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U.S. firms invest more than $100 billion annually in ad-
vertising (Advertising Age 2007; PRNewswire 2007). As a 
function of these substantial investments, there is increasing 
demand for advertisers to be evaluated on their contribu-
tions to organizational performance (McAlister, Srinivasan, 
and Kim 2007; Rust, Zahorik, and Keiningham 1995). In 
addition, there is a growing interest in linking operations 
management to advertising (e.g., Krasnikov and Jayachandran 
2008), which highlights the need for researchers to consider 
what operational factors (e.g., failures and responsiveness to 
complaints) contribute to, or limit, advertising effectiveness 
(i.e., sales returned per dollar of advertising). Furthermore, 
rising costs, increasing competition, and flattening demand 
in many markets are causing firms to seek greater efficiency in 
their advertising expenditures (i.e., advertising dollars spent 
relative to competitors) (Keller 1993). Advertising executives 
thereby need to understand the cross-functional impacts of 
operations on advertising and how to make the most of their 
investments in advertising strategies.

The importance of managing customer experiences is well 
established in the marketing literature (Rust, Lemon, and 
Zeithaml 2004). Mitigating negative experiences, in particu-
lar, is taking on increased importance in academic research, 
as well as in the day-to-day efforts of practitioners (Anderson, 
Fornell, and Mazvancheryl 2004; Gruca and Rego 2005; Luo 
2007). Specifically, it is suggested that customer complaining 
carries greater weight than positive recommendations (Ho, 

Lim, and Camerer 2005; Homburg, Koschate, and Hoyer 
2005; Kahneman and Tversky 1979; Mahajan, Muller, and 
Kerin 1984; Mittal, Ross, and Baldasare 1998). In addition, 
customer complaining is shown to have a strong influence 
on sales (Chevalier and Mayzlin 2006) and leads to lower 
organizational performance (i.e., idiosyncratic stock returns) 
(Luo 2007).

As noted in the literature (e.g., Luo 2007), achieving 100% 
customer satisfaction is unrealistic. Today, blogs and Internet 
customer forums encourage frequent high-technology dis-
semination of customer complaints. Unfortunately, other than 
one article by Luo (2007), which connects negative customer 
voice to firm-idiosyncratic stock returns in the airline industry, 
little is known about the impact of customer complaining on 
firm operations such as advertising. Thus, while the literature 
suggests that customer complaining results in lower repur-
chase intentions and poorer organizational performance, a 
significant gap remains. Specifically, knowledge of performance 
reductions, while noteworthy, does not reveal what strategies 
or what parts of organizational operations are diminished by 
customer complaining. That is, while customer complaining is 
shown to affect overall organizational performance (Anderson, 
Fornell, and Mazvancehryl 2004; Gruca and Rego 2005; Luo 
2007), its effects on operational concerns such as advertising 
are not addressed.

The importance of this gap is highlighted by the notion 
that operational failures often generate dissatisfied and com-
plaining customers. Customer complaining may impair the 
efficiency and effectiveness of advertising efforts as customers 
reduce purchases, abandon offending firms in favor of com-
petitors, or tell others of their unsatisfactory experiences. The 
need to invest more heavily in strategies designed to rebuild 
customer equity, or to replace lost customers, may further 
affect advertising efforts. In addition, efforts to respond to 
customer complaints are often costly, ineffective, and may even 
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exacerbate the problem. Specifically, responding to complaints 
often requires a substantial investment of manpower, time, 
and other resources (Cooper 2006).

The need for such research is underscored by the fact that 
advertising represents a primary means through which orga-
nizations disperse marketing communications and secure new 
customers. The implied link between customer complaining 
and advertising unfortunately remains untested, thereby 
representing a critical gap in the literature. The objective 
of the current research is to address this gap by providing a 
theoretical-based, empirical investigation of the relationships 
among customer complaining, responsiveness, and the invest-
ments made by organizations in advertising. Specifically, the 
research considers whether, in addition to having an effect 
on the financial performance of an organization (Anderson, 
Fornell, and Mazvancehryl 2004; Gruca and Rego 2005; Luo 
2007), third-party customer complaining and organizational 
responsiveness also affect the efficiency and effectiveness of 
advertising.

The investigation focuses on specific forms of complaining 
and responsiveness, namely, those at the third-party stage. The 
reason for this focus is twofold. First, third-party complaints 
such as those registered with the Better Business Bureau repre-
sent a valuable move toward “hard” data. Such data aid adver-
tisers in strategic planning by providing metrics that compare 
multiple firms. Second, third-party complaints likely represent 
some of the most egregious failures. Such strong complaints 
are therefore more likely to be accompanied by detrimental 
behaviors (e.g., boycotting and negative word of mouth). Re-
sponding to complaints at this late stage is also likely to have 
very different implications than when responding to complaints 
internally. Thus, studying the impacts of responsiveness at 
the third-party stage extends the literature on responsiveness 
beyond responses to complaints made internally.

The rest of this paper begins with a review of the relevant 
customer complaining, responsiveness, and advertising litera-
tures, and summarizes how these constructs are linked. Next, 
the two models used in the study as the basis to examine the 
impacts of customer complaining and responsiveness on an 
organization’s advertising efforts while controlling for extrane-
ous variables are identified and discussed. The methodology 
and data used to analyze the models are then described and the 
results presented. Finally, the implications of the research for 
managers and academics are identified, along with the limita-
tions of the study and directions for future research.

