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y in Batu Pahat, Johor supermarkets. The study will assess the levels of
Key Operational Factors, Customer these factors and their relationship with customer retention. A
Retention, Supermarket quantitative method using questionnaires will be employed for data

collection, with IBM SPSS Statistics 26 utilized for analysis. The research
expected to examine the positive correlations between key operational
factors, such as people, products, and systems, and customer retention.
Findings from this study will offer valuable insights for supermarkets to
enhance their operational strategies and contribute to the body of
knowledge on this subject, potentially inspiring further research in this
area. The findings indicate a positive relationship between supermarket
customer retention and key operational factors of people, products and
systems. In light of these findings, supermarkets in Batu Pahat should
focus on increasing product quality diversity, improving employee-
customer interaction and optimizing internal operating systems to
optimize their operations to improve customer retention. The results of
this study may help supermarkets identify their key operational factors
and may also help other researchers understand and encourage them to
continue research on this topic.

1. Introduction

In recent years, the Malaysian supermarket industry has experienced significant growth, and the retail market is
structured into three main groups traditional retail, modern retail such as hypermarkets or supermarkets, department
stores, and online retail with increasing competition between them (EVBN, 2018). Global Data (2022) reported the
Malaysia retail market was valued at RM 433.4 billion, anticipated to grow over 8% until 2026. Today's retailers are
changing at a rapid pace to become more consumer-centric and increase their operational efficiency (Deloitte, 2020).
Stevenson (2018) stated that operations stand as the core of business activities, including the creation of goods or
service provision. Therefore, key operational factors significantly drive organizational performance by ensuring
optimal operation process. The key operational factors may be vary depending on different industry and company’s
goals.

Besides, there are some challenges and issues that faced by the organization which including the labour
shortages, long lead times, inventory management issues, safety condition problems, poor communication and
poor-quality control (Staff, 2023). These problems and issues should be taking serious by industries and
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companies due to it will hinder the overall efficiency and effectiveness of the organization’s operations and
leading to potential financial losses and customer dissatisfaction. Other than that, the retail industry is facing
new challenges in 2022 due to inflation and the rising cost of living, it leading to supply chain problems for retail
brands (Gilliland, 2023). Therefore, Berman et al. (2018) highlight that the conformity of supermarket
operations to the "retail mix" may affect the frequency of customer purchases directly or indirectly affecting the
internal operational activities of their retention. For example, a consumer reports stated that 21% of customers
complain about too few checkout lanes and long wait times in supermarket and other complaints about low
product selection (9%) are impacting customer retention (Kelso, 2018).

In addition, the focus respondents on this study is the customers of supermarkets in Batu Pahat, Johor.
According to a report University of Tungku Abdul Rahman (2015), it stated that Batu Pahat was chosen because
it is the second most developed area in Johor, Malaysia. Therefore, this report also shows that district has a fast-
growing population and good infrastructure, which creates an opportunity for Batu Pahat to expand its retail
base. In summary, the focus on this study is to explore the relationship between the key operational factors and
customers retention towards supermarket in Batu Pahat, Johor.

2. Literature Review

2.1 Supermarkets

Retail means all activities and services related to the sale of goods to the final consumer. It connects all the
actions and processes required from the procurement of goods to their delivery, including additional services
(Caro, Kok and Martinez-de-Albéniz, 2020). The retail market structure is divided into three groups, namely
traditional retail, modern retail, and online retail (EVBN, 2018). According to Matthieu, Lew, An T. Nguyen &
Hai-Ly Nguyen (2022), the 7% to 10% annual revenue growth across the Association of Southeast Asian Nations
(ASEAN) continues to come mainly from modern retailing, especially in supermarkets. Supermarkets play an
important role both for the national economy and the needs of the people. One of their contributions to Malaysia
is the increase in employment rate. Supermarkets mainly cater to the needs of residents and small businesses by
giving regular replenishment of household products in stock.

