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Abstract:

Perceived price fairness is an important predictor of relationship quality, trust, satisfaction and loyalty of
customers visiting restaurants. Although several studies on customer satisfaction and loyalty have been
done, little is still known about customer satisfaction and loyalty regarding perceived price fairness in
Kenyan rated restaurants. The main objective of the study was therefore to examine the relationship
between perceived price fairness on customers’ satisfaction and loyalty at rated restaurants in Nairobi and
Coastal region. A cross sectional survey study was used in recording the information that is present in the
population. Simple random sampling method was used in selecting 345 customers used in the study. The
target population included all customers visiting the selected restaurants. Structured guestionnaires were
used in acquiring relevant information from customers. Descriptive statistics and inferential statistics
(linear regression analysis) were used in analyzing the objective. The results indicated significant
relationship between perceived price with satisfaction and return intention (p< 0.05), leading to the
rejection of the hypotheses. Majority of the customers were found to be satisfied with all dimensions of
perceived price which implied that satisfaction of perceived price fairness led to return intention of
customers in the rated restaurants. The study suggested that the restaurant managers should improve on
both perceived value and price. They should also ensure that the set prices are not more than the prices of
their competitors of the same standard. Investment on staff training was also suggested.
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[4]. The purpose of this study is therefore to assess
1. Introduction how perceived price fairness influence customer
The growth of the restaurant industry in Kenya over  satisfaction and loyalty of customers visiting
the past years can be attributed mainly to a change  Kenyan star —rated restaurant.
in the lifestyle of its people. Consumers who most . "
of the time working in the urban areas, have Main Objective
increasingly scarcity of time in cooking at homes. 10 examine the relationship between perceived
Most of the restaurants are located in the city price fairness with customers’ satisfaction and
centers (near work place) thus making it impossible  loyalty based on price perception at star-rated
for people to commute to their homes and back to ~ restaurants in Nairobi and Coastal region of Kenya.

the office during lunch time. This has triggered a

tendency to consume food away from home. Research Hypotheses

Regardless of popularity of eating out [1] and HO: There would be no relationship between
continued growth of the restaurant industry, the customers’ perceived price fairness and
failure rate for restaurant is higher than the average satisfaction at star rated restaurants in
rate of small businesses. [2] Identified restaurateurs’ Nairobi and coastal region.
inability to satisfy their customers’ expectations and H02 There would be no relationship between
needs as one of the main reasons for restaurant customers’ perceived price fairness and
failure. Previous research has shown that perceived loyalty at star rated restaurants in Nairobi and
price fairness correlates with customer satisfaction coastal region.

[3] which is closely linked with customer loyalty
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2. Literature Review

Perceived Price Fairness

Price is the amount of money exchanged for a
product or service or the sum of values that
customers exchange for the benefit of acquiring the
product or service [5]. The perceived price is an
important characteristic that influences purchase
decision as well as reasons for patronizing a
restaurant [6]. Perceived price fairness can be
defined as consumers’ assessment of whether a
seller’ price can reasonably be justified [7]. [8]
argued that there are three basic references of prices
for consumers in assessing the price fairness. These
are; 1) The price in the past, 2) the price applied to
competitors and 3) the price charged by the
company (restaurant). Perceived price fairness has a
positive influence on the customer’s intent to
purchase [9], a positive influence on customer
satisfaction [4], a positive influence on customer
loyalty [10] and a positive influence on the buyer’s
attitude towards the seller [11]. Perceived price
unfairness may lead to negative consequences for
the restaurateur including customers switching to
competing restaurant and spreading negative
information. In regard to perceived price and value,
[12] posited that food service operator needs to
emphasize on good value for the price, appropriate
portion size of food and beverage for the price, and
overall value of the dining experience to their
customers. Appropriate portion size of food,
appropriate amount of beverage, good value for the
price, price compared to prices of competitors and
overall value of the meal experience was therefore
used in measuring price perception in this study

Customer Satisfaction and Perceived Price
Fairness

Customer satisfaction can be defined as a
customer’s perception of the performance of a
product or service, in relation to his or her
expectations [13]. Perceived price fairness is
considered as an important factor for customer
satisfaction and revisit intention [14], because
customers evaluate the value of service on the basis
of price they pay. [15] also reported that price
fairness is an important predictor of relationship
quality, trust and satisfaction and if customers
believe that prices of a restaurant are reasonably
high and there are no justifications for such prices,
the chances of them visiting lessen. Support came
from [4] who asserted that perception of price

unfairness lead to dissatisfaction and that purchase
intention is influenced by satisfaction.

