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Abstract

The purpose of this paper is to evaluate the customer satisfaction of banking industry in Pakistan general, and
Faisalabad particular, based on various levels of customer perception regarding service quality. This is an
empirical study based mainly on primary data collected through a well-structured questionnaire. The
questionnaire has been personally administrated on the a sample size of 132, chosen respondents on a convenient
basis from four Pakistani banks, i.e. Alfalah Bank Limited, Faysal Bank Limited, National Bank Limited, and
The Bank of Punjab. This paper makes a useful contribution as there are only few studies dealing with the
assessment of service quality in conventional banking sector of Pakistan .The result indicates that customer
perceive highest satisfaction in the responsiveness area and lowest in the tangibles area. In order to achieve
higher levels of service quality, the bank managers should redesign their strategies about customer satisfaction
with respect to service quality.

Keywords: Customer satisfaction, Service quality, Conventional banking industry, Pakistan
1. Introduction

In services industries, the subject of service quality globally remains a critical one as service providers strive to
maintain a comparative advantage in marketplace. Financial services in general, particularly banks; compete in
marketplace with generally undifferentiated services and products, thereby service quality becomes a key
competitive weapon (Stafford, 1996). A banking organization can only differentiate itself from competitors by
providing high quality services. It is true that structural changes have resulted in banks to perform a greater range
of activities, and enabling them to become more competitive with non-bank financial institutions (Angur ef al.,
1999). Presently, technological advancements are causing banks to revise their strategies for services offered to
both individual and commercial customers. Furthermore, banks that excel in quality services can have distinct
marketing edge since improved levels of service quality are related to higher revenue, higher customer retention,
higher cross-sell ratios (Bennett & Higgins, 1993), and increased market share (Bowen & Hedges, 1993). In
addition, the banks understand that customer will be loyal if they can produce greater value than their
competitors (Dawes & Swailes, 1999). Moreover, higher profits will be earned by banks if they can position
themselves better than competitors within a specific market (Davies et al., 1995). Hence, banks should focus on
service quality as a core competitive strategy (Chaoprasert & Elsey, 2004). Therefore, customer satisfaction and
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service quality have become the focal point of all banking institution around the world (Hossain & Leo, 2009),
and Pakistan is not an exception.

Pakistani banking sector is continuously expanding and improving with diversified patterns of ownership due to
an active participation of local and foreign stakeholders. The Pakistani banking sector comprises of a State Bank
of Pakistan (SBP), which is central bank of country and a combination of local and foreign banks. A total of 53
banks currently are operating in Pakistan, five of which are publicly owned (First Women Bank Limited,
National Bank of Pakistan, Sindh Bank Limited, The Bank of Khyber, and The Bank of Punjab), including four
specialized banks (Industrial development Bank of Pakistan, SME Bank Limited, The Punjab Provincial
Cooperative Bank Limited, and Zarai Taraqiati Bank Limited), seventeen private banks (Allied Bank Limited,
Askari Bank Limited, Bank Alfalah Limited, Bank Al Habib Limited, Faysal Bank Limited, Habib Bank Limited,
Habib Metropolitan Bank Limited, JS Bank Limited, KASB Bank Limited, MCB Bank Limited, NIB Bank
Limited, SAMBA Bank Limited, SILKBANK Limited, Soneri Bank Limited, Standard Chartered Bank
(Pakistan) Limited, Summit Bank Limited, and United Bank Limited), five Islamic Banks (AlBaraka Bank
(Pakistan) Limited, BankIslami Pakistan Limited, Burj Bank Limited, Dubai Islamic Bank Pakistan Limited, and
Meezan Bank Limited), also represented are the local branches of six foreign banks (including Barclays Bank
PLC, Deutsche Bank AG- Pakistan Operations, Citibank N.A.- Pakistan Operations, HSBC Bank Middle East
Limited — Pakistan Operations, Oman International Bank S.0.A.G — Pakistan Operations, and The Bank of
Tokyo-Mitsubishi UFJ Limited — Pakistan Operations), eight micro finance banks (KASHF Microfinance Bank
Limited, Khushhali Bank Limited, Network Microfinance Bank Limited, NRSP Microfinance Bank Limited,
Pak Oman Microfinance Bank Limited, Rozgar Microfinance Bank Limited, Tameer Micro Finance Bank
Limited, and The First Micro Finance Bank Limited), and eight development finance institutions (House
Buliding Finance Company Limited, Pak Brunei Investment Company Limited, Pak-China Investment Company
Limited, PAIR Investment Company Limited, Pakistan Kuwait Investment Company Limited, Pak Libya
Holding Company Limited, Pak Oman Investment Company Limited, and Saudi Pak Industrial & Agricultural
Investment Company Limited) (www.sbp.org.pk). Moreover, as their current and saving accounts, all the
commercial banks in Pakistan offer the same range of standard facilities you would expect to find anywhere in
the world including, debit cards, credit cards, travelers cheques, money transfers, personal loans, vehicle loans,
etc. selected banks also offer specialized services such as VIP accounts, ladies accounts, children and student’s
accounts, plus e-banking platforms such as telephone and PC banking which offer 24/7 access. Particularly, the
expansion in private banking business, along with customized services, has created a cut-throat competition in
this sector (Khalid & Irshad, 2010).