2.2 Customer Retention

Customer retention is defined as a trend or attitude measure of existing customer repurchase (Srivastava, Naik,
and Narula, 2018). It refers to the ability of supermarkets to retain their existing customers. Besides, Schaeffer
and Sanchez (2020) stated that customer retention modifications and customization of operations can attract
and retain customers for retailers to repurchase or reduce customer churn in a given period. In the theoretical
perspective, Relationship Marketing Theory is one term that is suitable to be used in customer retention. It
emphasizes that building long-term relationships with customers and other stakeholders can create a
sustainable competitive advantage (Morgan & Hunt, 1994). Gronroos (2011) states that trust, customer
satisfaction, and relationship quality are the key factors for customer retention. The theory suggests that
personalized communication with customers can lead to a strong relationship between supermarkets and
customer perceptions. Besides, this allows customers to demonstrate loyalty and sustain their commitment to
the supermarket over time. Apart from this, another theoretical perspective related to customer retention is the
Service Quality Theory. It was developed by Parasuraman, Valarie Zeithaml and Leonard L Berry in 1985 and is
also known as SERVQUAL. SERVQUAL is a theoretical framework for measuring and managing service quality to
understand different aspects of service quality and to promote general customer satisfaction and loyalty
(Ahmed, Hadiza & Queensley, 2021). It is composed of five dimensions which is reliability, responsiveness,
assurance, empathy, and tangibility. The theory states that superior service quality leads to customer
satisfaction, trust and ultimately customer retention (Berry, Parasuraman & Zeithaml, 1988). This is because
when customers perceive that supermarkets provide excellent service, it will increase their satisfaction and
develops trust, which increases the likelihood of repurchase.

2.3 Key Operational Factors Towards Customer Retention

2.3.1 People

The terms of “People” refers to a collective group of individuals who share the common characteristics such as
culture, tradition, language, institutions, and beliefs (Merriam-Webster, 2023). In this research, it may determine
as the role of employees and customer interaction within supermarkets. Therefore, it also includes the aspects
like employee attitude and behaviours, customer service and the interpersonal dynamic between employees and
customers (Coursera, 2023; Kearney, Coughlan & Kennedy, 2021).
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There are several studies have explored the significance of customer service and employee behaviour in
effecting the customer satisfaction and loyalty within the retail industry. For example, P.J, Singh, Kokkranikal,
Bharadwaj, Rai and Antony (2021) conducted a study that focused on tourism and hospitality that highlighted
the increasing popularity and importance of service quality and customer satisfaction which related to the key
factors of people. Therefore, it mentioned that the friendly and knowledgeable employees will positively
influence customer perceptions of the service quality, and leading to increase the customer satisfaction. This
study also makes it clear with the understanding and improving customer experiences is crucial for employees.
Similarly, Bahadur, Aziz and Zulfigar (2018) emphasized the employee empathy on customer satisfaction and
loyalty during employee-customer interactions. They found that the customers are more likely to develop
loyalty toward organizations when employees show empathy towards them. This is due to the customers can
perceive employee empathy through meaningful conversations, personalized assistance and genuine warmth
shown by employees during the interactions. Therefore, this study reported that empathy expressed through
active listening, politeness and caring attitude can positively influence the customer’s satisfaction and purchase
intentions.

In the theoretical perspectives, the Social Exchange Theory is more suitable for the term of people in key
operational factors. This is because this theory provides a valuable theoretical framework for understanding the
implication of “People” as the key factors on the customer retention. Based on Social Exchange Theory,
customers develop an emotional bond with employees who provide a positive experience and quality service,
leading to increased customer loyalty (Blau, 1964). Not only that, it also suggests that reciprocal relationships
between individuals play a vital role in fostering customer retention within the supermarket. A positive
interaction with employees will create a sense of trust, satisfaction and also reciprocity to encouraging the
customers to remain loyal to the supermarket. Therefore, supermarkets may refer to this theory and focus on
training their employees to deliver exceptional service, fostering strong relationship with their customers and
enhancing the customer retention.

