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ABSTRACT: The main aim of this study is to examine the etfeservice quality dimensions
on customer loyalty to the providers of retail baugkservices. It investigates the relationship
between service quality dimensions and customealtioyTo achieve this purpose, data was
collected from a sample of 384 current customersoaimercial banks on the five dimensions of
service delivery: tangibility, reliability, respoveness, assurance and empathy. The results
indicate that all the dimensions of service qualigve a positive and significant influence on
customer loyalty in retail banking .This findingnforces the need for bank managers to place
an emphasis on the underlying dimensions of semyuadity in order to create and maintain
customer loyalty
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INTRODUCTION

The premise of "quality of service’ as the competitedge in gaining market leadership has
gained significant attention by both practitionargl scholars alike .In particular service firms
recognized the need to not only attract custometsalso to forge and maintain long-term
relationship with them in order to create a contpetiedge in an ever increasing competitive
marketplace.

The dynamic nature of the financial system is angathe need to focus more on the customer
rather the product in order to be competitive. $betor has been characterized by the emergence
of new forms of banking channels such as Interaekimg, Automated Teller Machines (ATM),
phone banking, maturing financial market and glot@ipetition that are forcing bankers to
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explore the importance of customer loyalty and taaming lasting relationships with customers.
Banks management needs to develop strategies tihtdifferentiate them from their
competitors. Competitive advantage can be cre&edigh the delivery of high service quality.
Service quality has been proven to lead to custdmglty (Caruana, 2002). Excellence in
service quality is a key to achieve customer Igya¥hich is the primary goal of business
organizations, due to the advantages of custontentren (Ehigie, 2006). Today, the increasing
awareness among bank customers of their rightsygihg demands and highly competition
requires constant progress in service quality ftbenbank for their customers to stay loyal. The
present research examined the extent of servicktygdalivery in retail banks that eventually
leads to customer loyalty.

Service quality can be used to differentiate betwtse service provider's services and to win
strategic competitive advantage. The service qudiivered is a key determinant of overall
satisfaction, which in turn leads to customer réden and loyalty (Ennew and Binks
,1999).Service quality is considered one of thetrammificant antecedent of customer loyalty in
service industries (Fullerton,2005).The quality tednsactions between service provider and
customer may improve the bank customer relationghip a long-term, closer and trustful
relationship

Service quality has been important primary competitool for banks to achieve success in the
market place with commonly undifferentiated sersideelivering quality service to customers is
a must for success and survival in today’s competibanking. Service quality has drawn
attention of researchers and managers in recergddsc(Zeithaml, 2000). It has become a
significant subject because of its impact on cusiohayalty. By satisfying customers through
high quality service, business firms not only netdieir current customers, but also increase their
market share (Finn and Lamb, 1991).

Service quality is widely recognized as being dicai determinant for the success of an
organization in today’s competitive environment.yAdecline in customer satisfaction due to
poor service quality would be a matter of concé@onsumers being more aware of rising
standards in service, prompted by competitive serthve developed higher expectations”
(Marshall et al., 1998).

Zeithaml et al. (1996) define customer loyalty agemtion of the customer to stay with the

organization and their commitment to increase treadith (i.e. through increased breadth of
products or services purchased) and the depthit{r@ugh increase in the volume of transaction)
in the relationship with the firm (Eisingerich aBell, 2006). It is the frequency of purchase or
relative volume of same brand purchasing. Basicallgustomer is loyal when he is committed

to repurchase a preferred service or product evenvhere are marketing efforts and situational
influence having the potential to cause switchiegdyior (Oliver, 1999).It is suggested to the
companies to invest in relationship building andtomer intimacy with loyal customer's as it

will in turn lead to stronger loyalty (Ndubisi dt,&2004). The Customers who regularly purchase
a company's products over a long period of timeegge more revenues and are relatively
cheaper to serve than other customers (Reichheldsgpinall, 1993).
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LITERATURE REVIEW

The concept of customer loyalty has attracted afionterest from practitioners and scholars its
intricate relationship with a firm's performance.ustomer loyalty is now accepted as
indispensable in strategic decision making becéusests more to attract new customers than to
retain old ones. Loyalty conceptualisation has wwmensions- attitudinal and behavioural.
Attitudinal loyalty reflects a situation wherebyffdrent feelings create an individual’'s overall
attachment to a product, service or organisatioornier, 1994). These feelings define the
individual’s cognitive degree of loyalty (Hallowell996). The other dimension is behavioural.
This reflects the degree to which attitudinal flegé are translated into loyalty behaviour. In
other words it reflects intentions being translait@® actions. Examples of loyalty behaviours
given in the literature include continuing to puask services from the same supplier, increasing
the scale and scope of a relationship, or the faic@mmmending a product or service (Yi, 1990;
Best, 2009) and increased purchase frequency amd @dlouth (WOM) recommendation (De
Ruyter et al., 1998.

The attitudinal aspect of customer loyalty encormpadong-term emotional commitment and
trust to the organisation, its services, produats prices. Attitudinal loyalty is important to the
conceptualisation because it denotes the custorpeo§ability of future commitment to the
organisation and the propensity to recommend thepeny to friends or colleagues (Reichheld,
2003). “Attitudinal” here refers to “the psycholagl tendency that is expressed by evaluating a
particular entity with some degree of favour orfaisur’ (Eagly and Chaiken, 1993). The
attitudinal components of customer loyalty are tded as price sensitivity, brand allegiance,
and the frequency of purchasing a particular br@hhdle-Thiele and Mackay, 2001). Finally,
the cognitive component includes attributes suclpra$erence to a service organisation and
belief that the organisation proffers the bestroffied also attends to customer needs (Harris and
Goode, 2004). Thus, as mentioned, customer loyaftgcts customer satisfaction. It however
goes way beyond that.

Customer Loyalty

Customer loyalty is a deeply held commitment tousebr repatronize a preferred product or
service consistently in the future, thereby causgiegetitive purchasing of the same brand,
despite situational influences and marketing esto@remler and Brown (1996) define it as “the
degree to which a customer exhibits repeat purogabiehavior from a service provider,
possesses a positive attitudinal disposition towlaedorovider, and considers using this provider
when a need for this service arises. Loyalty isdafoge an attitude or behavior that customers
explicitly vocalize or exhibit.

Loyalty has both behavioral and attitudinal dimensi The behavioral repurchase consists of
repeated purchase of product while attitudinal llyyaefers to attitudinal commitment or

favorable attitude toward a product resulting ipe& purchasing behavior. It is a biased
purchase response resulting from an evaluativeudétifavoring the purchase. Loyalty is thus
viewed as the customer’s demonstration of faitl#fdherence to an organization despite its
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occasional error or indifferent services. Dick aBdsu (1994) conceptualize loyalty as the
strength between repeat patronage and relativadstivhich results from comparing a particular
brand with competing brands. Customer loyalty isrgj when a high relative attitude leads to
repeat buying. A low relative attitude leads to Ieepeat purchase which equals no loyalty.

