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ABSTRACT

In the highly competitive banking industry, the cass and failure of a business organization
merely depends on how well it satisfies the neadswaants of customers. Customer satisfaction
and service loyalty are compelling issues for mamngglf a bank has to stay competitively in the
industry it has to continuously meet the needswadts of customers. This study assessed the
interaction among service quality, corporate imageice, customer satisfaction and service
loyalty from customers’ perspective. The main dbjecof the study was to assess and analyze
customer satisfaction and service loyalty in Wega8ank, Mekelle Branch. A self-administered
guestionnaire was used to collect the primary d&ata gathered were treated using statistical
software program namely Statistical Package fori&d8cience (SPSS versionl6) for analyses
and summarization purposes. The researcher appimafirmatory factor analysis and new
scores were created for further subsequent analydeftiple Regressions test was used to test
the effect of service quality, corporate image gmite on customer Satisfaction and service
loyalty. In addition to that, Hierarchical Regresai Model test was used to test the mediating
effect of customer satisfaction on the relationdkepwveen service quality, corporate image, and
price towards service loyalty. Finally, One Way AWDO test was used to find out the
demographic aspect that has an impact on custoragsfaction and service loyalty. Overall
findings from this study revealed the dimensionses¥ice quality vary in the degree to which
they drive customer satisfaction and service Igyalthe results depicted that there was
significant positive relationship in between seeviquality and customer satisfaction. Both
service quality and corporate image were founddwenpositive and significant association with
service loyalty. Price though positively relatedshao significant impact both on customer
satisfaction and service loyalty. In addition t@ske, there was a significant relationship between
customer satisfaction and service loyalty. The esgion test also presented that customer
satisfaction plays a mediating role in between thdependent variables service quality,
corporate image and price towards service loyaissatisfaction of customers with the service
offering of the bank didn’t lead to switching tdvet banks. The results depicted that Wegagen
Bank, Mekelle Branch, has to focus more effortmprioving the quality of the service it is
offering to the customers. Of course, substant@kvwhas to be done to enhance the benefits that
can be acquired from corporate image. As to theceris concerned, the bank should
continuously monitor the environment for changethva motive of addressing the pricing
policies of the rival banks and it should diffeiiatd its service offerings in a way that could
enable the bank to gain a competitive advantage Bénk is, thus, recommended to devise
operations and marketing strategies that focus lme dominant service quality dimensions in
order to enhance customer satisfaction and, in téoater positive service loyalty.

Key words. Service Quality, Price, Corporate Image, Custoi®atisfaction, Service loyalty
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CHAPTER ONE

Introduction

1.1. Background of the study

The world economy faces an increasingly trend & ithportance of the service industry. The
value added of service industry as percent of wgrtsss domestic product is about 68% (World
Bank, 2008). In recent decades, attention has bedonaneasingly focused on the key roles that
services fulfill domestically and internationally.is widely recognized that services account for

a significant and rising share of domestic outma employment (Robert 2005).

The service sector plays an increasingly importaih¢ in Ethiopian economy. The service
sectors’ contribution to the economy is significabtaccounts for 43 %( 2009 est) of the GDP
and accommodated 10 % (2005) of the labour forcéhefcountry. Consequently, service
managers and academic researchers all over thed vawd now directing their efforts to
understanding how customers perceive the qualiseofices, as well as how these perceptions

translate into customer satisfaction and behaviatahtions.

Financial institutions play a crucial role in fatting the accumulation and allocation of capital
by channelling individual savings through loanggtivernments, businesses and individuals. In

Ethiopia, the role of the banking sector in capitahcentration and distribution is so enormous.

The enactment of Monetary and Banking proclamatum83/1994 and the Licensing and
Supervision of Banking Business N0.84/1994 laid dd¥ve legal basis for investment in the
banking sector in the country. Consequently shafter the proclamation, private banks and
insurance companies began to flourish. Currentig, tumber of banks in the country reached

fifteen (15) with over six- hundred- fifty- six bmehes nationwideThe number is expected to

! http://www.theodora.com/wfbcurrent/ethiopia/ethimpeconomy.html accessed on March 01, 2010.
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escalate as there are potential new entrants @itlie banking industfy To the seemingly
competitiveness of the banking sector, the issumisfomer satisfaction and service loyalty is at

forefront.

Customer satisfaction with goods frequently focuseghe product it self: does it work, doing
what it is supposed to do? In the service fields tisi not the case. Since the “product” is
intangible, satisfaction is a perception about grenince, rather than the utilization of an object
(Berry, 1987). Service satisfaction is a functidnconsumers’ experiences and reactions to a
provider's behavior during service encounter; itaiso a function of service setting. Were
consumers content? Did they get what they wanted?eWhey helped? Were the service

surrounding pleasant? Thus, service is, typicalhgut the present, the “now”.

The offers of banking industry are mainly of seevia nature. Service is an activity or benefit
that one party can offer to another that is esaliytintangible and does not result in the
ownership of anything. Its production may or may Ioe tied to a physical product (Kotler et al.,
1999). Services are economic activities that er@atue and provide benefits for customers at
specific times and places, as a result of bringbgut desired change in or on behalf of the

recipient of the services (Love lock and WrightD2)

Quality and customer satisfaction have long beeageized as playing a crucial role for success
and survival in today’s competitive market. Not @isingly, considerable research has been
conducted on these two concepts. Notably, the gueahid satisfaction concepts have been linked
to customer behavioral intentions like purchase knalty intention, willingness to spread

positive word of mouth, referral, and complaintemion by many researchers (Hallowell, 1996,
and Jacoby et al., 1973). The most commonly foundiss were related to the ‘antecedents,
moderating, mediating and behavioral consequengaationships among these variables —
customer satisfaction, service quality, perceivalll® and behavioral intentions. However, there

have been mixed results produced.

Besides, Albert Caruana (2002) identified Servicelidy, corporate image and price as the

independent variables of customer satisfaction serdlice loyalty. According to (Gremler and

2 http://www.nbebank.com/aboutus/index.htm accesselllarch 05, 2010
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Brown, 1996, cited in caruana, 2002), service liyyatfers the degree to which a customer
exhibits repeat purchasing behavior from a senpeevider, posses a positive attitudinal
disposition toward the provider, and considers gisanly this provider when a need for the
service arises. If a service provider has a pasitivage in the eyes of customers, minor mistake
will be forgiven but the image will be damaged iistakes often occur. On the other hand, if a
service provider’'s image is negative, the impactany mistake will be significant and affect
level of satisfaction. Researchers suchCeRuyter and Bloemer, 1998monstrated the positive
impact of corporate image on customer satisfaatiothe retailing context. It can be assumed
that this kind of positive influence will also halithe bank service sector as image represents an
essential factor for the perception of satisfactidalan et al., (2000) stated that if the centode r

of pricing in consumer behaviour as well as coftativeness is considered as one of the criteria
that consumers rank as being particularly importamen selecting a product or service, the fact
that the price has received little attention whealgzing customer satisfaction is astonishing.
Price is an important variable in services. As stuicls also crucial for organizations to set and

manage price which it directly influence an inflofwresources.

In light of the above facts, banks should contirslpwndertake surveys as to identify the
problems in service delivery, corporate image, pnidng to foster the level of satisfaction and
loyalty. The purpose of this study is to give irations of the loopholes to the service provider as

to where best to devote marketing attention.



1.2. Statement of the Problem

In service industries, globally, the subject ofvess quality remains a critical one as businesses
strive to maintain a comparative advantage in tharketplace. Since financial services,
particularly banks, compete in the marketplace wgtherally undifferentiated products, service
guality becomes a primary competitive weapon (8tdff 1996). Currently, technological
advancements are causing banks to rethink theategiies for services offered to both
commercial and individual customers. Moreover, Isatilat excel in quality service can have a
distinct marketing edge since improved levels afiise quality are related to higher revenues,
increased cross-sell ratios and higher customemtien (Bennett and Higgins, 1993), and
expanded market share (Bowen and Hedges, 1993)elsthe banks understand that customers
will be loyal if they can produce greater valuenl@mmpetitors (Dawes and Swailes, 1999). In
addition, higher profits will be earned by the bankthey can position themselves better than
their competitors within a specific market (Davies al., 1995). Besides, researchers have
identified corporate image and reputation as drofecustomer satisfaction and loyalty. This is
because corporate image has important influencesamwice quality product and service
positioning, marketing, and profitability in thergee industry (Best, 2009). On top of this, price
is considered as important factor of Consumerssfaation, because whenever consumers
evaluate the value of an acquired product, thewllsthink of the price (Fornell, 1992; Cronin
et al., 2000).

Within this background, customer satisfaction aevise quality are compelling the attention of
all banking institutions around the world, and Bfia is not an exception. The researcher
undertook preliminary investigation in some of tie¢ail banks as to what has been done with
regards to satisfaction and loyalty of bank custene Mekelle. The researcher found the works
of (Guruswamy and Malik, 2007), who, investigatagstomer preferences of retail banking
services in Mekelle where they highlighted the destthat are important to customers in a
developing country. Habtamu (January, 2010), worketlon the assessment of service quality
and customers satisfaction applying the SERVEQUAddet to the saving account holders of
Dashen Bank, Mekelle Area Bank.



It is a known fact that the success and failurargf organization, be it private business or public
organization, merely depends on how well its custienare satisfied. Wegagen Bank, Mekelle
Branch, where the researcher had an informal conation with some of its customers and the
insights from the summary of suggestion box feekbait was learnt that the service delivery is
not satisfying the needs and wants of custometkeio expectations. Customer satisfaction and
service loyalty are key to continued organizatiosatvival. The researcher, thus, assessed
customer satisfaction and service loyalty in ligit the variables namely, service quality,

corporate image and price.

1.3. Objectives of the Study

1.3.1. General Objective:
The main objective of the study is to assess arallya® customer satisfaction and loyalty in

Wegagen Bank, Mekelle Branch.

1.3.2. Specific Objectives

The specific objectives of the study include:

To identify the key dimensions of perceived sengaality and their prioritization.
To investigate the determinants of customer satisfa and service loyalty.

To investigate the effect of customer satisfactarservice loyalty.

To examine whether dissatisfied customers switabther banks.

o O O O o

To determine whether customer satisfaction mediateselationship between service
quality, corporate image, and price towards custdoalty.

0 To suggest possible courses of action that canthelpank improve its service delivery.



1.4. Research Questions

The researcher poses the following questions irséia&ch to understand the factors influencing

customer satisfaction and loyalty.

1. What are the main Service Quality Dimensions aradr thrioritization as perceived by
Wegagen Bank customer?
Do service quality, corporate image and price @rfice customer satisfaction and loyalty?
Does customer satisfaction lead to service loyalty?
Do dissatisfied customers switch to other banksriter to experience better customer
relations?

5. Does customer satisfaction mediate the relationsining service quality, corporate

image and price towards service loyalty?

1.5. Research Hypotheses

The following hypotheses were tested in the re$earc

Hi- The five dimensions of service qualitaiigibility, reliability, responsiveness,
assurance and empathyary in the degree to which they instigate cuspsatisfaction
and service loyalty.

H,- Service quality has a positive effect on custosatisfaction.

Hs- Corporate image is significantly related to casto satisfaction.

Hs- Price is significantly related to customer satision.

Hs- Service quality has a positive effect on serligalty.

Hs- Corporate image has a positive effect on seraigalty.

H+- Price has a positive effect on service loyalty.

Hs- Customer satisfaction has a positive effect oniseroyalty.

Ho- Customer satisfaction is the mediator of the retethip among service quality, corporate
image and reputation, and price and service loyalty

Hio-Dissatisfied customers switch to other banks ideorto experience better service

quality elsewhere.



1.6. Significance of the study

The results of this study are significant in vasowespects. First, from the findings the
researcher will be able to evidently put up theigtagaps in specific reference to customer
satisfaction and service loyalty of Wegagen Banlek®lle Branch. On the basis of the
analysis the researcher will recommend set ofradtere courses of actions to be considered
to enhance the level of satisfaction and loyaltyhaf customers towards the bank. Second,
this study seeks to contribute to the developméntooceptual framework that integrates
service quality, corporate image, price, custonagistaction, and service loyalty. Third, the
implications for further research will be set ahaill be used as a stepping stone for similar
research works. Fourth and most important, theaggies and the experiences that will be
applied in the research can be disseminated tor diheks and financial institutions

undertaking similar activities.

The study is believed to trigger the importanceuiedertaking further research on the area as
the customer satisfaction and service loyalty ateresearched well in Ethiopia. Besides, the
researcher on the course of the research undegthkis enhanced his knowledge and skills

on research methodology and the title in question.

1.7. Scope of the study

This study is focused on assessing satisfactionsandce loyalty of customers of Wegagen

Bank, Mekelle Branch. Though customer satisfaciind service loyalty are issues that deserve
the involvement of both the service providers anst@amers, the scope of the study is limited to
the perception of customers only. And, the reseaachple was selected from saving and current

account holders of the bank.



1.8. Limitation of the study

All research has its limitation and this study is exception. One is, the survey was only
conducted in Wegagen Bank, Mekelle Branch, andrintsense the results pertain only to the
respondents. Though the sample provided a sulstantmber of customers in the bank that
facilitated a study of this nature, one can notegalize the results in other banks not included
within the study. Such generalizations to a widepylation or industry should be done with

caution.

Another limitation is on the scope of the studyorfira theoretical point of view, the framework
of this research is restricted to its own objedivEhe study has pondered the relationship among

service quality, corporate image, price, custonaéisfaction, and service loyalty.

1.9. Organization of the study

This study is organized into five chapters. Thetfichapter deals with the problem and its
approach. The second one presents the review afeceliterature. Chapter three treats the
company profile along with the research methodolegyployed. The fourth chapter presents
results and discussions of the study. Finally assiohs and recommendations are presented
under the fifth chapter.



CHAPTER TWO

LITERATURE REVIEW

2. Definition of Service Quality

To understand what service quality is, we neednidetstand what Quality is and it's concept as
a whole. Understanding the term “Quality” will ral¢hat the concept has been defined in many
different ways and with different emphasis by th&ious quality gurus and writers on the
subject. Quality is an elusive and indistinct camstt Often mistaken for imprecise adjective like
“goodness, or luxury, or shininess, or weight” (§hy, 1979), quality and its requirements are

not easily articulated by consumers (Takeuchi andl€, 1983).

Most of the efforts in defining and measuring qiyalare coming from the goods sector.
According to the prevailing Japanese philosophglituis “zero defects — doing it right the first
time”. Garvin (1983), measures quality by countthg incidence of “internal” failures (those
observed before a product leaves the factory) antefnal” failures (those incurred in the field
after a unit has been installed). Crosby (1979neefquality as “conformance to requirement”.
Requirement must be clearly stated so that theyatare misunderstood. Measurements are then
taken continually to determine conformance to thosguirements. The non-conformance
detected is the absence of quality. Quality prokldmacome non-conformance problems, and

quality becomes definable.