2.3.2 Product

In this study, the “Product” refers to the quality and variety of items offered by supermarkets. Haaff (2023)
defines a product as any item or service sold to serve a customer’s need or want, encompassing physical goods
like vehicles, furniture, and food, as well as intangible offerings like education, software and experience. Product
aspects includes quality (Stylidis, Wickman & Séderberg, 2019; Indeed Editorial Team, 2023), assortment (Kay,
2022), availability, innovation design (Product Plan, 2021) and the overall value proposition provided to
customers (Enfroy, 2022).

Besides, several studies shown that impact of product attributes on customer satisfaction and loyalty within
the supermarket industry. For example, Supriyanto, Wiyono & Burhanuddin (2021); Mofokeng (2021) and
Wang, Lu and Tan (2018) emphasize how attributes such as quality, variety, delivery, and service significantly
affect customer satisfaction. When products meet or exceed customer expectations, leading to contentment with
their purchase decisions, it enhance satisfaction. Conversely, Marin-Garcia, Gil-Saura and Ruiz-Molina (2021)
investigate the impact of innovation and sustainability on customer satisfaction in retail, revealed that
supermarkets that introducing innovative products aligned with customer preferences are more likely to retain
a loyal customer base.

The Expectation-Confirmation Theory (ECT) is closely related to product attributes, offering insights into
their impact on customer satisfaction and loyalty. Based on this theory, the expectation from customers about
the quality, variety and overall value of products is based on prior experiences, advertising or word-of-mouth
from others (Oliver, 1980). This is due to when the perceived performance of the products meets or exceeds
customers’ expectations, it confirms their initial expectations and leads to satisfaction and loyalty. Therefore,
supermarkets need to consistently deliver a high-quality product and ensure a diverse assortment to meet their
customer expectations. Moreover, the supermarkets can also employ strategies to proactively manage their
customer expectations such as introducing new and innovative products, regularly updating their offerings and
adapting to changing customer preferences and market trends.

2.3.3 System

The term “System” derives from the Greek word “Systema” and it typically represents a group of resources that
collaborate to produce desired outputs from given inputs. The components within a system are interconnected
and function together in order to achieve a common objective (Solanki, 2021). In this study, the system is
referring to the operational processes and infrastructure within supermarkets. It encompasses various of
aspects such as store layout and design (Damen, 2021; Eby, 2023), inventory management, supply chain
processes (De Koster, Johnson & Roy, 2017) and the overall convenience and effectiveness of the operational
system (Eby, 2023).
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Numerous studies have examined the impact of operational factors on customer satisfaction and retention
within the supermarkets. For instance, Wilson and Christella (2019) conducted an empirical study on the e-
commerce industry and found that factors related to convenience and efficiency significantly influenced
customer satisfaction. Specifically, reliability, time saved, delivery performance where found to positively impact
toward the customer satisfaction and retention. This study also suggests that company specializing in the e-
commerce industry should always enhance their product and services to their customer, in which customers will
be satisfied, thus increasing their likeness to repeat their purchasing experience on the company in the future.

The theory that suitable for the system factor is the Service-Profit Chain Model. This service-profit chain
model is a business model that researchers developed at Harvard in the 1990s. It offers a theoretical perspective
on understand the relationship between the operational system and customer retention. According to this
model, there is a link between internal operational factors and customer outcomes such as loyalty and retention
(Heskett, Jones, Loveman, Sasser & Schlesinger, 1994). In consequences, the Service-Profit Chain Model suggests
that a well-designed and efficiently managed system will enhances employee satisfaction and motivation, it also
leading to improved customer service delivery. As a result, satisfied customers are more likely to become loyal,
repeat customers, thus, it positively impacting the customer retention. Therefore, this theoretical perspective
emphasized the importance of an integrated and well-functioning operational system in achieving customer
satisfaction and fostering a long-term customer relationship.