Customer Loyalty and Perceived Price Fairness

Customer loyalty is associated with the repetitive
purchase behaviors or recommendation to others.
According to [16] customer loyalty is when the
customer has a desire to buy a product or service
from a firm (restaurant) re-purchase, recommend to
others and refuse services of a competitor. [7] argue
that customer loyalty will serve as a buffer to
decrease the negative effect of a comparatively
disadvantaged price on price unfairness perception.
The relationship between the customer and the
restaurant may sustain a certain level of challenge
that comes from a relatively small price discrepancy
to customers’ disadvantage (for example paying a
slightly higher price than other customers) [17].
[18] found out that when the price increase was
minor, loyal customers view the price increase as
more fair than non- loyal customers, on the other
hand when loyal customers discover they paid a
higher price for the same product service, than
comparative others, they may see a disadvantaged
price as unfair and feel that the seller has betrayed
their relationship [7].

3. Methodology

A cross sectional survey study was adopted. This
type of study was preferred as it gathers a large
scale of data at one point in time and explains
phenomenon representing wide populations then
simply reports what has been found in a variety of
ways [19].The study was conducted in Nairobi
(capital city) and coastal region of Kenya. These
areas were selected because they have all the star
rated restaurants in the country [20]. The two
regions also receive the largest number of both
domestic and international tourists [21].The target
population was all customers, visiting the rated
restaurants in Nairobi and Coastal region. The
respondents targeted were people who were over 18
years of age and understood and spoke English. The
study used simple random sampling technique
because simple random sampling involves selecting
reasonable numbers of subjects that can represent
the target population [22]. The study sampled all
star rated restaurants (thirty one), seven in Coastal
region and twenty four (24) in Nairobi [20]. A
census survey was employed so as to eliminate any
sampling error and provide data on all individuals
in the population thus ensuring that the study
achieves a desirable level of precision [23].The
sample size of the customers was calculated
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according to [24] formula which is used in social
sciences studies in determining the sample size
[22].
n=2? (1)

d2

Where n= the desired sample size (if the target
population is greater than

10,000)

z = the standard normal deviate at required
confidence level.

p = the proportion in the target population estimated
to have characteristic being measured. g=1-p
and d = the level of statistical significance

50% was used as the estimate of the proportion in
the target population, as recommended by [24]. The
proportion of the target population was therefore
0.50; the z statistics was 1.96.

The desired accuracy was 0.05 level, the sample
size was as follows:

n = (1.96)° (.50) (.50) = 384
(.05)

The study employed self administered closed ended
questionnaire. The first section had five questions
which sought to find out the level of satisfaction in
relation to perceived price fairness. The second
section had three questions which sought to find out
the level of agreement in relation to loyalty. The
questionnaire was developed from DINESERV
scale [25], and related studies of [12]. To be able to
measure the level of satisfaction with perceived
price, a five point Likert type scale [26] was used.
The scale ranged from very dissatisfied-1,
dissatisfied-2, unsure-3, satisfied-4 to very satisfied-
5. Similarly a five point Likert type scale ranging
from strongly disagree-1, disagree-2, unsure-3,
agree-4 and strongly disagree-5 was incorporated in
the questionnaire that measured loyalty of the
customers.

One restaurant from Nairobi was random sampled
for a pre —test. According to [22], a pretest sample
should be between 1% and 10% depending on the
sample size. One out of thirty one restaurants
translated to 3% of the sample size.

Validity and Reliability

The questionnaire was scrutinized by a group of
experts (in the related study) who determined the
accuracy of the set items in relation to the concept
under study. Internal consistency reliability test was
used in testing the reliability of the questionnaire.