Research has demonstrated the strategic benefgaabty in contributing to market share and
return on investment (e.g., Anderson and Zeithd®®84; Philips, Chang, and Buzzell, 1983) as
well as lowering manufacturing costs and improvimgductivity (Garvin, 1983). The search for
guality is arguably the most important consumendref the 1980s (Rabin, 1983) as consumers



are now demanding higher quality in products thaar éoefore (Leonard and Sasser, 1982,
Takeuchi and Queleh, 1983).

However, understanding of quality in goods andintportanceis not sufficient to understand
service quality. Four well documented charactasstf services — intangibility, heterogeneity,
perishability and inseparability — must be acknalgked for a full understanding of service

guality (Parasuraman, Zeithaml and Berry, 1985).

I ntangibility

Services are activities or benefits that are essbntintangible, cannot be prefabricated in
advance and do not involve ownership of the tifleey may include the traditional personal
assistance service, for instance, baby-sitter, eggmdetc. The fix-it service such as mechanic,
repairman, etc. and finally the value added seragthe least tangible of all (Cotter, 1993). Most
services are intangible (Bateson, 1977, Berry, 198@elock, 1983, Shostak, 1985). Because
they are performances rather than objects, premigaaufacturing specifications concerning
uniform quality can rarely be set. Most servicesntd be counted, measured, inventoried, tested
and verified in advance of sale to assure quaklgrgsuraman, Zeithaml and Berry, 1985).
Because service is not an object but a phenomenndifficult for customers to evaluate the
guality of services as they evaluate physical goBedsause of intangibility, the service firm may
find it difficult to understand how consumers péveeheir services and evaluate service quality
(Zeithaml 1988).

Heterogeneity

Services, especially those with high labor conten¢, heterogeneous; their performance often
varies from producer to producer, from customesustomer, and from day to day (Parasuraman,
Zeithaml and Berry, 1985). Consistency of behavimm service personnel (i.e., uniform

quality) is difficult to assure (Booms and Bitn&B@81) because what the firm intends to deliver

may be entirely different from what customer reesiv
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| nseparability

Production and consumption of many services arepmsble (Carmen and Langeared, 1980,
Gronroos, 1978, Regan, 1963, Upah, 1980). Serviceslve simultaneous production and
consumption. Inseparability implies that servicsimmultaneously produced and consumed while
physical goods are first produced, then sold andllfi consumed. Inseparability of production
and consumption often forces the involvement of tustomer in the production process.
Inseparability also means that the producer andvérelor often compromise one economic
entity (York, 1993). In labor intensive services fexample, quality occurs during service
delivery, usually in an interaction between themliand the contact person from the service firm
(Lehtinen and Lehtinen, 1982). In this situatiohe tcustomer input becomes critical to the

quality of service performance.

Perishability

The inseparability of production and consumptiortum results in an inability to store service

capability. Perishability means that services categproduced in advance, inventoried and later
made available for sale. Services are performanaedannot be stored (Zeithaml, 1998). It is
often difficult to adequately match up with demaadd supply such as those corrective
maintenance works, for instance, heating and cgakpairs.

In conclusion, base on the examination of thosémgiand other literature reviews on services
(Gronroos, 1982; Lehtinen and Lehtinen, 1982; Leamsl Booms, 1983; Saser, Olsen, and
Wyckoff, 1978) Parasuraman, Zeithaml and Berry @83 suggest three attributes of service
quality:

* Service quality is more difficult for the consunte evaluate than goods quality.

» Service quality perceptions result from a congari of consumer expectations with actual
service performance.

* Quality evaluations are not made solely on thécame of a service; they also involve

evaluations of the process of service delivery.
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Research into service quality has focused on thlewimg lines of enquiry: studies of the
concept and nature of service quality, strategitsequences of quality, measurement of service
guality, analysis of how an organization can imgreervice quality and studies on the effects of

service quality on consumer behaviour.

Authors involved in investigating the effects of\dee quality on consumer behaviour research
stream such as Rust have concentrated on the ditwkelbn service quality and an improvement
in the profitability of the company. While otherkd Boulding, Zeithaml, and Liu have studied

the antecedents of consumer loyalty, and the effedhe profitability of a service organization.

These studies supported the contention that anowepment in service quality has a positive
influence on behavioral intentions, but they alkoveed that superior levels of service quality
should be achieved in a cost-effective manner (Ma8anchez Perez, 2007).

2.1.1. Parasuraman’s SERVQUAL

According to Parasuraman et al. (1985), a perceptib service quality is a result of a
comparison between what consumers consider th&seskiould be and their perceptions about
the actual performance offered by the service pl@viParasuraman et al. (1985) postulated five
dimensions of the service experience in their \wethwn SERVQUAL model: reliability,

responsiveness, empathy, assurance, and tangibility

Tangibles

Tangibles would include those attributes pertainingphysical items such as equipment,
buildings, and the appearance of both personneltandevices utilized to communicate to the
consumer. Bitner (1992), presented her concept@ahdwork for examining the impact of
physical surroundings as it related to both custsnaad employees. Berry and Clark (1991)
provided validation of the physical appearancehendonsumer’s assessment of quality. With the
research by Bitner (1990), it was noted that ptajsappearance might influence the consumer’s
level of satisfaction. Tangibles were one of thegioal dimensions that was not modified by
Zeithaml, et al (1988).

12



Reliability

Reliability relates to the personnel’s ability telider the service in a dependable and accurate
manner. Numerous researchers, including Garvin {jL&8und that reliability tends to always
show up in the evaluation of service. Parasuramtal (1988) indicated that reliability normally

is the most important attribute consumers seekhi drea of quality service. It was also
determined by Parasuraman, et al (1991) that tim@ersion of negative wording to positive
wording as suggested by Babakus and Boller (198@)Garman (1990) increased the accuracy
of this dimension. Negative wording in the requesta customer response caused the customer
to misinterpret this particular determinant. WalK@®95) found that if there is an adequate
delivery of the basic level of service, then peeifgh performance leads consumers to evaluate
the service encounter as satisfactory. Reliabii#g one of the original dimensions not modified
by Zeithaml, et al., (1988).

Responsiveness

The desire and willingness to assist customers @ldver prompt service makes up the
dimension of responsiveness. Parasuraman, et #891] include such elements in
responsiveness as telling the customer the exaw frame within which services will be
performed, promptness of service, willingness t@bassistance, and never too busy to respond
to customer requests. Bahia and Nantel (2000) ghsded responsiveness in their research,
claiming a lack of reliability even though they ognized SERVQUAL and all of its dimensions
as the best known, most universally accepted staleneasure perceived service quality.
Responsiveness was also one of the original dirmeasiot modified by Zeithaml, et al., (1988).

Assurance

Knowledgeable and courteous employees who inspméidence and trust from their customers
establish assurance. In banking studies by Andersbal., (1976), it was determined that a
substantial level of trust in the bank and its iab8 was necessary to make the consumer

comfortable enough to establish a banking relalignsParasuraman, et al., (1991) included
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actions by employees such as always courteous imehastills confidence and knowledge as
prime elements of assurance. Assurance replacepatente, courtesy, credibility, and security

in the original ten dimensions for evaluating seewvjuality (Zeithaml, et al, 1988).

Empathy

Empathy is the caring and personalized attentia dlhganization provides its customers.
Individual attention and convenient operating houese the two primary elements included by
Parasuraman, et al., (1991) in their evaluatioreropathy. The degree to which the customer
feels the empathy will cause the customer to eidmept or reject the service encounter.
Empathy replaces access, communication, and uadeisg the customer in the original ten
dimensions for evaluating service quality (Zeithaetlal., 1988).

2.1.2 Gronroos’s Methodology

Gronroos (1984) relates definition of service qualvith the result of the comparison that
customers make between their expectations aboetvice and their experience of the way the
service has been performed.

According to Gronroos (1984), services are produagdistributed, and consumed in the
interaction between the service provider and timeice receiver. Accordingly, services must be
viewed from an interactive perspective.

The model proposed by Gronroos (1984, 1990) focaseshe role of technical quality (or
output) and functional quality (or process) as oang prior to and resulting in outcome quality.
In the model, technical quality refers to whatéhikred to the customer while functional quality
is regarding with how the end result of the proosas transferred to the customer. The model
states that the consumer is not interested onlybat he/she receives as an outcome of the
production process, but also on the process it3élé perception of the functionality of the
technical outcome (technical quality) is a majotedminant of the way he/she appreciates the

effort of the service provider.
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2.1.3Cronin’s SERVPERF

SERVQUAL grounded in the Gap model, measures semi@lity as the calculated difference
between customer expectations and performance pignee of a service encounter
(Parasuraman et al., 1988, 1991). Cronin and Taf1802) challenged this approach and
developed the SERVPERF scale based on Parasura®BRYQUAL methodology which
directly captures customers’ performance perceptiancomparison to their expectations of the
service encounter.

SERVPERF only measures performance perceptions opedationalizes service quality as
customers’ evaluations of the service encounterusks only performance data because it
assumes that respondents provide their ratings utpneatically comparing performance
perceptions with performance expectations. As altteSERVPERF uses only the performance
items of the SERVQUAL scale (Brady et al., 200201in and Taylor, 1992, 1994).

Arguments in favour of SERVPERF are based on tiieomdhat performance perceptions are
already the result of customers’ comparison of ékpected and actual service (Babakus and
Boller, 1992). Therefore, performance only measstesuld be preferred to avoid redundancy.
Thus, SERVPERF assumes that directly measuringoipeaince expectations is unnecessary.
Cronin and Taylor (1992) built their argument fdret superiority of SERVPERF over
SERVQUAL by empirically showing that SERVPERF ishatter predictor of overall service
guality than SERVQUAL. Nevertheless, many authayacarred those customer assessments
continuously provided services may depend solely pmrformance. Hence, the authors
suggesting that performance-based measures exptam of the variance in an overall measure
of service quality. These findings are consisteith wther research that have compared these
methods in the scope of service activities, thusfiooing that SERVPERF (performance-only)
results in more reliable estimations, greater coysat and discriminant validity, greater
explained variance, and consequently less biastt@®ERVQUAL and EP scales (Cronin and
Taylor, 1992; Parasuraman et al., 1994)
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Whilst its impact in the service quality domain usdeniable, SERVPERF being a generic
measure of service quality may not be a totallygadée instrument by which to assess perceived
guality. This research bears on these conclusindsadopts the performance-based SERVPERF
paradigm.

2.1.4. Service Quality and Customer Satisfaction

Customer satisfaction often depends on the quafifyroduct or service offering. In the context

of services, some describe customer satisfacti@m antecedent of service quality (Bitner, 1990;
Cronin and Taylor, 1992). Service quality is thetated, though not equivalent, to satisfaction
(Oliver, 1980). For this reason, research on custasatisfaction is often closely associated with
the measurement of quality (East, 1997). Customgsfaction can thus be based not only on the
judgment of customers towards the reliability oé ttielivered service but also on customers’
experiences with the service delivery process (Neisal., 1999).

De Ruyter et al., (1997) summarized the concepga@l between the two constructs as the
following: customer satisfaction is directly influeed by the intervening variables of
disconfirmation (the difference between perceptiand expectations), while service quality is
not; satisfaction is based on predictive expeatatitile service quality is based on an ideal
standard expectation; and the number of antecedénise two concepts differ considerably.
Therefore, it is worthwhile to investigate the tela importance of service quality dimensions to

customers’ satisfaction.

In summary, satisfaction and quality seem like ta@mcepts, both revolving around expectation,
experience, perception and evaluation of servideegsvariables (Jamali, 2007). The conclusion
by Jamali (2007) is that satisfaction is a supéir@te construct to service quality, and that a
management-by-satisfaction approach will necegssarded to integrate the various quality
dimensions. Satisfaction is a super-ordinate canstrecause it can result from a large variety of
dimensions that may lie beyond those specified he gap model and the SERVQUAL

instrument.
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2.2. Corporate Image

A favorable image is considered as a critical aspé@an organization’s ability to maintain its
market position as image has been related to cgpects of organizational success such as
customer patronage. Corporate image has beenfiddnéis an important factor in the overall
evaluation of a firm (Bitner, 1990) and is arguedbe what comes to the mind of a customer

when they hear the name of a firm (Nguyen, 2006).

The corporate image is based on what people assagith the company or all the information
(perceptions, inferences, and beliefs) about it peaple hold (Rita, 2007). Some researchers use
image and reputation as substitutes, others suElorabrun (1996) sees reputation as the esteem
in a long-term perspective that the company hagpa®sed to image that can be more short-
term in nature. Rita (2007) proposed that imagerapdtation could be used as substitutes, since
it is likely that the early studies on corporateage would have used the concept “reputation”

had they been done today.

According to Mclinnis and Price (1987), the reseasoh“image” field shows that image is a
process originating from ideas, feelings and thevipus experience of an organization that are
recalled and transformed into metal pictures (¥u8l Catchpole, 1977). As a rule, people are
exposed to realities created by the organizatich may consciously or unconsciously select
facts that are well suited with their configuratiohattitudes and beliefs. These facts are retained
and later retrieved from memory to reconstruct mage when the organization is brought to
mind. Dobni and Zinkhan (1990) conclude that imesge perceptual phenomenon that is formed
by rational and emotional interpretation and thas ltognitive components, the beliefs, and
affective components, the feelings. There are twacppal components of corporate image
according to Kennedy (1997): functional and emdloiihe functional component is related to
those tangible characteristics that can easily leasured, such as the physical environment
offered by the hotel; the emotional component samted with those psychological dimensions
that are manifested by feelings and attitudes tdsvan organization (Jay & Hui, 2007). These
feelings are derived from the numerous experiend#san organization and from the processing
of information on the attributes that constitutadtional indicators of image (Kennedy, 1977).
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Although the quality of service is “defined” by tlkastomer, but “created” by the employees, it
is the “human factor” that holds the ultimate bakwof quality in service industries (Jay & Huli,
2007).

Researchers have found image to be a very comgdicincept because it is more than just the
summing up of all the factual attributes of an aigation. Image is influenced by the
interactions among all factual and emotional eleeof an organization in generating
consumer’s impression and suggesting a “gesta#ivvaf the firm’s image (Jay & Hui, 2007).
Moreover, many studies have reported that the dgtan’'s ability to consistently offer
superior service and the resulting customer satisfa has a strong positive influence on the
firm’s image.

A growing number of service companies have embadked journey of positioning through the
communication channel (i.e. advertising and persseding) with the objective of building
strong corporate images in order to create relaitractiveness. This development is in line with
Lovelock (1984) who claims that:

(images) ... are likely to play only a secondary ralecustomer choice decisions unless

competing services are perceived as virtually i@hon performance, price, and availability...

