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ABSTRACT

This study had the overall objective of establighine relationship between service
quality and customer satisfaction in retail bankifpm banking institutions
perspective in Kenya. The study was carried oubufin a census of the entire
banking industry among the commercial banks s@ @&t their views on perceptions
on what they consider quality service and whetherd was any relationship between
quality of service offered by banks and customersfsation. Primary data was
collected from the respondents through questioesand key informants interviews.
A total of 43 questionnaires were sent and adnarest out of which 30 responded
and 13 did not respond giving a response rate af68® and a non-response rate of
30.24%.This was a credible response and adequatettoviews on the banking
industry to address the study objectives. Seconddaya from observation,
management reports and a few customers were usedifp and validate the primary
data. The data collected was analyzed using comieai/sis to present information
pertaining to the study objective. Research findimgvealed that there was clear
indication that happy clients will tell other poteh clients about the services they get
from the bank hence help recruit more members. & hesults were consistent with
literature as pointed out by Kotler and Keller (BpGhat customer satisfaction
determines the success or failure of a businessastdmers are very sensitive to the
guality of service that they receive from the segvproviders .The results show that
they is a positive and significant relationshipvietn quality of service and customer
satisfaction similar to those observations madelLbg et al (2000), Gilbert and
Veloutsou (2006), Sulieman,(2011) and Buttle (199#)o0 suggested that service
guality leads to satisfaction. The study recommehds banks incorporate the views
of the clients into the quality of service in aatance to the wants of customers and
this would go a long way in satisfying them. Itther recommends that the banks
have to offer quality service to their customers.dbing so more customers would
join and banks will realize improved business pariance. Banks in Kenya have no
option but to be of world class standard, committedexcellence in customers’
satisfaction and to play a major role in growingl ahversifying financial sector as
observed by Balachandran, (2005).The researchnfysdiherefore addressed the
guestions under investigation and would be prdctiwahe banking sector as they
strive to serve customers and grow their business.
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CHAPTER ONE: INTRODUCTION

1.1 Background of the study

In today’s marketing environment delivering highality service is the key for a
sustainable competitive advantage, (Gronroos 20CQQstomer satisfaction has a
positive effect on organization profitability in ah satisfied customers form the
foundation of any successful business becauseadsl¢o repeat purchases, brand
loyalty and retention, (Kotler 2006). Satisfied tmsers share their experiences with
other people influencing them either positivelynegatively. According to (Yang and
Fang 2004), dissatisfied customers are more likelyell ten other people of their

experience with the product or service.

Heider's (1958) balance theory is applied to explaow service organizations,
service providers and consumer interrelationshipfluence service quality.
Propositions are offered pertaining to how and \pbgitive or negative relationships
among the parties in this triad are developed dmel ¢onsequences of these
relationships on service quality, effective outcemand withdrawal behaviors. The
service quality model or the GAP model developed &ygroup of authors —
Parasuraman, Zeithaml and Berry at Texas and Nzatblina in 1985 highlights the
main requirements for delivering high service gwait identifies five gaps that cause
unsuccessful delivery. The Service Quality theoyy @liver (1980), predicts that
clients will judge quality as low, if performanceeas not meet their expectations and
guality increases as performance exceeds expettaénce customers expectations
serve the foundation on which service quality Wil evaluated by customers. The

theory of constraint by Goldratt helps in identifgithe weakest elements of processes



that occur within organizations as constraints laasl suggested five steps focusing on

processes for documenting and defining servicetgual

Banks nowadays have to be of world class standaohmitted to excellence in
customers’ satisfaction and to play a major rolethe growing and diversifying
financial sector (Balachandran, 2005). Retail bagkis when a bank executes
transactions directly with customers rather tharpaations or other banks. Services
offered include savings, transactional accountstgages, personal loans, debit cards
and credit cards. The term may also be used to tefa division of a bank dealing
with retail customers and can also be termed aopal banking services. For a bank
to be competitive in the market place they shouiticgpate and respond to the
changing interests and demands of different custanidhe CBK ensures the proper
functioning of the Kenyan financial system, theuldjty in the country and the
solvency of the Kenyan shilling. To address isdhas affect the Banking industry in
Kenya, banks have come together and formed a farnder the Kenya Bankers

Association.

1.1.1 Service quality

Quality of service given by service organizationsams different things to different
people. To some authors the term means satisfaetnoh for others it implies a
relative impression of the organization and itsvieess, Heizer and Render (2006).
From an operations perspective, service qualitynmeaeeting the specification for
the services or quality of the service which thgaoiization delivers. Strategic quality
management refers to a quest for quality in anroegéion and consists of three key

elements: continuous improvement, involvement afrgeone in the organization and



customer satisfaction as stated by; Deming (19B@)e, (2003) and Hill, (2005).
SQM expands the traditional view of quality fronetfinal product or service to the

guality of every aspect of the process that pravitte service, Stevenson (2005).

Most researchers suggest that customers shouleidoeporated in the production
process for the view of what they need, want ofildisin the entire process of
production says Gronroos (2000). (Kotler and Kel@d6) agrees that this suggestion
is laudable because it is better to hear from tistaeners rather than trying to think
for them. In the changing banking scenario of 2&ntury, banks must have a vital
identity to provide excellent services. Customeavehalso accurately demanded
globally quality services from banks. Banks haveogwized the need to meet
customers’ aspirations. Consequently service quadia critical motivating force to
drive the bank up in the high technology laddere Sbundness of the banking sector
is of dominant importance because it is a main amept of the Kenyan financial

sector €Bk, 2012).