ConCepTuaL Framework

In this section, the literature pertaining to third-party custom-
er complaining, responsiveness at the third-party stage, and 
advertising are integrated to support the models that underlie 
the research. The primary connection proposed among these 

variables is through quality. Specifically, it is suggested that 
some firms benefit more from their advertising investments. 
A great deal of literature suggests that this is primarily due to 
quality and branding differences (cf. Keller 2001; Kihlstrom 
and Riordan 1984; Moorthy and Hawkins 2005).

Early work by Nelson (1970) suggests that the need for ad-
vertising is inversely related to customers’ quality perceptions. 
More recently, it is suggested that quality perceptions are also 
inversely related to customer complaining (Voorhees and Brady 
2005; Voorhees, Brady, and Horowitz 2006). Further support 
for the current study is provided by research investigating 
customers’ attitudes toward advertising, which suggests that 
ads are designed to elicit positive feelings and evaluations 
(Edell and Burke 1987; Miniard, Bhatla, and Rose 1990). In 
essence, it is suggested by such studies that lower-quality firms 
can enhance their image by advertising more (Horstmann and 
Moorthy 2003; Kihlstrom and Riordan 1984; Zhao 2000). 
This, in turn, suggests that customer complaining may have 
similar impacts because customer complaining may be viewed 
as an outcome of customers perceiving goods or services to 
be of inferior quality. The ways in which this takes place and 
related theories are discussed next.

advertising

Advertising serves a variety of purposes for firms. Among 
these is the ability to signal quality (Kirmani 1997; Nelson 
1974) and to frame customer experiences (i.e., highlight spe-
cific parts of the experience) (Kahneman and Tversky 1979). 
Specifically, framing and signaling are designed to enhance 
customer perceptions of brands and products (Edell and Burke 
1987; Miniard, Bhatla, and Rose 1990).

Signaling theory suggests that advertising affects quality 
perceptions by acting as an indicator of quality (Kirmani 
1997; Nelson 1974). Specifically, spending more on advertis-
ing allows for higher quality advertising with greater reach 
and higher frequency, signaling higher product quality. For 
example, a local automobile dealership is likely to spend less 
on advertising than an international automotive brand due 
to greater resource constraints. As a result, local dealership 
advertising is typically of lower quality, has less reach, and 
occurs with less frequency than that of international automo-
tive brands.

Signaling has the potential to buffer firms from the nega-
tive consequences of failures in several ways. First, signaling 
may suggest to customers that failures are aberrant departures 
from normal quality (Zhao 2000). As a result, customers may 
not update their perceptions of the firm with new negative 
information, instead opting to discount the negative experience 
altogether. Second, signaling may decrease the signal-to-noise 
ratio of negative information such as negative word of mouth 
(Hertzendorf 1993). Therefore, negative word of mouth dis-



Summer 2010 23 

seminated by customers as a result of failures may lose potency 
in the face of contrary positive information.

In addition to signaling, framing theory suggests another 
potential way that advertising buffers firms against failures. 
Advertising often alters perceptions of experiences (failure 
experiences, in this case) by emphasizing particular aspects of 
experiences (Braun-LaTour et al. 2004). For example, advertise-
ments for amusement parks may focus on smiling customers, 
family interactions, and fun rides, while avoiding images of 
lines or distances between rides. Such framing is designed to 
focus customers on positive aspects of their experiences either 
before or after the experience (Braun-LaTour and LaTour 2005). 
Framing prior to the experiences tells customers to which 
aspects to give attention during those experiences. Framing 
after experiences is designed to tell customers which aspects 
of the experiences they should recall. Thus, framing has the 
potential to lessen negative perceptions by refocusing custom-
ers on positive aspects of their experiences.

Taken together, signaling theory and framing theory suggest 
that advertising has the potential to buffer firms from failure 
fallout. Further, these theories highlight the potential value 
of greater advertising expenditures in such efforts. Specifically, 
spending more on advertising is expected to signal higher 
quality and increase the probability of successfully framing 
experiences (Hertzendorf 1993). Despite such noted benefits 
of advertising, there are multiple factors that may limit ad-
vertising’s ability to positively affect perceptions and the gains 
achieved by firms. Specifically, third-party complaints and re-
sponding to third-party complaints, discussed next, may reduce 
the efficiency and effectiveness of firms’ advertising efforts.

Complaining

Failures often lead to complaining. As failures increase in 
severity, the propensity to complain and the extent to which 
a customer will go to complain increases (Maxham and 
Netemeyer 2002). This suggests that third-party complaining 
is a particularly extreme form of complaining, as it requires 
greater effort by customers and typically pertains to serious 
problems (Singh 1988). Such extreme complaining is discussed 
in disconfirmation of expectations (Olshavsky and Miller 1972) 
and equity theory (Huppertz, Arenson, and Evans 1978).