Consequently, we would expect that corporate imagker current market conditions will play
an important role in both attracting and retainaugtomers. An organization does not project a
unique image rather; it may possess various imalgass are different according to specific
groups, such as clients, employees and sharehpldach of whom has different types of
experiences and contacts with the organizationyGri86). Since incongruent perceptions can
counteract favorable impressions related to an rizgdon’s image, the harmonization of
activities is consequently important (Nguyen & LaBt, 2001). Often related to symbols and
values, the building of institutional image is adéhy process that can be improved rapidly by
technological breakthroughs and unexpected achienenor destroyed by neglecting the needs
and expectations of the various groups who inteséttt the organization (Dichter, 1985; Herbig
et al., 1994).
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2.2.1. Corporate Image and Customer Satisfaction

According to Nguyen & LeBlanc, satisfaction hassignificant direct effect on corporate image.
However, it contradicts with other findings thatlicate that corporate image is a function of the
accumulated effect of satisfaction or dissatis@act{Bolton & Drew, 1991; Fornell, 1992). In
other way, image acts as a filter of satisfactioa simplification of the decision process that was
indicated in the works of Weiner (1985) and FolKE398).

However, it can be seen that in the study of Ngu§dreBlanc (1998), there is an indirect effect
on image through the perceived value of the sendiceeinforces the assertion of Barich &
Kotler (1991) that a company has a strong imagé@adfclients believe that they receive good

value in their transactions with the company.

The majority of existing empirical studies treatedrporate reputation as a unidimensional
construct (e.g. Doney and Cannon, 1997), whereag mexent approach recognize its multi-
dimensional nature (e.g. Fombrun et al., 2000; &awt al., 2002). They defined corporate
reputation as a “collective assessment of a conipaatyjlity to provide valued outcomes to a
representative group of stakeholders”. In this egitreputation can be taken to be the aggregate
of the perception of all relevant stakeholders.sThight refer to the services, persons and
communicative activities of a company as well asrésult over time of corporate activity in the

minds of the stakeholders.

Walsh & Widemann (2004) report that corporate rapon is rightly regarded as a

multidimensional construct, with a diverse rangestdkeholders, the current study focuses
strictly on customer based corporate reputatioa. (corporate reputation as perceived by
customers). Focusing on customers (as opposeth¢o stiakeholder groups) is in agreement with
more recent work on customer reputation and custogsagisfaction that focuses on the

stakeholder group of customers (Walsh and Wiedm&004). It is assumed that corporate
reputation has a positive effect on various commakycrelevant economic and pre-economic

dimensions.

19



However, Rose and Thomsen (2004) term the conveadtisisdom that corporate reputation has
an impact on firm value — the market to book vadfiequity. Rose and Thomsen contend that
corporate financial performance affects reputatather than vice-versa. While not questioning
that reputation is vital for the survival of an angzation in long-term basis, they argue that
reputation may influence stock market performanie profitability and growth rather than

having a direct effect on the stock markets.

2.3. Price

It is common knowledge that price influences a@or’'s buying decision. Although companies
offering superior service levels are able to chagaightly higher price than their competitors
are, the marginal difference is often modest amnplires a better than average performance on

service quality (Gale, 1992), which then jeoparslites cost effectiveness.

2.3.1. Price Sensitivity

Fornell et al., (1996) have stated that througlstettion there can be increased or decreased
price sensitivity. At an aggregated level, pricassivity is often used as a synonym for price
elasticity (Link, 1997). Sensitivity demand reféesshow volume sensitive a product or a service
is to price changes. Sensitivity represents a ddustrategic tool in pricing (Tucker, 1966).

Price sensitivity on the individual adopter levpbaars to be equivalent to the concept of price
consciousness for a potential buyer of a produskeovice. Price consciousness has been defined
as “the degree to which he or she is unwilling &y @ high price for a product and willing to
refrain from buying a product whose price is unatakly high” (Monroe, 1990). Price
consciousness is related to the price acceptalelgl as well as to the width of latitude of price
acceptability (Lichtenstein et al.,1998). Indivitkiavho are price conscious are generally not
willing to pay high prices for the product in quest Furthermore, the range of acceptable price

is relatively narrow for price conscious individsiglink, 1997).
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2.3.2. Price Acceptance

Measurements of consumer price acceptance repraséirgct attempt to establish the potential
buyers' willingness to purchase as a function afous prices (Monroe, 1990). The level of
acceptance can thus be defined as the maximum prigeh a buyer is prepared to pay for the
product (Monroe, 1990). Several different methodssaiitable for determining the price that the
consumer subjectively presumes to be appropriaserghtions of the market, experimentation
with prices and surveys (either direct or indireat)experts’ or customers' opinions (Monroe,
1990).

Marshall (1980) indicates that the excess of pifieg a customer would be willing to pay, rather
than go without having a thing, over what he adyuphys is the economic measure of his
satisfaction surplus. It means that customers coale a greater price acceptance for products or
services providing greater satisfaction. In theddj Anderson (1996) investigates whether the
association between satisfaction and price acceptanpositive or negative, as well as gauging

the degree of association between these two impartanstructs.

2.3.3. Price Perception

Price perception has made important contributiansuriderstanding of consumer behaviour
(Kalyanaram and Winer, 1995). When a consumer glansake a purchase, the price perception
process can be described as follows: if the selinge of the brand is greater than the internal
reference price, the selling price is perceivedatiggly by the consumer. Conversely, if the
product is being sold at a lower price than whas wapected to be paid, the selling price is
perceived positively, thereby increasing the coretenpurchase intent (Kalwani and Yim,

1992). Zeithaml et al., (1990) have suggested imaroving service quality in the eyes of

customers creates “true customers” through higlistocner satisfaction. Although Nagle and
Holden (2002) believe that price merely represémésmonetary value a buyer must give to a
seller as part of a purchase agreement, custorpac® perception is closely related on their

perception of quality, value and other beliefs.
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2.3.4. Price Fairness

Garbarino and Slonim (2003) propose that fair prick always be lower than expected price
because consumers, without knowledge of the firacwial profit margins, assume the firm is
making a reasonable profit even at the lowest @kseprice. It was found that both customers
and firms compare the selling price with the pripa&l by other customers for the same products
or services (Martins and Monroe, 1994). To sumaamsumers evaluate the fairness of a quoted
price by making appropriate comparisons with otteferences, but also taking into account
situational circumstances (Beldona and Namasivagaoe).

Perceptions of customer value and perceptionsio¢ fairness share the dimension of price as a
reference for comparison; the two perceptions dosety related Customer value is the
customer’s assessment of what the customer actuglbives in benefits against what he or she
sacrifices in terms of price and other non-monetaspurces. On the other hand, perceptions of
price fairness assess what the customer pays agesite the company is making from the
product or service. Therefore, as customer valeecases (decreases), it can be expected that
customers’ perceptions of price fairness will alscrease (decrease). It is because there will be

greater (lower) distributive justice between thetw

2.3.5. Price and Customer Satisfaction

The marketing literature emphasizes price as anoitapt factor of consumer satisfaction,
because whenever consumers evaluate the value afcuired product or service, they usually
think of the price (Fornell, 1992; Cronin et alQ0®). As for the relationship of price to

satisfaction, Zeithaml and Bitner (1996) indicathdt the extent of satisfaction was subject to
the factors of service quality, product qualityicpr situation, and personal factors. However,
price has not been fully investigated in previouspgical studies (Bei and Chiao, 2001).

According to Zeithaml (1988) price is somethingtthaust be sacrificed to obtain certain kinds

of products or services from consumers’ cognitigeaeption.
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In other words, the lower the perceived price theilebe the lower the perceived sacrifice. In
addition, a sense of price fairness should be géeer If customers view a firm’s practices as
unfair, negative consumer responses are likelydmuo (Wirtz and Kimes, 2007). Immediate
attitudinal and affective responses include dis&attion (Oliver and Swan, 1989), lower
purchase intentions (Campbell, 1999), heightenax monsciousness and focus on the monetary

sacrifice of a purchase (Xia et al., 2004).

Dolan and Moon (2000) studied the pricing and miankaking on the internet and found that it
is optimal for the multi-channel organizations &euwa different pricing mechanism on different
channels. Baker et al. (2001) and Kung et al. (20@2a research to show that the internet is not
driving prices down and may help firms to desigttdyepricing strategies. Ancarani and Shankar
(2004) did an empirical study to reveal that matiannel organizations have the highest prices

and pure play retailers may have the lowest pifcgsipping costs are included.

2.4. Customer Satisfaction

With reference to the various relevant aspectsustaner behavior, satisfaction represents a
central determinant from which come different tym#sinfluence on other variables and the
economic success of an organization. Customerfaetin is perceived as being a key driver of
long-term relationships between suppliers and uyEeyskens et al., 1999), as it is positively

related to customer loyalty and customer profitgb{Zeithaml, 2000).

Customer satisfaction is generally described asfuliemeeting of one’s expectations (Oliver,
1980). Customer satisfaction is the feeling otwdt of a customer towards a product or service
after being used. Customer satisfaction is a majgcome of marketing activity whereby it
serves as a link between the various stages ofuawersbuying behavior. If customers are
satisfied with a particular service offering aftex use, then they are likely to engage in repeat

purchase and try line extensions (East, 1997).

Mano and Oliver (1993) establish that satisfact®an attitude or evaluative judgment varying

along the hedonic continuum focused on the produwbich is evaluated after consumption.
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Fornell (1992) identifies satisfaction as an oveealuation based on the total purchase and
consumption experience focused on the perceivedupt®r service performance compared with
pre-purchase expectations over time. Oliver (199R9) regards satisfaction as a fulfillment
response or judgment, focused on product or serwdsich is evaluated for one-time

consumption or ongoing consumption.

Customer satisfaction is widely recognized as a ikflyence in the formation of customers’
future purchase intentions (Taylor & Baker, 1998atisfied customers are also likely to tell
others about their favorable experiences and thgage in positive word of mouth advertising
(Richens, 1983; File & Prince, 1992). While forsditisfied customers, they are likely to switch
brands and engage in negative word of mouth adusgti Levesque and McDougall (1996)
confirmed that unsatisfactory customer service dettd a drop in customer satisfaction and
willingness to recommend the service to a frienkisTwould in turn lead to an increase in the

rate of switching by customers.

Hence, the customer feels satisfied if the perceiyperformance exceeds a customer’s
expectations (or a positive disconfirmation). Imtast, if the perceived performance unable to
meet a customer’s expectations (or a negative disomation), then the customer feels
dissatisfied. Churnchill & Surprenant (1982) repdrtthat disconfirmation positively affected
satisfaction. That is, when customers perceivegthduct performing better than expected, they

became on more satisfied (Churnchill and Supreri®&2).

2.4.1 Customer Satisfaction and Service Loyalty

Customer satisfaction is a central element in therketing exchange process, because it
undoubtedly contributes to the success of serviogigiers (Darian et al., 2001). Furthermore,
satisfaction is one of the essential factors taligpteconsumer behavior and, more specifically,
purchase repetition. Oliver (1997) defines loya#ty a deeply held commitment to repeat
purchases of a preferred product or service camdigt in the future, despite situational
influences and marketing efforts (e.g. pricing pies) having the potential to bring out change.
The more consumers fulfill their expectations dgrthe purchase or service use, the higher the
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probability that consumers will repeat purchasdhe same establishment (Wong and Sohal,
2003).

Thus, customer satisfaction along with other amtents is essential factors in order to acquire
loyal customers who would also recommend their leggproduct or service provider to other
customers. Many related empirical studies repotied satisfied consumers demonstrate more
loyal behavior (Gwinner et al., 1998; Henning- Tdwret al., 2002). Therefore, consumer
satisfaction leads to service loyalty.

Recent studies recognize that emotion is a conbuati in satisfaction and suggest that customer
satisfaction should include a separate emotionatpoment (Cronin et al., 2000). Stauss &
Neuhaus (1997) argue that most satisfaction stuah@sfocus on the cognitive component and
the omission of the affective (or emotional) comguainis one of the main issues in satisfaction

research.

According to Yu et al., (2001), it is important tote that emotional component is a form of
affect, and it is response to service deliverythHis context, “consumption emotions are the
affective responses to one’s perceptions of theeseaf attributes that compose a product or
service performance”, (Dube & Menon, 2000). Sucloons are usually intentional (have an
object or referent) and are different to the cohaépnood, which is a generalized state induced

by a variety of factors, and is usually diffused aon-intentional (Bagozzi et al., 1999).

Emotions and mood (and attitudes) are all elemehts general category for mental feeling
processes, referred to as “affect” (Bagozzi et 8099). The emotional component in the
satisfaction judgment is therefore independent fittwn overall affective sense present in the
respondent at the time of the service (DeRutyer eBer, 1998). In summary, positive

emotions [such as happiness, surprise, etc] mag bea individual to share the positive

experience with others, while negative emotionglisas depression] may result in complaining
behaviour (Bagozzi et al., 1999; Liljander & Straikg 1997).
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2.5. Service Loyalty

The relationship between service quality and irdiiail service loyalty dimensions has been
examined empirically by Boulding et al., (1993),0@in, and Taylor (1992). Cronin and Taylor
(1992) focused solely on repurchase intentions,redseBoulding et al., (1993) focused on both
repurchase intentions and willingness to recomménthe study by Cronin and Taylor (1992)
service quality did not appear to have a significgositive) effect on intentions to purchase
again, while Boulding et al. (1993) found positikedationships between service quality and

repurchase intentions and willingness to recommend.

The topic of service loyalty has gained its impoc& as the recognition of the benefits that can
be derived from loyal customers emerges. The isangdevel of competition is evident in most
industries has resulted in an increased customeusfowith the need to meet customers’
expectations becoming more critical (Disney, 199)e context of loyalty is of particular
importance for service industries that are surredndy the service characteristics of

inseparability of production and consumption, hegeneity and intangibility.

Initial research viewed loyalty purely as repeatcpase behavior with no implications of a
cognitive relationship (Caruana, 2002). This pecsipe of loyalty has changed, with recognition
that loyalty is a complex phenomenon that includesange of behavioral, attitudinal and
cognitive aspects of behavior (Caruana, 2002). Hewethere is criticism that much of the

loyalty research still focuses on cognitive decisimaking (Fournier, 1998).

Service loyalty is the degree to which a customénilets repeats purchasing behavior from a
service provider, possesses a positive attitudiisdosition toward the provider, and considers

using only this provider when a need for this semarises (Gremler and Brown, 1999).

Bitner (1990) linked customer perceptions of sexngaality with stated intent to remain with the
organization, willingness to recommend, likelihdogurchase, the likelihood of switching, and
the likelihood of complaining. She found a stroetationship between perceptions of service

quality and these stated intentions, which shegesxpressions of loyalty.
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In other study examining perceived service qualitg measures of behavioral intent and other
actions towards an organizations, Boulding et &98) found a positive correlation between
service quality and repurchase intentions, willegsmto recommend for long term involvement,

paying a price premium, and remaining loyal todhmpany.

Examining the behavioral and financial consequeniceervice quality, Zeithaml, Berry, and

Parasuraman (1996) found that the behavioral caes®gs of service quality are either retention
or rejection by the customer, leading to finangjgins or loses by the service provider.
Behavioral intentions were operationalized as iatiibims of whether customers would remain
with, or defect from the company. Zeithaml, Berayyd Parasuraman (1996) view loyalty in
terms of consumer bonding with organizations. Bedravthat indicate that customers were
forging bonds with a company included praisingfih@, expressing preference for the company
over others, continuing to purchase, increasingvitiame of purchase, and agreeing to pay a

price premium.