Loyalty in service businesses refers to the custemsommitment to do business with a

particular organization, purchasing their produgpeatedly and recommending others to the
organization’s products. Anderson and JacobsonQ2€8y that customer loyalty is actually the

result of an organization creating a benefit fostomer so that they will maintain or increase
their purchases from the organization. They indicttat true loyalty is created when the

customer becomes an advocate for the organizatitowt incentives.

The marketing literature is embracing customer tiighip—based research due to the
overwhelming evidence that the acquisition of naewtomers is a far more expensive process
than retaining current customers (Berry, 1995).vi6erfirms and in particular, commercial
banks are interested in building and maintaininggierm relationships with their customers
(Gwinneret al..,1998,). In addition, strong customer relationslaps shown to lead to increased
sales, lower operating expenses and predictablé pteeams (Reichheld, 1996). These loyalty
outcomes include repurchase , less switching itlesitand actions , positive word of mouth or
recommendations, identification with service preral through exclusive affiliation a
willingness to pay a premium price for a given ss¥y customer citizenship behavior, co-
production by customers, social benefits to othistamers in the form of friendships, mentoring
other less experienced customers by helping themmtterstand explicitly or implicitly stated
rules of conduct (Rust & Zahorik , 1993, Gruen 39Beithamlet al., 1996). Highlighting the
importance of retaining customers through winnihgirt loyalty, Reichheld and Sasser (1990)
estimated that a 5% change in customer retentiamddwyield 25% to 100% profit swings
across industries. Moreover, it costs more to mEpldefected customers than to prevent them
from defecting (Zeithamét al, 1996).

Service Quality

Quality can be defined as satisfying or exceedugfamner requirements and expectations, and
consequently to some extent it is the customer edentually judges the quality of a product
(Shenet al., 2000). In the service, where production, delivend a&consumption can occur
simultaneously, the concept of quality refers ® itatching between what customers expect and
what they experience. Customers evaluate servieditglby comparing what they want or
expect to what they actually get or perceive theygetting (Berryet al.,1988). Service Quality
Service quality involves a comparison of expectatiowith performance. According to
Zeithaman & Bitner (2003) service quality is a measof how well a delivered service matches
the customers’ expectations. Banks have realizedignificance of concentrating on quality of
services as an approach to increase customerasdtist and loyalty, and to develop their core
competence and business performance (Kunst and Lreéma000)

In this study, service quality has been definedhasdifference between customers expectation
for service performance prior to the service enteumand their perception of the service
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received. Customer’s expectation serves as a fowndfor evaluating service quality because,
quality is high when performance exceeds expectatia quality is low when performance does
not meet their expectation (Asubonteng et al., J9B&pectation is viewed in service quality
literature as desires or wants of consumer i.eatwhey feel a service provider should offer
rather than would offer (Parasuraman et al., 198Bgrceived service is the outcome of the
consumer’s view of the service dimensions, whiehtaoth technical and functional in nature.

The customer’s total perception of a service isedasn his/her perception of the outcome and
the process; the outcome is either value addedialitg and the process is the role undertaken
by the customer. Parasuraman et al, (1988) detneejved quality as a form of attitude, related
but not equal to satisfaction, and results frono@samption of expectations with perceptions of
performance. Therefore, having a better understgndf consumers attitudes will help know

how they perceive service quality in grocery stores

Negi (2009) suggests that customer-perceived senji@lity has been given increased attention
in recent years, due to its specific contributiorbtisiness competitiveness, developing satisfied
and loyal customers. This makes service qualityey vmportant construct to understand by
firms by knowing how to measure it and making neageg improvements in its dimensions
where appropriate especially in areas where gapgka expectations and perceptions are wide.

Douglas & Connor (2003), found that the consumen Was developed heightened perception of
guality has become more demanding and less tolefaassumed shortfalls in service quality

and identify the intangible elements (inseparahiliteterogeneity and perishability) of a service
as the critical determinants of service qualitycpered by a customer. It is very vital to note here
that, service quality is not only assessed as rideresults but also on how it is delivered during
service process and its ultimate effect on consismperceptions (Douglas & Connor, 2003).

The ability to provide a quality service will, tiedore, improve a commercial banks’ ability to
increase market share and profitability, whilsthet same time reducing their existing customer’s
switching propensity to another institution. Thbs &bility to consistently provide a high quality
service offering may well act as a key strategiffedentiator. Furthermore, successful
organizations perusing quality have realized thaglity improvements must be focused where
most productive (Keiningham, et al.,1995). Improwgdility has a three-fold pay-off, namely
reduced costs, increased customer retention, drattatg new customers drawn to the quality
service provider (Keiningharmt al, 1995). In order to achieve service quality, itngortant to
identify key service expectations and focus effattthe most beneficial point in the customer

It is the result of the comparison that customeagkerbetween their expectations about a service
and their perception of the way the service has Ipegformed (Caruana, 2002). What counts in
services is the conformance to the wishes of custemather than to any predetermined set of
specifications (Berry et al., 1988). As Lewis (1998t it “service quality is a measure of how
well the service level delivered matches customgre&ations. Thus, iis the degree of
discrepancy between customers’ normative expeastior service and their perceptions of
service performance (Parasuraman et al., 1B@byering quality service means conforming to
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customer expectations on a consistent basi$iis means that, in the final analysis, customers
are the exclusive judges of service quality no ematthat the marketer thinks. If customers
disagree with the marketer’s perspective then éneice is problematic (Berry and Parasuraman,
1991).“There is no other fact or reality about servicealjty but what customers perceive about
a service”(Lewis, 1993)

Service quality has been conceptualized as congisfitwo dimensions technical and functional

service quality Eisingerich and Bell , 2007).Sharamal Patterson (1999) explain the technical
service quality as quality of service output andctional service quality as nature of interaction

between customer and service institution. Otheh@sthave also contributed to this theory and
explained technical service quality as the ‘com¥ise’ or the actual outcomes (Lovelock, 1996)

or ‘what is delivered' and functional quality aovii the service is delivered (Parasuraman et
al.1994).Due to competition the technical qualgyaimost like a commodity as it is the same
from all the suppliers but the difference is mall@tagh the functional service quality (Sharma
and Patterson, 1999).

Service quality is the consumer’s appraisal of allequality of service delivery. It is the result
of the comparison that consumers make between éxgectations about a service and their
perception of the way the service has been perfdranedelivered (Bitner and Hubbert 1994,
Rust and Oliver, 1994). This appraisal typicallyfasmed from disconfirmation of expectations
of service performance (Parasuramenal., 1988) or through the assessment performance
measures (Cronin & Taylor, 1992). The contentiotwieen the two approaches centers on
whether service quality is the difference betweest@mers’ perceptions and expectations of a
service or simply their perceptions.

The disconfirmation approach rests on expectatsnseference points against which customers
compare their perceived evaluations. Differencdsvéen expectations and evaluations denote
perceived service quality (Zeithaml et al., 1998rvice quality is sufficient when perceptions
equal or exceed expectations. Based on disconfomaParasuraman et al., (1988), developed
SERVQUAL, an instrument of items representing fsarvice quality dimensions: reliability,
responsiveness, tangibility, assurance and empathyeasure service quality. Studies found
satisfactory loading of the scale items when uSBRRVQUAL to measure service quality across
industries including banking and telecommunicati@aruana, 2002).