1.1.2 Customer satisfaction

Customer satisfaction is a person’s feelings oaglee or disappointment resulting
from comparing a product’s perceived performanceuwicome in relation to his/her
expectations says Kotler, (1999). For customesfeatiion to be high, promises and
expectations must be met. This involves the orgdinga’s ability to understand

customer expectations and to do it right the firse (DIRFT). In today’s marketing

environment, the customer has become the centadl bfisiness decision right from
the conception to delivery of a product/servicess&ronroos (2000). Customer

centric marketing policies and processes are réalbortant. The antecedents of the



recent status of the customer in marketing andnlegsi operations are the intense
global competition, emergence of service drivennecaies, increasing customer
awareness and sophistication and advancementarmafion technology (Hamdallah

and Evelyn, 2010).

Many researchers and academicians highlight thertapce of customer satisfaction.
Much empirical evidence also shows the positivenestion between customer
satisfaction and service quality (Cook, 2008). @uas one of the many dimensions
on which satisfaction is based and satisfactioons potential influence on future

quality perceptions, Clemes, (2008). Service guaditan important tool to measure
customer satisfaction, Hazlina et al, (2011). Emalrstudies show that the quality of
service offered is related to overall satisfactiohthe customer. According to

Hansemark and Albinson (2004) satisfaction is agral customer attitude towards a
service provider or an emotional reaction to thiéedknce between what customers
anticipate and what they receive regarding fulfdimh of some needs, goals or

desires.”

It is now common knowledge that the success ofyelasiness organization hinges
on how their customers are served and how the mestoevaluate and perceive such
services. The nature of the service may not matiethe value customers place on
such service is of significant importance in custos acquisition and retention.
Customer-centric marketing philosophy has receilggh level of attention from
marketing practitioners and academicians. Busineganizations have embraced this

philosophy and they are practicing it today. Kot{2006) observed that business



organizations are now striving to understand tbestomers so that they could build

long-term profitable relationship with them.

Most of the researchers suggest the incorporatfooustomers view of what they
need, want and dislike (complaints) in the entirecpss of production Gronroos
(2000); Kotler and Keller (2006). This suggestigniaudable because it is better to
hear from the customers rather than trying to tHorkthem. The ultimate aim of all
marketing activities in today’s corporate worldts acquire and retain profitable
customers. In practice, it is believed that it iis tmes cheaper to retain existing
customers than to acquire new customers in todayensive competitive business

environment, Reichheld (1996).

It is empirically indicated that customer retentias influenced by three
interdependent factors: service quality and vahileiénce customer satisfaction (CS)
or dissatisfaction (DS) (Thompson 2004), custonsrsfaction or dissatisfaction
influence customer loyalty and according to Reidthi{&€996), customer retention is
influenced or determined by the level of custonmalty. Since retaining existing
customers is much cheaper than acquiring new goeseived services quality,

customer satisfaction are crucial success factoreviery business organization.

1.1.3 Service quality and customer satisfaction

Customer satisfaction is the outcome felt by thihs¢ have experienced a company’s
performance that have fulfilled their expectatioris. the past products were
determinants of business success. The most sugtBsst were firms that were able

to produce high quality products. Today qualitydurcts are still crucial in business



success .However the quality issues of the pastjaite different from the quality
issues of today. In the past quality was definedl @gtermined from the producers or
service providers perspectives with little or nonsideration of the consumer
expectations. Customers were perceived not to kwbat they want and therefore
accept what is available. This was the era of nmaagseting. The mass marketing
technique was effective that time because competittas less and consumers were

not as sophisticated and informed as today.

In the literature of customer centric marketingstomer perceived quality is the most
influential determinant of customer satisfactioncading to Thompson (2004),
Gronros et al (1996), Dyche (2001), (Yals and Krizi)1) and Stone, (2000). Better
understanding of customer’s perception of servigaity in the banking industry and
the drivers of such perceptions will be a soundsbfts continuous improvement in
the quality of service offered to customers, custoreatisfaction and customer

retention in the industry.

1.1.4Retail banking in Kenya

The banking industry in Kenya is regulated and gosé by the Central Bank of
Kenya Act (CBK), Companies Act and Banking Act (et§8). These Acts are used
together with the prudential guidelines which Cahlrank of Kenya issues from time
to time. In 1995 the exchange controls were lifedter the liberalization of the
banking in Kenya. Central Bank of Kenya is taskedhwformulating and
implementation of monetary and fiscal policies. €a&nbank is the lender of last
resort in Kenya and is the banker to all other Ba@BK data shows that 6513 agents

of retail banking had been approved in 2011. Ftailrelients, this competition was



expected to enhance further access and the rarggrvofes available even in remote
areas. Kenya has a population of 43 commercial amkl this research study will

focus on all the banks.

Kenyan Banks have realized tremendous growth inldlse five years and have
expanded to the East African region. The bankimgistry in Kenya has also adopted
automation, moving from the traditional bankingotetter meet the growing complex
needs of their customer and globalization challen@®uity bank for example was
working on a scoring system to disburse loans tjincagents without any time spent
in a branch. On the other hand, other players Skéricom reportedly had similar
plans to base a scoring system on airtime purchesgsisage and savings in the M-

KESHO account.

There has been increased competition from locatdan well as international banks,
some of which are new players in the country. Tas served the Kenyan economy
well as the customers and shareholder are thewhesave benefited the most. The
main focus of this study is retail banking. Accoglito business daily Sep, 2011,
Equity bank had an impressive 39% of the total bamkndustry accounts as the
bank’s conversion and its phenomenon growth assaltref retail banking which

have sharpened competition in the financial sediwore established players who
initially ignored retail banking in favor of corpate banking re-entered the market

thereby increasing competition.



1.2 Statement of the problem

Providing a good service is a major concern folbakinesses especially those in the
service industry since service quality cannot beasneed. According to Gronroos
(2000), customers have different perspectives dfjijug service quality and thus
banks should focus their energies mainly on aredfimetl by customers as specific
needs and wants. Kotler and Keller (2006) obsertret customer satisfaction
determines the success or failure of a businessastdmers are very sensitive to the
guality of service that they receive from the seevproviders. Reichheld (1996) says
that once a customer is dissatisfied with the sess/provided, may opt to turn away
and never to return and most likely spread theu leaperience to prospective
customers thus discouraging them from dealing whiéh same bank. On the other
hand a satisfied customer will bring more custonterthe bank thus contributing to

its success.