Gremler and Brown (1996) extend the concept ofltgy@ intangible products. Dick and Basu
(1994) viewed service quality as a key antecedanthe services context, intangible attributes
such as reliability and confidence may play a mapte in building or maintaining loyalty (Dick
and Basu, 1994).

Researchers also suggest that, repeat purchasimgviber may not even be based on a
referential disposition but on various bonds tlates switching barriers to consumers (Liljander
and Strandvik, 1995). During the past decades,etbey, customer loyalty has also been
approached as an attitudinal construct (HallowEd96). This is reflected, for instance, in the

willingness to recommend a service provider to ptomsumers (Selnes, 1993).

Researchers are increasingly recognizing the irapoet of interpersonal relationships that
develop between service providers and service eoessi(Bendapudi and Berry, 1997; Gwinner
et al., 1998). A number of relational variablestsas commitment, closeness, and relationship

qguality have been empirically linked to a varietlyservice loyalty-related outcomes such as
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repurchase intentions, advocacy, and consumerbhgnkess to pay more (Hennig-Thurau et al.,
2002). Fournier’s (1998) ground-breaking work oanrut relationships found utility in the use of
the interpersonal relationship literature to examioyalty-related outcomes with consumer
durables. Because of the interpersonal nature dft reervices, it is likely that this literature

would provide theoretical guidance for the concafitation of service loyalty.

In sharp contrast to the increasingly complicatpdreaches to conceptualizing and measuring
loyalty, Reichheld (2003) has recently argued tihas possible for many service firms to
adequately assess loyalty using only one measurat i§ “willingness to recommend”. He
reports that for many of the firms he studied, timg indicator of loyalty was a strong predictor
of a firms’ growth rate. In essence, his resultplyma one-dimensional conceptualization of

loyalty.
2.6. Conceptual Framework
Figure 1: Conceptual Framework of the Study
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CHAPTER THREE

Materials and Methods

In general, this chapter outlines the methodolagy eompany profile of the study. Key topics
of this chapter include research design, data &k source, measures of variables, sampling

design, data collection procedures, and data asabshniques.

3.1.Research Design

A cross sectional survey approach was used in gathéhe data for the purpose to meet the
research objective and finally providing findings this research.The two basic methodological
approaches to which different studies might nalytahd themselves are the qualitative and the
guantitative methods. Whilst qualitative reseascimore descriptive, quantitative research more
often draws inferences based on statistical praesdand often makes use of graphs and figures
in its analysis (Ghauri and Gronhaug, 2005). In shedy, the researcher made use of both

methods. However the quantitative approach featm@s.

3.1.1. Data Type and Data Source

Two types of data were collected- primary and sdaondata. Primary data was sourced through
custumer survey whilst secondary data was accdéssadhe bank’s documents. As the research
is intended to assess the integration of servicitgu corporate image, price, and customer
satisfaction and service loyalty from the custompesspective, the primary data were collected
from primary sources via questionnaires. The prymdata were based on primary sources

(questionnaire using a 7 point likert scale evaddtom the customers’ perspective).
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3.1.2. Sampling Method and Sample Size

To consider a bank for the study, the researchieigoazed the banking industry into two viz.,
state owned and private banks. In the state owae#sbprofit is not the only motive of doing
business, rather it has service rendering motige. &Dn the other hand, the private banks are
mainly induced to maximize profits and attract merestomers through dependable service
provision on a competitive basis. Thus, the researdecided to conduct the study on the private
banks where Wegagen Bank, Mekelle Branch, was chimsemainly the following reasons: the
number of years in the banking industry, and thealber of customers they are serving. Dashen
Bank, Mekelle Area Branch, was both the first tteethe market and to have a large number of
customers comparatively. Since Habtamu (2010) rwak gimilar study, assessment of service
quality and customer satisfaction in Dashen Bankdfle Area Branch, the other bank that

fulfills the selection criteria was Wegagen BanlkeKdlle Branch.

Cognizant of this fact, the researcher approachetiomers of the bank informally to solicit

information about the service delivery and soméedtdhat there were some gaps as to their
expectations are concerned. In addition to thag, shmmary of the feedbacks from the
suggestion box was used to get a preliminary utalelsng of the issues. The results instigate
the researcher to undertake a formal researchsesaghe satisfaction and service loyalty of

customers’ in the bank.

The population frame for the study was considemredhe basis of the number of people served
daily. From the communication that the researchat Wwith the accountant of the bank the
average number of customers served on a daily msisout 200. Hence, the sample size was
200 subjects. To avoid bias and errors, the rekearcollected the data on three days of a week.
The working days were chosen as in the first, neddhd last days of a week, namely, Monday,
Wednesday, and Saturday. The data were collectddeothree days equally. Quota sampling,
one among the types of non probability samplindineues, was applied to first identify the
strata and their proportions as they were repredeint the population. The bank classified the
customers’ transactions in to three strata, sasswpunt, current accounts and local transfer. In

the study, only saving and current account holdense considered. The proportionate number of
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subjects served daily on the two categories, saangd current accounts were 108 and 92
respectively. Thus, accordingly, the researchertaded the respondents using convenience
sampling from each of the stratum. The study usedenience samples to obtain a large number
of completed questionnaires quickly and economjcall

3.1.3. Data Collection

The most frequent use of data collection is by whguestionnaires. The questionnaire designed
for the study was formulated both as closed-end gpeh-ended questions. The closed ended
guestions were normally structured for respondengelect their choices of statement from a list

of questions presented to them. The popularityhefdlosed-end method provides less effort by

respondents to complete the questionnaires asceasy for analysis. The open- ended questions
were incorporated to give a leeway for the custemerforward their opinions regarding the

service delivery.

The questionnaire was divided into three sectidise first section was to solicit data on
demographic characteristics of the respondents.sébend section was designed to address data
regarding perception of customers’ towards the baskrvice delivery. The extent to which
customers are satisfied with the services theyivedeom the bank in terms of service quality,
satisfaction, their perceptions of the banks’ imggé&e competitiveness of the banks’ services,
as well as their loyalty perceptions to the bartke Third section was included to uncover data as
to whether the customers have intentions to switahks in case of dissatisfaction with the
service provided. The second section of the qomséire evaluated the items/ variables on a 7
point likert scale (Likert, 1932). This ranged frdm strongly disagree, 2 = somewhat disagree, 3
= slightly disagree, 4 = neutral, 5 = slightly agré = somewhat agree to 7 = strongly agree.

The questionnaire consisted of 47 items split betwfere instruments that each measures service
quality, corporate image, price, customer satigfacand service loyalty and 4 demographic
characteristics questions. Three open-ended questi@re also included in the questionnaire.
The instruments were developed in English and kage$ into Tigrigna to ensure proper

understanding of the content of the items in thestjonnaire.
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The completion of the questionnaires was entirel\awoluntary basis. Cover letter was attached
with the questionnaire explaining the objectiveshef research in that it is believed to encourage

participant respondents to contribute towards itiigrovement of the services of the bank.

3.1.4. Data Analysis Techniques

The data collected were analyzed using StatisReakages for Social Sciences (SPSS), Version
16. The data analysis techniques used in this rdseae reliability test, factor analysis, Pearson

correlation, multiple regression, and one-way ANQVA

3.1.4.1. Reliability Test

In statistics, reliability is the consistency o$et of measurements or measuring instrument, often
used to describe a test. Reliability is inversehated to a random error (Coakes & Steed, 2007).
There are several different reliability coefficientOne of the most commonly used is called
Cronbach’s Alpha. Cronbach’s Alpha is based onatferage correlation of items within a test if
the items are standardized. It has an important assea measure of the reliability of a
psychometric instrument. It was first named as alpy Cronbach (1951), as he had intended to
continue with further instruments. All the variahleservice quality, corporate image, price,

customer satisfaction and service loyalty werestk$or their reliability.

3.1.4.2. Descriptive Analysis

To analyze the pattern of respondent’s backgrodesiriptive analysis was applied. Frequencies

and tables were used to show the results of thysesa

3.1.4.3. Factor Analysis

According to Coakes & Steed (2007), Factor Analysisa data reduction technique used to
reduce a large number of variables to a smallerokemnderlying factors that summarize the
essential information contained in the variabldsstiucture of a factor model or underlying
theory is known or specifiedpriori, confirmatory factor analysis is appropriate tsttand

determine whether items in the questionnaire gping into the same construct (Sharma, 1996).
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The study applied confirmatory factor analysis ey to test and determine whether the
different items of the dependent and independenabias lie in the domain as specified in the
works of the researchers considered. By applyimgdbncepts of factor analysis, new scores
were developed for the subsequent analyses ugbd study.

3.1.4.4. Pearson Correlation

Pearson correlation technique is used to see thtoreship between two continuous variables,
hence, to test the relationship between two vaggbl a linear fashion. Parasuraman et al (1988)
measured service quality on the SERVQUAL scalegu3irpoint likert scale treated as interval
data. Indeed Parasuraman et al., (1988) statedSERVQUAL can be used to assess a given
firm’s quality along each of the five service gtxallimensions byveraging the different scores
on items making up the dimension. By adopting Raemsan‘s work, average measurements of
the five dimensions of service quality were comedawith the overall measures of service
quality, customer satisfaction, and service loyaBgsides, the independent variables, service
guality, corporate image, and price were correlatgtli dependent ones, customer satisfaction
and service loyalty using the index as measures the factor analysis.

In order to verify the above hypotheses the stustpl#ished whether there was a correlation
among the various variables. Correlation depictsdtiinength of linear relationship between two
variables. Correlation coefficients run from -1+#b. Correlation coefficients close to -1 show a
strong inverse relation whilst a coefficient clogg +1 denotes a strong direct relation.

Mathematically, a correlation between 2 variablesnd Y is given by:

Correl(X,Y) =Y (x=X) (y=y)//Y . (x-%>Y.(y-)*

Where X, Y are the samples means (Iversen and Gergen, 1997).
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3.1.4.5. Chi-square Test

The chi square test is a versatile test in stasistheory and its intent is in evaluating whetther
observed frequencies in a distribution differ shigaintly from an expected frequency according
to some assumed hypothesis (McBean and Rovers).199is study, customers were asked a
yes or no question as to whether they were salisfith the overall service delivery of the bank.
The frequencies obtained were tested for theirifstgimces using chi-square test. The same test
was applied to another questions intended to asldssgtching behaviour of dissatisfied

customers.

Mathematically, chi square is computed accordinthéofollowing expression:

X’ = (obs-expf/exp

exp= (row total* column Total)/Table total
Where obs = observed frequency and exp = expetgddncy (lversen and Gergen, 1997).

3.1.4.6. Ordinary Least Squai@LS) Regression Model

According to Coakes & Steed (2007), multiple regoess are extension of bivariate correlation.
They state that the result of regression is an temuahat represents the best prediction of a
dependent variable from several independent vasalitegression analysis is used when independent
variables are correlated with one another and wi¢hdependent variable. Since all the variables,

dependent and independent, are continuous, ther&@jt8ssiormodel has been employed.

During the regression, the normality, heterosked&gtand multicollinearity of the results were
achieved and preserved using STATAL10SE. The inabgenvariables in this study are service
guality, corporate image, and price. The dependaniables are Customer satisfaction and

loyalty.
3.1.4.7. One-way ANOVA

One way ANOVA test was used on the demographicalsées to see their impact on customer

satisfaction and service loyalty.
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3.1.5. Specification of the Model

In order to run further analyses towards the véemlas hypothesized, the relationships between
the independent and dependent variables can bdiegexs follows:

Stage 1:0n accounts of the theoretical relevance, theystoianulates the following regression
equation (relationships) to identify the determisamf customer satisfaction using three

predetermined explanatory variables:

CS= 0'0+G'18Q+ a-Cl +0'3P+,U]_

Stage 2:To address the determinants of service loyaltg, fllowing regression model was
formulated:

SL= ArfiSQ+ BOI+AP+ 1t
Stage 3:To examine the impact of customer satisfactiosenvice loyalty, the following simple
linear regression was formulated:

SL =a+S11CSHi

Stage 4:To investigate whether customer satisfaction ntediaervice quality, corporate image,
and price towards service loyalty, the independeriables were controlled and customer
satisfaction was considered as independent vari@gliator) to service loyalty. Hierarchical
multiple regression analysis (also referred toeapisntial regression) is conducted to determine
the meditational hypotheses. According to Baron #&mhny (1986), in order to establish
mediation, the following conditions must hold: Ejrthe independent variable must affect the
mediator; secondly, the independent variable mase lan effect on the dependent variable; and
thirdly, the mediator must affect the dependentiaide. If these conditions all hold in the
predicted direction, then the independent variablest have no effect on dependent variable
when the mediator is held constant (full mediatiam) should become comparatively less
significant.(partial mediation).

SL=Bs+ B10CS+P12SQ+ B13Cl +B14aP+H 11
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Where;

CS= Customer satisfaction

SQ= Service quality

Cl= Corporate Image

P= Price

o; and f=are parameters to be estimated

L= Error term

3.1.6. Operational Definition of Variables

In order to test the hypothesised relationships,rttain constructs/attributes measured in this
study include the following: (1) Service quality) (2orporate image (3) price (4) Customer
satisfaction (5) Service loyalty. All the instrunterare adapted from existing literature. Based
on the literature the study used the following cagsneasures of the variables in the study.

3.1.6.1. Dependent Variables

In the study two dependent variables were estaalisBustomer satisfaction and service loyalty.
In the regression equations 3 and 4, customefraeatien was considered as a predictor to service
loyalty. Responses for all Customer satisfactiod service loyalty questions were made on 1-7
likert-type scales labeled “very satisfied” (7) divery dissatisfied” (1) at each extreme. Using

the factor analyses, the values were turned oatdontinuous values (index).

1. Customer Satisfaction —Customer satisfaction is defined as the consunserse that
consumption provides outcomes against a standargbledsure versus displeasure.
Customer satisfaction was measured in two ways.fifstemeasure consists of responses
to a single question on the customer-satisfactioestionnaire: “Overall, how satisfied
are you with ... [the bank]?” The second measure meducustomer satisfaction as a

multidimensional element.
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Table 3.1. ltems to measure Customer Satisfacti

Completely meets my expectations Serkan Aydin and Gokhan Ozer (2005)

Customer-oriented Gianfranco Walsh and Keith Dinnie and Klaus-
Peter Wiedmann (2006)

Wise choice Gi-Du Kang & Jeffrey James (2004)

Highly satisfied by the services of the bank Bitner and HUbbert (1994)

2. Service loyalty- The degree to which a customer exhibits repeathasing behavior
from a service provider, possesses a positivauditial disposition toward the provider,
and considers using only this provider when a rieethis service exists. Service loyalty
was computed from 5 question items reflecting lattitudinal and behavioural aspects of
loyalty on a 7 point likert scale. This charactatisn is based on customer retention and

recommendation intentions and is consistent wighctaracterization of Best (2009).