Kaiser Meyer Olkin (KMOQO) measure of sampling
adequacy and Bartlett test of sphericity was used to
the appropriateness of applying factor analysis [27].
Items of factors were retained if the factor loading
was greater than or equal 0.5. 0.5 =<KMO <=1
[28].

After performing Keiser- Meyer- Olkin and
Barlett’s test, factor analytic technique was applied
with the aim of 1) reducing the number of variables
from large to small, 2) detecting structure in the
relationships between variables, and 3) providing
construct validity evidence. Any variable with
factor loading less than 0.3 was disregarded [29].
Cronbach’s alpha was then used to test the
reliability of each variable retained in each factor.
Data Collection Process
The process of data collection involved the
principle researcher together with two research
assistants. The research assistants were trained on
data collection before the actual data collection. The
customers were assisted in filling the questionnaires
so as to address any queries or uncertainties and
also  minimize errors, inconsistencies and
inaccuracies. In cases where the respondents sought
to fill the tool without assistance, they were left
with the questionnaire to fill then give to the greeter
or waiter after filling. The data was collected during
lunch and dinner as most customers visit restaurants
during this time. A token of a branded biro pen was
given to the respondents to encourage them
participate in the study.

Data Analysis

The questionnaires which had been completed
successfully were analyzed. SPSS version 18 was
used to analyze the data. Analysis of Variance
(ANOVA) test and linear regression were used in
analyzing the data

4. Results and Discussions

Response Rate: The questionnaires distributed to
the 30 existing star rated restaurants were 384.
However, 345 questionnaires were returned dully
filled indicating a response rate of 89.8% which is
above 60% used as a threshold in social sciences
[30].

Customer Satisfaction with Perceived Price

Customers’ level of satisfaction was measured using
perceived price dimensions as indicated in Table 1.

Table 1 Customer Satisfaction with Perceived
Price

| Price | Very | Dissa [Unsure [Satis Mery [Subtotal ]
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Diss N% N% N% Satis
N% N%

Dimensions

Appropriate | 17.7 | 26.6 2.0 443

Portion size
For the price

113 | 3] 4|4

Good value | 6.7
for price in
relation to
service

36.8 3.2 43.2

101 | 3]4|4

Appropriate | 6.7 394 3.2
Amount of
Beverage for

the price.

435 | 7.2 314| 4

Comparison | 28.1 | 27.5 5.2
of Price with
other

restaurants

296 | 9.6 3124

Overall 6.4
value of the
dining
experience
and price

374 4.6

423 |93 314| 4

i. Appropriate Portion Size of Food and
Appropriate amount of Beverage for the Price:
Table 1 indicates that majority of the respondents
(44.3%,43.5%) were satisfied with the portion size
of food and amount of beverage for the price,
24.6%,39.4% were dissatisfied, 17.7%, 7.2% very
dissatisfied 11.3%, 6.7% very satisfied and 2%,
3.2% were unsure respectively. The mode of 4 in
both cases indicated that most respondents were
satisfied with appropriate portion size of food and
amount of beverage for the price. This implied that
most restaurants gave their customers appropriate
portion size of food and appropriate amount of
beverage for the price. A study by [31] on
‘consumers’ attitudes towards point of purchase
interventions aimed at portion size’ showed that
large portions sizes offered more value for money to
customers compared to small portion sizes. In the
same vein of thought, [32] argued that
dissatisfaction with prices of food and beverages
may not necessarily mean that the prices offered by
an operation is exorbitant, but it may be due to other
factors, for instance if the portions of food are not
the same for everybody.

ii. Good Value for the Price in Relation to Service:
Table 1 indicates that most respondents (43.2%)
were satisfied with good value for the price in
relation to service 36.8% were dissatisfied, 10.1%
were very satisfied, 6.7% very dissatisfied and lastly
3.2% were unsure. The mode of 4 indicated that
most respondents were satisfied with good value for
the price in relation to service. This implies that
most restaurants offered good value for the price. A

study by [33] indicates that the value for money is
impacted by quality of food available and diversity
of food and beverage. “When customers encounter a
very satisfying restaurant experience, they are likely
to believe they have received extremely good value
and consequently are likely to return to the same
restaurant’ [33].