Customers are shown to set their expectations prior to 
purchases based on a combination of prior experiences and 
external messages such as advertising (Olshavsky and Miller 
1972). These expectations are then confirmed or disconfirmed 
by actual experiences. Negative disconfirmation (i.e., having 
an experience that is worse than expected) is often a catalyst 
for dissatisfaction and subsequent complaining behaviors 
(Oliver 1997). Complaints to third parties likely represent 
particularly egregious violations of expectations (Singh 
1988). Hence, associated failures are more likely to remain 

salient in customers’ minds. According to social judgment 
theory, such salient failures cause customers to counterargue 
positive advertising rather than assimilating the information 
and positively updating their perceptions (Hamer 2006). As 
a result, firms with more third-party complaints are prone to 
having more customers counterarguing advertising messages. 
Quality perceptions are thus potentially lessened, leading to 
fewer instances of repurchase and greater negative word of 
mouth as a result of failures. Firms are therefore more likely 
to spend greater amounts on advertising to counter the loss of 
customers and to inoculate themselves against future failures 
by signaling and framing for new customers.

Furthermore, if such complaints are just “the tip of the 
iceberg,” they may be indicative of more widespread problems 
with the firms’ offerings (Best and Andreasen 1976). In other 
words, for each complaint to a third party, there are likely 
hundreds of dissatisfied customers counterarguing positive 
advertising and committing negative word of mouth. Thus, 
firms with more third-party complaints are likely to spend 
more on advertising relative to competitors to reduce coun-
terarguing through signaling and framing.

In addition to feelings of disconfirmation, customers also 
assess the equitability of experiences. When failures occur, 
customers typically experience feelings of inequity (i.e., they 
didn’t get what they paid for) (Voorhees and Brady 2005; 
Voorhees, Brady, and Horowitz 2006). In response to such 
failures, customers may complain in an effort to balance the 
inequity (i.e., to get what they paid for) (Voorhees and Brady 
2005). By putting forth more effort, however, customers in-
crease the inequity as they expend more resources than initially 
planned. Customers who take complaints beyond the offending 
firms to third parties incur even greater inequities and greater 
disconfirmation than those able to repair failures within the 
offending firms (Mattila and Wirtz 2004). Such increased levels 
of inequity and disconfirmation create barriers that limit the 
ability of advertising messages to frame experiences and act 
as signals of higher quality. From this logic, the following 
hypothesis is proposed:

H1: There is a negative association between customer complain-
ing to third parties and advertising efficiency.

In addition to the impact of third-party complaining on 
advertising efficiency, complaining may also negatively affect 
sales, thus also diminishing the effectiveness of advertising. 
Advertising effectiveness denotes a firm’s ability to translate 
advertising dollars into sales (i.e., sales/advertising) (Farris and 
Buzzell 1979). In other words, it is an indicator of how well 
advertising dollars are spent. For example, a firm whose adver-
tising effectiveness is 10 (i.e., $1,000 of sales are generated by 
each $100 of advertising) is more effective than one with an 
advertising effectiveness of 5 (i.e., $500 of sales is generated 
by $100 of advertising). Research suggests that high-quality 
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firms need to advertise less (Hertzendorf 1993; Horstmann and 
Moorthy 2001; Kihlstrom and Riordan 1984; Moorthy and 
Hawkins 2005; Orzach, Overgaard, and Tauman 2002) and 
also garner higher sales and profit margins than low-quality 
firms (Jing 2006). More third-party customer complaining 
implies lower relative quality perceptions, which in turn 
implies lower sales (Curren and Folkes 1987; Swanson and 
Kelley 2001). More advertising is then necessary to combat 
reduced customer loyalty, greater customer churn, and an in-
creased need to replace lost customers (Jones and Sasser 1995; 
Kihlstrom and Riordan 1984; Levesque and McDougall 2000; 
Swanson and Kelley 2001).

As noted previously, customer complaining indicates dis-
satisfaction and decreased quality perceptions. Advertising 
is intended to counteract negative perceptions and limit 
detrimental behaviors such as boycotting and negative word 
of mouth. However, the more extreme nature of third-party 
complaints suggests that customers are more likely to boycott 
offending firms and commit negative word of mouth. Boycotts 
equate to losses in sales that are directly related to affected 
customers. In addition, negative word of mouth from these 
customers is likely to indirectly reduce sales by warding off 
other potential customers. Therefore, increases in the number 
of third-party complaints are expected to reduce sales both 
directly and indirectly. Furthermore, if third-party complaints 
are just “the tip of the iceberg,” there are likely countless other 
dissatisfied customers abandoning the firm and committing 
negative word of mouth as a function of similar failures without 
a word to the firm (Andreasen and Best 1977). Hence, firms 
with more third-party customer complaining are expected to 
exhibit lower advertising effectiveness. Therefore, the follow-
ing hypothesis is identified:

H2: Customer complaining to third parties is negatively related 
to advertising effectiveness.

responsiveness

Literature hails responsiveness as a primary means of reducing 
customer dissatisfaction following complaints about product 
failures (Mattila 2001; Smith and Bolton 1998). Ample re-
search suggests that responding to customer complaining is 
better than ignoring complaints (e.g., Smart and Martin 1992). 
In fact, responsiveness is shown to moderately improve satis-
faction (Fornell and Wernerfelt 1987) and quality perceptions 
(Smith and Bolton 1998) following failures.