Table 3.2. ltems to measure service loyalty

| say positive things about the bank Gremler Bralvn (1996)

Intend to continue doing business Gremler and Brown (1996)
Recommend Friends and relatives Gremler and Bra®8eg)

Loyal to this service provider. David Martin-Consuegra,Arturo Molina

and Agueda Esteban (2007)

| would like to keep close relationship Daniel ammgbhas (2009)

3.1.6.1. Independent Variables

The study has three independent variables: Sewyiadity, corporate image and price. The
variables are measured in terms of the variablésted in the tables below. Responses for all
service quality, corporate image and price wereanal 1-7 Likert-type scales labeled “very
satisfied” (7) and “very dissatisfied” (1) at eagktreme. Using the factor analyses, the values

were turned out into continuous values (index).
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1. Service quality- service quality is described as a result of thagarison that customers
make between their expectations about a servicetlagid perception of the way the
service has been performed. Service quality wassassd in two ways both as antecedents
based on Parasuraman et al.’'s (1988) five dimessi@mely, tangibility, reliability,
responsiveness, assurance and empathy as well aslloservice quality. The

measurement included 22 items to measure the fimersions.

Table 3.3. Items to measure Service quality

Provides prompt service to the customers

Well dressed and neat appearance

knowledgeable to answer customer questions

State of are-technology equipment

Materials are visually appealing

Ready to respond to customers' requests

Insists on error-free service

Keeps customer informed

Sincere interest in solving problem

Willing to help customers

Feel safe in transactions

Has customers' best interest at heart

Individual attention

understand the needs of customers

personal attention

Visually appealing physical facilities

Consistently courteous

Convenient hours to customers
Provides services at the promised time
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Provides services as promised

Instill confidence in customers

Performs services right at first time

2. Corporate Image- Corporate image is the consumer’s response toothé dffering and
is defined as the sum of beliefs, ideas, and inggwas that a public has of an
organization. Corporate image was computed basesl itmmised questions that reflect

customers’ perception of how reputable they deesir tiank to be.

Table 3.4. Iltems to measure Corporate Image

Innovative and pioneering Nizar Souiden, NorizanKdssim, Heung-Ja Hong
(2006)

Image is Persuasive Nizar Souiden, Norizan M. Kaskleung-Ja Hong
(2006

Does business in an ethical way. Nizar SouidenjzdorM. Kassim, Heung-Ja Hong
(2006

Rank first among the other banks. Daniel and cefi20139)

Repeatedly, the performance of this bank is superi®aniel and cepahs (2009)

1. Price- is the sum of money or other recompense in retormwhich somebody agrees to
do somethingthe customer survey gauged price satisfaction biaing questions that
elicit responses on paying competitive interestgain deposits and charging reasonable

service fees among others.
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Table 3.5. Items that measure Price

Paid a fair price David Martin-Consuegra,Arturo al and
Agueda Esteban (2007)

Interest earned on saving and fixed terDaniel and Cepahs (2009)
deposits are higher compared to other

banks

Interest paid on loan is lower compared {dDaniel and Cephas (2009)
others

Continue if prices increase. Teemu Santonen (2007)

3.2 Profile of Wegagen Bank

Wegagen Bank is a private bank established asra sloanpany and started operation on June
11, 1997. The Bank operates through the Head Officated in Addis Ababa inside Dembel
City Center on Africa Avenue (Bole Road). Curhgrnihe Bank has a network of 50 branches,
out of which 24 are in Addis Ababa and the renmgr26 are spread across major towns in the
country. The total deposit of the Bank has reach&dillion as at June 30, 2009. It has offered
loans and advances: Currently, the amounts of ladwasneled in to the economy kept on
growing and reached Birr 2.37 billion. The tofapital as at June 30, 2009 the Bank’s paid-up
capital reached Birr 517.6 million. The total numl¥ shareholders kept on growing and
reached 1,247. Total Asset of the Bank has nowdsaioBirr 5.7 billion. And the net profit
before tax of Birr 256.1 million was registered kY 2008/09 according to audited financial

report.

Looking into the company’s long term direction, Viiggn Bank has a vision of becoming the
most preferred bank in Ethiopia and its missionestent is stipulated clearly and is to provide
wide range of quality banking services through dyitawork force and up —to- date information
technology solutions to satisfy the desire of shalgers. Wegagen Bank is committed to the

following core business principles through whictydband committed staff members make

3 http://www.wegagenbank.com.et/company_profile.raodessed on May 01, 2010
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lasting customer relationships with outstandingauwer services, business integrity, honesty and
loyalty, effective, efficient and expanding opeoas, strong capital and liquidity position,
prudent lending, reasonable cost control discipliiaé and objective employment practices,
commitment to comply with the spirit and lettertbé law playing a responsible role in aligning

objectives with those of local communities.

Out of the 26 branches in major towns in the cgumne is found in Mekelle. It started
operation on June 26/ 1997. Currently, the bankstamers have reached 2187, out of which the
demand deposit account holders are 804 customershanrest for saving deposits (Statistical
report of the bank, March, 2010).

The bank has 48 permanent and 2 temporary employéesbank renders four major services
namely, Credit Facility, Saving Scheme, InternaioBanking, and Fund Transfer. The bank
provides a credit facility to its customers in diént forms depending on their need and the
nature of their business they are to invest on.&ofithe credit lines offered include; overdraft
facilities, term loans, letter of credit facilitiesierchandise loans and personal loans. The other
service the bank renders is deposit services imgudemand deposit, savings deposit, youth
savings deposit and time/fixed deposit. The bask e¢nders international banking services like;
opening letters of credit for importers, handlingimcoming LCs for exporters, purchase of
outward bills purchasing and selling of foreign remcy denominated notes, receiving and
transferring foreign currency payment by swift dr@hdling incoming and outgoing international
letters of guarantee. Furthermore, the bank iseatiyr offering fund transfer (company profile
document, 2009).
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CHAPTER FOUR

Results and Discussion

Introduction

In this chapter, the results obtained in the statypresented and analysed. The study starts by
presenting background information on the respondgatistics. Such information includes
demographic profile and banking statistics of thejacts.Then follows the analysis of main
hypotheses tested in the study and end the chapteatiscussing the findings especially in

relation to the theories espoused in chapter 2.

4.1. Profile of the Respondents

Data collected on the respondents was obtainedhanateas of gender, age, education, and
frequency of bank visits. The purpose of this peofias to obtain a visualization of the bank

customers responding to the questionnaire.

As it is revealed in Table 4.1, the data providesdgr profile by count and percent as part of the
overall profile. The results reveal that out of @0 respondents, 132 were males and 68 were
females. This represents 66% males and 34% fematgsectively. Age of the respondents
appears to be a reasonable representation of thidnigauniverse in commercial banks. The
Respondents in the 35 to 49 years of age categpresented 43% of all replies, closely
followed by the 21 to 34 age grouping of responslent33.5%. The age group in 20 and below
years of age represented 14% of the respondenite wie age category in between 50 to
64represented 9%. The 65 and over age categorgsamed the smallest number of replies
which is 0.5% of all the respondents.

The largest segment of the respondents, which ateado 34.5%, are illiterate. The second
largest group of the respondents is those who batpleted high school representing 25.5%.
Those respondents with an elementary schooling mgdéhe third largest group at 16 %,
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followed by 10.5% of the respondents who had aodial. From the smallest groups, those who

have a Certificate represent 7%. At the other enth® spectrum that have First Degree and

above makes up 6.5%. Majority of the responderits€3) come to the bank for a service 2 to 4

times on average in a month. While 27.5% of th@aoedents do business in 9 or more times,

those respondents that transact 5 to 8 times made 28.5%. 17.5% of the respondents used to

come one time or less on average in a month.

Table 4.1: Demographic Characteristics of respotsden

Frequency Percent Valid Cumulative
percent percent
Gender Male 132 66.0 66.0 66.0
Female 68 34.0 34.0 100.0
Total 200 100.0 100.0
Age 20 and below 28 14.0 14.0 14.0
21to 34 67 33.5 33.5 47.5
35 to 49 86 43.0 43.0 90.5
50 to 64 18 9.0 9.0 99.5
65 and above 1 .5 .5 100.0
Total 200 100.0 100.0
Educational level yjiterate 69 34.5 34.5 34.5
Elementary 32 16.0 16.0 50.5
High school 51 25.5 25.5 76.0
Certificate 14 7.0 7.0 83.0
Diploma 21 10.5 10.5 93.5
Degree and above 13 6.5 6.5 100.0
Total 200 100.0 100.0
Visit Frequency Onetimeorless 35 175 175 175
2 - 4 times 63 315 315 49.0
5 - 8 times 47 235 235 72.5
9 or more times 55 27.5 27.5 100.0
Total 200 100.0 100.0

Source: Author, Computed from survey data, 2010
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4.2. Analysis of Measures

4.2.1. Reliability Test

A reliability analyses was conducted to each véeiadf the instrument. The reliability of the

measures was examined through the calculation ohlézrch’s alpha coefficients. For scale
acceptability, Hair et al. (1998) suggested thamnBach’s alpha coefficient of construct is 0.6. If
each domain obtains the value 0.6, it means thatjtems in each domain are understood by
most of the respondents. On the other hand, ifitlidengs are far from the expected value of 0.6,

this might be caused by respondents’ differentggaron toward each item of the domain.

The Cronbach’s alpha values are reported as fol®svvice quality yield Cronbach’s alpha =
.913, corporate image yield Cronbach’s alpha =,.#%3 Cronbach’s alpha for price was at .812,
Cronbach’s alpha for customer satisfaction wa3&t,.and Cronbach’s alpha for service loyalty
was at .894. The Cronbach’s alpha values for alMdriables considered are greater than 0.6 and
this indicates the items in each of the domainsaaele understood by the respondents. The items

have measured what they were designed to measure.

4.2.2 Factor Analysis: KMO (Measure of Data Adeggac

A number of measures are used for examining theopppteness of data for factor analysis.
KMO (Kaiser-Meyer-Olkin) measure of sampling adegyuas a popular diagnostic measure.
KMO provides a means to assess the extent to wiehindicators to a construct belong
together. It is the measure of homogeneity of \elalt is said to be acceptable measure if the
KMO is .6 or higher value (Sharma 1996). The Kaldeyer-Olkin measure of sampling
adequacy is greater than .6 for all domains withalue of .883 for service quality, .703 for
corporate image, .818 for price, .779 for customsaisfaction, and, .868 for service loyalty.
From the KMO test, it is inferred that items in leaxd the category belong together as the KMO
for all the variables is above the cut-off poinediles, it also explains the adequacy of the data

to run factor analysis.
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Table 4.2: KMO and Bartlett's Test

Variable

Service Quality Kaiser-Meyer-Olkin Measure of Sampling Adequacy .883
Corporate Image Kaiser-Meyer-Olkin Measure of Sampling Adequacy .703
Price Kaiser-Meyer-Olkin Measure of Sampling Adequacy .818
Customer Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 779
satisfaction

Service loyalty Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .868

Source: Author, Computed from survey data, 2010

The validity of measurements was tested by runfactpr analysis (Principle Component Analysis).
Since the domain of the measurements had beenfidénthe aims of performing factor analysis
were to determine whether items were tapping ihteodame construct and measuring the construct
(Coakes 2005).

Before conducting factor analysis, items have bdassified into five domains, namely service
guality, corporate image, price, customer satigfactand service loyalty. Factor analysis
followed by varimax rotation was run by using pipte component analysis according to items
in each domain across. Since this analysis wagkedito study whether items tapping into the
domain itself, the extracted variables was usedexipthined according to factor loading of items
in each domain. A factor loading is the correlatimiween a variable and a factor that has been
extracted from the data.h& study identified the variables on the basis h& tesults of the
component matrix output. Each variable that givaeptable factor loading (minimum of .4) towards
a factor was considered as tapping and measurenddmain (Hinton et al., 2004). The result of the

factor analysis is enrolled as follows:
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Table 4.3: Factor Analysis and Reliability for maletails

Variable Factor Reliability
loading
Service quality Provides prompt service to the customers .744 .913
Willing to help customers 723
Provides services at the promised time 721
Instill confidence in customers 719
Provides services as promised 715
Feel safe in transactions 711
Has customers' best interest at heart .706
Individual attention .700
understand the needs of customers .680
personal attention 647
Visually appealing physical facilities 613
Performs services right at first time 612
Sincere interest in solving problem 592
Keeps customer informed 955
Insists on error-free service 543
Ready to respond to customers' requests 523
Materials are visually appealing 4T3
State of are-technology equipment 469
knowledgeable to answer customer questions 452
Well dressed and neat appearance 426
Consistently courteous 424
Convenient hours to customers AL
Corporate Innovative and pioneering 797 .763
image Superior Performance 723
Does business in an ethical way .716
Image Persuasive .685
Bank ranks first .649
Price Paid a fair price 837 .812
Continue if its prices increase 791
Interest paid on loans 512
Interest earned on savings .507
Customer Wise choice .832 .781
; ; Absolutely delighted .807
satisfaction Completely meets my expectations .792
Meets my pre-purchase expectations .667
Service loyalty Remain customer .893 .894
Positive things 876
Close relationship 829
Recommend to others 814
Feel loyal to the bank 782

Source: Author, Computed from survey data, 2010

As it can be evidenced from Table 4.3, the faatading for each of the items in the categorized
variables is greater than the minimum requireme#t 10 could be inferred that the items tap the
factors and can measure the variables which theg designed to explain. A useful byproduct
of factor analysis is a factor scores. Factor scare composite measures that can be computed
for each subject on each factor. They are stanziddneasures with a mean = 0.0 and a standard
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deviation of 1.0, computed from the factor scorefftoient matrix. The factor scores were used

in the subsequent analyses of the study.

4.2.3 Pearson’s Correlation matrix

The outputs as can be evidenced from the correlatiatrix table below, there is a positive
significant relationship in between the variablesd athat all correlation coefficients are
significant at 1% level of significance. As to tlmeagnitude of the correlation scores is
concerned, the following points can be supposedhe Values indicate that the relationships
between service quality and customer satisfactod,service quality and service loyalty do have
a moderate relationship. The same is true for custcatisfaction and service loyalty. Whereas,

for the other variables though they are significéime association is relatively weak.

Table 4.4: correlation matrix between variables

Service Corporate Price Customer Service
quality Image satisfaction loyalty
Service 1
quality
Corporate DT¥ 1
Image
price 481 498 1
Customer .68 A1F 352 1
satisfaction
Service .688 481 298 653 1
loyalty

*. Correlation is significant at the 0.01 level (2-tailed).

Source: Author, Computed from survey data, 2010
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4.3. Testing of Hypotheses

This section presents analysis of the main hypethésstedTo test the hypothesized relationship,

Pearson’s correlation, series of multiple regressichi square)’) analyses wereonducted.

