Therefore, an organization’s ability to create and 
manage an emotional attachment plays a significant role in the organization’s long term success. 

Before we can manage customer loyalty and support, however, we must understand it.  That is, in order to 
influence the level of loyalty and support, decision makers must know what drives loyalty and how these drivers 
can be measured.  Once we understand what kinds of customer experiences create loyalty and support we 
must be sure the organization is capable of consistently delivering these experiences.   

This requires the effective alignment of the organization’s leadership, culture, employee behaviors, and external 
responsiveness. The level of customer loyalty and support is dependent on this alignment.  For example, 
research has shown that a decline in employee commitment and effort is followed first by a drop in the quality of 
the products and services, and subsequently, over time, by a decline in customer loyalty and support (Figure 1).  

Figure 1: Relationship between employee commitment and effort, quality of services and products and customer loyalty and 
support 
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Organizations that have been effective in creating and maintaining a loyal and supportive customer base have 
accomplished a series of important steps on their road to success.  Those that have failed have stumbled at one 
or more steps.  One of the attributes common to organizations that have achieved sustainable success is that 
they have excelled at adopting the system perspective, looking at customer loyalty and support and 
organizational capability as parts of the whole, instead of dealing with them in isolation. 

The Importance of Looking at Customer and Employee Experiences Together 
As decision makers seek answers about how to expand or better service their customer base, they normally 
conduct market research and put the results in a compartment labeled “marketing.”  Likewise, when decision 
makers seek answers about how to improve employee loyalty and productivity, they put this in another 
compartment called “organizational development.”  In short, these external and internal aspects of creating 
loyal, supportive customers are usually treated as being unrelated, when, in fact, they are complementary parts 
of a single system.  If the goal is to secure and retain loyal, supportive customers, a failure to examine one 
aspect without also addressing others leads to mediocre business performance or even business failure.  What 
we learn about creating loyal, supportive customers must inform all aspects of the organization.   

As part of our research with public power and numerous other organizations, we have identified both a way to 
measure and manage the specific factors that enhance customer loyalty and support (an in depth description of 
this work is found in Cultivating Customer Loyalty, Public Power Magazine, November-December, 2005, pp. 
22-26), and a way to measure and manage employee loyalty and effort (an in depth description of this work is 
found in Winning Leadership Practices, Training Magazine, May, 2005, Training.com). Below, we will discuss 
each of these related paths as if they were independent and, at the end of the article, bring them together again.   

B. The Road to Customer Loyalty and Support 
Loyalty and support is the outcome of customers’ prior experiences with the organization, therefore current 
levels of customer loyalty and support are the results of events that have already passed.  Unfortunately, you 
cannot manage the past; however, future loyalty and support can be managed by identifying, measuring and 
tracking, and changing the factors that influence the level of loyalty and support.  The road to loyal, supportive 
customers begins by answering some key questions as shown in Figure 2 on the following page.  

Figure 2 shows that organizations must engage in four key areas of inquiry.  These areas are framed as 
questions, the answers to which must be used to determine where you currently are and what you must do to 
improve.  Sometimes the answers to these questions might indicate you need to change what you are saying to 
customers; alternatively, the answers might suggest that you need to change what you are doing.  The key 
questions to be asked are discussed below. 

o To what extent do we understand our customers’ needs and what they expect of us? There was a time 
when supplying reliable electric power was enough to produce loyal and supportive customers. This time 
has passed.  Now your customers have many different needs, expectations and motivations.  These 
expectations can be divided into three categories.  At one level is price and reliability.  Competitive prices 
and service reliability are both essential to creating loyal and supportive customers but they are not 
enough in themselves.   Options or features you offer that fulfill specific customer needs can also 
contribute to a sense of support and loyalty.  Finally, there are aspects of your business that may be less 
directly connected to the specific services you sell but that create an emotional attachment to your 
organization. 
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It is easy to say you care about 

and trust your customers but 

the real issue is demonstrating 

this is true.   

Tree trimming can be a point of 

contention with customers; 

however, the most efficient 

process for the utility is not the 

most customer friendly.  Many 

people have an emotional 

attachment to their trees and 

the loss of these trees can also 

affect the value of their homes.  

For example, a utility had a 

standard of removing trees if 

they had to cut more than 30% 

of the tree.  This was done 

without consulting customers.  