Key Operational Factors

People

Product Customer Retention

System

Fig. 1 Research Framework of Relationship Between Key Operational Factors and Customer Retention

3. Research Methodology

In this study, the researcher used the quantitative method to collect data through questionnaire. The study will be
conducted by distributing the questionnaire to 382 customers of Batu Pahat supermarkets. Besides, the target
population of this study is concentrated between the age of 18 to 64 years old. Therefore, this means that the sample
size of the population in this study is 117,362 respondents (Mahidin, 2022). Not only that, this study uses convenience
sampling in non-probability sampling. A convenience sampling is the most widely used method in clinical research. It
selects samples based on their accessibility and proximity (Gravetter & Forzano, 2011). According to Krejcie and
Morgan (1970), there are 382 samples to be measured because the population size of this study is 117,362.

Furthermore, the questionnaire consisted of three parts A, B and C sections, Which the Part A is
demographic, Part B focuses on questions related to the independent variables which are people, products and
systems, and Part C is about the dependent variables related to customer retention. The demographics section
includes personal information such as respondents' gender, age, ethnicity, employment status, income level and
frequency of going shopping. The questions in the questionnaire were adopted and referenced from past studies
(Nguyen, 2020). Therefore, Part A will use two basic types of scales which is nominal scales and ordinal scales.
The nominal scale is used for the part of gender section because there are only two options for respondents to
choose from. Ordinal scales allow respondents to choose from more than two options. The five-point Likert scale
was used for part B and C. The range was from "strongly agree", "agree", "neutral”, "disagree", and "strongly
disagree". It can help researchers to measure the extent to which respondents agree or disagree with the
questions.

In addition, this study uses the statistical software IBM SPSS Statistics 26 to analyze the data collected by the
questionnaire. SPSS can evaluate research results and determine whether the study was able to meet the
research objectives. It can help researchers to conduct preliminary data analysis such as reliability analysis,
descriptive analysis, normality analysis and correlation analysis.

Table 1 Research Instrument Questionnaire

Part Category Number of items Past study
A (Demographics) 6
B (Key operational * People g Nguyen,
factors) e Product 5 2020
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e System

C (Dependent * Customer Nguyen,

variable) Retention 2020

4. Data Analysis and Findings

The researchers were distributed spreadsheet questionnaires to residents in Batu Pahat from October 15, 2023
to November 14, 2023. Based on Krejcie and Morgan's table (1970), this study selected 382 respondents as the
sample from a total of 117,362 individuals in Batu Pahat. As a result, the response rate of this study only has 302
respondents, which is 79.06%.

Table 2 Results of Reliability Analysis for Pilot Study

Variables Cronbach’s N-item in Interpretation
Alpha scale
Independent Variables (Key Operational Factors)
People 0.877 5 Good
Product 0.743 5 Acceptable
System 0.884 5 Good
Dependent Variables
Customer Retention 0.829 5 Good

Table 2 shows the reliability analysis results of the pilot study. This pilot test was based on the data
obtained from the responses of 30 respondents and the results were obtained using Cronbach’s Alpha value. The
reliability of Cronbach’s alpha for people, systems, and customer retention are 0.877, 0.884, and 0.829
respectively, indicating a good level of consistency. Meanwhile, the Cronbach’s Alpha value was 0.743, which is
an acceptable level of reliability. These reliability scores indicate that the survey instrument effectively captures
elements such as people, products, systems, and customer retention. Therefore, these findings confirm the
validity of the research instrument.

Table 3 Results of Reliability Analysis for Actual Study

Variables Cr(;rigﬁ:h’s N-item in scale  Interpretation
Independent Variables (Key Operational Factors)
People 0.725 5 Acceptable
Product 0.729 5 Acceptable
System 0.767 5 Acceptable
Dependent Variables
Customer Retention 0.737 5 Acceptable

Table 3 shows the reliability analysis results of the actual study based on the above. Based on the
questionnaire responses of 302 respondents, the researchers obtained the results by using Cronbach’s Alpha
value. The results showed that the Cronbach’s Alpha values of the three IVs and DV in this study all indicated
acceptable reliability levels. They are people (0.725), product (0.729), system (0.767) and customer retention
(0.737). Therefore, the reliability test results of this survey also indicate that the questionnaire has been used in
this study and can be adopted by other researchers.