Hypothesis 1: The five dimensions of service qualittaiigibility, reliability, responsiveness,
assurance and empathyary in the degree to which they drive custonaisgaction and service
loyalty.

From the Table 4.5, it is imperative to test analgse hypothesis 1. In the table, the 5
dimensions of service quality which serve as amtegeto overall service quality shows different
correlation coefficientsThe correlation coefficient between tangibility atustomer satisfaction

is 0.414 and that between reliability, responsigshassurance and empathy on the one hand and
customer satisfaction on the other hand is respaytD.517, 0.742, 0.567 and 0.555.

Further, the correlation coefficient between taiigypand service loyalty is 0.452 and that
between reliability, responsiveness, assuranceeamghthy on the one hand and service loyalty
on the other hand is respectively 0.582, 0.645/@&nd 0.566 respectively. Although all these
correlations show relatively strong relationshipsis found out that the strengths of the
relationships vary. Thus the five service qualitynensions vary in the degree to which they
drive customer satisfaction and loyalty. Thus, ireg&lgen Bank, Mekelle Branch, the most
important drivers of customer satisfaction and lgyare responsiveness, assurance, empathy,
reliability, and tangibility (in descending ordeladed on the strength of their correlation
coefficients). Tangibility is the least importarrivetr of both customer satisfaction and customer

loyalty.

48



Table 4.5: correlation matrix of the various counsts measured in the study.

1 2 3 4 5 6 7 8
1. Tangible 1
2. Reliability 587 1
3. Responsiveness 460 657 1
4. Assurance 454 677 672 1
5. Empathy 473 640 611 593 1
6. Service quality 371 575 .698 602 540 1
7. Customer satisfaction 414 517 742 567 555 .737 1
8. Service loyalty 457 587 .645 570 566 .717 .666 1

*. Correlation is significant at the 0.01 level (2-tailed).

Source: Author, Computed from survey data, 2010

Note: Numbers 1 to 8 on first row are codes aso¥adl - 1=Tangible, 2= Reliability, 3=Responsiveness,
Assurance, 5= empathy, 6= Overall service qualityOverall customer satisfaction, 8= Overall sez\imyalty

In terms of service delivery what has prevailedhst bank was produced in the descriptive
statistics Table 4.6 above. From the table the nmraakings indicate the evaluation of the
dimensions of service quality from customers’ pecspve. The bank placed more emphasis on
assurance, 5.80, and least on tangibility 5.07.

Table 4.6: Means scores of dimensions of servieditgu

Descriptive Statistics

N Mean Std. Deviation
Tangibility 200 5.0763 1.04581
Reliability 200 5.4040 .98959|
Responsiveness 200 5.3188 1.09302
Assurance 200 5.8013 .88868
Empathy 200 5.4600 1.03603

Source: Author, Computed from survey data, 2010

Comparing the correlation values and the mean sgbtbe dimensions, there is a mismatch
between service quality the bapkovides and service quality the customers’ prefiriThe bank

emphasizes on service delivery as it relates toesdike employees’ knowledge and courtesy
and their ability to inspire trust and confidenaecs the study shows through the mean score

well in assurance. What the customers prefer mmo#te quality of the service to enhance their
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satisfaction and service loyalty was responsiveasssrelates to telling customers when exactly
service will be provided, prompt services, willireggs to help and the business of employees to
respond to customers’ request. With respect totahgibility issues as can be seen from the
correlation and the mean score, it seem that thargsgoing well Hence in order to retain
customers, there is a need to focus on the mostrianmt drivers of customer satisfaction and

service loyalty as revealed thus far in the tables.

From the above analysis it is clear that theraffer@ntial importance in the degree to which the
five service quality dimensions instigate custoseisfaction and service loyalty. Therefore, the
analysis of, hypothesis 1, “the five dimensionsseivice quality namely tangibility, reliability,

responsiveness, assurance and empathy vary in dbeeal to which they drive customer

satisfaction and loyalty” is accepted.
Hypothesis 2-4

Multiple regressions were conducted to examine dbgectives as framed in the form of
hypotheses. First, the relationships between ttlependent variables (service quality, corporate
image, and price) and dependent (mediator) varigbktomer satisfaction was examined.

Regression Analysis (Independent variables as predors to customer satisfaction)

The result from the regression analysis based enhitee independent variables, service quality,
corporate image and price, which are included idegpinnings of the relationship against
customer satisfaction can be seen in Table 4.7se@an the ‘Model Summary’, it can be
inferred that the independent variables that edtéméo the regression model, the R (0.682),
which is correlation of the three independent J@ea with the dependent variable, customer
satisfaction. The independent variables explaihediependent variable by 46.50% (R square).
Table 4.8, the ANOVA test, it is noticed that Fuabf56.87 is significant at the 0.000 level.
Therefore, from the result, it can be concluded thigh 46.50 % of the variance (R-Square) in
customer satisfaction is significant.

Table 4.9 presented the coefficients of the predicof customer satisfaction and all the three

have positive sign. These indicate that all theeghvariables influence customer satisfaction
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positively. It is interesting to find out that camate image and price do not have significant
effect on satisfaction. It can be construed tlparate image alone is not a guarantee of success
for the bank. The prices of the services deliverellekelle aregenerally comparable. This could
be because the government sets the maximum todvgethwhen loans are given to the needy.
On the other hand, it sets the minimum that thekbdrave to pay for the different forms of
deposits. Banks in most cases use to strictly puisthe limits. It is only service quality thatsha

a significant and positive effect on customer $atison in Wegagen Banks’' case. Service
guality has the strongest effect on customer satish, 65.50%. Htherefore, is accepted.
Corporate image and price have no significant irhpac the dependent variable, customer
satisfaction; therefore, +and H, are rejected.

Table 4.7: Model summary (Independent VariableBraslictors to Customer satisfaction)

Model Summary

Adjusted R
Model R R Square Square Std. Error of the Estimate

1 .682° 465 .A57 .73676

a. Predictors: (Constant), Price, Service quality, corporate Image
Source: Author, Computed from survey data, 2010

Table 4.8: ANOVA (Independent Variables as Predgto Customer satisfaction)

ANOVA®
Model Sum of Squares df Mean Square F Sig.
1 Regression 92.610 3 30.870 56.871 .000%
Residual 106.390 196 .543
Total 199.000 199

a. Predictors: (Constant), Price, Service quality, Corporate Image

b. Dependent Variable: Customer satisfaction
Source: Author, Computed from survey data, 2010
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Table 4.9. Coefficients (Independent Variables raslietors to Customer satisfaction)

Coefficients?

Standardized
Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 2.210E-16 .052 .000 1.000
Service quality .655 .066 .655 9.883* .000
Corporate Image .026 .067 .026 .388 .698
Price .024 .063 .024 .375 .708

a. Dependent Variable: Customer satisfaction
“Significant at 1%l evel of confidence

Source: Author, Computed from survey data, 2010

Hypotheses 5-7

Regression Analysis (Independent variables as prazlors to service loyalty)

Table 4.10 depicted the model summary and thatthinee independent variables in the
association have a correlation that accounts fd0jto mean their combined correlation against
service loyalty. The independent variables explitiee dependent variable by 49% (R square).
The ANOVA table.4.11 revealed the F value 62.45%igmificant at 1% or better. Thus, it can
be deduced that 49% of the variance (R squarerince loyalty is significant. From Table 4.12,
the coefficients of the independent variables serguality, corporate image, and price indicate
that there is a positive relationship with sendimgalty. Both service quality and corporate image
are significantly associated with service loyaByt, price has no significant influence on service
loyalty. The coefficient of service quality is 648ad that of corporate image is 15.80%. Thus, it
can be depicted that service quality followed bypooate image play a significant role in
ensuring service loyalty of customers. Therefbéte Hg, and H are accepted. Avkiran (1994)
indicated that a telephone study in the Austraitate of Victoria revealed poor service to the

customer as the most likely reason for customerscdasider switching their banking
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relationships. Finch and Helms (1996) noted that delivery of superior service is the best

means for satisfying and consequently retainingorasrs
Table 4.10: Regression Model (Independent variaddgsredictors to service loyalty)

Model Summary

Adjusted R
Model R R Square Square Std. Error of the Estimate

1 .700% 490 482 .71966

a. Predictors: (Constant), Price, Service quality, Corporate Image
Source: Author, Computed from survey data, 2010

Table 4.11: ANOVA (Independent Variables as Predgto Service loyalty)

ANOVA"®
Model Sum of Squares df Mean Square F Sig.
1 Regression 97.490 3 32.497 62.746 .0003
Residual 101.510 196 .518
Total 199.000 199

a. Predictors: (Constant), Price, Service quality, Corporate Image

b. Dependent Variable: Service loyalty
Source: Author, Computed from survey data, 2010
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Table 4.12. Coefficients (Independent VariableRi&Eslictors to Service loyalty)

Coefficients?®

Standardized
Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 2.417E-16 .051 .000 1.000
Service quality .640 .065 640 9.885 .000
Corporate Image .158 .065 .158 2.412 .017

Price .088 .061 .088 1.441 151

a. Dependent Variable: Service loyalty
“Significant at 1%l evel of confidence

Source: Author, Computed from survey data, 2010

Hypothesis 8
Regression Analysis (Independent variable (Mediatgras predictors to service loyalty)

The hypothesis number eight of the study was testety the simple regression analysis and the
results are summarized in Table 4.13, 4.14, and. Ake table that depicts the model summary
show the correlation of the independent variablediaor) and the dependent variable is
65.30%. Customer satisfaction explained 42.60 %hef variance (R square) in the service
loyalty. Table 4.14 presented the F value of 147s2Significant. Therefore, §s accepted. As
can be evidenced from the table 4.14, 42.60 % efviiriance (R square) in service loyalty is
significant. The coefficient (65.30%) as can benstem presented shows the strength of the
predictor (customer satisfaction) towards servaalty. Customer satisfaction explains 42.60%
and the rest could be possibly to other attribofeservice loyalty. The other attributes could be
like value, levels of functional and emotional risknd brand reputation, trust, effect and
preference. A number of studies that have looketieatantecedents of loyalty have contributed
to the understanding of the relationship betweenabnsumer and provider. (Caruana, 2002;
Oliver, 1999)
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Table 4.13: Regression Model (Customer Satisfa@®predictors to service loyalty)

Model Summary

Adjusted R Std. Error of the
Model R R Square Square Estimate
1 .653° 426 424 75924

a. Predictors: (Constant), Customer satisfaction
Source: Author, Computed from survey data, 2010

Table 4.14: ANOVA (Customer Satisfaction as prem&to service loyalty)

ANOVA®
Model Sum of Squares df Mean Square F Sig.
1 Regression 84.863 1 84.863 147.217 .000%
Residual 114.137 198 .576
Total 199.000 199

a. Predictors: (Constant), Customer satisfaction

b. Dependent Variable: Service loyalty

Source: Author, Computed from survey data, 2010

Table 4.15: Coefficients (Customer Satisfactioprslictors to service loyalty)

Coefficients?®

Unstandardized Coefficients

Standardized

Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 1.507E-16 .054 .000 1.000
Customer satisfaction .653 .054 .653 12.133" .000

a. Dependent Variable: Service loyalty

“Significant at 1%/ evel

of confidence

Source: Author, Computed from survey data, 2010
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Hypothesis 9 Customer satisfaction is the mediator of the refethip between service quality,

corporate image, and price towards service loyalty.

Hierarchical Regression

To test whether mediation role was rendered byriabi@ in a proposed model, Baron and
Kenny (1986) suggested the following four step radth

Three regression equations should be establishedigh this method in order to justify the

presence of the mediation effect. The steps tdaeshediation are as follows:

Step 1: To show that the independent variable nietaded with the dependent variable. This is to
establish that there is an effect that may be nedlid he dependent variable is the criterion and

the independent variable is the predictor in tlygession equation.

Step 2: To show that independent variable is catedl with the mediator. This involves treating
as if the mediator were an outcome variable. Thdiater is the criterion and the independent

variable is the predictor in the regression equatio

Step 3: To show that the mediator affects the dédpenvariable. The dependent variable is the
criterion and the independent variable as wellhasmediator is the predictors in the regression
equation. The independent variable is to be cdettdh establishing the effect of the mediator

on the dependent variable.

Step 4: To examine whether the mediator partiallfuty mediates the relationship between the
independent variable and the dependent variable.
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Regression Analysis (Independent Variables and Custer Satisfaction as Predictors to

Service Loyalty)

The hypothesis number nine of the study was teatetlthe result summarized in the tables
below. As it can be drawn from Table 4.16, theepehdent variables and the mediating variable
(service quality, corporate image, price, and austosatisfaction) are correlated in 74.30% with
the dependent variable. The independent varialp&aered the dependent variable 55.20% of the
variance (R square) on service loyalty, which frtme ANOVA table indicates significant

association.

The coefficients on the table 4.18 presented ttength of the four predictors (service quality,
corporate image, price, and customer satisfactmmard service loyalty.

The R in the above regression table shows the peofeariability in the dependent variable that
can be accounted for by all the predictors togeftieat’'s the interpretation of R-square). The
change in Ris a way to evaluate how much predictive power adged to the model by the
addition of another variable (the mediator variable this case, the % of variability accounted
for went up from 42.60% to 55.20%. Both the fiasid the second models in the above table
show that they are statistically significant. Thene predictors of the dependent variable. The
increase according to the logic is attributabléh® mediating effect of customer satisfaction. As
evidenced from the table the coefficients of thdependent variables have decreased some how.
There are evidences showing that customer saisfaperforms a mediating role on the link
among service quality, corporate image and pricgatds service loyalty through multiple
regression testing.

From the computed regression equations, the conditrequired for mediation to hold are

present. When the direct effect between the inddgr@nvariable and the dependent variable is
no longer statistically different from zero fixirthe mediator variable, the mediation effect is
said to be complete. However, from the above regrasquations, the absolute size of the direct

effect between the independent variables and tperdkent variable is reduced after controlling
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for the independent variable, but the direct efiecstill significantly different from zero, the
mediation effect is said to be partial (Baron & Kgn1986).

Thus, it can be inferred that customer satisfacpilatys a partial mediating role for mainly two
reasons: the positive increment of thfeaRd the reduction in values of the coefficientst ghow

the strength of the independent variable in the@ason model and henceg i$ accepted.

Table 4.16. Model Summary Independent Variables @nstomer Satisfaction as Predictors to

Service Loyalty

Model Summary

Adjusted R
Model R R Square Square Std. Error of the Estimate
1 653% 426 424 75924
2 743° 552 .543 67587

a. Predictors: (Constant), Customer satisfaction

b. Predictors: (Constant), Customer satisfaction, Price, Corporate Image, Service quality
Source: Author, Computed from survey data, 2010
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Table 4.17. ANOVA (Independent Variables and CusorBatisfaction as rBdictors tc

Service Loyalty)

ANOVA®
Model Sum of Squares df Mean Square F Sig.
1 Regression 84.863 1 84.863 147.217 .000%
Residual 114.137 198 .576
Total 199.000 199
2 Regression 109.924 4 27.481 60.160 .000"
Residual 89.076 195 457
Total 199.000 199

a. Predictors: (Constant), Customer satisfaction

b. Predictors: (Constant), Customer satisfaction, Price , Corporate Image, Service quality

c. Dependent Variable: Service loyalty
Source: Author, Computed from survey data, 2010
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Table 4.18: Coefficients (Independent Variables &wstomer Satisfaction as Predictors to

Service Loyalty)

Coefficients?

Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 1.507E-16 .054 .000 1.000
Customer satisfaction .653 .054 .653 12.133 .000
2 (Constant) 1.661E-16 .048 .000 1.000
Customer satisfaction 342" .066 .342 5.217 .000
Service quality 416" 074 416 5.590 .000
Corporate Image 149" .061 .149 2.422 .016
Price 096" 057 .096 1.674 .096
a. Dependent Variable: Service loyalty
Significant at 1% level of confidence
Source: Author, Computed from survey data, 2010
Table 4.19. Excluded variable
Excluded Variables
Collinearity
Partial Statistics
Model Beta In t Sig. Correlation Tolerance
1 Service quality 454 6.848 .000 439 .536
Corporate Image .2542 4507 .000 .306 .829
Price .078% 1.367 173 .097 .876)

a. Predictors in the Model: (Constant), Customer satisfaction

b. Dependent Variable: Service loyalty
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Hypothesis 10 Dissatisfied customers switch to other banksrdeoto experience better service
quality elsewhere.

In order to test this hypothesis, the researchkedasespondents to state whether they were
satisfied or not with the overall service they eeegrom the bank. Out of those not satisfied,
they were asked to state whether they would consméching banks or not and also to assign
reasons for their responses. Analysis of the resgmmrevealed the following: Of the 200

respondents, 168 were satisfied with the servieedared by the bank and 32 were dissatisfied.

Of those dissatisfied 15 intended to switch to ptbervice providers while 17 intended to
continue staying with the bank. The explanatoryesgirovided by these respondents show that
some hope for better services in the future ag tleason for deciding to stay in spite of being
dissatisfied. Some of those intending to continuth uhe bank believing that the services
offered by the banks in Mekelle are homogenousiaredpective of whether they switch or not,

it would not make a difference and hence they detdontinue with their bank.

The descriptive statistic above shows that majodtfydissatisfied customers do not have
switching intentions (53.12%) against a minority4&.88 %. However to further validate these
findings the study employed chi squarg) (analysis to show that the switching and non-

switching intentions of dissatisfied customerssiggistically significant.
In order to test hypothesis 10 statistically theesrcher formulated the following:
Null hypothesis (k): The level of customer satisfaction and switchimgntions are dependent

Alternative hypothesis (iJ: The level of customer satisfaction and switghintentions are

independent.

To test the null hypothesis the study set up aicgency table which is a table of frequencies
showing the distribution of data on two categorigatiables (Ilversen and Gergen, 1997) as

shown in the table below.
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Table 4.2032 contingency table for observed levels of custosagisfaction and their switching

intentions (expected frequencies are in brackets)

Level of customer satisfaction

Yes satisfied No not satisfied | Total
Switching Intend to switch | 0 (12.6) 15 (2.4) 15
Intentions Do not intend tg 168 (155.4) 17 (29.6) 185
switch
Total 168 32 200

Source: Author, Computed from survey data, 2010

Decision rule: Reject 1 if > calculated > critical value at(level of significance) = 0.05.

Substituting the observed and expected frequericiethe y* equation, the calculategf is
significant statistically at 5% level of significa@ and this shows the possibility that switching

intentions and customer satisfaction are relatbdsTthe null hypothesis is rejected.
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Figure 2: Satisfaction-opinion of customers on oveil service quality

Are you satisfied with the over all service you receive from the bank?

Percent

Yes

Mo

Source: Author, Computed from survey data, 2010

63



Figure 3: Dissatisfied customers switching Intentio

If not satisfied, would you consider switching to another bank?

G0

Percent

Yes Mo

Source: Author, Computed from survey data, 2010

From the analysis of both the graphical results@ndquare, it is found out that majority of the
dissatisfied customers do not have intentions tibch53.12%), and also there was statistically
significant difference between those with switchintgentions and those who do not intend to
switch. On the basis of the above analysis andrgsdtherefore, it leads to the rejection of the
null hypothesis (HO) that “the level of customettiffaction and switching intentions are

dependent” and accept the alternative hypothesty (Hat “the level of customer satisfaction
and switching intentions are independent.”
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4.4. Demographic variables Impact on Satisfactionrad Service Loyalty

One-Way ANOVA tests were used to determine if tiveeee statistically significant differences
in the respondents’ satisfaction and service lgytalvards their bank.

Table 4.21: One-Way ANOVA result of Demographic Mates’ impact on Customer

Satisfaction

ANOVA
Mean
Sum of Squares df Square F Sig.
Gender Between Groups 25.850 92 .281 1.580* .011
Within Groups 19.030 107 .178
Total 44.880 199
Age Group Between Groups 101.122 92 1.099 2.511* .000
Within Groups 46.833 107 .438
Total 147.955 199
Jlevel of education Between Groups 282.823 92 3.074 1.574* .012
Within Groups 208.972 107 1.953
Total 491.795 199
Visit Frequency Between Groups 135.020 92 1.468 1.697* .004
Within Groups 92.560 107 .865
Total 227.580 199

Significant at 1% level of confidence
Source: Author, Computed from survey data, 2010
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Table 4.22: One Way ANOVA result of Demographiciables and their impact on Service

Loyalty
ANOVA
Mean
Sum of Squares df Square F Sig.
Gender Between Groups 30.953 100 .310 2.200* .000}
Within Groups 13.927 929 141
Total 44.880 199
Age Group Between Groups 98.644 100 .986 1.980* .000}
Within Groups 49.311 929 .498
Total 147.955 199
llevel of education Between Groups 292.901 100 2.929 1.458* .031
Within Groups 198.894 929 2.009
Total 491.795 199
Visit Frequency Between Groups 150.580 100 1.506 1.936* .001
Within Groups 77.000 929 778
Total 227.580 199

Significant at 1% level of confidence
Source: Author, Computed from survey data, 2010

The above two tables portray the relationship behwde demographic variables and customer

satisfaction and service loyalty. Based on the Otasy ANOVA test result above in Table 4.21,

and Table 4.22, the findings indicate that thereaisignificant difference in the level of

satisfaction and service loyalty among the differgroups in the demographic characteristics.

Therefore, it can be concluded that age, gendee] l&f education, and visit frequency play an

important role in measuring the level of custonarsgaction and service loyalty.
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Table 4.23: Summary of Results of the Tested Hygsds

S/N Hypotheses Results

1 Hi:- The five dimensions of service quality vary ire thegree Accepted.
to which they drive customer satisfaction and serloyalty.

2 H,- Service quality has a positive effect on customer Accepted.
satisfaction.

3 Hs- Corporate image is significantly related to costo Rejected.
satisfaction.

4 H,- Price is significantly related to customer satision. Rejected.

5 Hs- Service quality has a positive effect on serlogalty. Accepted.

6 Hs- Corporate image has a positive effect on seraigalty. | Accepted.

7 H;- Price has a positive effect on service loyalty. Accepted.

8 Hs- Customer satisfaction has a positive effect on isenvAccepted.
loyalty.

9 Ho- Customer satisfaction is the mediator of the retethip| Accepted.
among service quality, corporate image and reutagind price
and service loyalty.

10 Hio-Dissatisfied customers switch to other banks iteorto| Rejected.

experience better service quality elsewhere.
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CHAPTER FIVE

CONCLUSION AND RECOMMENDATIONS

This final chapter focuses on conclusion and recendations of the study.
5.1. Conclusions

Quality service delivery is not an optional comfyedi strategy which may, or may not, be
adopted to differentiate one bank from anotherayoidl is essential to corporate profitability and
survival. The major concern of the study was to ieicglly assess the relationship between
service quality, corporate image, price, custonaistaction and service loyalty in Wegagen
Bank, Mekelle Branch. To achieve the stipulateceotiyes, the study used both primary and
secondary data collected through self administepebstionnaire from 200 subjects.
Confirmatory factor analysis was applied to examwieether the variables were included in the
domains or factors. Subsequent analyses were made the outputs of the factor analyses

where new scores vital for the regressions teste determined.

The study examined the relationship among servigality, corporate image, price, customer
satisfaction, and service loyaltlurther, it is worth noting that the findings oigtstudy reveal
that the five dimensions of service quality to wagydegrees are important determinants of
customer satisfaction and service loyalty in Wegagank, Mekelle Branch.

From the study, it was confirmed that the dimensioh service quality vary in driving customer
satisfaction and service loyalty. As was clearly jputhe analyses, responsiveness was the most to
instigate customer satisfaction and service loyattg tangibility of course was the least. The study

found that assurance was the next most to instggtsfaction and loyalty. This implies that theanka
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is not meeting the needs and wants of customets tipeir expectation which in turn can enhance

satisfaction and retain customers.

Service quality, corporate image, and price wersndbto be determining customer satisfaction and
service loyalty at the bank. The independent vigglexplained the dependent variable in 45.7%.
Among the established variables, service qualitg Wee most important factor for customers of
Wegagen Bank, Mekelle Branch. As discussed in tiayaes part, service quality has positive and
significant effect on customers’ satisfaction judgns (65.5%). The results indicated that corporate
image and price have positive effect on customgsfaation. Though positively related, both have

insignificant impact on customer satisfaction.

This study found that the major determinants o¥iser loyalty are service quality and corporate
image. Both were positively and significantly asated with service loyalty. The coefficient of peic

in the regression table portrays a positive refestigp with service loyalty though it does not have
significant effect.Price was found to be relatively less importantctistomer satisfaction and
service loyalty as valued by the customers of tekbThe reasons could be that the price/ service
charges, interest both on loans and savings aléasiamong commercial banks in the country. The
government sets the minimum interest rate thatdég paid to the deposit account holders. In most
of the banks, it is this minimum amount that isdpe customers. The same is true for the interest
customers have to pay for the different forms @l® as the government sets thaximum limit
that should be charged. These could be the faetriduting for the effect of price towards

customer satisfaction and service loyalty to besmgtificant.

Customer satisfaction instigates service loyaltynicantly as can be evidenced from the
regression output. Besides, it plays a mediatinig i between the independent variables

(service quality, corporate image and price) arddipendent variable (service loyalty).

As to the overall level of satisfaction of custosjenajority of the customers (84%) are satisfied
with the service delivery. Regarding whether or dissatisfied customers intend to switch to
other banks, the result revealed indicates a wektionship in between customer satisfaction
and switching intentions. Most of the dissatisfegtomers do not want to switch to other bank

which is statistically significant.
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The demographic variables, gender, age, level ofa&tbn and visit frequency are found to have
different level of satisfaction and service loyaiyong different categories.

In conclusion, the results demonstrate the impodaaf improving the quality of service
delivery, which in turn enhances customer satigfacand service loyalty. It gives implications
for differentiated marketing strategies accordiodghe perceived value for customer satisfaction

and service loyalty.

5.2. Recommendations

The customer is one of the vital assets for businegardless of its nature and size. Business that
lacks this important asset may face the diffictittstt operational income is less than operational
cost; business losing customers may confront tloblem of a profit decline. Several studies
have shown that improving service quality and amsiosatisfaction results in better financial

performance for business.

On the basis of the findings and conclusions redcte following recommendations are
forwarded to the management of Wegagen Bank, MeKBthnch, to possibly improve the

service delivery in a way that boosts customergsisation and service loyalty.

The bank should exert its utmost effort to meeta@ugrs’ expectation up to the standard. The
dimensions of service quality as presented in thalyais vary in the degree they influence
satisfaction and loyalty. The bank to better satitsf customers should emphasize on attributes
of responsiveness, assurance, empathy, reliabdy, tangibility in their descending order. It
sounds that customers are valuing more to the huslement and task efficiency. The bank
employees should be imparted with a knowledge &ilidtlsat would enable them to accomplish
their activities in the desired way. Besides, te@dviors of employees have to be shaped in a
way that can satisfy the customers of the banks Tould be ensured through both training
programmes and pursuing appropriate motivatioradrigues. But, when designing the training
sessions care must be taken to address the dimenatxording to their order as they are
prioritized in the findings. Tangibility though nats serious as responsiveness in affecting

satisfaction that doesn’t mean it should be ignoréd course, introducing equipment, materials
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and networking technologies of the state-of-arbtedogy would facilitate and ensure prompt
service delivery in the bank that would in turn ante customer satisfaction and service

delivery.

Service Quality, price, and corporate image arentwst important factors to form customer
satisfaction and service loyalty. Of course, thalifigs showed that the extent to which the
independent variables influence the dependent hlarigary. These indicate different level of
emphasis has to be given to the determinants. &mé& Bhould build its strategy on quality

because quality is something that not all bankextcemely well. To offer high quality service,

management should be highly committed in termslafpng, leadership, implementation and
follow-up in a way that leads to the developmena abrporate culture that internalizes a quality

orientation in all its activities.

The results from the study confirmed the role apooate image as a factor in the perception of
customer satisfaction and service loyalty. Thougtparate image was not found to determine
customer satisfaction significantly, positive congite image makes it easier for the bank to
communicate effectively, and it makes people mosecgptive to favorable word-of mouth
messages. In this regard, the management of thedbauld work hard to build a strong positive
image that consumers use to judge matters suchedgitity, perceived quality and purchase

intentions.

The study findings indicate clearly the dimensidingt characterize pricing decisions have no
significant association with both customer satistaccand service loyalty. Due to the regulations
of NBE, price associated dimensions are relatigelyparable and hence can not be a means to
competitively outsmart others in the banking industTherefore, the management of the bank
should formulate a pricing strategy placing thenp@asis on the unique characteristics of the

services that they render in the market.

For customers to remain satisfied, everyone inotiganization has to take the responsibility for
helping customers, by setting high standards anokisg to those standards. The bank should set

customers benchmark not just from what similar isereompanies are doing, but what the best
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service providers in general are doing. Additionathe bank should design its culture to
encourage employees to adopt the “right first timbflosophy that would possibly result in a

better customer satisfaction and service loyalty.

It is apparent that a multidimensional construcseivice quality explains consumer behavioral
intentions in service industry. Management of thakbshould therefore be aware of the need to
include all service-quality dimensions in theirceté to improve service quality. The bank should
not wait until complaints arise from customers absarvice quality. An organization that
continuously monitors the satisfaction of its cuséos can improve its services by listening to
the evaluations of customers. Loyalty is built thgh a positive differentiation that is usually

achieved by providing superior customer service.