Some researchers, however, question if people ssses/ice quality by first forming
expectations and then comparing them with subségezoeptions. They contend that perceived
service quality arises only from perceptions ofveer performance, and hence measuring
perceptions alone would yield a better indicatiérservice quality than comparing perceptions
and expectations. In support, performance -basedsumes often fare better than
disconfirmation —based measures of service quélitther & Hubbert, 1994, Boston & Drew,
1991, Bradyet al.,2002).

The difference between disconfirmation and perforoea— based measures of service quality
may be that performance measures suit investigdtavg service quality relates to dependent
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factors, whereas disconfirmation—based measures appropriate for diagnosing service
shortfalls (Parasuramaet al., 1994, Zeithaml 1996). This study adopted the SERYAL
model and was therefore disconfirmation- baseds Bhudy uses the SERVQUAL model to
determine the relative importance of each of theviee quality attributes which influence
customer overall quality perceptions.

According to Zeithamal (2006), Services Quality described as SERVQUAL by five
dimensions constructs namely reliability, respoasass, assurance, empathy and tangibles.
Basically these dimensions represent the consuneeitaria of judging service quality. The
service quality dimensions identified Zeithamal@@pare explained below:

Reliability

The reliability construct in the SERVQUAL model repents the service provider’'s ability to
perform the promised service dependably and aayrathis is achieved through keeping
promises to do something, providing right serviamnsistency of performance and
dependability, service is performed right at thstftime, the company keeps its promises in
accuracy in billing and keeping records correctlyajlable merchandise and error-free sales
transactions and records. Reliability also consa$taccurate order fulfillment; accurate record;
accurate quote; accurate in billing; accurate ¢atmn of commissions; keep services promise.
He also mentioned that reliability is the most impot factor in banking services (Yargal.,
2003). The higher customers appreciate on relipbihe higher the overall evaluation of retail
service quality is (Ndubisi, 2006).

Tangibility

Tangibility relates to the physical aspects or euk of a service. Physical aspects of retailer
include appearance of equipment and fixtures, ghy$acilities, materials associated with the
service, appearance of personnel and communicatiaterials, Convenience of physical
facilities and layouts. In addition to the appearanf the facilities, it also takes into accourd th
convenience offered the customer by the layouthyfsizal facilities (Ananth et al,2011). The
higher customers appreciate on the physical aspietshigher the overall evaluation of retail
service quality is (Bellini et al., 2005).

Angur et al (1999) found that business premisesilghitave a high standard of decoration and a
nice environment to positively influence servicealify which will consequently lead to
customer loyalty. The physical service setting isesy important tangible factor that influences
service quality perceptions. For instance, BitnE®99@) focused on the elements under the
control of businesses at the point of interactietwieen customers and the firm, arguing that
these controllable elements can affect perceptminservice quality and encourage repeat
patronage

Bitner (1992) proposed that the physical settinthefplace of service, including not only visual

aspects such as color and texture, but also nodets, and temperature is of particular
importance and capable of altering customer expentaand strongly influencing consumer
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responses and satisfaction. Bitner (1992) calledctimbined physical and sensory elements of
the place of service the servicescape.

Wakefield and Blodgett (1996) also found that sm¥scape in terms of layout, aesthetics,
electronic displays, seating, and cleanliness arswmers’ perceptions of service quality has a
relatively consistent and strong effect on custone¢ention and their repatronage intentions.
They noted that the strongest element in the pearepf service quality was the “aesthetic
appeal of the facility architecture and décor,” aeking that customers’ first impressions of the
facilities influence their overall assessment & gervices. Bonn& Mathews (2007) also found
substantial evidence that the design of the phlysetting and its associated sensory attributes
can have a significant effect on customer satigfa@nd on a customer’s re-patronage decisions.

The professional appearance of staff is an importeans of tangibilizing the intangible service
products. Furthermore, the tangibles of a serviceeovice provider can be represented by the
physical appearance of employees and other physit@astructures. This has also seen the
introduction of a dress code or uniform for bankptyees across the country (Kim & Jin,
2002).

The ambient conditions of the bank greatly contebto service quality. Brady and Cronin
(2001) found that consumers react not only to pctgjlbut also to the features that accompany
the product. They asserted that consumers make ghaethase decision and respond to more
than simply the tangible product or service beiffgred but respond to the total product. One of
the most significant features of the total prodiscthe place where it is bought or delivered.
Atmospherics relates to the effort to design buyengironments to produce specific emotional
effects in the buyer that enhance his purchaseapility. In some cases, the place, more
specifically the atmosphere of the place, is moflaential than the product itself in the purchase
decision. In some cases, the atmosphere is thapriproduct. They called this “atmospherics”
or “the effort to design buying environments togwoe specific emotional effects in the buyer
which enhance his purchase probability.”

Hirschman and Holbrook (1982) reached a similarc@ion on the importance of ambient
conditions, finding that sensory input associatetha product led to emotional arousal and
caused consumers to recall the product or the svamtrounding their interaction with the
product or to imagine a sequence of future evéntsome cases, this sensory input was recalled
more clearly than was the product itself and thetens triggered were of greater importance
than the utility of the product in customers’ ultite choice of products. Atmospheric clues
affect consumer moods and emotions which, in taffect purchase behavior and response to
products (Jiang and Wang, 2006).

The other tangibility aspect is the interior desigmpremises and facilities. The interior design of
the premises and facilities influences customemsicgption of service quality, customer
satisfaction and loyalty. Studies on the influen€éhe physical interior design of the facility on
service quality, customer satisfaction and patrendgcisions are in support of this finding.
Sherman et al., (1997) confirmed that the integiovironments were important determinants of
purchase behavior. Kalcheva and Weitz (2006) failnadl the interior environment of business
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settings had an impact on consumer purchasing bhaarticularly on re-patronage intentions
or decisions.

Gardner (1985) also examined those aspects ofettvece environment under marketer control
and found that the interior environment had theeptigl to influence consumers’ mood states in
both service encounters and point-of-purchaset@tg Gardner noted that the interior design
correlated with customers’ moods and found “evigetacindicate that design-related factors can
have powerful effects on human behavior. She caeduhat the interior design environment
(“settings”) is an important aspect of consumergonh states and their ultimate evaluations of
and responses to their service encounters. Le ZB€5) & Berry et al., ( 2006) explored the

relation between emotion and perception of sergigaity with specific reference to the service

facility and concluded that the interior environrhean create mood or trigger feelings, which in
turn affect behavior, customer satisfaction, andgmions of service quality .