The result was that some 

customers came home to 

discover 100 year old oaks had 

been cut down.  The process 

may have been efficient but it 

was not customer oriented. 

Figure 2: Key Issues in Creating and Managing Customer Loyalty and Support 

o To what extent do our customers see us as an important part of the 
community?  From our research, we know that one component of this is the 
degree to which you are perceived to be an involved and committed 
community partner.  A second is that, as part of the community, are you 
perceived to use your influence and power to act as a steward of the 
community’s quality of life?     

o To what extent do customers perceive that we respect and care for them?  
Again, this is a multifaceted question.  Customers cannot become attached to 
an organization that does not demonstrate that it cares for and respects them.  
Care and respect are demonstrated by the total range of your interactions with 
customers and must, therefore, be an integral part of your organization’s value 
system. 

o To what extent are we perceived to deliver value relative to the cost of our 
products and services?  Perceived value is the extent to which a consumer 
believes the rate they are paying is fair.  We have found that the relationship 
between perceived value and price is not as direct or as simple as one might 
expect.  For example, in one study involving 22 utilities, we found that those 
with the lowest cost per kilowatt hour were often not seen as offering the best 
value.  The level of communication with customers about how rates are 
determined and why, played a significant role in customer perceptions. 
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Understanding how your organization is perceived on each of these lead indicators is critical to the success of 
your organization and, as often happens when you ask such questions, you sometimes find there are gaps 
between the way things are and the way they should be.  This might require that you change what you are 
doing, how you are performing these tasks, or both. This leads to a consideration of your organization’s capacity 
to deliver.  

C. Understanding and Developing Your Organization’s Capacity 
to Deliver 

Since customers’ loyalty and support is the outcome of their experiences with the organization, the other half of 
the roadway to sustainable success is creating an organization that consistently exhibits the behaviors 
necessary to build emotional attachments with customers.  Again, our research has enabled us to discover the 
organizational lead indicators which, when present at high levels, enable you to create and manage a “culture of 
quality and connectedness.”    

Fundamental to the success with which you are able to do this is the degree to which your organization’s vision, 
mission, values, goals, and processes promote employees’ “sense of efficacy.”  Like most of you, we dislike 
jargon; however, efficacy is a single word that encompasses multiple meanings.  Effectiveness, efficiency, 
usefulness, power, competence, mastery, and value are synonyms of efficacy and our definition of the term 
includes all of them.   

Central to the meaning of the term efficacy is the individual employee’s belief that they have control over the 
tasks that enable each of them to meet his or her needs.  A key, then, is appreciating what people really need.  
Apart from their physical needs, people need the following: 

Meaning – they need to understand that their actions have a purpose. 

Power – they need to be able to achieve important goals by mastering the skills that enable them to 
fulfill their purposes. 

Respect – they need to feel valued as a person by the organizations of which they are a part. 

Relationship – they need to feel a sense of connectedness to the important institutions with which they 
interact, including their work related institutions. 

Our research has shown convincingly that an increase in the success with which people is able to meet their 
needs in the organizations for which they work results in the following chain of events: 

1. Increased feelings of efficacy. 

2. Increased loyalty and motivated effort. 

3. Increased care with which they strive to meet customer needs. 

4. A more positive customer response to the organization. 

The important principle to note is that a sense of efficacy is an outcome of the employees’ interactions with the 
organization and that there is a causal relationship between employees’ feelings of efficacy, their level of loyalty 
and effort and performance, customers’ emotional response to the organization and customer loyalty and 
support.  This is illustrated in Figure 3, on the following page.  The arrows show there is a feedback loop 
between customer loyalty and support and employee commitment and effort, etc., indicating the inextricable 
interdependence of the marketplace and the organization. 
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Figure 3: Relationship between Employee Efficacy and Effort and Customer Loyalty and Support 

 
The Power of Employee’s Expectations on Performance 
Feelings of efficacy may seem a bit abstract; however, the impact on employees of having or not having efficacy 
is not in the least abstract and we want to briefly discuss this topic.  Let’s start with the fundamental law of 
modern psychology: all behavior is motivated and aimed at meeting the individual’s needs.  This means that 
everything an employee does is aimed at meeting their needs for meaning, power, respect, and relationship. 
The issue is not one of motivation but one of focus, so, how do we explain the fact that research consistently 
shows that about 15% of employees are ineffective, 65% are just getting by, and only 20% are going the extra 
mile for the organization (see the Corporate Leadership Council, 2004).  