5.3. Implication for Future Research

This study was conducted in Wegagen Bank, Mekelinéh. Care should be taken in applying
the findings of this study to other banks or otkectors. Alternatively, in the future research,
including other banks in the city would give a betinderstanding of the integration in between
service quality, corporate image, price, custonagistaction and service loyalty in commercial

banks.
Ideally, research should be conducted in diffesstdtors in order to eliminate peculiarity of a

single industry and to ensuring the observed waatiips are extrapolated to a broader

population.
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Appendix

- Appendix A: Regression tests
- Appendix B: Questionnaire (English and Tigrigna)

A. Regression Tests

Tests to ensure the appropriateness of the regressodel including hetroskedasticity test,

multicollinearity test and normalization tests fbe equations.
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. reg customer satisfactionl service quality coapoimagel price satisfaction

Li near regression

Nunmber of obs
F( 3, 196)
Prob > F
R- squar ed
Root MSE

200
56. 87
0. 0000
0. 4654
. 73676

I nterval ]

cust omer sa~1 | Coef Std. Err
servi cequa~y | . 6551118 . 0662856
corporatei ~1 | . 0260269 . 0670045
pricesatis~n | . 0235215 . 0626501

_cons | 5. 23e-09 . 0520965

[ 95% Conf .

. 5243872
. 1061154
. 1000333
. 1027416

. 7858365
. 1581693
. 1470762
. 1027416

. reg customersatisfactionl servicequality corfan@agel pricesatisfaction, robust

Li near regression

Nunmber of obs
F(O 3, 196)
Prob > F
R- squar ed
Root MSE

200
64. 39
0. 0000
0. 4654
. 73676

| Robust
cust omer sa~1 | Coef Std. Err.
servi cequa~y | . 6551118 . 0799482
corporatei ~1 | . 0260269 . 0675819
pricesatis~n | . 0235215 . 0710712
_cons | 5.23e-09 . 0520965

P>t

[ 95% Conf .

. 4974426
. 1072541
. 116641

. 1027416

To test for multicollinearity the variance inflatidactor was applied and no multicollinearity was

found.
vif
Vari abl e | VI F 1/VIF
_____________ Fo e e e e e e e e e e e e e e e e e a -
corporatei ~1 | 1.65 0. 607555
servi cequa~y | 1.61 0. 620804
pricesatis~n | 1.44 0. 694945
_____________ Fo e e e e e e e e e e e e e e e e e a -
Mean VIF | 1.57
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I nterval ]

. 812781
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. 1027416



0
!

Fitted values
-1
I

0
Inverse Normal

Q norm test

o
O
i

0.50 0.75
! !

Normal F[(r-m)/s]

0.25
!

0.00
|

T T T T T
0.00 0.25 0.50 0.75 1.00
Empirical P[i] = i/(N+1)

P norm test
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reg serviceloyalty2 servicequality corporatei nagel pricesatisfaction

Source | SS df VB Nurmber of obs = 200
------------- R F( 3, 196) = 62.75
Model | 97.4896962 3 32.4965654 Prob > F = 0.0000
Resi dual | 101.510303 196 .517909712 R- squar ed = 0.4899
------------- e Adj R-squared = 0.4821
Total | 199 199 .999999998 Root MSE = .71966
servicel oy~2 | Coef . Std. Err. t P>| t| [95% Conf. Interval]
_____________ o e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e
servi cequa~y | . 6400279 . 0647475 9.88 0.000 . 5123366 . 7677192
corporatei ~1 | . 1578445 . 0654497 2.41 0.017 . 0287684 . 2869206
pricesatis~n | . 0881801 . 0611963 1.44 0.151 . 2088679 . 0325077
_cons | 3.37e-10 . 0508876 0.00 1. 000 -.1003575 . 1003575
het t est

Br eusch- Pagan / Cook- Wi sberg test for heteroskedasticity
Ho: Constant variance
Variables: fitted val ues of serviceloyalty?2

chi 2(1) 9.04

Prob > chi2 0. 0026
The hetroscedasticiy test indicates there is a hetro problem To avoid the problemthe
nodel is robusted

reg servicel oyalty2 servicequal ity corporatei nagel pricesatisfaction, robust

Li near regression Nurmber of obs = 200
F( 3, 196) = 61.77

Prob > F = 0.0000

R- squar ed = 0.4899

Root MSE = .71966

| Robust

servicel oy~2 | Coef . Std. Err. t P>| t| [95% Conf. Interval]
_____________ o e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e
servi cequa~y | . 6400279 . 0631148 10.14 0. 000 . 5155567 . 7644991
corporatei ~1 | . 1578445 . 0680598 2.32 0.021 . 023621 . 292068
pricesatis~n | . 0881801 . 0655943 1.34 0.180 . 2175413 . 041181
_cons | 3.37e-10 . 0508876 0.00 1. 000 . 1003575 . 1003575

Variabl e | VI F 1/VIF

_____________ Fo e e e e e e e e e e e e e e e e a - -

corporatei ~1 | 1.65 0. 607555

servi cequa~y | 1.61 0. 620804

pricesatis~n | 1.44 0. 694945

_____________ Y
Mean VIF | 1.57
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Fitted values

-1
!

Normal F[(rr-m)/s]

0
!

0
Inverse Normal

Q norm

0.50 0.75 1.00
! ! !

0.25
!

T T T T T
0.00 0.25 0.50 0.75 1.00
Empirical P[i] = i/(N+1)

p norm

89



reg
Sour ce |

Model |
Resi dual |

servi cel oyal ty2 custonersatisfactionl

custonersa~1 |
_cons |

SS df VB
84.8631389 1 84.8631389
114. 136861 198 .576448792

199 199 .999999998

Coef Std. Err t
. 6530298 . 0538213 12.13
-2.92e-09 . 0536865 -0. 00

0. 000
1. 000

het t est

Br eusch- Pagan / Cook- Wi sberg test for
Ho: Constant

vari ance

Variables: fitted val ues of serviceloyalty?2

chi 2(1)

Pr ob

reg

Li near

39.74
0. 0000

> chi 2

regression

servi cel oyal ty2 custonersatisfactionil,

r obust

het er oskedasticity

_cons |

8.53
-0.00

0. 000
1. 000

Nunber of obs = 200
F( 1, 198) = 147.22
Prob > F = 0.0000
R- squar ed = 0.4264
Adj R-squared = 0.4236
Root MSE = .75924
[95% Conf. Interval]

. 5468933 . 7591663
-.1058708 . 1058708
Nurmber of obs = 200
F( 1, 198) = 72.76
Prob > F = 0.0000
R- squar ed = 0.4264
Root MSE = .75924
[95% Conf. Interval]

. 5020622 . 8039974
-.1058708 . 1058708

Robust
Coef Std. Err.
. 6530298 . 0765549
-2.92e-09 . 0536865
VI F 1/VIF
1.00 1. 000000
1.00
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Normal F[(rrr-m)/s]
0.50 0.75 1.00

0.25

Fitted values
0
I

. .

T T T T T
-2 -1 0 1 2
Inverse Normal

| T T T T T
0.00 0.25 0.50 0.75 1.00

Empirical P[i] = i/(N+1)
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reg serviceloyalty2 servicequality corporatei magel pricesatisfaction
cust orer sati sf act

> onl
Sour ce | SS df VB Nunber of obs = 200
------------- e F( 4, 195) = 60.16
Model | 109. 92432 4 27. 48108 Prob > F = 0.0000
Residual | 89.0756795 195 .456798357 R- squar ed = 0.5524
------------- e Adj R-squared = 0.5432
Total | 199 199 .999999998 Root MSE = .67587
servicel oy~2 | Coef . Std. Err. t P>| t| [95% Conf. Interval]
_____________ o e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e
servi cequa~y | . 4160626 . 074433 5.59 0.000 . 2692656 . 5628597
corporatei ~1 | . 1489466 . 0614908 2.42 0.016 . 0276742 . 270219
pricesatis~n | . 0962215 . 0574932 1.67 0.096 . 2096098 . 0171669
custonersa~1 | . 3418733 . 0655256 5.22 0.000 . 2126434 . 4711032
_cons | -1.45e-09 . 0477911 -0.00 1. 000 -. 0942539 . 0942539
het t est
Br eusch- Pagan / Cook- Wi sberg test for heteroskedasticity
Ho: Constant variance
Variables: fitted val ues of serviceloyalty?2
chi 2(1) = 17.76
Prob > chi2 = 0.0000
Li near regression Nunber of obs = 200
F( 4, 195) = 49.56
Prob > F = 0.0000
R- squar ed = 0.5524
Root MSE = .67587
| Robust
servicel oy~2 | Coef . Std. Err. t P>| t| [ 95% Conf. Interval]
_____________ o e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e
servi cequa~y | . 4160626 . 0851957 4.88 0.000 . 2480393 . 584086
corporatei ~1 | . 1489466 . 0630943 2.36 0.019 . 0245117 . 2733814
pricesatis~n | . 0962215 . 0638416 1.51 0.133 . 2221302 . 0296873
custonersa~1 | . 3418733 . 0978936 3.49 0.001 . 1488072 . 5349393
_cons | -1.45e-09 . 0477911 -0.00 1. 000 -. 0942539 . 0942539
vi f
Variabl e | VI F 1/VIF
_____________ Y

servi cequa~y | 2.41 0. 414324
cust omer sa~1 | 1.87 0. 534625
corporatei ~1 | 1.65 0. 607087
pricesatis~n | 1.44 0. 694445

Mean VIF | 1.84
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B. Questionnaires

Mekelle University
College of Business and Economics
Department of Management

Research Questionnaire
Dear Bank Customer:

| am an MBA student in Mekelle University. As paftmy studies , | am carrying out a research
on consumers’ perception of services in Wegagerk B&iou have been selected to participate in
this survey, and | would appreciate you for ansmegrall the questions. Please answer the
following questionsas candidly as you cahlt takes only 10-15 minutes.

Please be assured that the responses you giveraeademic purposes only and don’t put your
name on the questionnaire. No individual answets lvé analyzed. Rather, only composite

information will be used.
Since the sample size of this survey is relativegmall your response is extremely important.
Thank you for your assistance in providing thisuaddle information.

Kibrom Aregawi

Section A (Put an ¥’ mark on the space provided)
1. Gender:  Male[ ]

Femal ]
2. Age group:
Below 21 years ol ] 2Btbyears old [_]
3510 49 years old[__] 6®4 years old___]

65 years and old:i:|
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3. Please indicate the highest level of educatmnhave attained

Never been to school ] Completed elementary schd |
Completed high schoo__] neted Certificate[ ]
Completed Diplom{__] t@bed a bachelors degr[ ]

Post graduate degree (masters oprhietdegree)l__]

4. In an average month, how often do you condusinass with your bank each montiF?gase
check only ong

One time or les{__] 2tomes [ |
5to8timeqy ] of9more times |
Section B

Please rank the following on a scale 1-7 to refyectr feelings and the extent to which you agree
with the statements. The minimum you may rank &d the maximum 7. This ranged from 1=
strongly disagree, 2 = somewhat disagree, 3 =tdligisagree, 4 = neutral, 5 = slightly agree, 6
= somewhat agree to 7 = strongly agree. You mal far2, 3, 4, 5, 6 or 7. Please circle or

highlight your answer in bold.

Tangible Strongly Strongly
Disagree Agree
1. The bank uses state of the art technolpdy 23|45 6 7

and equipments in their service delivery

2. The bank’s physical facilities like 1 23|4|5| 6 7
furniture, computers and equipment are
visually appealing

3. The employees are well dressed and péat 23|45 6 7
in appearance
4. The materials in the bank like the depodit 23|45 6 7

slip, cheque, and other documents fare
visually appealing

Reliability 1 A3(4(5]6 |7

5. When the bank promises a certain 1 23|45 6 7
service by a certain time, it does so

6. When customers have a problem, the | 1 23|4|5| 6 7
bank shows sincere interest in solving it
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7. The bank delivers its services promptly 1 2314|5 7

at the time it promises to do so

8. The bank always performs the service| 1 23|4|5 7

right the first time

9. The bank insists on error-free records 1 3245 7

Responsiveness

10. The bank employees tell me exactly 23|4|5 7

when services will be performed

11. The bank employees give me a prompt 23|4|5 7

service

12. The bank employees are always willing 23(4|5 7

to help me

13. The bank employees are never too Qusy 23(4|5 7

to respond to my requests

Assurance Strongly Strongly
Disagree agree

14. The behaviour of employees instil 1 2134 | 5 6| 7

confidence in me

15. | feel safe in all my transactions at the bankL 2134 | 5 6| 7

16. In the bank, employees are consistently 2|34 | 5 6| 7

courteous with me

17. Employees in the bank have the knowledgd 2|34 | 5 6| 7

to answer my questions

Empathy

18. The bank employees give customers 1 2|34 | 5 6| 7

individual attention

19. The employees of the bank give customersl 2|34 | 5 6| 7

personal attention

20. The employees understand customers 1 2|34 | 5 6| 7

specific needs

21. The bank provider has convenient operating 2|34 | 5 6| 7

hours to its customers

22. The bank has customers’ best interest at| 1 213/ 4 | 5 6| 7

heart

Customer Perceived overall service quality

23. The bank always delivers excellent overal| 1 2|34 | 5 6| 7

service

24. The services offered by the bank are of high 2|34 | 5 6| 7

quality

25. The bank delivers superior service in evety 2|34 | 5 6| 7

way
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Customer Satisfaction Strongly Strongly
Disagree Agree

26. The bank ccompletely meets my expectations. 1 324|567

27. In my view, the bank is customer-oriented. 1 24|15 6|7

28. My choice to use this bank is a wise one. 1 243 5| 6| 7

29. | feel absolutely delighted with the banks’ | 1 3| 4| 5| 6] 7

services

Behavioural intentions of customer

30. | would like to remain as a customer of tHe 3| 4] 5| 6] 7

present bank

31. I would like to recommend the bank to friends 3| 4| 5] 6] 7

and people | know

32. | will say positive things about the bank|tb 3| 4] 5| 6] 7

other people

33. I would like to keep close relationship witle thl 3| 4| 5| 6] 7

bank

34. | consider myself to be loyal to the bank 1 214|567

Competitive Pricing (Price satisfaction)

35.Interest rate on loans is relatively lowdr 3| 4| 5 6] 7

compared to other banks
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36. | feel the service charge that | hg
paid for local transfer, cheque, a
account blocking is fair.

Vi <]
nd

37.Interest earned on saving and fix
term deposits are higher compared
other banks

to

38. | will continue to patronize thi
bank even if the service charges
increased moderately

sl
are

Image and reputation

39.The bank is innovative ar
pioneering in its service delivery

40. The bank does business in
ethical way

41. To me, this bank would rank fir
among the other banks

42. The bank in its service delivery |i

persuasive.

43. Repeatedly, the performance of t

bank is superior to that of competitor

one
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Part C
1. Are you satisfied with the overall service you igedrom you're the bank?

Yes No
2. If no, would you consider switching to another bank Yes No
3. If Yes, why?
4. If No, why?

5. In your opinion, what alternative measures sholdditank take so as to improve the
service delivery to enhance customer satisfactmmhsarvice delivery.
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