The interior environment can influence customer t#ons especially in extended service
transactions (Berry et al., 2006). Baker and Camdf®96) identified three environmental
components involved in waiting: ambient elementnfmisual sensory input), design elements
(visual components), and social elements (the empthe service setting). The authors found
that bright lighting, uncomfortable temperaturestfar loud music, oversaturated and warm
colors, uncomfortable seating, and glare createatheg emotions and cause customers to
overestimate wait times. Conversely, lower lightiegels, temperatures within a comfort range,
soft and slow music, light and cool colors, and fartable seating created positive emotions and
caused customers to underestimate wait times. tbegluded that the interior environment can
enhance the consumer experience in extended semtgractions by creating positive emotions
and reducing negative emotions.

The adequacy of personnel and facilities are atgEe@s of tangibility that influence service
guality perceptions. They affect the time takerthm/business to the deliver the service. Waiting
time is a part of many service encounters and oHinence service quality perceptions (Taylor
1994; Baker and Cameron 1996; Brady and Cronin R0Ddylor (1994) and Le Bel (2005)
found that in extended service transactions, whestomers interact with service providers over
long periods of time, emotions are of paramountartgmnce and emotions generated at one stage
in the service experience may influence customgesteptions of later stages of the process
(Dube and Menon 2000). When customers perceivaengdime as favorable, they perceive the
service quality to be higher (Brady and Cronin 200Yhen they perceive waiting time as too
long or too short, their evaluation of service gyaleclines (Taylor 1994).

A study by Reimer and Kuehn (2005) supported thidifig. They found that customers look for
other indications of quality to form pre-purchasmleations of the service. All elements of the
interior environment, including the physical segtiand ambient conditions, function as service
clues that give customers an indication of the iuaf the service to be received (Reimer and
Kuehn 2005) and become important in determiningocusr loyalty
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Assurance

The assurance construct consists of competencedggen of the required skills and knowledge
to perform the service), courtesy (consideration tfte customer's property, clean and neat
appearance of public contact personnel), credibditd security of the employees and their
ability to inspire trust and confidence. Accorditg Sadek et al. (2010), in British banks
assurance means the polite and friendly staff, ipimv of financial advice, interior comfort,
eases of access to account information and knowédidg and experienced management team
This includes employees having knowledge to answestions, inspiring confidence, providing
prompt service, willing to respond to customer'guests, giving customers individual attention,
showing consistent courtesy with customers and ereat customers properly on the phone.
Several studies suggest that the exchange of imttwmis an important part of both traditional
selling and relationship marketing which may leadatshared understanding (Ndubisi, 2006;
Lymperopoulos et al., 2006). The higher custom@mreciate personal interaction, the higher
the overall evaluation of retail service quality is

This dimension concerns how knowledgeable and eoust employees are to inspire confidence
and trust from their customers .The assurancebatés are all very much about the extent to
which a consumer trusts a provider and whether ar they have the confidence in an
organization to provide a service securely and cergly.

There is a substantial level of trust in the bank &s abilities were necessary to make the
consumer comfortable enough to establish a banietegionship. Parasuraman, et al (1991)
included actions by employees such as always amustebehavior instills confidence, and
knowledge as prime elements of assurance.

On the aspect of the feeling of safety when tratirsgevith the bank, customers are concerned or
interested in security issues regarding on-lineditrcard, telebanking, internet etc transactions
Security and safety are ranked highly in measuseyice quality and consequently customer
loyalty. Customers have high expectations regardewding safe and secure whilst making
transactions. This may be attributed to the natfirte services provided by banks. Customers
face much greater risk in terms of fraud and idgrihieft in banking. This may explain the fact
that banks do all they can to assure their custeitinat transactions with their organizations are
safe and secur®n whether employees always instill confidencehiairt bank customers, it is
important to acknowledge the fact that customerstwa trust and have confidence in the
competence of the service provider's employeestivet the service. The customer will not be
satisfied if he/she does not feel assured aboutdahgetence of the service provider. Kumar et
al. (2010) and Lai (2004) found that confidenceng of the important factors for assurance. As
confidence in one’s impressions about the firmeases (Verhoef et al., 2002), trust develops
between the parties (Gwinner et al., 1998), andcthst of switching firm rises (Shapiro and
Varian, 1999). Moreover, customers weigh prior clative satisfaction heavily when they are
deciding whether to maintain or terminate theiatiehship with the bank (Bolton, 1998). These
aspects favor the continuity of the relationship,tisat we can expect a greater propensity to
switch.
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The courteous nature of the service provider'd stigb influences the customer’s assessment of
service quality. The politeness of the employeesnismportant attribute for evaluating service
quality because of the heavy interactional natdithe service. Often customer show demanding
expectations for politeness of employees. The sktencontact and interactions between the
customer and the employees makes it a key varfabkervice quality.

Responsiveness

Responsiveness is the determinant that definewithegness to help customers and to provide
prompt services. It is the desire and willingnesadsist customers and deliver prompt service .It
involves features such as the opening hours ofsewice provider, the politeness of the
employees and the time the customer has to waitder to get the service. In other words, it
describes how quickly and affective the responseht customer is .Willingness to help
customers is likely to have an important and pesitffect on customer’ perceived service
quality and customer satisfaction in retail bankikigngi (2009) also found that responsiveness
is positively related to service quality and custonsatisfaction. ). It is also involves
understanding needs and wants of the customers/enimt operating hours, individual
attention given by the staff, attention to probleamsl customefssafety in their transaction
(Kumaret al, 2009).

Mohammed and Shirley (2009) found that bank sesviiech as prompt communication to the
customer are vital. Customers are concerned whether bank will provide the right
information to the right customers promptly .Thiscreates public confidence, and thus helps
customers to make the right decisions at the righé. Responsiveness is likely to have an
important and positive effect on customer satigbact( Glaveli et al., 2006).The higher
customers appreciate problem solving, the higheralvevaluation of retail service quality is.

Empathy

The last dimension of the SERVQUAL model is empatimpathy is the caring and

personalized attention the organization providssciistomers. It is reflected in the service
provider’s provision of access, communication amtlarstanding the customer. Individual
attention, convenient operating hours, understandfrthe staff when a problem occurs and the
knowledge the employees have of the customers’sneede the primary elements included in
the evaluation of empathy. This dimension captagsects of service quality that are directly
influenced by service provider’s policy such as dy@ostomer service, convenience of parking
and operating hours (Butcher, 2001; Ndubisi, 20BBigie, 2006). The degree to which the
customer feels the empathy will cause the custotoeeither accept or reject the service
encounter. The higher the level of empathy, théndrighe overall evaluation of retail service
quality is.