1.1 Research objectives

The objective of the present study is to find out the relationships between service quality attributes (tangibles,
reliability, responsiveness, empathy) and customer satisfaction in the conventional banking sector of Pakistan.
The study seeks to identify the most important service quality attributes among tangibles, reliability,
responsiveness, empathy, which experienced by the bank customers.

2. Literature review
2.1 Service quality

Research has indicated that service quality has been increasingly recognized as a critical factor in the success of
any business (Parasuraman et al., 1988), and the banking industry in this case in not exceptional (Hossain & Leo,
2009). Service quality has been widely used to evaluate the performance of banking services (Cowling &
Newman, 1995). The banks understand that customers will be loyal if they provide greater value (quality
services) than their competitors (Dawes & Swailes, 1999), and on other hand, banks can only earn high profits if
they are able to position themselves better than competitor within specific market (Davies et al., 1995).
Consequently, banks need to focus on service quality as a core competitive strategy (Chaoprasert & Elsey,
2004).

Gronroos (2000) defined service as, “A service is a process consisting of a series of more or less intangible
activities that normally, but not necessarily always, take place in interactions between the customer and service
employees and/or physical resources or goods and/ or systems of service provider, which are provided as
solutions to customer problems”. Fogli (2006) defined term service quality as “a global judgment or attitude
relating to particular service; the customer’s overall impression of the relative inferiority or superiority of the
organization and its services”.
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2.2 Customer satisfaction

Customer satisfaction is one of the important outcomes of marketing activity (Spreng et al., 1996; Mick &
Fournier, 1999). Therefore, there are vast amount of studies on satisfaction in marketing literature (Oliver, 1997;
Giese & Cote, 2000). In today’s highly competitive banking industry, customer satisfaction is considered as the
essence of success (Siddiqi, 2010). Most of the studies have dealt with satisfaction of customers or consumers
with products or services. Marketing researchers generally agree that satisfaction is a response to consumption
related experiences (Yi, 1990; Anderson et al., 1994). According to File & Prince (1992), customers who are
satisfied tell others about their experiences and this increases Word of mouth (WOM) advertising.

