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A B S T R A C T

Using data from a high-income, emerging market economy in the Middle East, this study examines
changes in service performance outcomes of an incumbent monopoly during different periods in the
phased liberalization of the country’s telecommunications market. The study draws on Structure-
Conduct-Performance (SCP) theory and Social Exchange Theory (SET) to develop hypotheses about
expected changes in four customer-based service performance outcomes—service quality perceptions,
customer satisfaction, customer loyalty, and customer attitudes. These are tested using data collected in a
longitudinal tracking study spanning different periods in the liberalization process. Results show that all
four performance outcomes improved significantly during an early post-liberalization period when there
was only one additional competitor in the market, but declined slightly during a later period when a
second competitor entered the market. However, structural relationships among the outcomes
themselves remained invariant across liberalization periods. Policy-making and theoretical implications
of the results are outlined and discussed. Although the data come from a single industry in an emerging
market economy, a particularly key implication is that while incumbent monopolies may initially harbor
a preference for the comfort and ‘freedom’ that comes with being the only player in the market, under
certain circumstances liberalization can actually benefit them through the impetus that it provides for
their own service quality improvements.

ã 2016 Elsevier Ltd. All rights reserved.

1. Introduction

During the 1980s many industrialized countries embarked on
programs of market liberalization and industry deregulation,
particularly for so-called network industries like telecommunica-
tions (telecom) and electricity (Noam, 1987). These industries that
for decades were characterized by significant state participation
and/or intervention, were opened to competition with objectives
of stimulating economic growth. While recent scandals in the
banking sector have led to calls for more regulatory intercessions
in some developed countries (e.g. the U.S.), the trend in many
developing and emerging market economies is that of increasing
deregulation and liberalization of service industries like tele-
communications, banking, insurance, and electricity that were
once dominated by regulated government monopolies (Sarkar,
Cavusgil, & Aulakh, 1999; Luqmani and Quraeshi, 2011). In some

developing countries, this usually entails opening up the sector to
participation by foreign investors, and can be a means to attract
foreign capital and technical knowhow.

In the literature, proponents of market liberalization argue for
its potential to drive positive outcomes at both the macro
(industry) and micro (firm) level. At the macro level, arguments
center around economic efficiency gains resulting from increased
competition, and available empirical evidence from telecom
liberalizations in some national contexts suggest positive mac-
ro-level effects in the form of quality improvements (e.g. Yan,
1999), increased innovation (Majumdar, 1994; Markard & Truffer,
2006), increased profitability (Cabanda and Ariff, 2002; Jeng & Lai,
2008; Park, Li, & Tse, 2006), and industry growth (e.g. Singh, 2000).
In the case of foreign entrants into a developing country, there is
also the anticipation that new entrants will bring in modern
marketing and management practices, thereby providing better
services for domestic consumers.

At the micro level, researchers (e.g. Majumdar, 1994; Markard &
Truffer, 2006) have noted the potential for liberalization to
positively impact incumbent firms. For instance Majumdar
(1994) finds that market liberalization spurred both entrepre-
neurially-oriented and productivity-oriented behavior changes
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within incumbent firms in the U.S. telecommunications industry.
In developing countries where liberalization also allows foreign
market participants, incumbent domestic service providers have
the potential to benefit through service quality improvements as
they adopt the more cost-effective and market-oriented manage-
ment practices introduced by the new entrants.

This study focuses on liberalization’s impact at the micro level.
It examines changes in customer-based service performance
outcomes of the incumbent monopoly during different phases
in liberalization of the Saudi Arabian telecommunications market,
one of the largest in the Middle East. Specific performance
outcomes examined for the incumbent – Saudi Telecommunica-
tions Company (STC) – are customer’s perceptions of the
company’s service quality, their satisfaction with its services, their
loyalty toward it, and their overall attitudes toward the company. It
also examines changes in relationships among these constructs
across different phases of the liberalization process.

The intended contribution of the study is two-fold. The first is to
provide guidance to policy-making bodies in countries contem-
plating liberalization of their own telecom or other networked
service industries such as electricity, water, gas, airlines, etc. This is
important because incumbent monopolies normally do not like the
increased competition that is a consequence of liberalization.
Market life can simply be easier and less demanding on the
incumbent in the absence of competition. Yet in so-called network
industries such as telecommunications and electricity, policy-
making bodies often expect the incumbent to share an established
infrastructure with new entrants. In some countries, the incum-
bent may even be expected to play a leading role in the
liberalization process by working with regulatory authorities
and policy-making bodies to develop guidelines for the new
competition. The task of engaging the incumbent would be easier if
policy-makers can make the case that the incumbent can also
benefit from the liberalization.