Table 4 Demographic Data (n=206)

Characteristics Items Frequency (N)  Percentage (%)
Female 177 58.6
Gender Male 125 41.4
Total 302 100
18-20 years old 27 8.9
21-30 years old 120 39.7

e
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Age 31-40 years old 106 35.2

41-50 years old 39 12.9

51-64 years old 10 3.3

Total 302 100

Malay 139 46.0

Chinese 149 49.3

Race Indian 14 4.6

Total 302 100

Student 102 33.8

Employed, Part-Time 20 6.6

Employed, Full-Time 166 55.0

Employment Status Not Employed 5 1.7
Retired 9 3.0

Total 302 100

Less than 1,000 102 33.8

1,001-2,000 46 15.2

2,001-3,000 30 9.9

Income Level (RM) 3,001-4,000 54 18.0
4,001-5,000 28 9.3

5,001 or above 42 13.9

Total 302 100

1-2 times 32 10.6

2-3 times 44 14.6

Frequency of Going Shopping 34 t%mes 63 20.9
(per month) 4-5 times 57 18.9
More than 5 times 106 351

Total 302 100

Results of a survey conducted among 302 residents of Batu Pahat. As shown in Table 4, the majority of
respondents were female (58.6%), 21 to 30 years old (39.7%), Chinese (49.3%), Employed, Full-Time (55%),
Income level is less than RM1000 (33.8%) and Shopping frequency is more than five times per month (35.1%).

Table 5 The Descriptive Analysis

Mean Level of Tendency
Independent Variables
People 3.5709 Moderate
Products 4.1400 High
System 3.7667 Moderate
Dependent Variable
Customer Retention 3.7467 Moderate

Table 5 presents the descriptive analysis of people, products, system and customer retention. Firstly, the
results show the overall mean score for people is 3.5709, as it indicating a moderate level. Besides, the mean
score for products is 4.1400, which it indicating a high level. Furthermore, the mean score for system is 3.7667,
which indicating a moderate level. In the level of customer retention, the total average for mean score is 3.7467,
which it signifying a moderate level. As a result, the descriptive analysis shows the level of products has the
highest mean score compare to other variables such as people, system and customer retention.
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Table 6 Result of Normality Test

Kolmogorov-Smirnov Shapiro-Wilk
Dependent Variable
Statistic ~ df Sig. Statistic ~ df Sig
Customer Retention 105 302 .000 975 302 .000

Based on the Table 6, the normality test revealed that the data does not follow a normal distribution, with a
p-value of 0.000 in dependent variable, which is significantly lower than the standard of 0.01. As a result of this
deviation from normality, the study proceeds with Spearman’s correlation analysis to further investigate the
relationship between key operational factors and customer retention.

Table 7 Overall Result of Spearman’s Correlation Analysis

Variables Coefficient value (r) Interpretation
Correlation Coefficient 0.335™
People ) ) Weak

Sig. (2-tailed) 0.000
Correlation Coefficient 0.410™

Spearman'srho Products ) ) Moderate
Sig. (2-tailed) 0.000
Correlation Coefficient 0.435™

System ) ) Moderate
Sig. (2-tailed) 0.000

Based on the Table 7, it shows the overall result of Spearman’s correlation analysis. Firstly, the correlation
analysis shows that there is a statistically significant positive relationship between people and customer
retention with correlation coefficient of 0.335 and significant value of 0.000, as it shows a weak relationship
between people and customer retention. This implies that human element, which including aspects such as
employee behaviour, customer service and interpersonal interactions, where it plays a significant role in
influencing customer retention toward supermarkets in Batu Pahat, Johor. Although the correlation is not
particularly strong, but its significance still suggests that focusing on people-related factors may contribute to a
positive customer retention environment.