Despite these contentions, the literature also suggests that 
preventing failures, particularly core failures, is vastly superior 
to even effective responses (Levesque and McDougall 2000) and 
that firms may not benefit above moderate levels of responsive-
ness (Maxham 2001). For example, customer dissatisfaction 
may peak by the time a response can occur (Singh and Pandya 

1991). In addition, unsatisfactory problem resolution is identi-
fied as a major cause of customer dissatisfaction and may further 
alienate customers (Hart, Heskett, and Sasser 1990). In fact, it 
is reported that many customers experiencing problems are not 
satisfied with organizational responses and often resort to more 
drastic measures such as third-party complaining (Andreasen 
and Best 1977; Tax, Brown, and Chandrashekaran 1998). Poor 
internal response further decreases satisfaction, loyalty, and 
quality perceptions, the result of which is a greater need for 
advertising to replace lost customers and to counteract nega-
tive word of mouth (Wirtz and Mattila 2004).

The response problem is further exacerbated when cus-
tomers are required to put forth additional effort to express 
customer complaining to third parties such as the Better 
Business Bureau (Huppertz 2003). At this point, the damage 
to satisfaction and quality perceptions has likely already oc-
curred. In addition, any successful response is more likely to 
be attributed to the third party, or the customer’s own efforts, 
than to the offending firm, as the firm has already failed once 
to effectively respond to the customer’s complaint (Folkes 
1984; Huppertz 2003).

An explanation for these findings and how advertising re-
lates to responsiveness is offered by equity theory. Specifically, 
as customers endure what they perceive to be greater amounts 
of inequity by complaining and involving third parties, greater 
efforts to respond are needed by firms to negate the growing 
inequities (Smith, Bolton, and Wagner 1999). Such responses 
often involve free products, refunds, and additional employee 
efforts, all of which may detract from sales efforts and profits. 
For example, a management study suggests the direct costs 
associated with complaint handling include 25 minutes of 
customer communications, 30 minutes of internal communica-
tions, 30 minutes in lost productivity, and the marketing costs 
needed to replace one of five customers (Cooper 2006). In addi-
tion, all of the efforts to gain a sale may result in a sales loss as 
products are supplied or resupplied at no cost to the customer. 
Thus, if advertising expenditures are constant or increase, the 
resulting decrease in sales makes advertising less effective. Due 
to the potentially negative impacts of responsiveness on sales, 
the following hypothesis is offered:

H3: Greater responsiveness at the third-party stage is associated 
with less effective advertising (i.e., decreases sales per dollar of 
advertising spent).

meThod

measuring Customer Complaining, responsiveness, 
and advertising

Customer complaining and responsiveness are often measured 
at the firm level and at the time of the failed transaction. 
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Unfortunately, firms are typically reluctant to allow access 
to customer complaining data or customers who voice such 
concerns. In addition, most, if not all, of this research is based 
on subjective surveys from relatively small groups of customers 
that overlook more objective measures that can be matched 
with relevant marketing metrics (Ailawadi, Lehmann, and 
Neslin 2003). More specifically, the impacts of customer 
complaining are typically discussed in terms of the effect on 
outcomes such as quality perceptions, customer satisfaction, 
and future purchase intentions (Hellofs and Jacobson 1999; 
Hertzendorf 1993; Horstmann and Moorthy 2003; Kihlstrom 
and Riordan 1984; Moorthy and Hawkins 2005; Orzach, 
Overgaard, and Tauman 2002; Zhao 2000).

However, the Better Business Bureau (BBB) offers an alter-
native data collection that circumvents the need to collect data 
from individual companies and provides a consistent metric 
for all firms. Customers can formally express complaints to the 
BBB rather than directly to the organization responsible for 
their unsatisfactory experience. Further, the BBB tracks the 
complaint and any response by the firm once the complaint 
is registered. Thus, the BBB data is an example of a third-
party source of customer complaining and responsiveness data 
(Hogarth, English, and Sharma 2001). Third-party complaints 
are used less frequently in prior studies than other forms of 
customer complaining but are nonetheless a well-recognized 
form of complaining behavior (Singh 1988). In fact, Singh and 
Pandya (1991) suggest that the greatest levels of dissatisfac-
tion lead to third-party complaining, which suggests that 
third-party complaints indicate the most damaging failures. 
Moreover, the nature of the customer complaints used in the 
current study, “hard” data drawn from formally recorded 
complaints with an independent third-party organization, 
is advantageous because it represents continuing movement 
toward the use of real-world data in advertising research. The 
importance of improving the measurement of customer com-
plaining is underscored by the well-demonstrated impact it 
has on customer satisfaction (Ranaweera and Prabhu 2003), 
negative word of mouth (Holloway, Wang, and Parish 2005; 
Ranaweera and Prabhu 2003; Ward and Ostrom 2006), and 
firm performance (Harmon and Harmon 1994; Luo 2007).

The BBB provides aggregate information over the most 
recent 36 months. Customer complaining is thus measured 
as the total number of complaints registered with the BBB 
against a company over a 36-month period. The BBB classi-
fies responses in five ways: (1) customer was satisfied with the 
response; (2) response was deemed reasonable by BBB, but cus-
tomer remained dissatisfied; (3) response was not satisfactory; 
(4) the company did not respond to the complaint; and (5) BBB 
lost contact with the customer. The theories that underlie the 
proposed effects are from the customer’s perspective, which 
suggests that the adequacy of response should also be measured 
from the customer’s viewpoint. Therefore, responsiveness is 

measured as the number of responses deemed satisfactory by 
customers per number of complaints registered with the BBB 
over a 36-month period. The reason for this is twofold. First, 
improper matching of service failures to responses is cited as 
a primary source of further dissatisfaction and exit behaviors 
(Hart, Heskett, and Sasser 1990; Smith, Bolton, and Wagner 
1999). Second, the impact to advertising expense and sales is 
a function of whether or not the customer continues to patron-
ize the organization and not what actions the company takes 
per se. There is ample prior research to indicate that dissatis-
fied customers are less likely to repurchase and more likely to 
engage in customer complaining (negative word of mouth), 
both of which are posited to have a negative financial impact 
(Curren and Folkes 1987).