iii. Prices Compared to the Prices of other
Restaurants of the Same Standard: Table 1 shows
that majority (29.6%) were satisfied with the prices
of the restaurants compared with the prices of other
restaurants of the same standard, however 28.1%
were very dissatisfied, followed closely by 27.5%
who were dissatisfied, then 9.6% who were very
satisfied and finally 5.2% who were unsure. The
mode of 4 indicated that most respondents were
satisfied with the prices compared with the prices of
other restaurant of the same standard. However the
sum of the percentage of the dissatisfied (27.5%)
and very dissatisfied respondents (28.1%) reveals
that majority (55.6%) were dissatisfied and very
dissatisfied with the prices compared to the prices
of the other restaurants of the same standard. This
implies that the respondents had knowledge of the
prices of other restaurants in relation to the quality.
It also means that the prices could have been higher
than the prices of other restaurant of the same
standard, leading to dissatisfaction.

According to [36], customers value goods and
services of the quality they expect that are sold at
the prices that they are willing to pay. How much a
customer is willing to pay depends on what they
need, what they expect and their evaluation of the
quality of service [37]. This means that the
customers can easily switch to other restaurants if
their needs are not met and the prices are
unfavorable.

iv. Overall Value of Dining Experience and Price.
Table 1 depicts the overall value of dining
experience which was rated as follows; 42.3% were
satisfied, followed by 37.4% who were dissatisfied,
then 9.3% who were very satisfied, 6.4% who were
very dissatisfied and finally 4.6% who were unsure.
The mode of 4 in all aspects of price indicated that
most respondents were satisfied with price.
Customer satisfaction in this last stage of the dining
experience could also have been as a result of
waiters reviewing the bills accurately, handling
billing errors competently and giving correct change
after billing. In previous research [38] price was one
aspect that was unsatisfactory to the customers.
When prices are not in accordance with the
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customers’ expectations, customer satisfaction

declines [1].

Hypothesis Testing of Perceived Price Fairness
and Customer Satisfaction

HO; There would be no significant relationship
between customers’ perceived price fairness and
satisfaction at rated restaurants in Nairobi and
Coastal region of Kenya.

Table 2 Regression Analysis for Customer
Satisfaction on perceived price fairness

Equation | Variables | g | t- P- R’
value value
CS=a+pPP | Perceived |0.527 | 2.702 0.007 |0.637
F price 24.510 | 0.000
fairness —»
Customer 0.544
satisfaction

a = Intercept term, p =Regression coefficient, CS = Customer
satisfaction, PPF = Perceived Price Fairness

Table 2 depicts that perceived price was significant
at R? of 0.637 (p< 0.05). Hence perceived price
fairness has significant relationship with customer
satisfaction. Customer satisfaction has a positive
influence on loyalty [39]. A study of [40]
surprisingly did not show any relationship between
customer satisfaction and frequency of patronage.
Satisfaction has however been found to be a strong
predictor of return intention which culminates
loyalty among customers [41]. The null hypothesis
(HO,) was therefore rejected.

Hypothesis Testing of Perceived Price and Return
Intention

HO, There would be no significant relationship
between customers’ perceived price fairness and
loyalty at rated restaurants in Nairobi and Coastal
region of Kenya

Regression Analysis

Linear Regression Test for Perceived Price
Fairness and loyalty

Linear regression test sought to identify linear
relationship between perceived price and return
intention. This is illustrated in Figure 1

O Observed
= Linear

12.00

10.00

8.00

6.007]

RETURN INTENTION

4,009

2,009

00 500 1000 1500 2000
PERCEIVED PRICE

Figure: 1 Linear Relationship of Perceived Price
and Return Intention.

The scatter plot graph (Figure 1) indicates that there
is a positive relationship between perceived price
and return intention. This permits the conducting of
regression analysis. Figure 1 also shows that as
perceived price increases, return intention also
increases which leads to loyalty.