The answer lies in understanding how needs work in the context of the organization’s culture and the degree to 
which the culture enables individuals to meet their needs.  For example, if I try to meet my needs at work and 
succeed, I develop feelings of efficacy.  I feel powerful and able to succeed at my job and contribute to the 
success of the team and the organization. I develop positive expectations or beliefs that, if I work hard, I will 
succeed and I, therefore, work harder and smarter and exhibit enthusiasm. On the other hand, if I try to meet my 
needs at work but am unable to do so, I develop subtle feelings of helplessness.  My enthusiasm wanes and my 
unresponsiveness (apathy) waxes.  In addition, I may start to pursue my own agenda as opposed to the 
collaborative agenda represented by the organization and myself in partnership.  Over time, my effort diminishes 
as does the quality of my work.   

These two cycles are illustrated in Figure 4, on the following page. The Cycle of Success is shown on the right-
hand side of this figure and illustrates the self-fulfilling nature of positive expectations. The Cycle of Failure is 
shown on the left-hand side and illustrates the self-fulfilling nature of negative expectations.  In between these 
two extremes is the “land of apathy.”  Apathetic employees are somewhat dissatisfied but don’t believe anything 
will change. They give the organization just enough to get by but not more.  More importantly, they develop 
expectations based on their belief that nothing will change, and thus become the apathetic many.  The essential 
point illustrated in Figure 4 is that, as employees interact with the organization to meet their needs, they develop 
expectations about the likelihood of their success.  Once developed, these expectations become self-fulfilling 
and self-perpetuating.  This is why it is so important to understand the lead indicators of employee efficacy, in 
order to move your employees from the cycle of failure or apathy to the cycle of success. 
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Figure 4: The Power of Expectations on Employees’ Effort and Performance  

 

Measuring the Degree to which Your Organization Promotes Efficacy in Your 
Employees 

Understanding what factors “drive” and sustain feelings of efficacy is important and has been our aim over the 
past 10 years. The factors that “drive” efficacy are depicted in Figure 5.  Similar to understanding your 
customers, and how you are perceived by them, your organization’s inquiry process must focus on four key 
areas.   

o To what extent does your organization provide a vision, mission, values, 
and processes that enable employees to meet their needs for meaning?  
To what extent do employees perceive that the organization has a clear 
vision, mission, values and strategies in which customers and employees 
are truly valued and respected and in which providing a fair value to them 
is a top priority?  We have found that when employees identify with the 
organization’s vision and perceive the organization acts consistently with 
its stated values, they work harder and more competently to achieve the 
organization’s purpose and find meaning in meeting and exceeding 
customers’ expectations.   

o To what extent does your organization have the expertise, structures, and 
processes to enable employees to consistently behave in ways that 
promote customer loyalty and support?  For example, we have found that 
when leaders reinforce a customer focus and encourage and reinforce the 
learning that is required to effectively serve customers, employees tend to 
behave in a manner consistent with a customer focus.  

o To what extent are employees provided the tools and resources they need 
to be successful and meet their needs for mastery and power? The 
manner in which roles and expectations are communicated and the 
consistency with which direct supervisors act in a manner congruent with 
these expectations have a direct and large impact on employees’ 
productivity.  Interactions in which employees are unable to meet 
customer needs are frustrating and often contribute to employees’ feelings 
of helplessness. 

o To what extent does the culture consistently recognize and reinforce 
employee contributions? To what extent does it show that employees are 
valued?  We have found that, when employees feel valued by the 
organization and believe they are treated fairly, they give more effort and 
work smarter than when these conditions are not present to a high 
degree. 

A major airline was consistently 

rated low on customer satisfaction, 

particularly on how employees dealt 

with customers.  Their reaction was 

to (metaphorically) grab employees 

by the lapels, shake them and tell 

them to be nice to customers.  Not 

surprisingly, customer satisfaction 

did not improve. 

