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LITERATURE REVIEW OF SERVICE QUALITY IMPROVEMENT
IN THE RETAIL BANKING INDUSTRY

Dr.Chaisomphol Chaopraseért

ABSTRACT

Banks offer similar kinds of services, but they Idoprovide differences in terms
of service quality. This paper analyzes past stutkgarding service quality improvement
in the retail banking industry. The continuing tleto a model of service quality
improvement, from personnel counter services tatelaic services, is demonstrated.
Improved service quality should be adopted to na@inthe core competence and this
paper contributes knowledge and background for $dakapply these findings to better
shape and focus their positions in the market dsd # provide service quality to
customers.

1. Introduction

It is commonplace that all people are involved wath kinds of services, for
example, in educational institutions, fithess cemteand transportation, as well as in
banking in their everyday life (Rose, 1999). In @g@ highly competitive business
environment, service has increasingly played acatitrole in banks’ operations (Payne,
1993).

Banks offer services, and they usually experieniffecalties in managing them.
Thus, service quality has emerged as a key straadgpted to offer quality service to
customers. In consequence, in the retail bankidgstry, where many similar products are
available, banking practitioners have to pay clagention to superior service provision.
This is because service quality does not impacy onl the customer decision-making
process, but also influences customer satisfagiorghase retention, loyalty and business
survival as shown in many studies (Adebanjo, 2@drry et al., 1994; Let al., 2001,
Lim & Tang, 2000; Newman & Cowling, 1996; Youssthl., 1996).
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2. Objectives
This paper's objective is to review the literaturegarding service quality

improvement in the retail banking industry, fronrigas kinds of studies and sources. It
will lead to understandings of aspects of servigality improvement. The past studies
examined are mainly about service quality improveinie the personnel counter services.
Few studies are emerging to examine service qualitirle electronic-service aspects. In
addition, the available studies examined do nosgnethe relationship between service
guality in personnel counter services and electr@arvices. This research will seek to
close the gap in this field of study.

3. Problem identification

The major problems for this paper are to exploeelibdy knowledge of improve
service quality improvement, and the continuingndref service quality improvement in
the retail banking industry.

4. Retail bankingindustry and its major changes

The significance of retail banking roles and thergday involvement of banking
services in people’s lives has been recognised lfesig2002). Starting with the purchase
of goods and services, individual consumers canctesdit or debit cards as well as cash
withdrawn from Automatic Teller Machines (ATMs) asethods of making payments.
Banks are where people can go when they need atdoparchase a new house, tuition
fees for their study, financial advice for investits or a credit line for starting a newly
owned business (Rose, 1999). Thus, banks are gmeval the widest ranges of financial
products and services, labeled as a “financial deyzant store” (Rose, 1999, p.6).

However, banks face great changes in their busirea®daronment where
adjustments and improvements are needed. Majogelsan banking environment include
the following:

First of all, in the past banking business had iptesly been an un-competitive
environment due to the entrance limitation fromcstregulations; however, about two
decades ago in the United States financial dergégalbegan and expanded widely around
the world (Rose, 1999). Banks around the world etperiencing intense competition
from both local and overseas banks as well as menargs (Bloemeet al., 1998, Griffiths
et al., 2001; Hemple & Simonson, 1998) as a result of glahtion and deregulation
(Cheronet al., 1999; Mishkin & Eakins, 1997; Lowe & Kuusisto,199®%hich leads to the
decrease in profit margins.
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Secondly, customer expectations and needs for cesrvhave substantially
increased (Liet al., 2001; Lockwood, 1995; Meyeat al., 1999; Wrennall, 2000). As
customers become better educated, they demand roelugts, better and more reliable
delivery, as well as more responsive services. Ascomsequence, to improve
competitiveness, banks have to understand customseds and expectations
(Parasuraman, 1991) and satisfy their customepdyiding better products and services.