For a bank to be competitive in the market plaey $hould anticipate and respond to
the changing interests and demands of differentoous's as service organizations
have difficulties in judging what a good servicearsd since different customers have
different needs and wants at different times. At@uer's expectation of a particular

service is determined by factors such as recomntiemda personal needs and past
experiences. Expected service and the perceivettseometimes may not be equal

thus leaving a gap. Managers of service providerst@im to minimize this gap.

Studies have been carried out on service qualibes& among others include;
Njoroge (2010) indicated that service quality hasastain or even negative effects on

customer satisfaction. Mwaniki (2011) who reseadcbe customer satisfaction in



Kenyatta National Hospital highlighted that achmeyihigh service quality and
pursuing successful customer satisfaction level hrghly dependent on top
management support. Miriti (2011) reported thatehe no association between top
management support for quality and customer peedemalue achieved. Thiongo
(2011) indicated that a 90% improvement rate intamsr relations operating
procedures and financial performance is achieved tu customer satisfaction.
Ndungu(2012), who researched on effects of service quahtcustomer satisfaction
in the telecommunication industry, concluded thatliability, competence,
responsiveness and access of service provider rviceedelivery contribute to
customer satisfaction. Yator (2012) who researdrethe effects of service quality in
hospitality industry in Kenya indicated that seevigquality has a very strong

correlation with customer satisfaction.

Conflicting research findings have been reportedosuding the effects of service
guality on customer satisfaction. The above stugesmt out that customers’
expectation on all the dimensions of service gual¢re not met in any of the service
organizations. It is worth noting that none of #tedy was done in relation to retail
banking in Kenya. This is the research gap that $hidy wants to address. What
relation exists if any between quality service anstomer satisfaction in retail

banking in Kenya?

1.3 Research Objective
This study intends to establish the relationshifpwben service quality and customer

satisfaction in retail banking from banking instituns perspective.



1.4 Value of the study
The importance of this study lies on the fact thatill provide empirical information
to stakeholders of banks, scholars and marketiofggsionals of the banking industry

in Kenya.

The stakeholders of the banking industry refet® management, shareholders, and
directors of banks in Kenya. The findings of thisidy will provide them with
empirical information on what customers expectdemms of service quality from
banks as well as customer assessment of the qoélggrvice they provide. It will
also provide empirical information on heterogenatycustomers perceived service
quality in terms of customer background. Thus manent will be guided in their
strategic decisions on customer acquisition, custosatisfaction, and customer
retention. Shareholders and directors of banks enyld may also use such
information as justification for their service gialdecisions and policies that can be

used in quality management.

To marketing professionals and scholars of margetime findings of this study will
be a contribution to the existing literature and tlebate on service quality in the
banking industry. The findings of this study wilsa extend the understanding and
clarity of customers’ expectations and perceptiohservice quality in the banking
industry in Kenya. Marketing practitioners in othetated service industries could
therefore take clues from the findings and makeebeheaning of the situation in

their industries or firms.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter explains the concept of service qualitd customer satisfaction. It
identifies the various factors that contribute tvéce quality and thus customer
satisfaction. This chapter will review books, joalsrand other sources to unveil the

various theories that have been advanced on sequadéy and customer satisfaction

2.2 Service quality

In recent marketing literature the concept of seris used and defined in various
perspectives by many scholars. A service is a cotitpnavith no physical existence

usually created and consumed at the same time.réiogpto Gronroos, (2001) he

described a service as a process resulting in &ome in a partly simultaneous
production and consumption process. This definif@mts to the fact that service

production/provision and consumption are simultaiseactivities. On the issue of a
service being a commodity, Edvardson et al (20@5indd service as a component of
the wider product concept. Service is a componémhe wider concept of products

that is limited to acts, deeds and efforts Love]d@K05). Lovelock and Wirtz (2007)

indicated that, service is “time based” and thecomte of a service may result in
desire change in consumer or any property of tmswmer. Edvardsson et al (2005)
indicated that not only a service provided for bemefit of another entity but it may

also be for the benefit of the providing entity.
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The above discussions have brought out some ohtimeerous characteristics of
service. It could be deduced from the review tleatise is intangible, time based, and
individualized. Apart from these characteristicsd@h and Dye, 1999) identified

perceptional dependence, non-return ability andisi@eatch uncertainty as some of
the distinguishing qualities of service. Recenickes describe service with attributes
such as inseparability, intangibility, heterogepmeidnd more recent, “benefit not
ownership” that is according to Kotler and Kell20Q6), Lovelock and Wirtz, (2007).

‘Benefit not ownership’ attribute of service holtt&t a service may only result in a

benefit to the purchaser and not ownership asdrcéise of gads.

Service quality has multiple perspectives and hesnbdefined differently under
different conditions. Evans (2000), states that es@inthe best known proponents of
the importance of quality are Deming (1950), Ph#ipCrosby (1970), Armand V.
Feigenbaum (1961), Kaoru Ishikawa, (1962) and Madu(1951). These researchers
provided definitions of quality based on differeattributes such as, “value”
“excellence” and “conformance to specificationsVaBs and Lindsay, (2004) provide
a more comprehensive customer based definitioruality that is “quality is meeting
or exceeding customer expectation.” This definitisrguiet popular today based on
the phenomena that customers are the ultimate jafigeality and no other patron
are involved in determining quality. Customers’ gegtion and expectations were
acknowledged to be important in defining quality.drder to provide high quality
service user’s perceptions should be higher thpeaations. However if perceptions

are quite lower than expectations a low qualityiserwill be felt.