Advertising efficiency and effectiveness are primary indica-
tors of a firm’s overall marketing activities and the success of 
those efforts (Balasubramanian and Kumar 1997). Advertis-
ing expense, when compared across similar companies, can 
be considered a measure of advertising efficiency. In other 
words, standardized advertising expense indicates how much 
a company spends to stay competitive in an industry (Clark 
and Montgomery 1999). Firms that have to spend relatively 
more on advertising are thereby less efficient. Advertising 
effectiveness is the ratio of sales to advertising. This measure 
places the emphasis on using advertising to make a sale. When 
compared to competitors, firms that have to spend less on 
advertising to make a sale are considered to have more effec-
tive advertising.

In the current research, advertising expense, sales/advertis-
ing expense, total assets, complaints, and response rate are each 
standardized by industry category to control for any poten-
tial industry-specific variance (Gruca and Rego 2005). Such 
standardization reduces industry-specific variance that could 
confound the results. For example, airlines are more affected 
by rising fuel costs than legal services. Standardizing within 
each industry produces a more valid comparison whereby firms 
are compared by standard deviations from a mean instead of by 
raw financial, customer complaining, or responsiveness data. 
Firms with missing values in any category were eliminated 
following industry standardization.

model Formulations

Following Anderson, Fornell, and Mazvancheryl (2004) and 
Gruca and Rego (2005), regression models are specified to ac-
count for longitudinal within-firm differences, cross-sectional 
within-firm differences, and external industry-specific differ-
ences. To attain longitudinal within-firm differences, multiple 
years of financial and third-party customer complaining and 
responsiveness data for each firm are examined. Cross-sectional 
within-firm differences are accounted for by controlling for 
firm size when assessing impacts on the dependent variables. 
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Recent research recognizes that different industry types 
cause measures of advertising efficiency and effectiveness to 
react differentially to some predictors (Balasubramanian and 
Kumar 1990, 1997). External industry-specific differences 
are thus accounted for by standardizing each variable within 
each industry category. This allows a valid comparison to be 
made across industries and, in essence, strips out differences 
that could create spurious relationships. For example, 100 
complaints in the industrial equipment sector are likely to 
have a different impact than 100 complaints in the hospital-
ity industry. Having fewer instances of third-party customer 
complaining relative to competitors, however, should indicate 
an advantage irrespective of the total instances of third-party 
customer complaining.

The first analysis examines how complaining to third 
parties affects advertising efficiency. Responsiveness at the 
third-party stage is included in the formulation to identify the 
locus of its impact on sales or advertising. The second analy-
sis assesses the impact of third-party customer complaining 
and responsiveness on advertising effectiveness. Total assets 
are included in each equation to control for firm size (Gruca 
and Rego 2005). This is because prior research indicates that 
larger firms are able to gain economies of scale in advertising, 
allowing them to spend proportionately less on advertising 
(McAlister, Srinivasan, and Kim 2007).

Lagged effects are excluded from the present formulations 
for theoretical and methodological reasons. Theories such as 
framing (Kahneman and Tversky 1979) suggest that there 
is no temporal order to failure experiences or advertising’s 
ability to alter perceptions of those experiences. Specifically, 
advertising is shown to influence perceptions pre- and postex-
perience (Braun-LaTour et al. 2004). Advertising may reduce 
the impacts of future failed transactions through its ability to 
create positive perceptions that are resistant to change when 
customers are confronted with negative messages (Brehm 
1966; Fitzsimmons and Lehmann 2004). In addition, cus-
tomer complaining and responsiveness appear to represent 
relatively enduring firm characteristics that are linked to 
customers’ overall evaluations of encounters. This logic follows 
brand-level literature (e.g., Aaker, Fournier, and Brasel 2004; 
Keller 1993) that suggests brand perceptions and inferences 
are relatively consistent over time. Brand names are extrinsic 
quality cues that customers use to infer overall quality (Teas 
and Agarwal 2000). In effect, customers use brand names 
and product characteristics to predict product performance 
(Janiszewski and Van Osselaer 2000).

Thus, advertising is designed to frame experiences in gen-
eral rather than at a specific instance in time. Furthermore, 
advertisers cannot readily control when, and the extent to 
which, individual complaining customers are exposed to ad-
vertising. Advertisers can, however, increase the probability 
that complaining customers will view advertisements (either 

before or after failures) by investing more in their advertising 
(Dertouzos and Garber 2006).