The aspects that are critical in empathy includgleyees’ knowledge to respond to customer
requests or needs. Bank invests heavily on stiffitrg so as to equip them with the necessary
knowledge and skills to deal with their custom&s. the employees’ personal attention to their
customers, marketing literature indicates that isenproviders that provide individualized
attention to their customers increase their le¥gbayceived service quality. This is due to the
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high intangibility of the service and the heterogignof it results in an increased focus on the
interaction process. This means that employees beuskilled enough to be able to immediately
recognize the needs of the customers are criticatder to improve service quality

Service quality and customer loyalty relationship

According to Lai, Griffin & Babin (2009) loyalty isne of the main determinants of long term
financial growth in an organization. Service quaig also linked with customer loyalty. While
some researchers are in the view that customesfesdion rather than service quality exerts
stronger influences on buying intentions of thetaoers (Cronin and Taylor, 1992). Some other
researchers also provided the strong empiricaleesés supporting the fact that service quality
increases the customer intentions to remain witha@mpany. For example, Buzzell and Gale
(1987) found out that service quality results inr@gased market share and repeated sales that
ultimately leads to customer loyalty. Zeithaml Bt(2996) also concluded in their research that
when organizations improve the quality of theirvemgs, customers’ unfavorable intentions are
decreased while favorable behavioral intentionsiacecased. Traditional service systems are
still demanded by the customers along with thermgebased banking (Yang and Fang, 2004).

Service quality might is been found to have a din@pact on customer loyalty ( Boulding et al.,
1993; Parasuraman et al., 1991) .Cronin and T&l#82) hypothesize that perceived service
guality positively affects consumers’ loyalty . Bieneld and Sasser (1990), Cronin et al. (2000)
and Kang and James (2004 ) found that good sequedty leads to the retention of existing
customers and the attraction of new ones, reducst$,can enhanced corporate image, positive
word-of-mouth recommendation and, ultimately, emeahprofitability. A research by Zeithaml
et al. (1996) concluded that when organizationsaroé the quality of their services, customers’
favorable behavioral intentions are increased whildavorable intentions are decreased
simultaneously.

Service quality has been found to have considenaipact in determining repeat purchase and
customer loyalty (Jones and Farquhar, 2003). Aatpdiout by Bolton (1998), service quality
influences a customer’s subsequent behavior, iotentand preferences. When a customer
chooses a provider that delivers service qualigy theets or exceeds his or her expectations, he
or she is more than likely choose the same provageain. Besides, Cronin and Taylor (1994)
also found that service quality has a significaiféat on repurchase intentions. Other studies
which support that repurchase intentions are peatjtiinfluenced by service quality include
Zeithaml et al (1996), Cronin and Taylor (1994)on et al ., (2000), and Choi et al. (2004). A
positive perception of service quality is thus ameaedent to customer loyalty (Young et al ,
1994).

It is well known that evaluative judgments of seevguality could significantly influence service
loyalty and bank loyalty (Veloutsou et al., 200Ruyter et al. (1998) also found a positive
relationship between perceived service quality preference loyalty and price indifference
loyalty. Velotsou et al. (2004) also found thatge#ved service quality has a positive association
with customer loyalty, being defined as a functairexpected quality (generated from market
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communication, image, word of mouth and customedsgand experienced quality (generated
from functional and technical quality).

Perceived quality reflects the opinion of the cuosto regarding the superiority or global
excellence of a product or service. According ton&tes & Ghauri (2004), service quality is
regarded as one of the few means of services d@iff@tion, attracting new customers and
increasing market share. It is also viewed as gooitant means of customer retention. The
lifetime value of a loyal customer can be astroreaiiespecially when referrals are added to the
economics of customer retention and repeat purshafseelated products (Heskett al, 1994).

In one case, a retail bank that increased its mestaetention rates by 5 per cent increased its
profits by 85 per cent (Reichheld & Sasser, 1990 cost of gaining a new customer is about
five times greater than the cost of retaining aentrcustomer through the use of relationship
marketing.

Problem statement

Perceived service quality is a measure of the @etwewhich the service delivered matches
customer expectations (Lewis and Booms (1983).v@ghg quality service means conforming
to customer expectations on a consistent basisci$temer’s perception of quality of service is
based on the degree of concordance between expastaind experience. Firms need to offer
superior service and to exceed customer expectat{®arasuraman, 1995) to delight the
customers. Customers will remain loyal to a seracganization if the value of what they
receive is determined to be relatively greater ttiat expected from competitors (Zeithaml &
Bitner, 1996). While service quality has proved lde an essential ingredient to convince
customers to choose one service organization avethar, many organizations have realized
that maintaining excellence on a consistent basisnperative if they are to gain customer
loyalty.

Despite extensive research on the dimensions afeped service quality in banking in
developed economies using the SERVQUAL model dpesldoy Parasuramast al.(1988),
little has been done in developing countries andanticular in Kenya. The SERVQUAL
instrument is a concise multiple-item scale witlo@aeliability (Lewis & Mitchell, 1990) and
has been widely accepted as a valid instrumentni@ayr 1990) in the measurement of perceived
service quality. It comprises of five service qtyalimensions: reliability, tangibility, assurance,
responsiveness and empathy. Most studies havedoeelucted in developed economies but not
much has been done in the Kenyan context. Thigyghetefore sought to investigate the effect
of perceived service quality dimensions on custoloyalty in retail banking in Kenya using the
SERVQUAL model

Resear ch objectives
To establish the effect of tangibility on custort@yalty in retail banking.
To determine the relationship between reliabilitg @ustomer loyalty in retail banking
To responsiveness has no significant effect oroocost loyalty in retail banking
To determine establish effect of assurance on mesttoyalty in retail banking
To determine the relationship between empathy astbmer loyalty in retail banking
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To determine the effect of tangibility, reliabilifyesponsiveness , assurance and empathy on
customer loyalty in retail banking

Resear ch Hypotheses

The following hypotheses were tested:

HO1 There is no significant relationship betweangibility and customer loyalty in retail
banking.

HO2 There is is no significant relationship betweelability and customer loyalty in retail
banking

HO3 Responsiveness has no significant effect otomes loyalty in retail banking

HO4 There is no significant relationship betweesuasnce and customer loyalty in retail
banking

HO5 Empathy has no significant effect on custoreationship in retail banking

HO6 There is no single service quality dimensiaat thas significant effect on customer
loyalty in retail banking

MATERIALSAND METHODS

Resear ch Design

A simple randomizedx-post factodesign was used to investigate the relationshipvdsn
service quality dimensions and customer loyaltyoMilan & Schumacher, 1989kx post facto
design is a form of survey research where independmiables are selected rather than being
manipulated and observations and analyses of oakdtips among the variables carried out in
their natural settings. The method was preferrechilbrge it allows ascertaining wide spread
opinions under natural conditions. The design akows investigating possible relationships
between variables. Theesign was chosen because other similar studiesustomer service
have successfully usea the past (Masinde, 1986, and Mwendwa, 1987jos€- sectional data
were collected.