12



Andaleeb (1998), in his history on customer sattgfa in hospitals notes that firms

that fail to understand the importance of delivgricustomer satisfaction may be
inviting possible extinction. A positive attitudeefore the brand enhances the
possibility of repetition and recommendation toastltonsumers agrees Reichheld
and Sasser, (1990).Concerning the influences dffaetion and quality of purchase
intentions, Taylor and Baker (1994) suggest thasfsation should be described as a
moderator between service quality and purchasatiote A different perspective is

supported by Bitner, (1990) according to whom theise quality judgment mediates

satisfaction and purchasing intention.

2.2.1 Expected Service Quality

In the literature review, there are two perspestikegarding customer expectation of
service quality. The first perspective is more agged with early scholars of service
quality. They view customer expectation of servepality as a standard against
which customer evaluation of service is compareaverall service quality. Thus

they defined service quality as a gap between metoexpectation of service

performance and the customer perceived servicenpeahce confers Lawis (1994),

Parasuraman (1988), and Zeithaml et al (1990). Alicg to Zeithaml et al (1993),

he explained customers’ expectations as beliefsautaldo service that serves as
yardstick against which service performance is @adgn simple terms it is what

customers think the service should provide in teofgerformance and value.

The main drivers of customer expectations are thimgophy of the customer about
the service, customer experience, and service gemmgays Edvardsson et al, (2004).

Service promises could take the form of advertisind other form of communication

13



by staff or the price and design. The second petsfgeof customer expectation of
service quality is that customer expectation infltee customer evaluation of service
performance, but is not a standard for determisgnyice quality says Suroja, (2003).
This perspective is associated with the later sgBobf service quality. The major
advantage of measuring customer expectations uhdgoerspective is that it enables

service providers to diagnose customers view ati@utjuality of a service.

2.2.2 Perceived Service Quality

Perceived service quality is the customer overadgiment of the superiority of a
service according to Lewis et al (1994). It is whastomers think has been provided
in terms of performance and value by a service.r@ha@e two perspectives of
perceived service quality in the reviewed literatufhe early scholars of service
guality compared perceived service quality with extpd service quality to obtain
overall service quality. Thus perceived servicelitpas not service quality on its
own. Recent researchers however, consider perceseedce quality as overall
service quality. Another important aspect of parediservice quality that is debatable
in the review is whether perceived service quastgither the aggregate of customer
perception of identified components of service gyadr its construct is measured

separately from the factors related to serviceityual

2.3 Models of Service Quality
Understanding the key ingredients of service gualitd the best way to measure and
fulfill it is a keenly debated area in service nmetmkg. As a result, there are some

‘service quality models’ especially the perceivervigce quality model (Gronroos
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1984) and Gap model (Parasuraman 1985), which aémerged and evolved within

the past two decades.

2.3.1 Gronroos Service quality Model

In Gronroos Perceived Service Quality model, exatemts are a function of market
communication, image, word of mouth, consumer neadd learning whereas
experience is a product of technical and functianadlity which is filtered through
the image.

Figure 1: Gronroos Service Quality Model

Expected Perceived Experiences

service quality [®

=

A 4

service

Image, customer
needs, word of

mouth, customer
learning, market
communications.

Technical Functional
quality (what) quality (how)

Source: Gronroos (2000)

Gronroos more clearly shows the existence of agptian gap, although there is no
suggestion of “delighting” only for narrowing thag However the model has more
practical application as it shows factors that dbote to each side of the gap. It
demonstrates that the supplier can affect bothssmfethe gap-most notably by

managing customer expectations. In addition it silates that the customer

15



experience is a product of image of supplier quatibt just the actuality. Marketing

as a process and the quality of service have actesh the perception gap.

2.3.2 The GAP model of service quality

Figure 2: The Gap model
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The “GAP” model of service quality from Parasurametnal. (Zithaml & Bitner

1996). This model offers an integrated view of tbeasumer-company relationship. It
is based on substantial research amongst a nurhlsenace providers. In common
with the Gronroos model it shows the perception &#AP- 5) and outlines
contributory factors. In this case, expected serveca function of word of mouth
communication, personal needs and past experiemceb,perceived service is a

product of service delivery and external commumcato consumers.

2.4 Service quality and customer satisfaction

From an operations perspective, service qualitynmeaeeting the specification for
the service or quality of the service which the amngation delivers. Customer
satisfaction is a person’s feelings of pleasuredappointment resulting from
comparing a product’'s perceived performance or au& in relation to his/her

expectations says Kotler, (1999).

This involves the organization’s ability to undersdl customer expectations and to do
it right the first time (DIRFT). The ability to dewith problems as they arise is a key
ingredient to success in the sense that custontershave an issue dealt with to their
satisfaction have a 95% likelihood of repurchasamgl telling 5 people about their
experience, if they don’t complain (as 96% of peogb) they will tell at least 10

other people about their problem and thus affedtiegperformance of the business.

2.5 Relationship between service quality and custamn satisfaction
Kotler and Armstrong, (2012) agree that satisfaci®the post-purchase evaluation

of products or services taking into consideratiba expectations. Researchers are
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divided over the antecedents of service quality setgsfaction; some believe service
guality leads to satisfaction while others thinkeriwise, Ting (2004). The studies of
Lee et al (2000), Gilbert and Veloutsou (2006),i6ubln, (2011) and Buttle (1996)
suggests that service quality leads to satisfacfienachieve high level of customer
satisfaction, most researchers suggest that albigdh of service quality should be
delivered by the service provider as service gualt normally considered an
antecedent of customer satisfaction. As servicditguaproves, the probability of

customer satisfaction increases.