In addition, the correlation and analysis also show that there is a statistically significant positive
relationship between products and customer retention with correlation coefficient of 0.410 and significant value
0f 0.000, as it shows a moderate relationship between products and customer retention. This finding emphasises
the importance of the products offered by supermarkets in Batu Pahat, Johor as a significant determinant of
customer retention. This moderate correlation suggests that customers are likely to be influenced by the quality,
variety and availability of products when deciding whether to remain loyal to a particular supermarket.

Similarly, the correlation analysis also highlighted that there is a statistically significant positive relationship
between system and customer retention with correlation coefficient of 0.435 and significant value of 0.000, as it
also shows a moderate relationship between system and customer retention. This means that the efficiency and
effectiveness of the internal systems of the supermarket play an important role in customer retention.
Therefore, the moderate relationship indicates that well-organized and technologically proficient systems have a
positive effective on customer retention, as it reflecting the importance of simplified operations in the
supermarket industry.

Table 8 Summary of Hypotheses

Hypothesis Coefficient value (1) Result
Hi: There is a relationship between people and Correlation "
. . . 0.335
customer retention toward supermarkets in Batu Coefficient
. Supported
Pahat, Johor. Sig. 0.000
(2-tailed) '
H2: There is a relationship between products and Correlation "
. : . 0.410
customer retention toward supermarkets in Batu Coefficient
. Supported
Pahat, Johor. Sig. 0.000
(2-tailed) '
Hz: There is a relationship between system and Correlation 0.435"
customer retention toward supermarkets in Batu Coefficient ’
. Supported
Pahat, Johor. Sig. 0.000
(2-tailed) '

2
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Based on the Table 8, it shows the summary of hypotheses, where the study investigated the relationship
between key operational factors and customer retention toward supermarkets in Batu Pahat, Johor. Three
independent variables such as people, products and system were considered in the study. Therefore, the
analysis revealed significant findings which supporting the hypotheses. First and foremost, H: represented the
hypothesis that there is a relationship between people and customer retention. The results show that there is a
significant positive relationship with a correlation coefficient of 0.335 (p < 0.001). This result supports the
hypothesis as it indicates that the way employee or personnel interact with customers plays an important role in
influencing customer retention in supermarkets. Thus, Hi is supported. Besides, Hz represented the hypotheses
that there is a relationship between products and customer retention. The results show that there is a significant
positive relationship with a correlation coefficient of 0.410 (p < 0.001). This outcome lends support to the Hz, as
it indicating that the quality and appeal of products offered by supermarkets significantly impact the customer
retention. Thus, Hz is supported. Moreover, Hs focused on the relationship between the system and customer
retention. The results indicated a significant positive relationship with a correlation coefficient of 0.435 (p <
0.001). Therefore, the findings support Hs, which emphasizing the importance of an efficient and well-organized
operational system in supermarkets for enhancing customer retention. Thus, Hs is supported.

5. Conclusion

This study focuses on the relationship between key operational factors and customer retention toward
supermarkets in Batu Pahat, Johor. Furthermore, this study answered a total of three objectives. From the
perspective of people, product and system factors, the most significant key operational factors affecting
customer retention at Batu Pahat Supermarket in Johor are systems and products, followed by personnel. The
findings highlight the critical role of employee interactions with customers and indicate the need for increased
levels of empathy to enhance rapport and improve customer satisfaction. Additionally, study highlights the
importance of product variety and personalized experiences, which underscores the importance of adapting to
changing customer preferences. Although it is quite convenient to obtain product information online,
supermarkets are also called on to improve their digital platform systems to provide a more flexible shopping
experience. While customers' reliance on supermarket purchases is clear, there are still opportunities to
promote active engagement to enhance word-of-mouth promotion and feedback engagement. Moreover, the
study confirmed the existence of a positive relationship between people, products, systems, and customer
retention through correlation analysis. This shows that employee behavior and attitude, product variety and
quality, and efficient systems have a significant impact on customer retention. In a nutshell, this study provides
valuable insights into supermarkets in Batu Pahat, Johor and highlights the relationship between key
operational factors and customer retention. As the retail industry continues to evolve, the findings will form the
basis for strategic decisions and further exploration of the complex dynamics of the retail industry.
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