In addition to the theoretical reasons proposed for exclud-
ing lagged terms, there are also methodological reasons for 
doing so. In accordance with the theoretical underpinnings 
and goals of the research, firm-level data are used in the 
analyses. Thus, the variables employed represent overall ob-
jective measurements rather than more specific, and perhaps 
more subjective, individual-level measurements. As such, it 
is not possible to tie specific advertising efforts to specific 
third-party complaint instances and determine a temporal 
sequence of events.

sample description

Data for advertising expense, total assets, and sales for each 
company were generated from COMPUSTAT. Customer com-
plaining and organizational response data were generated from 
the Better Business Bureau database. The primary advantage of 
the BBB data was that it provided population-level objective 
measures of customer complaining and responsiveness that 
firms can easily track and on which they can base competitive 
analyses. The final sample represented the firms that could be 
matched between the two systems during the period between 
2003 and 2005.

The BBB provided the most recent 36 months of data in 
aggregate format; thus, it was prudent to divide the total num-
ber of complaints and responses by three to match the yearly 
financial information provided by COMPUSTAT. The other 
option was to aggregate the financial data over the three years, 
but this would have led to a loss of variance in sales, assets, and 
advertising expense. The current research also assumed that 
complaint levels were a function of relatively enduring firm 
characteristics and, as such, exhibited little change over time. 
This assumption followed research in strategic management 
(e.g., Goodstein, Gautam, and Boeker 1994; Hoskisson and 
Johnson 1992; Markides 1995), which suggested that most 
substantial organizational improvements require years of effort 
and investment to return significant value.

Several industry categories contained too much firm het-
erogeneity to allow for useful interpretation and were thus 
removed from further analysis. For example, the Business 
Services category acted as a catchall for IT consulting, ac-
counting, corporate training, advertising (IMC [integrated 
marketing communication]) agencies, and many more. In this 
case, industry category standardization would be meaningless, 
as the companies included are too diverse. More homogenous 
categories such as air transportation and textile mills were 
selected for further analysis. This resulted in a sample of 180 
businesses (442 years of data). Table 1 identifies the descriptive 
statistics for each variable and Table 2 provides the correlations 
among the variables.



Summer 2010 27 

resuLTs

To assess the ability of third-party customer complaining and 
responsiveness at the third-party stage to explain variance 
above and beyond that of the control variable (total assets), 
hierarchical regression is employed. The impact of third-party 
customer complaining and responsiveness on firms’ spending 
on advertising relative to competing firms (advertising effi-
ciency) in the same industry is identified in Table 3. The results 
suggest that goods and service firms with greater customer 
complaining to third parties are less efficient in their advertis-
ing (spend more on advertising relative to their competitors 
than those with less customer complaining to third parties) 
(β

Goods
 = −.436, p < .01; β

Services
 = −.123, p < .05), thereby sup-

porting H1 and lending credence to the notion that customer 
complaining to third parties reduces advertising efficiency.

The results for impacts of customer complaining and 
organizational responsiveness on advertising effectiveness 
are identified in Table 4. Customer complaining to third 
parties detracts from advertising effectiveness (i.e., increases 
the amount spent on advertising per sales dollar returned to 
the firm) for both goods (β = −.295, p < .001) and services 
(β = −.374, p < .001) industries. Hence, H2 is supported. In 
addition, responsiveness is shown to decrease advertising effec-
tiveness, but only in the physical goods industries (β = −.193, 
p < .01). The lack of significance of the effect of responsiveness 
on advertising efficiency (p > .78), and its significant impact 
on advertising effectiveness, suggests that responsiveness 

Table 1
Descriptive Statistics for the Industries Under Study

 Total    ad  Net  Response
 assetsb employeesa Salesb expenseb ad/sales incomeb Complaints ratio

Goods
 Furniture 528 4.74 694 23.35 .04 20.29 8.02 .66
 (827) (6.45) (939) (33.25) (.04) (52.31) (16.50) (.31)
 Industrial 2,039 7.52 1,797 56.66 .03 71.10 6.61 .71
  Electric (8,729) (30.09) (7,921) (312) (.14) (691) (32.91) (.38)
 Lumber 253 1.96 324 5.15 .02 –13.23 2.18 .78
 (325) (3.23) (522) (7.46) (.02) (75.98) (1.67) (.15)
 Metal 1,144 4.77 1,071 66.00 .04 82.71 .48 .65
 (2,898) (9.16) (2,545) (283) (.27) (369) (1.31) (.20)
 Printing 1,158 4.70 854 56.82 .09 26.57 10.58 .66
 (2,104) (8.10) (1,397) (152) (.22) (188) (28.49) (.35)
 Transport 31,308 49.68 20,623 512 .03 441 16.32 .75
  equipment (83,766) (112) (49,082) (1,185) (.19) (2,203) (50.82) (.24)