Quality was one of the many dimensions on whichsfaition was based and
satisfaction was one potential influence on futyuality perceptions, Clemes, (2008).
Service quality is an important tool to measuretmuer satisfaction, Hazlina et al,
(2011). According to Jamal and Anastasiadou (2008)ability, tangibility and

empathy are positively related with customer satitsbn. Suleiman (2011) found that
reliability, tangibility, responsiveness and assgm have significant positive
relationship with customer satisfaction while enmyatvas found to have significant

negative effect on customer satisfaction.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter presented the research design thatusesb in the study. It showed the
sampling techniques of the target population, daikection techniques and the

methods that were used and the way data colleotdtkiindustry was analyzed. This

section specified the framework for the entire aesle so as to achieve the objectives

of the study

3.2 Research design

A research design is the blue print for fulfillimdpjectives and answering questions,
(Cooper and Schindler, 2011). The research debigrefore describes the procedure
that would be followed in conducting the study.c®rall banks in the banking sector
in Kenya were examined a census was adopted irr ¢odeover all the banking

institutions.

3.3 Population of the study.

The target population comprised all the 43 comnaétzanks in Kenya.

3.4 Sample design.
A census was used hence there was no samplingigeehimvolved since all
members of the population were used in the surleg.study targets all the 43 banks

offering retail services.
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3.5 Data collection.

Data for carrying out this study was collected gsjjuestionnaire. The questionnaire
was administered by use of face to face and tbp dnd pick techniques on all the
bank managers so that responses on what they regael perceived quality service
that can guarantee customer satisfaction were @ptdccording to Doryei and
Taguchi 2010 a questionnaire is a data collectimtrument that best collects data
from a large group of people at a reduced costvatidn the time convenience of the

respondents.

Secondary data was also used to validate the imftom arising from primary data.
This data was from literature; bank own survey ast@mer service and select key

informant interviews of the managers or their repreatives.

3.6 Data analysis

Correlation analysis was used to demonstrate whethere is any relationship
between service quality offered by banks to custosaéisfaction as observed by the
bank managers. Both qualitative and quantitativalysns was used to analyze the
respondents view about the relationship betweewicgerquality and customer

satisfaction in the banking sector.

Descriptive statistics helped in generating freqyedtistribution tables and generalize

the results and find out if at all there was atretship between quality of service and

customer satisfaction.
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CHAPTER FOUR: DATA ANALYSIS, FINDINGS AND

DISCUSSION

4.1 Introduction

In this chapter, data from senior managers of thramercial banks in the banking
industry in Kenya was collected to find out the gegtions of service quality and
customer satisfaction in the banking industry. $hely examined was to examine all
the banks (43 licensed banks) in the banking imgust Kenya. 30 bank

representatives responded to the research queaiienn

The study was conducted among management stafeafdmmercial banks offering
retail services in Kenya with the main focus beihg senior management or their
immediate representatives. Data was collected ¢irdace to face interview or use of
the drop and pick techniques were employed andrrmrdton from various

respondents were compared against each in ordggttmore revelation on the issue

under study by use of the conceptual analysis.

4.2 General Information on Respondents

Respondents from the commercial banks in the bgrdactor in Kenya were asked to
indicate information about their age, gender, asadeualification, position held and

length of service in the organizations. They wes® aequired to offer answer to
guestions on quality, customer satisfaction andggerons on service quality. In this
chapter, data from 30 respondents out of expectédbdnks were received

representing a response rate of 69.76% and a spomee rate of 30.24%. The

findings of the analysis of the data are summarqelitatively and quantitatively.
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4.3 Findings of the Study

The following are the results of the analysis offbprimary data and secondary data
from information gathered from the respondentdef43 commercial banks in Kenya
who represented senior management teams in thenigaséctor in various positions
so as to address the study objectives. In ordeetable to understand the nature of
service quality and customer satisfaction withie thanking industry in Kenya,
respondents were asked to give indications of wiey perceive as service quality

from the point of bank management and from theorust perspective.

Content analysis technique was used to assist kingnanferences by objectively
identifying specific information and relating thanse to the objective. With the aid of
appropriate analytical software, data was keyed aamputer and analyzed to give
frequency distribution and percentage scores. ®wults are in two parts first

gualitatively and secondly quantitatively.

4.4 Findings of the Study Qualitatively

Qualitatively the data from the bank respondentss vamalyzed to confirm

characteristics of service quality, perceptiongjoélity from bank managers as well
as customers and the dimensions in which qualityigszed. The following are the

findings in certain categorizations of the data.

4.4.1 Managers perceptions on Service quality
From analysis of the respondents’ views, most baakagers saw delivery of timely
service as the whole mark of quality. Recent redeas however, consider perceived

service quality as overall service quality. Earthalars of service quality compared
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perceived service quality with expected serviceliguao obtain overall service
quality. Thus perceived service quality is not garquality on its own but must be
aggregated with the utility to satisfy customerdweeThis is consistent with Lewis et
al (1994), who ascertained that perceived servigality is the customer overall
judgment of the superiority of a service. Othercpptions of quality by the bank
executives were the need to offer personal custattention on their individual
needs than generalizing them, accessibility ofdbevice and that service must be
guantifiable hence demonstrating quality of sentiwecost and utility derived from

the service.

4.4.2 Customers Preception’s on Service Quality

According to bank managers customers perceivecgeguality as that service that is
cost effective hence is affordability to the cusérs) service that was reliable, timely
service and where applicable service that can Isoouzed in the model of the
clients/customers preference. These study findargsconsistent with literature by
(Gronroos 1984) and (Parasuraman 1985), in thae tisealways a perception gap
between what customers consider as quality anddhel quality of service offered.
Bank managers would do well by paying attentiorclimsing the perceived gap in

service quality.

4.4.3 SERQUAL dimensions most important in measureent of internal service

quality

According to Jamal and Anastasiadou (2009), rditgpbtangibility and empathy are

positively related with customer satisfaction. Fradme findings of this study, bank
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executives think that the dimension of banks beesponsive to customer needs was
the most favoured, followed by service reliabilapd service acceptability. These
results too as observed by Suleiman (2011) serviggability, tangibility,
responsiveness and assurance have significantiyeosélationship with customer
satisfaction while empathy was found to have sigaift negative effect on customer

satisfaction.