The second intended contribution of the study is theoretical.
The goal is to contribute to the wider debate on the socio-economic
benefits of market liberalization and competition by focusing on
performance outcomes that have not previously been addressed in
the literature. Customer-based service quality and related custom-
er perceptual outcomes are important tools by which any service
organization can attract and maintain a pool of profitable
customers and nurture a competitive advantage. Therefore, from
a theoretical perspective it is useful to know if changes in market
structure that result from liberalization can foster changes not only
in macro-level economic efficiency but also in these customer-
based perceptual outcomes for incumbents in such liberalized
service industries.

The next two sections present an overview of structure-
conduct-performance theory and social exchange theory, two
underlying theoretical foundations for the study. Section 4,
synthesizes these with relevant literature pertaining to the study
constructs to develop hypotheses for the empirical study. Section 5
presents the study design, construct measurement and data
collection, and Section 6 discusses the analysis and presents the
results. Theoretical and managerial implications of the results are
discussed in Section 7, and a final section outlines the study’s
limitations and offers suggestions for future research.

2. Structure-conduct-performance theory

The present study is based on a premise that customers’
perceptions of an incumbent monopoly’s services are likely to be
different in a liberalized environment than in a monopoly
environment. The structure-conduct-performance (SCP) theory
of industrial economics (Bain,1951; Bain, 1956; Mason, 1949) is the
theoretical basis for this premise. SCP theory posits that the

underlying structure of an industry (defined by variables such as
the number of sellers, degree of product differentiation, cost
structure, etc.) determines the behavior of firms in that industry (in
terms of pricing, research and development efforts, advertising,
investments, etc.), which in turn impacts the performance (e.g.
efficiency, price-to-marginal cost ratio, product variety, innova-
tion, profitability, etc.) of these firms (Clarke, 1988; Lipczynski &
Wilson, 2004; Tirole, 1993).

SCP theory is suitable for understanding the impact of
liberalization on an incumbent monopoly’s customer-based
service performance outcomes because by increasing the number
of competitors in an industry, liberalization changes the first
construct in the SCP causal chain—that industry’s structure.
According to SCP, such a change in structure will lead to a change
in the incumbent’s behavior, as it simply cannot continue to do
business as usual in the face of increased competition. New
entrants typically enter a market with different strategic postures
than the incumbent – e.g. they tend to be more aggressive, more
innovative, and more market oriented – putting pressure on the
incumbent to adapt by changing its own conduct. Finally, according
to SCP this change in conduct has the potential to affect the
incumbent’s business outcomes as behavioral changes have
associated cost and revenue outcomes. In the context of the
present study, the implication is that liberalization will lead to a
change in the incumbent’s business conduct, which in turn will
lead to changes in its customer-based service performance
outcomes. The next section presents a review of Social Exchange
Theory (SET), the theoretical basis for hypotheses about the
specific direction of changes in the customer-based performance
outcomes examined in the study—service quality, customer
satisfaction, customer loyalty, and customers’ attitudes.

3. Social exchange theory

Social exchange theory (SET) is a collection of different
theoretical perspectives from economics, psychology, and sociolo-
gy that seeks to explain the social behavior of humans in economic
exchange. SET explains how actors in exchange relationships
determine issues such as resources to exchange, exchange rules
and norms, and exchange outcomes, among others (for a recent
review, see Cropanzano and Mitchell, 2005). The present study
focuses on SET’s postulations about the impact of expected
outcomes on actors’ behavior in dyadic relationships. Anderson
and Narus (1984) suggest two useful constructs employed by
actors when evaluating exchange outcomes from dyadic relation-
ships—the comparison level (CL) and the comparison level for
alternatives (CLalt). CL is defined as a standard representing the
quality of outcomes that an exchange actor (e.g. a customer) has
come to expect from a given dyadic relationship (e.g. a relationship
with a telecom provider) based on present and past experience
with similar relationships and knowledge of other customers’
similar relationships. The outcomes experienced from a relation-
ship, compared against this standard, determine the attractiveness
of the relationship and the degree of satisfaction the customer
receives from the relationship. CL becomes a standard against
which the actor judges attractiveness of, and consequently
satisfaction with, the relationship. It is also a standard against
which the actor compares outcomes from any current or future
available alternatives to determine their attractiveness.

CLalt on the other hand is viewed as “a standard that represents
the average quality of outcomes that are available from the best
alternative exchange relationship” (Anderson & Narus,1984; p. 63).
In this sense Anderson and Narus view CLalt as representing “the
lowest level of outcomes” from the current relationship that the
actor will accept and still remain in the relationship. CL and CLalt
are powerful constructs for understanding customers’ satisfaction
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