Services
 Amusement 1,107 6.84 498 15.67 .04 5.13 37.88 .79
 (2,487) (12.54) (968) (29.13) (.08) (102) (190) (.28)
 Automotive 2,967 9.59 1,456 45.07 .05 8.99 1.72 .90
  repair (4,061) (9.87) (1,771) (50.60) (.06) (156) (2.55) (.11)
 Communication 9,024 13.56 3,956 131.68 .11 76.36 227 .75
 (26,357) (37.83) (11,330) (352.20) (.99) (2,332) (1,033) (.32)
 Educational  230 3.06 220 17.76 .08 10.15 9.71 .67
  services (362) (4.91) (323) (36.89) (.06) (52.82) (19.76) (.32)
 Health  457 5.94 457 2.83 .06 8.46 .80 .75
  services (861) (11.60) (802) (5.16) (.23) (55.60) (1.46) (.26)
 Personal  366 9.26 378 26.11 .13 21.74 30.35 .78
  services (713) (20.20) (644) (38.08) (.21) (83.76) (55.87) (.14)
 Real estate 2,063 4.39 704 69.41 .04 66.36 17.30 .86
 (7,117) (13.34) (2,635) (263) (.08) (274) (45.55) (.16)
 Transport  1,131 2.91 600 54.62 .18 35.39 43.63 .81
  services (3,680) (5.74) (1,225) (128) (.42) (230) (97.05) (.14)
 Water  3,400 8.81 1,418 145 .06 216 76.96 .73
  transportation (5,352) (14.88) (1,979) (118) (.02) (375) (85.55) (.14)
a in thousands.
b in millions of dollars.
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primarily detracts from sales rather than causing an increase 
in the need for advertising. Industry-specific support for H3 
is therefore identified. Thus, the results indicate that efforts 
by goods firms to respond to customer complaining at the 
third-party stage exacerbate problems with advertising. That 
is, such efforts are associated with a decline in the effectiveness 
of advertising efforts.

dIsCussIon

The objective of this research was to understand if and how 
third-party customer complaining and the responsiveness of 

organizations at the third-party stage relate to the efficiency 
and effectiveness of advertising efforts. The results primarily 
suggest that third-party customer complaining is significantly 
related to both the efficiency and effectiveness of advertis-
ing. That is, customer complaining to third parties increases 
the relative amount that must be spent on advertising and 
detracts from the ability of advertising to generate sales. In 
addition, responsiveness is shown to have differential impacts 
depending on the industry under investigation. Specifically, 
physical goods firms tend to experience decreased advertising 
effectiveness as a result of responsiveness at this late stage, 
whereas service firms do not exhibit such effects. In either 

Table 2
Correlations

 advertising  advertising Total
 efficiency effectiveness assets Complaints

Advertising effectiveness .077***
Total assets .531*** –.101***
Complaints –.367*** –.202*** .214***
Responsiveness –.086*** –.113*** .119*** .076*

* p < .05.

** p < .01.

*** p < .001.

Table 3
The Impact of Customer Complaining and Responsiveness on advertising efficiency

 Step 1  Step 2 Step 3
 (Control) Complaints Responsiveness

Goods
 Total assets –.505*** –.372*** –.376***
 Customer complaining  –.436** –.438**
 Responsiveness   .017

R 2 .255*** .428*** .428***
Change in R 2  .173*** .000***

 Step 1  Step 2 Step 3
 (Control) Complaints Responsiveness

Services
 Total assets –.644*** –.616*** –.611***
 Customer complaining  –.123* –.125*
 Responsiveness   –.031

R 2 .415*** .429*** .430***
Change in R 2  .014* .000

Note: Standardized coefficients are shown.

* p < .05.

** p < .01.

*** p < .001.
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case, the results suggest that responsiveness does not increase 
advertising effectiveness as might be expected. This is not to 
say that responsiveness does not positively affect other opera-
tional areas or overall firm performance. Rather, it suggests 
that greater levels of advertising are needed once complaints 
reach the third-party stage and that responsiveness does not 
reduce this specific need. Therefore, the current study sup-
ports prior literature that calls for immediate service recovery 
efforts before they escalate to the third-party stage (Choong 
2001). The findings have important practical implications for 
advertisers, as they highlight the importance of operational 
considerations when budgeting for advertising.

managerial Implications

The findings presented generally imply that customer com-
plaining to third parties finds a variety of ways to sabotage 
advertising efforts. Customer complaining to third parties 
decreases both the efficiency and effectiveness of advertising. 
This suggests that firms not only must increase advertising 
expenditures, but also that the ability of advertising to generate 
sales suffers as a result of customer complaining. Moreover, re-
sponsiveness to customer complaining by goods firms is shown 
to influence the effectiveness of advertising. Unfortunately, the 
results suggest that responding to customer complaining at the 
third-party stage actually further decreases the effectiveness of 

advertising. This suggests that responsiveness by goods firms 
primarily detracts from sales, possibly as a result of the provi-
sion of free replacements, additional process or distribution 
costs, or the costs associated with making personnel available 
to respond. The results may also suggest that efforts to respond 
at the third-party stage only further aggravate and alienate 
goods customers. To the extent that responsiveness negatively 
impacts the efficiency of their advertising efforts, this suggests 
that firms should endeavor to respond to customer complaining 
internally before customers approach third parties.

The differential effect of responsiveness on advertising ef-
fectiveness can be explained by inventory differences between 
goods and services firms (Nijssen et al. 2006). Specifically, 
inventory carried by physical goods firms represents a sunk cost 
(i.e., its production is already expensed). In addition, goods 
firms cannot sell these units to someone else if they are given 
freely to complaining customers. As a result, the sunk cost 
and loss of sale detract from the sales bottom line, resulting 
in part of the reduction of advertising effectiveness. Services, 
on the other hand, do not have a tangible, fixed core product 
to supply to complaining customers. As a result, service firms 
often schedule service corrections during downtime or off-peak 
hours (Hart, Heskett, and Sasser 1990). In such cases, the hours 
required to enact a recovery are often already expensed with-
out affecting productivity (e.g., salaried or waged employees 
experiencing downtime and overhead costs, such as electricity 

Table 4
The Impacts of Customer Complaining and Responsiveness on advertising effectiveness

 Step 1  Step 2 Step 3
 (Control) Complaints Responsiveness

Goods
 Total assets .000 .089 .128
 Customer complaining  –.295*** –.275***
 Responsiveness   –.193**

R 2 .000 .079*** .114***
Change in R 2  .079*** .035**

 Step 1  Step 2 Step 3
 (Control) Complaints Responsiveness

Services
 Total assets .105 .191** .195**
 Customer complaining  –.374*** –.376***
 Responsiveness   –.030

R 2 .011 .144*** .145***
Change in R 2  .133*** .001

Note: Standardized coefficients are shown.