4.4.4 Evidence of relationship of Service QualityroFinancial Performance

All bank executives according to data obtained ¢finbuthere was evidence of an
existing relationship that service quality has oraiicial performance of the bank.
Majority of the bank executives cited reasons hiappy clients help advertise about
products of a bank offering quality service. Irstbase, expected quality service is an
attraction to more customers and growth of busin&ssording to (Gronroos 1984)
expected service is a function of word of mouth pamication, personal needs and
past experiences, and perceived service is a pradwservice delivery and external

communication to consumers.

4.4.5 Link between Quality of Service vis-a-vis Busess Performance

Bank managers thought that there was a clear letkvden service quality and
business performance since according to their tsliéme more customers of their
products were happy, the higher the volume of eusts they would recruit and serve

and the growth in their business.
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4.5 Findings of the Study Quantitatively

The data was organized in such a way that infoonadf respondents was captured
and analyzed and then perceptions of quality senfrom both managers of banks
and customers and dimensions of service were gdoupgether to enable

examination of relationship if it existed betweenality service and customer

satisfaction.

4.5.1 Age bracket of the respondent

From the analysis of the data from the respondéraiisks executives were relatively

young. This represented 80% of all the respondeitsg within the age of 26 years

to 35 years as shown in table 4.1. Only 20% ofoidunek executives were at the age of

36 years and over.

Table 4.1: Age bracket of the respondent

Age Frequency| Percent| Valid Percent | Cumulative Percent
26-0yrs 13 43.3 43.3 43.3
31-5yrs 11 36.7 36.7 80.0
36-40yrs 3 10.0 10.0 90.0
above 3 10.0 10.0 100.0
41yrs
Total 30 100.0 100.0

4.5.2 Gender of the respondent

From the analysis of the bank executives who redpdrio the study were 56.7%
were females, and 43.3% were males. This repraseng®od mix of gender balance
in the banking sector which generally can be saitted 50-50 female-male ratio as

shown in table 4.2
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Table 4.2 Gender of the respondent

Gender Frequency| Percent| Valid Percent | Cumulative Percent
Male 13 43.3 43.3 43.3
Female 17 56.7 56.7 100.0
Total 30 100.0 100.0

4.5.3 Academic qualification of the respondent

Banks employed very qualified personnel

postgraduates. From the analysis 56.7% of the learkutives were undergraduates

while 43.3% were postgraduates. See table 4.3.

Table 4.3 Academic qualification of the respondent

ranging mfroundergraduates to

Valid
Academic Frequency, Percent | Percent | Cumulative Percent
Undergraduatg 17 56.7 56.7 56.7
Postgraduate 13 43.3 43.3 100.0
Total 30 100.0 100.0

4.5.4 Position held by the respondent at bank

The respondents were drawn from customer relabmswtants or managers (36.7%),
Operation managers (30%) and Business bankers (ID8@jye were 13.3% tellers,
3.3% executive bankers and 3.3% being the branctageas. This was a good mix

drawn from managers and highly knowledgeable teanthe subject at hand as in

table 4.3.
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Table 4.4 Position held by the respondent at the b

Valid

Position Frequency| Percent| Percent| Cumulative Percent
Relationship officer 11 36.7 36.7 36.7
corporate consultant
Teller 4 13.3 13.3 50.0
Business banker 3 10.0 10.0 60.0
Operations Manager 9 30.0 30.0 90.0
Executive banker 1 3.3 3.3 93.3
Branch Manager 1 3.3 3.3 96.7
Financial Analyst 1 3.3 3.3 100.0
Total 30/ 100.0/ 100.0

4.5.5 Managers perceptions on Service quality

Majority of bank managers (43.3%) said that in theew, customers would timely
service and equally 40% of them think customerssqgaal attention on their
individual needs. Other service attributes that ag@ns think are critical to customer
satisfaction are; accessibility of the service (J0%d measurement of the service

(6.7%) so that there is value for money. Tableigl é&xplicit on the same.

Table 4.5: What do managers perceive to be key attiutes of service quality?

Valid

Service Perception Frequency| Percent| Percent| Cumulative Percent
Timely service 13| 433 433 43.3
delivery
Attending to each 12| 400/ 400 83.3
customer's needs
Service quality need;s 5 6.7 6.7 90.0
to be measured
Acc¢SS|b|I|ty of the 3 10.0 10.0 100.0
service
Total 30/ 100.0/ 100.0

27



4.5.6 Customers perceptions on Service quality

According to bank managers and all the respondarst or price affordability

(36.7%) was seen as the best attributes of sequiabty by customers, followed by
service reliability (23.3%) and timely service (2%&). Customized service (16.7%)

was seen as the least quality by customers. Tablshdws the results.

Table 4.6: What do customers perceive to be key atbutes of quality?

Valid

Service Perception | Frequency Percent| Percent | Cumulative Percen
Timeliness of 7 23.3 23.3 23.3
service
Service reliability 7 23.3 23.3 46.7
Price/Cost is
affordable 11 36.7 36.7 83.3
Customized Servic 5 16.7 16.7 100.0
Total 30 100.0 100.0

4.5.7 Evidence of relationship of Service QualityroFinancial Performance

100% of the respondents thought there was evidehea existing relationship that
service quality has on financial performance of thenk. Majority of the bank
executives cited reasons like happy clients helpedide about products a bank

offering quality service. Table 4.7 is explicit tire same.

Table 4.7: Is there any evidence to say that quajitof service has enhanced
financial performance of the bank?

Frequency

Percent

Valid Percent

Cumulative Percent

Yes

30

100.0

100.0

100.0
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4.5.8 SERQUAL dimensions most important in measureent of internal service

quality

Most bank executives (53.3%) thought that accordogustomer perspectives, the
dimension of banks being responsive to customedse@s the most favoured. Other
dimensions that were highly rated were, Servicealdity (36.7) and Service

acceptability (10%) were service dimensions thatkbmmanagers may do well to

inculcate. Table 4.5 is explains further.