Moreover, the economic crises, especially the Asiasis, have greatly impacted
on banking profit margins and also on customersifidence in banking institutions.
Specifically, in Hong Kong, the domestic recesssarce the second half of 1997 resulted
in banks no longer having highly profitable returBad debt surged significantly in both
1998 and 1999 and the number of licensed bank93 has dropped by approximately
17% compared with 1997. As a result, banking custsnhave not felt confident with
local financial institutions and have moved the@pdsits and transacted their financial
business with reputable institutions from overggast al., 2001).

Finally, other factors including demographic andiabchanges, technology and
laws and regulations (Jayawardhena & Foley, 20@@kwood, 1995; Anguet al.,1999)
lead to changes to the banking industry as welkthtn future, there may be new target
groups that banks need to focus on and the regnfatespecially for electronic banking
services, may increase their important roles imdef and shaping banks’ performance.

5. Need for service quality

Those changes mentioned have profoundly transforthednature of banking
business (Rose, 1999). Today, bank marketing giyaapplied in the market is easy to
imitate over a short period of time. One obviouglerce is that banking products and
services offered in the market are the same or sienjlar (Li et al., 2001; Lim & Tang
2000; Lockwood, 1995; Levesque & McDougall, 1996sKkun & Frohlich, 1992; Alfansi
& Sargeant, 2000). In addition, price reductionwdt not be used because it will lead to a
larger decrease in profit margins and finally &@rvar among banking providers. Further,
distribution channel management is another strategyhich branch expansion, as an
example, is costly and should be available to tateoptimal level to deliver appropriate
customer services. Last, but not least, promoticaaipaigns are expensive and easy for
competitors to copy. Thus, the 4Ps (product, pgtace and promotion) of the marketing
mix (Kotler, 1997) cannot be prolonged and bankseha specifically focus on the long-
term core strategy known as ‘service quality’ (&tlr & Addams, 1999; Galloway &
Blanchard, 1996; Johnson, 1997; Joseipdl., 1999; Liet al., 2001; Kunst & Lemmink,
2000; Newmanet al., 1998; Lim & Tang 2000; Lockwood, 1995; Lloyd-Watké&
Cheung, 1998; ; Soteriou & Stavrinides, 2000; fStdf 1996; Siu & Cheng, 2001; Wong
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& Perry, 1991, Yavast al., 1997), which competitors will strenuously imitgieichheld
& Sasser, 1990; Ennew & Binks, 1996; Devlin, 1998).

Service quality will sustain the customers’ confide in a service provider’s
service delivery, attract more new customers, sseebusiness with existing clients,
reduce dissatisfied customers with fewer mistakesximise a company’s profits and
increase customer satisfaction (Begryl., 1994; Leeet al., 2000). However, quality costs
are expensive, usually about 30-50 per cent ofssadeenues (Newman & Cowling,
1996), and time consuming to realise the benéfitkoever implements them first will
gain advantages before others. Hence, servicetgualll be an important business
catalyst driving the retail banking business antmately will reflect in corporate
performance.

6. Servicequality and its deter minants

Service quality has been defined as customers’ ativempressions of an
organisation’s services in terms of relative supé@y or inferiority (Johnston, 1995).
Further, service quality is considered to not omheet but to exceed customer
expectations, and should include a continuous ingrent process (Lloyd-Walker &
Cheung, 1998). Customers evaluate banks’ perforenamainly on the process of their
interpersonal contacts and interactions (Gronrd890). Service quality arises from a
comparison of the difference between service egpiecis developed before an encounter
with banks and the performance perceptions gaireed the service delivery based on the
service quality dimensions (Bloemeral., 1998). Berryet al. (1985) and Zeithaml and
Bitner (1996) indicated that service quality cotesisof five dimensions. The definition
for each is explained as follows:

1. Tangibles: appearance of physical facilities, eouépt, personnel and written
materials.

2. Reliability: ability to perform the promised sergidependably and accurately.

3. Responsiveness: willingness to help customers eodde prompt service.

4. Assurance: knowledge and courtesy of employee hed ability to inspire
trust and confidence.

5. Empathy: caring, individualised attention the fipnovides its customers.

In the study by Berrgt al. (1994) with more than 1,900 customers of five large
famous US corporations, they found that thirty-teot of 100 placed emphasis on
reliability, followed by responsiveness (22%), aasge (19%), empathy (16%) and
tangibles (11%). Thus, reliability is considere@ tssential core of service quality. In
addition, other dimensions will matter to customensy if a service is reliable, as those
dimensions — for example, responsiveness and emdadin service staff — cannot
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compensate for unreliable service delivery. Furttiery found that more companies were
deficient in reliability than in other service dimsons, but their best performance was on
the least essential dimension of tangibles.

7. Service quality and itsimpact

The relationship between service quality and itpaot on banking providers will
be explored in terms of both qualitative and quatitie benefits. Regarding qualitative
benefits, customer satisfaction and loyalty wergomaoncerns as Oliver (1993) and
Newman et al., (1998) found that quality was areadent to satisfaction, and Cronin and
Taylor (1992) discovered that perceived servicdityubrought about satisfaction or vice
versa. In addition, Grénroos (1990) suggested that mutual exchange and promise
fulfillment between customers and service providees a core construct to obtaining
customer satisfaction and loyalty during the preaafsservice delivery. Besides, the study
by Zairi (2000) emphasised that customer satisiactiad greatly affected business, its
corporate image, and obtaining new customer basesgh direct recommendations.

With respect to the quantitative benefits, a stwhs conducted in 1988 of a
particular US bank regarding the impact of senguality improvement on performance.
Before the quality had been improved, the bank teagay for the cost of failures and
corrections. However, after the bank preventedreramd mistakes in serving customers
or, in other words, improved its service qualithe tcost of services systematically
decreased while profit margins and earnings finaedbreased. Accordingly, there was an
increase in return on assets (ROA) from 1.05 pet lsefore improvement to 1.38 per cent
after improvement and also a return on equity (Rf&h 16.10 per cent to 21.22 per cent
respectively as shown in the following table (HarvE996):

Table 1: Impact of quality improvement

Bank Performance Before I mprovement After Improvement
ROA 1.05 % 1.38 %
ROE 16.10 % 21.22 %

(Source: Harvey, T. 199@he Banking Revolution: Positioning Your Bank in the New Financial Services
Marketplace, Irwin Professional Publishing, USA, p. 11)

In addition, Zairi (2000) finds that satisfied awusters possibly share their
experiences with five or six people while diss&idfclients might inform another ten. It
costs 25 per cent more to recruit new customers tbamaintain existing customers.
Further, Naumann (1995) and Dawes and Swailes j1p8&sented that retaining an
existing customer costed about five times less oney, time and corporate resources
compared with attracting a new customer while Newmtaal., (1998) indicated that an
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increase in only five per cent in customer loyaliyuld grow in profitability about 25—-85
per cent.

In contrast, poor service will result in a lot obnsequent costs and damage,
including low customer satisfaction, relatively higustomer defection, loss of business
sales opportunities, and a decrease in custonenti@h and excessive costs due to having
to attract new customers and overcome a damagedrede image (Stuart & Tax, 1996).
Specifically, about two-thirds of customers gengradtop having business with a
particular organization as a result of poor custoseevice (Julian & Ramaseshan, 1994).

8. Movefrom personnel counter servicesto electronic services

The areas of past researches in retail bankingcesrin many countries such as
Jordan (Nazeret al.,1999), Finland (Holstius & Kaynak, 1995), Australidaynak &
Whiteley, 1999; Nielsert al., 1998), Poland (Kenningtoet al.,1996), Ghana (Owusu-
frimpong 1999), Sweden (Zineldin 1996), USA (Bogdal., 1994) and Malaysia (Haron,
et al., 1994), were mainly about services at brancheshagiu technology services were
not considered as a significant choice. This inég&ahat service quality improvement
started from personnel counter services.