Prabhakaran (2003) highlights that the customer is the king. According to Drucker (1954), the fundamental
purpose of any business is to create customer satisfaction. Increasing customer satisfaction has been found to
lead organization to higher future profitability (Anderson et al., 1994), increased buyer willingness to pay
premiums, provide referrals, and use more products (Reichheld, 1996), and higher levels of customer retention
and loyalty (Fornell, 1992). Giese & Cote (2000), identified the components of satisfaction such as: Customer
satisfaction is one kind of response (emotional or cognitive), the response emphases on a particular focus
(product, consumption, experience, expectations etc), and response occurs at a particular time (after choice,
based on accumulated experience, after consumption etc). Kotler (2000) defined satisfaction as a person’s
feelings of pleasure or disappointment resulting from comparing a product’s or service’s perceived performance
(or outcome) in relation to his or her expectations. Hoyer & Maclnnis (2001) said that satisfaction can be
associated with feelings of acceptance, happiness, relief, delight, and excitement.

2.3 Customer satisfaction and service quality in banking industry

Without any doubt, service quality is gaining more importance in banking industry (Munusamy et al, 2010).
Both the marketing and service management literatures suggest that there is strong theoretical underpinning
among customer satisfaction, customer loyalty and profitability (Hollowell, 1996). Levesque & McDougall
(1996) pointed out that customer satisfaction and retention are critical for retail banks, and investigate the major
determinants of customer satisfaction (service quality, service features, situational factors and customer
complaint handling), and future intentions in the retail bank sector. Bloemer et al. (1998) explore how image,
perceived service quality and satisfaction determine loyalty in a retail bank. Armstrong & Seng (2000) analyze
the determinants of customer satisfaction in the banking industry (purchase intentions, transactional paradigm,
and fairness (equity). The study of Lassar ef al. (2000) examines the effects of service quality on customer
satisfaction from two distinct methodological perspectives — technical/functional quality and SERVQUAL.
Jamal & Naser (2002) suggest that customer satisfaction is based not only on the judgment of customers towards
the reliability of the delivered service, but also with customers’ experiences with the service delivery process.
Therefore, they report demographic differences (education, gender and income levels) in the degree of customer
satisfaction. Hence, customer satisfaction with commercial and retail banking is composed of a wide variety of
dimensions.

Thus, consumer satisfaction thus (delete it) reveals the general evaluation of the actions carried out by a given
business in relation to expectations accumulated after various contact between the consumer and business (Bitner
& Hubber, 1994). If customers perceive that they are obtaining additional benefits from their relationship with
establishment employees, their satisfaction level with the service provider will increase (Beatty et al., 1996).
Relational benefits can then be considered as important factors for customer satisfaction with financial
businesses. Therefore, relational benefits mean special treatment, social benefits and confidence, which were
investigated by Gwinner et al. (1998), would have a strong influence on customer satisfaction with their habitual
establishments.

3. The research framework

A research framework has been developed to find out the relationship between service quality attributes
(tangibles, reliability, responsiveness, empathy), and customer satisfaction in the conventional banking sector of
Pakistan. The figure 1 demonstrates the hypothesized relationships between the constructs i.e. tangibles,
reliability, responsiveness, empathy, and customer satisfaction.

3.1 Hypotheses development
The hypothesises designed for this paper is based on the following assumptions:

e Hla: There is a positive association between tangibles and customer satisfaction in the conventional
banking sector of Pakistan.
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e H2a: There is a positive association between reliability and customer satisfaction in the conventional
banking sector of Pakistan.

e H3a: There is a positive association between responsiveness and customer satisfaction in the
conventional banking sector of Pakistan.

e Hd4a: There is a positive association between empathy and customer satisfaction in the conventional
banking sector of Pakistan.

4. Methodology

An empirical study has been designed to meet the objectives of the research. For this purpose, four banks have
been chosen as universe randomly, whereas two banks belonged to the private sector (Bank Alfalah Limited and
Faysal Bank Limited), other two belonging to the public sector. One of public sector bank (The Bank of Punjab)
was established under the Government of Punjab province whereas other (National Bank of Pakistan) was
governed by Federal Government of Pakistan.