Table 4.8: Which of the SERVQUAL dimensions is mostimportant in
measurement of internal service quality?

Dimension of Valid

Servqual Frequency Percent| Percent| Cumulative Percent
Responsivenes 16 53.3 53.3 53.3
Reliability 11 36.7 36.7 90.0
Assurance 3 10.0 10.0 100.0
Total 30 100.0 100.0

4.5.9 Link between Quality of Service vis-a-vis Busess Performance

Bank managers (86.7%) said that in their view,gheas a clear link between service
quality and business performance since accordirtdio clients the more customers
of their products were happy, the higher the volwheustomers they would recruit
and serve. Other aspects showing direct link ofliyuservice and business
performance was the fact that banks need to rezedghat happy customers amounts

to good business by the banks (13.3%).
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Table 4.9: How do you link quality of service vis-avis business performance?

Valid

Link Frequency Percent| Percent | Cumulative Perceng
enhance business
performance by 26| 86.7 86.7 86.7
providing quality ' ' '
service
Recognizing that
happy customer 4 133 13.3 100.0
amounts to good
business
Total 30| 100.0 100.0

4.6 Results of Correlation Analysis

This section presented the correlation analysis vafious variables in the
measurement of the relationship between qualityieerand customer satisfaction.
The Pearson’s Product moment correlation, which n®n-parametric measure of the
strength and direction of association that exissvben two variables, was used.
According to (Kerlinger 1986) reporting the sigoénce of all levels (0.05 and 0.01)
was acceptable by scholars. The Pearson’s Prodotemt correlation analysis for
the relationship between quality of service andamer satisfaction in banking sector

in Kenya as illustrated in Table 4.10.
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Table 4. 10: Correlation Matrix

Timely | Attending to| Service | Price/Cost | Customer
service each reliability | is Satisfaction
delivery| customer's affordable
needs
_ Pearson
Timely _ B535(**) | .594(**) A459(%) 522(**)
] Correlation
service :
. Sig. (2-
delivery . .005 .001 .016 .005
tailed)
Attending to | Pearson
. 234 460(*) .084
each Correlation
customer's | Sig. (2-
_ 334 .047 731
needs tailed)
Service Pearson
o . .750(**) .553(*)
reliability Correlation
Sig. (2-
_g ( .000 .028
tailed)
Price/Cost is| Pearson
. .560(**)
affordable | Correlation
Sig. (2-
_g ( .003
tailed)

** Correlation is significant at the 0.01 level {@Hed).

* Correlation is significant at the 0.05 level @ked). Source: Research Data

The Pearson’s Product moment correlation resultsribed in Table 4.10 shows that

timely service strong and significant positive tiglaship with customer satisfaction,

showing a correlation coefficient of r = 0.522, k. There is strong and significant

positive relationships between price/cost affortigband customer satisfaction (r =

0.560, P<.01) and service reliability and custosagisfaction (r=0.553, p<.01).
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4.7 Discussion

The objective of the study was to establish thati@hship if any that exists between
quality of service and customer satisfaction in theking industry in Kenya. While
literature is divided on the relationship betwearaldy of service and customer
satisfaction, the results are consistent with sidiy Lee et al (2000), Gilbert and
Veloutsou (2006), Sulieman, (2011) and Buttle (9860 suggested that service
quality leads to satisfaction. For banks in Kengaathieve high level of customer
satisfaction, most researchers suggest that; tiegt need to achieve a high level of
service quality delivered to customers as quadityarmally considered an antecedent

of customer satisfaction.

From study findings, respondents reported thatetheas a clear link between happy
customers and increased business performance ofbainés. There was clear
indication that happy clients will tell other poteh clients about the services they get
from the bank hence help recruit more members.ekathd Keller (2006) observed
that customer satisfaction determines the succesfailure of a business and
customers are very sensitive to the quality ofiserthat they receive from the service
providers. Reichheld (1996) says that once a custasrdissatisfied with the services
provided, may opt to turn away and never to reamd most likely spread their bad
experience to prospective customers thus discaugaiiiem from dealing with the
same bank. These findings are therefore consistatit observations by other

researchers.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND

RECOMMENDATION

5.1 Introduction

The objective of the study was to establish thesterce of relationship between
service quality and customer satisfaction in reb@hking in Kenya. This chapter
presents the summary of the findings, conclusiod acommendations drawn
findings of the analysis of the respondents’ viawsorder to address this study

objective.

5.2 Conclusion

In general, the researcher sought to establishioeship between service quality and
customer satisfaction in retail banking in Kenyeorf the analysis, it was established
that there was strong and significant positiveti@teship between quality service and
customer satisfaction. Timely service had strongd significant positive relationship
with customer satisfaction, showing a correlatiarefticient of r = 0.522, P<.01.
There is strong and significant positive relatiapstbetween price/cost affordability
and customer satisfaction (r = 0.560, P<.01) andic reliability and customer

satisfaction (r=0.553, p<.01).

Respondents showed that there was a clear link degtvguality of service and
improved business performance. The happier thatsleustomers are the better for
the banks as these customers would freely througit \wwf mouth invite potential

clients to the bank. It was also established thanhfthe findings in this study that

bank executives dimensions responsive to custoreedsawas the most favoured,
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followed by service reliability and service accdplity. These results too as observed
by Suleiman (2011) service reliability, tangibiliyesponsiveness and assurance have
significant positive relationship with customerisftction while empathy was found

to have significant negative effect on customeistadtion.

5.3 Recommendations

This study recommends that banks engage in meanhinfggedback and
communication systems with the customers. Mostarebers suggest that customers
should be incorporated in the production processhi® view of what they need, want
or dislike in the entire process of production s&senroos (2000). Incorporation of
the views of the clients into the quality of seevimm according to the wants of
customers will go a long way in satisfying themoflér and Keller 2006) agree that
this suggestion is laudable because it is bett&ietoy from the customers rather than
trying to think for them. In the changing bankirggsario of 21 century, banks must
have a vital identity to provide excellent servic€ustomers have also accurately

demanded globally quality services from banks.