Sample Size and Sampling Procedure

The commercial banks for this study were purpogiwalected to capture three categories of
ownership: public/state owned banks, private doimdsinks and foreign—owned banks. This
categorization was to assist in investigating weethe type of bank influenced service quality,
customer satisfaction, and customer value and mesttoyalty. Drawing a sample from across
these categories of commercial banks ensured ameqearesentativeness of the various
characteristics

Stratified random sampling was used to obtain trame size. The sampling technique was
selected because it ensures that all the groupsg@m@es of banks) were adequately sampled and
this facilitated comparison among the groups. Tlopupation was stratified according to
ownership (public sector, private sector and fargignarket share and period of operation
within the Municipality.
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A sub-sample size was determined for each strafuma. total sample size for the study was
obtained using the following formula:

P (1-P)
Az_
ZZ + PP
N
Where

S=Sample size required

N = Number of people in the population

P = preliminary estimate of percentage of people in gbpulation who possess attributes of
interest. The conservative estimate and one thaftés used is 50%. (0.5 will be used in this
formula)

A= Accuracy (or precision) desired, expressed as imndé&¢.05 for 5% is used in this formyla

Z = The number of standard deviations of the samplistgibution ( Z units) that corresponds to
the desired confidence level , 1.96 for 95% aterice level , 1.6449 for 90% confidence level
and 2.5758 for 99%.

The total sample size of 381 respondents was detednThe sub-sample size for each bank
was determined using the formula by Krejcie and ¢dor(1970) given as:

s=_pS

P

Where: s = Sub-sample size for each bank

p = Sub population of customers in each bank

S = Total sample size for the study

P = Total population for all the banks

The formula was also preferred for its acceptadbell of accuracy in generating a representative
sample size at 0.05 level of confidence.

After the population was stratified and the sang#e for each stratum determined, individual
respondents were selected through systematic sagnglhis was achieved by picking tkth
customer from each stratum coming to the bank, lwiscan acceptable method according to
Zikmund (2003). This technique was preferred begausnsured representative coverage of all
elements being considered in the study. The dataction period covered one month to ensure
inclusiveness of customers who come to the bardifterent dates of the month.

I nstrumentation

Data were collected using a questionnaire. It wexsen because it was easy to administer in the
on-the-spot- collection of information approachdigethis study. The technique also facilitated
confidentiality of customers’ personal informatibecause they did not have to disclose their
identity when filling out the questionnaire. Theegtionnaires were administered in January
2011 during working hours from 9a.m to 3 p.m., Mayndhrough Friday. This is the period
when the banks have peak traffic and hence it veageeto get customers to respond to the
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guestionnaires. It is also the time when banks espee long queues and the respondents are
likely to give more “true” and “rational” assessmai the quality of service received, level
satisfaction and value for their money.

The total number of items that measured the coite(dependent) variable were 64 and were
operationalized using a five — point likert scal@nging from (1= strongly disagree) to (5 =
strongly agree). The scale was useful in measuhiegtrength of the respondents’ responses on
these items. The items were constructed basedehtéhature on service quality, satisfaction,
perceived value, customer social capital and Igyalt

Customer loyalty (dependent variable) items weskecded based on observable behavior
characteristics that included repurchase, referraizenship behavior, co-production,

willingness to pay premium price, less switchinchd&or, mentoring other customers and
advocacy or word of mouth. The selection of theem$ ensured completeness in covering all
the key aspects of loyalty outcome behaviors.

Validity and Reliability of the study

The study attempted to ensure that the findingsevibeth valid and reliable. Validity is the
extent to which the test-items measure what theggtito do. The instrument’s content validity
was assessed using expert judgment by four faeskigemic staff experts in the Department of
Business Administration, in Egerton University.

Reliability refers to the consistence of a scomfrone occasion to the next. The relevance of
the content used in the questionnaire in relatotiné objectives of the study was assessed using
a cross-bridge matrix where by the items in thestoenaire were checked against the
objectives of the study to ensure adequate cowctmrérage (Bosire, 2000). Through the expert
judgment, construct validity was assessed to ashalthe extent to which the instruments
measured special respondent attributes like peoreptattitudes and opinions towards the effect
of service quality, customer satisfaction and @ugr value on customer loyalty.

Cronbach’s coefficient alpha was used to test bditg or to assess the quality of the
measurement (Churchill, 1979). An acceptance le@fel70 of Cronbach’s alpha tested for
internal consistency for each of the constructsem®mmended by McMillan (1992). The
internal reliability test results were for servigeality (0.918) which was high enough to ensure
the internal consistency as this was higher thardtommended 0.7 threshold (Hair et al.,
2006).

Data Collection M ethods

Data was collected using questionnaires that wdreirastered by research assistants outside
the entrance to the banks. The research assistaitsd for the respondents to fill out the
guestionnaires. Before proceeding to the fielditete of introduction was obtained from The
Open University of Tanzania and the Egerton Unityensere obtained .The participants were
assured that any data collected was to be keptidesnifal and was to be used strictly for
academic purposes only.
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Operationalization of the Study Variables
The five constructs identified in this researcht thaluded perceived service quality, reliability,
tangibility, assurance, responsiveness and empathy measured as indicated below:

The independent variables were the dimensions r@eped service quality, namely, reliability,
tangibility, assurance, responsiveness and emp&énice quality was the perceived overall
service excellence of a commercial bank and wassuarned in terms of five service quality
determinants adopted from Berry et al (1994).Theyeareliability, responsiveness, assurance,
tangibility and empathy. Thus, the service quatityasurement adopted the SERVQUAL model
developed by Parasuramanal.,(1988).

The dependent variable was customer loyalty andmeeasured in terms of outcome behaviors.
The outcome behaviors of loyal customer considéneithis study were repurchase, advocacy
(word-of-mouth), less switching behavior, citizemsivehavior, mentoring other customers
willingness to pay more and business referralse ihdividual measures were ordinal but were
weighted to yield the total loyalty score or indexjich represented a measure of loyalty on an
interval scale.

DATA ANALYSIS

The study used both descriptive and inferentiallyses. Descriptive analysis involved the
computation of frequency distribution, mean, andndard deviation, which were useful to
identify differences among groups. Inferential gsel assisted in understandinglationships
between the study variables. In order to meet #search objectives of this study, all valid
responses were assessed using a variety of s@tiichniques: Pearson’s Correlation, analysis
of variance and regression analysis.

Pearson’s Correlation analysis was used to estalthe degree of relationships between
variables. Pearson Correlation was preferred becatisassesses the strength of linear
relationship between two variables used to testiferelationship between two variables.

Multiple regression analysis was used to deterrthieecontribution of each of the independent
variables to dependent variable. Regression asatjsscribes the way in which a dependent
variable is affected by a change in the value & onmore independent variable. This technique
was preferred because it tests the relative caiob of the independent variables on customer
loyalty was achieved through multiple regressioegfession helps to predict the value of a
dependent variable using one or more independeighlas (Kometa (2007) and is used for the
investigation of relationships between variablegkéS (1993).This analysis was also useful in
guantifying the influence of various simultaneotfe@s on a single dependent variable (Sykes,
1993).

In order to test the strength of the relationstepreen the dependent and independent variables,
regression coefficients were used to evaluate thength of the relationship between the
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independent variables and the dependent variable.(2D002) claims that the beta coefficients of
the independent variables can be used to deteritgingerived importance to the dependent
variable compared with other independent variainlése same model. Chu (2002) indicates that
the beta coefficients of the independent variallas be used to determine their derived
importance to the dependent variable compared wotiler independent variables in the same
model. In general, the relationship of the indegend/ariable with the dependent variable will

be positive if the beta coefficient is positive.dantrast, if the beta coefficient is negative, the
relationship between the independent and dependeisibles will become negative. Of course,

the beta coefficient equaling zero implies thatréhes no relationship between both of the
independent and dependent variables.