The questionnaire has been designed on the basis of the study of researchers such as (Berry et al., 1985;
Parasuraman et al., 1985; Zeithaml & Bitner, 1996; Stafford, 1996). Berry et al., (1985) and Zeithaml & Bitner
(1996) who identified five dimensions of service quality: tangible (equipment, written material, personnel, and
appearance of physical facilities), reliability (ability to deliver promised service and accurately), responsiveness
(willingness to help customers and providing prompt services), assurance (Knowledge and ability of employees
to inspire trust and confidence), and empathy (Caring and providing individual attention to each customer).
Parasuraman et al., (1985) indicates that service quality consists of eleven dimensions: reliability, competence,
responsiveness, access, courtesy, communication, credibility, security, competence, tangibles, and understanding
of customer. Reliability is considered as essential dimension of service quality. Stafford (1996), focused on
customer services on seven dimensions, such as relationships, bank atmosphere, rates and charges, ATM,
available and convenient services, facilities of bank counter (tellers), and honesty/reliability of bank personnel.
For present investigation we have constructed four dimensions:

1) Tangibles

2) Reliability

3) Responsiveness
4) Empathy

Permission to carry out the study was obtained from the Area Managers of concerned bank. The questionnaire
was sent to different branches of each bank with a brief explanation of the questionnaire, with a copy of
permission letter from area manager. The respondents were also given a written guarantee of confidentiality for
information. Respondents (Customers) were asked to indicate the level of satisfaction or dissatisfaction which
was derived from each of the four dimension of service quality. The scale ranged from 1 to 5 representing : 1 =
“Highly satisfied”: 2 = “Satisfied”: 3 = “Somewhat satisfied” : 4 = “Dissatisfied” : 5 = “Highly dissatisfied”. The
questionnaire consisted of 27 items. The questionnaire was split into two sections: demographics and customer
satisfaction. The demographic questions in the survey included age, occupation (Student, Service provider, Job
holder or Business man), education, gender, and monthly income. Answers to these questions provide a good
picture of respondent’s (customers) background. The Customer satisfaction questions covered service quality
facets such as: bank location, bank environment, delivery of promised services, prompt service, security with
respect to transactions, personal attention from employees, product range and attitude of employees. The data
entry has been done for final analysis at the point of 132 completely filled questionnaires. The data from the
returned questionnaire then entered into computer program statistical package for social sciences (SPSS) version
17 for analysis in batches after the survey responses received.

5. Findings
5.1 Background of respondents

The questionnaire (survey) was designed to seek information about the respondents, age, gender, education, and
their occupation. Present analysis shows that 72.7% of the respondents are male and 27.3% are female. The
detailed breakdown of the customer’s background has been given in Table 1. It is seen from the Table 1 that
34.9% of respondents are in the age group of 41-50 years. The next largest group of the respondents is in age
group of 31-40 years (29.5%). About 22.7% respondents are from the age group of 20-31 years. 8.3% of
respondents are from age group of 51-60 years. Only 4.6% respondents are in age group of 61 and above. In
terms of qualification, there is a wide variation, Bachelors (45.6%), Masters (38.9%), MS/M.Phill (11.9%), and
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PhD (4.2%). Among the 132 respondents, the highest numbers of the respondents are running their own business
(48.6%). However, Job holders, students, and other service providers represents 41.7%, 4.2%, and 5.5%,
respectively.

5.2 Descriptive statistics for each study constructs

It is seen from the Table 2 Tangibility ranges from 1 to 4 with the Mean of 2.38, and the Standard Deviation of
0.825. Reliability ranges from 1 to 5 and the Mean and Standard Deviation is 2.49 and 1.095, respectively. For
Responsiveness, Mean and standard Deviation is 2.48 and 0.895 respectively with the minimum and maximum
value ranges from 1 to 4. Empathy ranges from 1 to 5 and the Mean is 2.70, and Standard Deviation is .924. The
minimum and maximum value for overall satisfaction is 1 to 4, the Mean and Standard Deviation is 2.45 and
1.095 respectively. It has been observed in the Table 2 that almost all the Mean are similar. High standard
deviation indicates that the data is wide spread, means that customer give a variety of opinion, whereas, low
standard deviation means that they express close opinion.