Before the breakup of AT&T an 

organizational researcher was 

interviewing one of their employees 

and asked, “what do you like best 

about working here?”  She 

responded, “the money, they really 

pay well here.”  He then asked what 

she liked least.  After thinking a 

moment she responded, “The 

money, if they didn’t pay so well I 

would quit this crappy place.” What 

kinds of interactions do you think 

this employee has with customers? 
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Figure 5:  Key Issues in Creating and Managing A Culture of Service and Connectedness 

 
Our studies of public power entities have shown a vast difference in customer loyalty and support between 
those utilities that measured relatively low in these four key areas and those that measured relatively high.  This 
highlights the fact that, as you look at less than loyal customers, what you are seeing is that your organization is 
not fully capable of promoting loyalty and support.  When this is the case, you must focus on how you can use 
this information to guide change in your organization so that it can be responsive to the needs, values, and 
expectations of your customers.  This may require a change in your vision, mission and values, your strategy, 
your leaders’ behaviors, in the way jobs are designed and performance recognized and so on.  The most 
important point is that there must be a way to gather and use valid information to inform your decisions about 
what you are doing and/or how you are doing it. 

D. Putting It All Together: Managing Customer and Employee 
Loyalty and Support 

The Process 
Up to now our message has been that to secure and retain loyal and supportive customers, decision makers 
must do two things: 

1. Create and manage relationships with customers at the emotional level. 
2. Develop an organization that has the capability of doing this in a consistent manner over time.  
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To succeed at these two tasks, decision makers must understand their essential interdependence. For example, 
we have observed numerous public power organizations which make a valiant effort to secure and retain loyal 
and supportive customers but who fail to do this because their organizational behavior does not engender such 
a response from customers.  At every point in time, it is necessary to ask, answer, and resolve any gaps in each 
of the critical questions we have posed.   

At every point in time, your understanding of which customer experiences of your organization nurture loyalty 
and support must inform your evaluation of your organization’s vision, mission, values, structures, processes, 
and behaviors.  A gap in the way your customers evaluate you signifies the need to understand which aspects 
of the organization reinforce this evaluation.   

In other words, at every point in time you must have a way of knowing where you are relative to the boxes 
illustrated in the Roadmap to Success shown below.  As importantly, you must have a way of taking in this 
information and using it to effect changes in what you are doing or how you are doing it.  In the figure, the left 
and right hand lanes represent the questions you must address and, if you consistently do so over time, you will 
find your organization on the road of sustainable success.  There are many possible wrong turns along each 
lane.  We have observed decision makers who simply did not understand the environment in which they were 
struggling to secure and manage loyal and supportive customers. Likewise, we have observed decision makers 
who understood the market place but had not shaped an internal vision and values that focused their 
organizations on what was important – securing and managing customer loyalty and support.  Conversely, we 
have observed decision makers who have effectively and consistently focused on understanding and improving 
each of the eight boxes on the highway and, in the process, created organizations capable of truly sustainable 
success. 

Figure 6: The Roadmap to Sustainable Success  
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The Outcome – Sustainable Success 
Figure 7 represents a summary of our discussions.  This figure has taken the two lanes to the success 
“highway” and merged them together to show the relationship between understanding of your customers and 
the decisions and actions taken to meet and exceed customers’ needs and expectations.  The arrows represent 
cause and effect relationships.   

Creating customer loyalty and support starts with the vision, mission, and values of the organization 
(represented by the box labeled Executive Decisions).  When these decisions inform and shape leadership 
practices and organizational policies, then leaders exhibit a customer focus, promote learning and innovation, 
and demonstrate that employees are valued and cared for by the organization (represented by the box labeled 
Leadership Practices).  These practices enable employees to meet their needs. This results in the 
development of feelings of efficacy (represented by the box labeled Employee Outcomes).  When employees 
have developed feelings of efficacy, they work with focus and effort to meet and exceed customer needs and 
expectations; they act in ways that lead customers to perceive the organization cares for them and provides 
them value (represented by the box labeled Customer Outcomes).  As customers develop feelings of 
connected-ness and attachment to the organization, they become committed and loyal to the organization 
(represented by the box labeled Organizational Results).  This loyalty then serves to reinforce the leadership 
practices that drive organizational success.  The term “culture” in the center of the figure signifies that customer 
loyalty and support is the outcome of the underlying beliefs and values, which serve to guide the organization’s 
decisions and actions. 

Figure 7: The Sustainable Culture 
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