R2 was the multiple correlation, which representeel percent of variance in the dependent
variable (customer loyalty) explained collectivdly all of the independent variables (Garson,
2008). Thus the Rvalue in the model provided a measure of the ptizei ability of the model.
The close the value to 1, the better the regressouration fit the data. The following study
multiple linear regression model was tested:

SQ =po +B1RE +p2AS +B3RS +B4TA+ B5EM+ e
Wherefio = Intercept or constant

33,p4 & p5= Regression coefficients or slope of the regosskine of the independent variables 1
to 5. They indicate the relationship between tliependent variables and the dependent variable

= Reliability

= Assurance

= Responsiveness

= Tangibility

= Empathy

= Error or random term.

In regression analysis, the decision rule is: Rejet hypothesis if F calculated > F criticalcat

= 0.05 (5% level of significance). However, if Hadated < F critical, we do not reject the null
hypothesis. Another way of drawing conclusion om gignificance of the regression is that if the
p-value (probability) calculated by the regresdmtess than our significance level (0.05) then it
means the probability of drawing another samplenftbe population that gives similar results
and satisfies the null hypothesis is so low thatreject the null hypothesis . A p-value is a
probability that provides a measure of the evideaga&inst the null hypothesis provided by the
sample. Smaller p-values indicate more evidencensgtne hypothesis (Anderson et al., 2009).
Hence if p- value of the regression (population).85, we reject the null hypothesis but if p-
value> 0.05, then do not reject the null hypothesis

The Effect of Service Quality dimensions on Customer Loyalty

Service quality was hypothesized to affect custdioyalty in commercial banking. An index for
each of the service quality dimension was calcdl&verepresent all the items that were used to
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measure this construct. The customer loyalty inded the service quality dimension indices
were used to test the relationship between themmre@don analysis was used to test the
relationship between service quality dimensions@rslomer loyalty.

HO1 Thereis no significant relationship between tangibility and customer loyalty in retail
banking.

The result of Pearson correlation analysis providedable 1.1 shows that reliability is

significantly, positively correlated to loyalty. €result shows a coefficient of .80at p =0.01

(r =. 805 , p< 0.01) which shows that the two constructsyiserquality and customer loyalty

are positively related. The coefficient of deteration (f) shows that there is a significant

positive relationship of 19.8%. Therefore, the dtyyesis should be rejected.

The hypotheses test of this study confirms thagitality and customer loyalty are positively
correlated with each other. The possible explanadibthis finding is that the bank customers
often look to any tangible indications which mayused as indicators of the service quality. The
customers can assess the premises of the bangsrtaps the appearance of the bank’s staff.
Lai (2004) also pointed out that tangibility is pin®ly related to customer loyalty.

HO2 there is no significant relationship between reliability and customer loyalty in retail
banking. .

The result of Pearson correlation analysis pravide table 1.1 shows that reliability is

significantly, positively correlated to loyalty. &result shows a coefficient of .86&t p =0.01

(r=. 865 , p< 0.01) which shows that the two constructsyiserquality and customer loyalty

are positively related. The coefficient of deteration (f) shows that there is a significant

positive relationship of 86.5% Therefore, the hyyesis should be rejected.

According to this study, there is a positive relaship between reliability and customer loyalty
in the retail banking sector in Kenya . The reshibws that customers are satisfied with the
services provided by the bank as promised and mandbpeed) of solving the problem.
Customers are confident that banks will fulfill theomised terms and conditions which will not
go against their (customers) interests. Reliabibtyonsidered one of the important factors of
service quality dimension that contributes to cogployalty.

HO3 Responsiveness has no significant effect on customer loyalty in retail banking

The result of Pearson correlation analysis providedtable 1 shows that reliability is
significantly, positively correlated to loyalty. €hresult shows a coefficient of . 86at p =0.01
(r =. 863" p< 0.01) which shows that the two constructs, iserquality and customer loyalty
are positively related. The coefficient of deteration (f) shows that there is a significant
positive relationship of 86.3% . Therefore, the dtyyesis should be rejected.

This study shows that responsiveness and custayjalty are positively correlated. The bank

customers in Kenya prefer a friendly bank, whichviling to help in their banking operations.
Willingness to help customers is likely to have iamportant and positive effect on customer
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loyalty in the retail banking sector in Kenya. Merg009) also found that responsiveness is

positively related to customer loyalty

HO4 Thereis no significant relationship between assurance and customer loyalty in retail

banking

The result of Pearson correlation analysis providedtable 1 shows that reliability is
significantly, positively correlated to loyalty. result shows a coefficient of .74at p =0.01

(r =. 745 , p< 0.01) which shows that the two constructsyiserquality and customer loyalty
are positively related. The coefficient of deteration (f) shows that there is a significant
positive relationship of 74.5%. Therefore, the hyxesis should be rejected.

Assurance shows a positive correlation with custdioyalty in the current study. The possible
explanation of this finding is that the bank castiihfeelings of confidence in its customers and
the banks handle their customers in a professimmélcompetent way. The findings concur with
those of Kumaeet al (2010), and Lai (2004) who found that assurascenie of the important

factors for customer loyalty.

Tablel. Correationsfor Service Quality Dimensions and Customer Loyalty

RELIABILI [RESPONSI|CUSTOMER
TANGIBILITY  [ASSURANCE [EMPATHY [TY ENESS LOYALTY

TANGIBILITY Pearson Correlation |1 477" 511 563 555 805"

Sig. (2-tailed) .000 .000 .000 .000 .000

N 384 384 384 384 384 384
ASSURANCE Pearson Correlation |.472" 1 561" 566" 613" 747"

Sig. (2-tailed) .000 .000 .000 .000 .000

N 384 384 384 384 384 384
EMPATHY  Pearson Correlation |.511" 561" 1 476" 539" 707"

Sig. (2-tailed) .000 .000 .000 .000 .000

N 384 384 384 384 384 384
RELIABILTY Pearson Correlation |.563 566" 476" 1 720" 865"

Sig. (2-tailed) .000 .000 .000 .000 .000

N 384 384 384 384 384 384
RESPONSIVE Pearson Correlation |.555 613" 539" 720" 1 863"
NESS Sig. (2-tailed) 000 000 000 000 000

N 384 384 384 384 384 384
CUSTOMER Pearson Correlation |.805" 747 707" 865" 863" 1
LOYALTY  sig. (2-tailed) 000 000 000 000 000

N 384 384 384 384 384 384

**_Correlation is significant at the 0.01 leveH@iled).
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Table2a). Model Summary

Adjusted Hstd. Error of th|
Model |R R Square |Square Estimate
1 454 .206 .195 3.40806