5.3 Hypotheses test

A correlation coefficient is a statistical tool used to summaries the relationship between two variables with a
single number that falls between -1.00 and +1.00 (Welkowitz et al., 2006). Morgan et al. (2004) stated that: -1.0
indicates perfect negative correlation, 0.0 indicate no correlation, and + 1.00 shows perfect positive correlation.
The Pearson correlation analysis obtained from the five intervals scaled variables in the Table 3. The sample
size (N) is 132 and the significant level is 0.01 (p<0.01).

Hypothesis # 1: Tangibles

In the Table 3, it can be seen that the correlation (r) of tangibles is 0.461 and the significant level is 0.01. It can
be seen from Table 3 that the p-value is 0.000, which is less than 0.01. Therefore, we accept the null hypothesis,
and concluded that there is moderate but positive (r = 0.461) relationship between tangibles and customer
satisfaction in the conventional banking sector of Pakistan. The study of Lai (2004) also found that tangibility is
positively related to customer satisfaction.

Hypothesis # 2: Reliability

The Table 3 shows that the correlation (r) is 0.505 for reliability and the p-value is 0.000, which is less than the
significant level 0.01. Hence, the null hypothesis is accepted and concluded that there is large positive
correlation between reliability and customer satisfaction in the conventional banking sector of Pakistan. Zim et al.
(2010) stated that reliability is one of the significant factors of customer satisfaction.

Hypothesis # 3: Responsiveness

According to the Table 3, the strongest predictor of customer satisfaction is responsiveness. The result indicates
that the correlation (r) of responsiveness is 0. 646 and p-value is 0.000, which is less than 0.01. Therefore, the
null hypothesis is accepted and concluded that there is strong positive correlation between responsiveness and
customer satisfaction in the conventional banking sector of Pakistan. Mengi (2009) also pointed out that
responsiveness is positively related to customer satisfaction.

Hypothesis # 4: Empathy

Referring to Table 3, it can be observed that correlation (r) for empathy is 0.491 and p-value is 0.000. Hence, the
null hypothesis is accepted and it can be concluded that empathy is positively (moderate) related to customer
satisfaction in the conventional banking sector of Pakistan. Ladhari (2009) also found that empathy is positively
related to customer satisfaction.

5.4 Discussion of findings

The hypotheses test confirms that all service quality attributes (Reliability, Responsiveness, Empathy, and
Tangibles) are positively associated with customer satisfaction. Responsiveness shows the highest positive
correlation (r = 0.646) with satisfaction and reliability demonstrates the second highly positive correlation (r =
0.505) with customer satisfaction. Tangibles reveals the least but positive correlation (r = 0.461) with customer
satisfaction. A moderate but positive relationship (r = 0.492) between customer satisfaction and empathy was
demonstrated in the hypotheses test. The discussion of the following service quality attributes are as follows:

Responsiveness: Responsiveness refers to the ability and willingness of the service provider (Banker) to meet
customer needs. This study shows that responsiveness and customer satisfaction are highly positively correlated.
The bank customer of (Public and Private) in Pakistan prefers a friendly bank, which is striving to help their
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banking operations. This willingness of banks to facilitate their customers is likely to have a significant and
positive effect on customer satisfaction.

Reliability: Reliability refers to the extent to delivered services according to standards expected and promised by
service provider, means the customer should get what they feel they have paid for. According to present study,
there is a positive association between reliability and customer satisfaction. Data shows that customers are
satisfied with customer support services, hospitality services and handling of customer’s grievances.
Consequently, customers are confident that their banks are fulfilling the promised terms and conditions which
will not go against their expectations.

Empathy: The core concept of empathy is to understand customer needs and provide individual attention. This
study indicates moderate but positive relationship between empathy and customer satisfaction. Means customers
of banks are somehow satisfied with banking hours, personal attention given to them by bank staff, and
information provided to them (Customer).