According to the Service Quality theory by Olivé®80), it predicts that clients will
judge quality as low, if performance does not nibeir expectations and quality
increases as performance exceeds expectation bestmmers expectations serve the
foundation on which service quality will be evaktby customers. This study
recommends that banks go all out to offer quaktiywEes to their customers. In doing
so more customers would join and banks will realizproved business performance.

Banks in Kenya have no options but to be of wollsss standard, committed to
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excellence in customers’ satisfaction and to plamaor role in the growing and

diversifying financial sector (Balachandran, 2005).

5.4 Limitations of the Study

The study was inhibited by a number of ways. Fgstne of the respondents were not
accessible as they were unwilling to respond to dbestionnaire citing that the
researcher was not a priority to their businessartg customers were. From a target
of 43 commercial banks in Kenya only 30 managedespond to the questionnaire

representing 69.76% response rate.

There is therefore need for banks to participatehi surveys to help generate
information that will not only be useful to the lamg sector but to academicians and
policy makers as well. Other limitations includegdk of time and commitment on the

part of the targeted respondents.

5.5 Areas for further research
Since the study relied on the bank executives tb tbe views on customer
satisfaction, there is need to carry out a simikesearch and get the views or

perceptions from bank customers themselves.

Another area for consideration for further studigiag from this project research is
the impact of use of technology in advancing sengoality to enhance customer
satisfaction. What would happen for example if lsaogerationalized queuing theory
enhanced by technology? It will be important touwtaent the impact of technological

influences on service delivery to customers by bank

35



5.6 Implication on Policy theory and Practice

The academia world may use this report as referpog@ given its contribution to
the body of knowledge. Students and other reseesranay use these findings for
comparison and better understand the relationshiguility service and customer
satisfaction. The findings may also offer insigimi® areas of further research in the

banking industry.

The policy and legislative framework in the banksegtor need to be developed and
organized such that they encourage investmengrimthis may encourage banks to
offer quality service that would be beneficial tastomers. This may have a ripple
effect in the sector and the more clients bankhedountry the more funding pool is

available to carry out its developmental agenda@ssed to when money is not
banked. Condusive policies from government and legégis would address this

critical issue and give platform better and qualsgrvices that customers keep

yearning for.

Banks as practitioners in the banking sector shasklthese findings to find ways of
better addressing the quality of the service thi#grdo customers to enhance the
performance of their business. This research hasodstrated that there is a link
between quality of service offered and growth iertiele base leading to improved

business performance.
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APPENDICES
Appendix I: List of the licensed Commercial Banksm Kenya

ABC Bank Kenya

Bank of Africa

Bank of Baroda

Bank of India

Barclays Bank Kenya

CFC Stanbic Holdings
Chase Bank Kenya

Citi Bank

Commercial Bank of Africa
Consolidated Bank of Kenya
Cooperative Bank of Kenya
Credit Bank

Development Bank of Kenya
Diamond Trust Bank

Dubai Bank Kenya

Eco bank Kenya

Equitorial Commercial Bank
Equity Bank

Family Bank

Fidelity Commercial Bank Limited
First Community Bank

Giro Commercial Bank
Guaranty Trust Bank Kenya
Guardian Bank

Gulf African Bank

Habib Bank

Habib Bank AG Zurich
Housing Finance Company of Kenya
| & M Bank

Imperial Bank Kenya

Jamii Bora Bank



Kenya Commercial Bank
K-rep Bank

Middle East Bank Kenya
National Bank of Kenya
NIC Bank

Oriental Commercial Bank
Paramount Universal Bank
Prime Bank Kenya
Standard Chattered Kenya
Trans National Bank Kenya
United Bank for Africa
Victoria Commercial Bank



Appendix Il: Questionnaire

This questionnaire seeks to gather information alation to bank executives on
customer perception regarding service quality imy&n banks among commercial
banks in Kenya. Information given by the responslemitl be treated in confidence

and will be used only for academic purposes.

Please tick where applicable

Section A: General information

1. Name of the respondent...........c.coiiiiiiiiii e
(Optional)

2. Age bracket of the respondent? 18-25yrs3@@s, 31-35yrs, 36-40yrs, 4lyears
and above.

3. Gender of the respondent? 1. Male 2.female

4. Academic qualifications? 1. Secondary le&tollege level 3.university level
5. Position held by the respondent.............coooi i e

6. Name of the bank that you WOrk for? ...

Section B: Service Quality

7. What do managers of the bank perceive to b&dhettribute of service quality?

8. What problems and tasks are involved in progdiigh quality service?

9. Is service provision tailored to suit individwalstomers?

10. What do customers perceive to be key attribottegiality service?

11. Do discrepancies exist between the perceptmhsonsumers and service

providers about quality of services?

Section C: Management Approach on Service Quality

12.1s there any evidence to say that quality of servias enhanced financial
performance of the bank? Yes No.

13. Do you think your bank is the best bank to wiarKenya? Yes No (why?)

14. Which of the SERVQUAL dimensions is most impott in measurement of
internal service quality? A) Responsiveness b)d®dlty c) Tangibility
d )Empathy e) Assurance

15. How do you link quality of service vis- a- \dgsiness performance?



16. How does the bank manage the information fl@twken the customers and
employees towards generating higher customer aeatigh?

17. How does employee empowerment contribute ttityud service delivery?

18. How would the management know when an emplayeeady to take personal
responsibility for their work and results?

19. What happens when there is service failure? Yakes responsibility? (Employee
or the bank or is it shared?)

20. How does the bank blend in new employees thécsystem without causing any
service failure?

21. How accessible is the senior management foragan employee?

a) Very accessible

b) At general meeting

c) Depends on circumstances.