Recently, there has been an increasing trend diestuegarding a new distribution
channel of banking services, electronic bankingI\{iDe 1995; Josephet al., 1999;
Jayawardhena & Foley, 2000; Mols, 1998; Mols, 19@86ls, 2000; Birch & Young 1997;
Daniel, 1994; Prendergast & Marr, 1994; Sathye 9)98ccordingly, these studies show
the transition of service quality improvement frdaime personnel counter services to
electronic services. In this section, some padfistuwill be examined to identify this
transforming trend.

8.1 Personnel counter services

In this section, the study by Kaynak and Whitel2999) will be employed as an
example. After examining the bank’s customers altof 245 respondents in Western
Australia, the authors found that the importancbastk selection determinants was ranked
and categorised as follows:
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Table 2: Importance of bank selection factors by percentage

Selection Factors Very Important/Important (%)
1. Friendliness of bank personnel 93
2. Fast and efficient service 93
3. Location near home/work 87
4. Lower service charges 87
5. Perceived confidentiality of bank 85
6. Loan with favorable terms 85
7. Bank reputation and its image 84
8. Lower loans interest rate charges 84
9. Higher interest payments, savings 83
10. Confidence in bank manager 72

(Source: Adapted and shortened from Kaynak, E. \afidteley, A. (1999), ‘Retail bank marketing in
Western Australia’International Journal of Bank Marketing, Vol. 17 No. 5, p.227)

From table 2, to determine the selection factorgtie traditional way of service,
‘friendliness of bank personnel’ and ‘fast and @ént service’ were among first items
ranked in importance for consumers to be clientspeacific banks. The reasons are that
the respondents basically require a human anddigempproach and staff’ ability when
conducting their financial transactions. Thus, ipgesonal skills and work ability are very
valued aspects for the banking experience (Kayna/Biteley, 1999). Remarkably, it
indicates that there is no concern about a fadttgahnology advancement in this study.

8.2 Electronic services

Electronic banking was first introduced in the UKthe early 1980s (Daniel, 1994,
p.73) and its availability was the result of pressérom the increasingly competitive
business environment and customers’ demands (Mz60). It was expected that
electronic banking would have a significant influenon the banking market (Daniel,
1994) and substantially change the distributiomalea of retail banking business (Mols,
1999).

There have been a number of delivery platformsleéteonic banking services,
which are categorised as: ATMs, telephone bankidgG, (home) banking, Internet
banking, managed network, public access kiosk anddsed service (Daniel, 1994; Liao
et al. 1999: Mols, 1998; Molst al., 1999; Mols, 2000; Ramsay & Smith, 1999). In this
paper, Internet banking is the main channel ofridistion to be explored due to the
increase in its popularity.

Sathye’s study (1999) stated that six major deteamti factors for adoption or

rejection of an Internet banking service in Australere: the availability of infrastructure;
resistance to change; ease of use; reasonable aweeeness of service and its benefits;
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and security concerns. The results from the stuhgahstrated that security concerns and
lack of awareness about Internet banking and iefits played the most important role as
the obstacles to non-adoption for Internet banking.

As well, another study from 300 usable questiomsainy Joseplet al. (1999)
examined the factors for high quality electronimkiag services. The five important
factors were categorised as: convenience/accurie®gback/complaint management;
efficiency; queue management; accessibility; amnstauisation. The results of this study
illustrated that banks have to maintain the stashdsdrtheir convenience/accuracy and
efficiency. In addition, they need to improve theuistomisation, feedback/complaints and
gueue management by reallocating their resources.goint of interest, though, was that
although the performance of the electronic bankieyice was not accepted as being of a
high standard, 52.9 per cent of respondents wéisfisd with it.

In addition, the other important characteristiccohsumer behaviour in using an
e-banking service are that customers tend to be msatisfied with their banks, provide
more positive word-of-mouth recommendations, pdgssvitch less to other banks and
are price-conscious (Mols, 1999). Further, theityeed¢garding banking services is that the
personnel counter services will decrease and thk-teich touch services will increase
(Mols, 1999; Rose, 1999). However, a substantiapprtion of bank clients still prefer
bank staff to consult for a wide range of bankirgfters (Rose, 1999).