Tangibles: The hypotheses test of this study confirms that there is positive correlation between tangibles and
customer satisfaction. Data shows that customers are satisfied with infrastructure facilities, modern equipment,
staft’s appearance, and décor of bank (Branch).

6. Conclusion

The above discussion indicates that customer satisfaction vary according to the nature of service. In this case, the
highest customer satisfaction is demonstrated in the responsiveness area such as willingness to help customer,
friendly attitude of staff, followed by the reliability area such as customer guidance, customer support. On the
other hand, the moderate satisfactions are in the tangibles area, such as infrastructure facilities, décor, followed
by empathy area such as banks business timing and return on investment. Due to the wide variation of the
responses, both public and private banks need to consider the weak areas in order to meet customer requirements.
Hence, to be successful in banking sector, banks must provide service to their customer that at least meets or
better if exceeds their expectations, and the present study will provide some sort of guidelines to the policy
makers (managers) of banks to take appropriate decision to improve the quality of services in Pakistani banking
sector.

7. Limitation of the study

Four limitations have been identified in this study. First, the study only focused on public and private banks in
Pakistan. The Foreign, Islamic, and other Micro financial institutions that have role in banking industry in
Pakistan were excluded from this study. Second, the limited numbers of banks (only four) were covered under
the study. Third, the sample size and number of actual respondents are limited. The researcher may use a bigger
sample size to find out more about customer satisfaction and service quality. Finally, a more robust analysis is
needed in financial service industry to reach at a strong conclusion.
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Table 1. Background of respondents

Percentage
Age (Years)
20-30 22.7
31-40 29.5
41-50 349
51-60 8.3
61 and above 4.6
100.0
Gender
Male 72.7
Female 273
100.0
Education
Bachelors 45.6
Masters 38.3
MS/M.phill 11.9
PhD 4.2
100.0
Occupation
Business man 48.6
Job holder 41.7
Student 4.2
Other (service providers) 4.5
100.0
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Table 2. Descriptive statistics

Std.
N Minimum | Maximum Mean Deviation
Overall satisfaction 132 1 4 245 1.029
Tangibles 132 1 4 2.38 .825
Reliability 132 1 5 2.49 1.095
Competence 132 1 4 2.48 .895
Empathy 132 1 5 2.70 924
Valid N (list-wise) 132
Table 3. Correlation
Customer
satisfaction Tangibles | Reliability | Responsiveness Empathy
Customer Pearson Correlation
1 A61(** S505(+* .646(** A91(**
satisfaction ") ") ") )
Sig. (2-tailed) .000 .000 .000 .000
N 132 132 132 132 132
Tangibles Pearson Correlation A461(*%) 1 .604(**) 525(%%) S522(*%)
Sig. (2-tailed) .000 .000 .000 .000
N 132 132 132 132 132
Reliability Pearson Correlation .505(*%) .604(**) 1 .619(**) ST9(**)
Sig. (2-tailed) .000 .000 .000 .000
N 132 132 132 132 132
Responsiveness Pearson Correlation .646(**) 525(*%) .619(**) 1 .668(**)
Sig. (2-tailed) .000 .000 .000 .000
N 132 132 132 132 132
Empathy Pearson Correlation A491(*%) 522(*%) ST9(**) .668(**) 1
Sig. (2-tailed) .000 .000 .000 .000
N 132 132 132 132 132
**  Correlation is significant at the 0.01 level (2-tailed).
Table 4. Summary of the null hypotheses test
Null Hypotheses Descriptions Results
There is positive association between
Hla tangibles and customer satisfaction in Accepted
the conventional banking sector of
Pakistan.
There is positive association between
H2a reliability and customer satisfaction in Accepted
the conventional banking sector of
Pakistan.
There is positive association between
H3a responsiveness and customer Accepted
satisfaction in the conventional banking
sector of Pakistan.
There is positive association between
H4a empathy and customer satisfaction in Accepted
the conventional banking sector of
Pakistan.
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Figure 1. Research Framework
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