Predictors: (Constant), RESINDEXEMPAINDEX, TANGINDEX,
ASSUINDEX, RELIANDEX

Table 2b). ANOVA

Model Sum of Squares|Df Mean Square |F Sig.
1 Regression ]1139.063 5 227.813 19.614 .000
Residual 4390.429 378 11.615
Total 5529.491 383
a. Predictors: (Constant), RESINDEXEMPAINDEX, TANGINDEX, ASSUINDEX,
RELIANDEX

b. Dependent Variable: LOYINDEX

Table 2 c). Correlation coefficients

Standardized
Unstandardized Coefficients [Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 19.671 |1.273 15.450 .000
TANGINDEX .074 .056 .079 1.324 .186
ASSUINDEX A71 116 .093 1.481 139
EMPAINDEX 191 115 .100 1.663 .097
RELINDEX .230 .063 .257 3.668 .000
RESINDEX .023 .080 .021 292 770

a. Dependent Variable: LOYINDEX

HO5 Empathy has no significant effect on customer relationship in retail banking

The result of Pearson correlation analysis providedtable 1 shows that reliability is
significantly, positively correlated to loyalty. &result shows a coefficient of .70@t p =0.01
(r =. 707" p< 0.01) which shows that the two constructs, iserquality and customer loyalty
are positively related. The coefficient of deteration (f) shows that there is a significant
positive relationship of 70.7% Therefore, the hyyasis should be rejected

The results of the hypothesis test show that timk loastomers in Kenya want a high degree of
interaction with the bank staff and they also expersonalized service from the bank staff. The
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bank customers are also looking for front linefstadt is capable of understanding their specific
needs. The current study confirms that empathyahisge positive correlation with customer
satisfaction. The findings concur with the studylaglhari (2009) which found that empathy is a
very strongest predictor of customer customer kyyal

HO6 There is no single service quality dimension that has significant effect on
customer loyalty in retail banking
A further analysis of the relative importance oé tervice quality dimensions was carried out
using a regression model. The results revealedRBatas .206 or 20.6 % which was significant
at 0.001 level .This implied that these dimensiahsch measured service quality accounted for
about 20.6 % of the variation in customer loyalty this model. This study empirically
established that customer loyalty to bank will rersgly influenced by service quality. It can be
observed from table 2c that using beta values tasore the variation in customer loyalty
indicated that reliability ({ =.257) contributed to the highest variability tsled by empathy
=.100), assurancef}(£.093), tangibility =.079) and responsivenesp(.021) respectively.

The result implies that customer is concerned whth bank personnel’s ability to deliver the
service in a dependable and accurate manner. Bhaevere captured in the research instrument
included bank honours its promises all the timezkbalways performs services right the first
time, bank insists on error free documentationkhzifers quality products and services always,
bank employees always keep their promises and daditracts have clear terms. Thus
reliability is used in the evaluation of servicedanormally is the most important attribute
consumers seek in the area of quality service Beaamn, et al (1991) .

MANAGERIAL IMPLICATION OF STUDY

The study has among other things, looked at howdiffierent dimensions of service quality are
related with customer loyalty. By taking this digeggated approach focusing on how all five
dimensions rather than just looking at how ovesalivice quality influences customer loyalty ,
the study has shown that not all five antecedeftseovice quality(tangibility, reliability,
responsiveness, assuraremed empathy equally contribute to customer loyalty in retaénking
customers in Kenya . This should provides a moegulisind practical information for managers
in improving service quality that will eventuallgdd to customer loyalty (Wang et al., 2004).

The current study has shown the interrelationstapsng service quality dimensions and
customer loyalty in the retail banking sector innia. This study confirms the positive
relationship between all the service quality atttés and customer loyalty. Moreover, because
all the dimensions of service quality attributes positively correlated with customer loyalty,
bank managers should emphasize all the serviceitgudilmensions in maintaining and
improving the service quality that they provide.

This study highlights that reliability and empaténe the most important dimensions of service
quality in retail banking in Kenya. Bank manageega to put a lot of emphasis on the attributes
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of reliability and empathy in to create service lgyavhich will eventually result in loyalty. The
implication here is that there is the need for nga@naent to take a look at strategies that
emphasise service delivery as it relates to relalip issues since the study shows that
customers whose banks focus on high reliability engathyhave stronger loyalty intentions of
than banks that do not

The study further shows that customers who perciiee bank staffs to be empathetic (caring
and giving individualised attention) tend to be emtwyal than those who perceive their banks to
be investing more in tangibles. Put another waypviding customers with care and
individualised attention is more important thanyidang a conducive business environment to
the customer. The core concept of empathy is emsplayistomer interactions. Therefore, bank
managers would be well advised to focus on the eyagl training programmes so that they can
offer personalized service. The main aim shouldobgevelop a long-term relationship with the
customers. Hence in order to retain customerse tisethe need to focus on the most important
drivers of service quality and loyalty revealedsar.

The study established that there is a direct meiahip between delivery of service quality and
customer loyalty. This study should help bank mansdgo decide upon those service quality
aspects that need improvement. Bank managementdspay attention to all service quality
dimensions of assurance, reliability, responsivenesnvenience and empathy. In this respect,
for instance, efforts should be made to simplifploag procedures and to open all counters in a
unit when necessary. Thus, the waiting time deeseaghich will positively affect customers’
satisfaction. Fulfilling customers’ requirementsthe key to a competitive advantage and long
term success in a highly competitive environment.

Service quality is one of the critical success dextthat influence the competitiveness of an
organization. A bank can differentiate itself frammpetitors by providing high quality service.
The findings of the study showed that service dqualimensions can be used by banks to attract
and maintain their customers. To survive in the pefitive banking industry, banks have to
develop new strategies which will satisfy theirtousers. Since it is impossible to have product
differentiation in a competitive environment likeetbanking industry (loanna, 2002) as all banks
are delivering the same products, bank managenhenid try to differentiate their firm from
competitors through service quality. Service gyaitan imperative factor impacting customers’
satisfaction level in the banking industry. Todagsstomers have more choices for their
financial needs than ever before (Harwood, 2002).

Commercial bank managers need to invest in empldngping programs that will provide
employees with an understanding of service cultureé service excellence. Employee training
programs should pay particular attention to “ineggonal communication” and “customer care”
factors, in order to be able to meet the customseed for “personalized service”. Employees
using a professional approach to interactions witstomers will be able to provide the service
in an emphatic manner, promptly recover serviceif@ and ensure that the service delivered is
consistent with the service promised. Bank stafiusth be encouraged to take part in figuring out
an effective loyalty strategy. Only when a sendcéture is created, can the commercial banks
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management ensure the efficient delivery of sesvibest desired by customers. This will result
in high customer satisfaction, retention and lgyéReichheld, 1996; Caruana, 2002) within the
Kenya Commercial Banking industry.

Commercial bank management has to make sure tingistAre done right the first time and to
ensure that the promises made to customers areirkégtms of service delivery. Commercial

banks need to emphasize service quality by introdustandards for service excellence. The
study has shown that customers are looking for $ain&t keep their promises, provide prompt
service and have employees that are competentiaagisawilling to help the customer.
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