* p < .05.

** p < .01.

*** p < .001.
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and rent). Thus, additional costs may not truly be incurred 
and sales are not lost because services would not otherwise be 
rendered during those time periods.

research Implications

A great deal of research emphasizes advertising’s role in 
generating customer responses such as customer satisfaction, 
perceptions of quality, and loyalty (Oliver 1999). This research 
turns the tables and examines how customer and firm reactions 
to failures affects advertising efforts. The results suggest that 
advertisers consider the potential impact of third-party cus-
tomer complaining on the efficiency and effectiveness of their 
efforts, and the expected impact of efforts to respond to cus-
tomer complaining when budgeting for advertising strategies. 
Customer complaining to third parties exhibited explanatory 
power above and beyond firm size in determining both the ef-
ficiency and effectiveness of advertising efforts. It is suggested 
that more than two-thirds of customers tend not to voice their 
negative reactions directly to firms, but do take other actions, 
such as third-party complaining (Brown 2000; Day et al. 1981; 
Voorhees, Brady, and Horowitz 2006). This is a strong indica-
tor of the strategic value of assessing Better Business Bureau 
complaints. It is in an organization’s best interest to consider 
the effects of failed transactions, customer complaining, and 
responsiveness when assessing its advertising needs.

Advertisers also benefit from the objective analysis available 
from data sources such as the Better Business Bureau. A cache of 
customer complaining and response information for organiza-
tions represents a valuable competitive analysis tool. Using such 
data, advertisers can easily compare their third-party customer 
complaining and responsiveness levels to those of key competi-
tors. This is not possible with internal tracking mechanisms 
that provide no external basis of comparison. The advantage of 
such analyses rests in the potential for benchmarking compet-
ing firms (Vorhies and Morgan 2005) and in building stronger 
brands (Keller 2001). Among the potential benefits is greater 
customer loyalty, decreased impact from competitive market-
ing actions, and increased advertising efficiency and effective-
ness (Keller 2001). The current research provides empirical 
evidence of these propositions on a larger, more generalizable, 
scale than previously possible. It is also clear that firms need 
to learn from their mistakes and prevent similar mistakes in 
the future. Customer complaining indicates an undesired level 
of quality that undermines advertising efforts and leads to the 
inefficient application of organizational resources.

Limitations and Future research

This research used Better Business Bureau data as one type of 
third-party customer complaining and responsiveness. Other 
methods similar to those employed by Fornell et al. (2006) 

may lend additional credence to these findings. In addition, 
the BBB data identifies only one type of customer complain-
ing. As such, it is somewhat more removed from the affected 
organization than more direct forms of customer complaining, 
such as to a manager or another customer. If available, one way 
to enhance the results is to use primary customer complaint data 
in conjunction with BBB data to allow for a direct comparison. 
Unfortunately, due to the proprietary nature of internal failure 
information and the number of firms from which data is needed 
to properly conduct such an analysis, the use of data such as those 
used in this study is most likely the best available option.

An additional area where future research appears to be 
needed is also identified in the current study. Specifically, 
complaints to third parties are said to represent an extreme 
form of complaining behavior (Singh 1988). The results sug-
gest that such extreme complaints have significant impacts on 
key operational areas (i.e., advertising efficiency and effective-
ness). Future research, however, should investigate impacts on 
other operational areas, such as employee turnover, as well as 
general organizational performance. Such studies would aid in 
determining how third-party complaining and responsiveness 
affect various areas of the firm and what the net impact of such 
effects is for firm performance.

In addition, prior research on complaining behavior and 
service recovery does not distinguish between levels of cus-
tomer complaints. Based on the results presented, research that 
uncovers the level of angst inherent in customer complaints 
may lend valuable insight into appropriate complaint manage-
ment strategies. For instance, based on the results presented, 
it seems reasonable to suggest that customer complaints that 
are accompanied by greater levels of angst may have a greater 
effect on customer behaviors (i.e., purchase intentions, negative 
word of mouth, satisfaction, quality perceptions, and loyalty). 
As a result, complaints that are more emotionally driven or 
associated with greater angst may require more immediate 
attention or greater recompense. Such insight could be of 
value for firms. Furthermore, the current study suggests that 
more extreme forms of complaining have significant impacts 
and deserve greater scrutiny in future research efforts. Thus, 
asking for a manager with whom to register a complaint may 
engender a higher level of complaining than voicing concerns 
to an employee. Such distinction in future research efforts may 
generate additional insights into the effects of complaining on 
the advertising efficiency and effectiveness of firms, as well as on 
a variety of other outcomes (e.g., purchase intentions, negative 
word of mouth, satisfaction, quality perceptions, and loyalty).
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