Recently, banking industry in different countriestshown their interest transition
in improving service quality from traditional brdres to electronic channels. Accordingly,
many of them have tended to close or relocate tbeinches to be sited closely to
customers’ places for customers’ conveniences,theg have relied more on electronic
banking services with significant growth in elecdifacilities such as Internet, computer,
ATMs, telephone and mobile phones. Such trend hegghban many countries, for
example, in Australia, Japan, Singapore, Korea,gH¢ong, India, Indonesia. Particularly,
in Australia, branch penetration (branches perionilpopulation) in 1999 decreased about
4.6 percent compared with 1998, ATMs penetratiomNI& per million population) in
1999 showed an increase in 6.5 percent compardd 898, and Internet penetration
(Internet per million population) 1999 significantly increased 28.2 percent compared
with 1998 (The Asian Banker, 2000, pp.17-19).

Similarly, in some countries, such as China, alffiobanks in 1999 showed the
minimal increase in number of branches approxinge2el percent compared with 1998,
the increase in investment in electronic bankirogjifees, the substitute area to be focused,
was about 32 percent for ATMs compared with 1998l about 200 percent for Internet
compared with 1998 (The Asian Banker, 2000, p.1)/-This proliferation of electronic
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banking facilities leaded to banks’ attempt to ratgrtheir customers from personnel
counter services to electronic banking serviceg (Asian Banker, 2000).

9. Model proposition

As mentioned above, the growing trend of servicaligu improvement is
transformed from personnel counter service to maat service with the ultimate goal of
organisation survival in terms of profits and markbkare through developing customer
satisfaction as shown in the model below:

Figure 1. Model of growing trend from personnel counter services to electronic
services

Profits and market share
A

Customer satisfaction
A

Service quality improvement

1 i 1

Personnel counter service$ — == mmm —> Electronic services

Growing Trend

(Source: Developed for this study)

Hence, banks should consider the findings and paptéon to electronic banking
services as new alternative distribution channetgrging in this century, due to their
increased popularity and benefits. They should d#econ which service area to
increasingly focus, between personnel counter sesvand electronic banking services, or
both. Then banks will be able to allocate theilotgses to improve their service quality
strategically. Nevertheless, the fundamental factlfanks to focus on in any kind of
service is that one of the successful bankingstidepends on being an innovative provider
to offer value-added services (Kaynak & Whitelep99Groth & Dye 1999). Further, to
focus either personnel counter services or eleictioanking services, or both, banks have
to improve their services delivered to customerse chievement of service quality
improvement is to create customer satisfaction,ciwhwill finally leads to corporate
profits and market share.
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10. Contribution of knowledge

This research provides information on retail bagkoharacteristics as well as
service quality improvements. Hence, bankers catydmowledge, findings and a model
of service quality improvement for their banks tailth or improve a competitive edge,
increase customer satisfaction and maintain long-feofits.

11. Conclusion

Nowadays, banks are in a fluctuating business enmient as they experience an
increase in competition and in customer demand aashelcrease in profit margins. Thus, it
is critical for banking practitioners to focus omlifferentiated strategy, known as service
quality improvement, to strengthen their core cotitipe edge, and urgently make a
decision to focus on either the area of personoehter services or electronic services or
both, to be able to allocate limited resourcesetwes that decision. This strategy, to focus
on either personnel counter services or electrearwices or both, will be successful if
there is commitment from bank management and imwobknt from all employees to
develop an exact understanding of the customeedsieRemember that, “consumers will
seek out those financial products and supplierchvbifer the best value for money and
they are educated about it” (Sathye, 1999, p.3P&)s, if a bank is able to position itself
favorably within a specific market, relative to goatitors, high profits will be earned as a
result (Daviest al., 1995).
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