Table 3 Coefficient of Determination for
Perceived Price Fairness and Loyalty

Model Summary
Model R R Square | Adjusted | Std.
R Error of
Square the
Estimate
1 794° .630 .629 1.50716

a. Dependent Variable: LOYALTY
Predictors (Constant): PERCEIVED PRICE FAIRNESS

The results in Table: 3 show that perceived price
fairness accounts for 63% (R square of 0.63) of the
variations in loyalty. The rest 37% can be explained
by other factors. As R? increases, the standard error
of the estimate decreases indicating better fit with
less estimation.

ANOVA Test for Perceived Price Fairness and
Loyalty

An ANOVA test was done to identify any statistical
significance between perceived price fairness and
loyalty (Table 4).
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Table: 4 ANOVA Test for Perceived Price
Fairness and Loyalty

ANOVA?
Model Sumof | df Mean F Sig.
Squares Square
1| Regression [1326.847 | 1 1326.84 [584.12 |000°
7 2
Residual 779.132 | 343 | 2.272
Total 2105.97 | 344
9

a. Dependent Variable: LOYALTY
Predictors :PERCEIVED PRICE FAIRNESS

The results of ANOVA test (Table 4) reveal that at
a P-value of 0.000 (p< 0.05), there is a statistical
significance between perceived price fairness and
loyalty at 0.05 confidence level. This means that the
perceived price fairness significantly predicts
loyalty. The regression model is therefore a good fit
for the data.

Regression Analysis for Perceived Price Fairness
and Loyalty

A regression equation known as a regression model
was formulated to determine the relationship
between perceived price fairness and loyalty. Table
5 depicts the regression analysis for perceived price
and loyalty.

Table: 5 Regression Analyses

Coefficients®
Unstandardized Std. t Sig
Coefficients Coeffi.
B  |Std.Error | Beta
1| (Constant) | 1.216 | .191 6.370 ].000
Perceived | .525 .022 794 24.169 |.000
Price
Fairness

a. Dependent Variable: LOYALTY

The results in Table 5 shows that Y = 1.216 +
0.525X A unit change in perceived price fairness
changes loyalty at the rate of 0.525. A positive
coefficient on X(B;= 0.525) means that perceived
price fairness has a positive effect on loyalty. A p-
value of 0.000 (p<0.05) indicates that there is
significant relationship between perceived price
fairness and loyalty. The null hypothesis (HO,) was
therefore rejected.

5. Conclusions
The results in Table 1 indicate that majority of the
customers were satisfied with all dimensions of

perceived price. Regression analysis done to test
both hypotheses revealed a significant association
between perceived price fairness with satisfaction
and loyalty which led to the rejection of both null
hypotheses. The results clearly shows that
customers’ satisfaction and loyalty is based on
fairness of price perception. If customers perceive
that the prices charged at the restaurants are fair,
then they will fill satisfied and will also have
intention of revisiting the restaurant again. These
findings are congruent with the findings of [42] who
found that perceived price fairness was significant
to customers when making purchase and loyalty at
the restaurants. Other support comes from previous
findings of; [42] and [43] who also revealed that
perceived price fairness had a significant positive
effect on customer satisfaction and return intention.
If customers on the other hand perceive that the
prices charged are unfair, this would lead to higher
degree of dissatisfaction, lower level of repurchase
intention negative word of mouth and increased
customer complaints [44].

The study suggests that the restaurant managers
should improve and maintain both perceived value
and perceived price. They should analyze how
customers form their price perception. The
managers must know the internal reference price of
their customers, which can be measured through the
mean price that the customers expect to pay for the
service offered by their restaurants. If these prices
correspond to the sale price, this objective is
perceived correctly. The customers will then
perceive that the prices are fair. The study also
suggests that the managers should ensure that the
food portions are all the same and are worth of the
prices sold. They should ensure that the prices are in
harmony with the prices of competitors to prevent
the customers switching from their restaurant and at
the same time ensuring satisfaction. Investment on
waiters training on customer handling would also be
important.
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