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ABSTRACT

The aim of this study is to assess of service quality and customer satisfaction. It described the
relationship between service quality dimensions and customer satisfaction in selected branches
of Co-operative bank of Oromia in Addis Ababa and identifies the most important dimension of
service quality for the bank customers. Also, it shows the gaps between customer’s expectation

and perception on the quality of service delivery system in the bank.

The research was carried out through the use of descriptive research design and primarily
based on data collected through structured questionnaire developed based on SERVQUAL
instrument. Convenience sampling technique was used to select 150 respondents from five
selected branches of Co-operative bank of Oromia in Addis Ababa. The data has been

analyzed through descriptive statistics, Pearson’s correlation and gap analysis.

Among the five services quality dimensions reliability shows the highest positive relation with
customer satisfaction and tangibles demonstrates the least positive relation with customer
satisfaction. The result also indicates that the overall service quality perceived by consumers
was not satisfactory meaning: expectations exceeded perceptions and all the dimensions
showed higher expectations than perceptions of services. This implies that the selected
branches of CBO in Addis Ababa are not providing the level of service quality demanded by
customers. The findings suggest that the CBO need to improve all the dimensions of service

quality.



CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

Service quality and customer satisfaction are unarguably the two core concepts that are at the
root of the marketing theory and practices (Spreng and Mackoy, 1996). In today’s world of
intense competition, the key to sustainable competitive advantage lies in delivering high
quality services that will in turn result in satisfied customers. When competition increases and
environmental issue becomes dynamic, the importance of service quality is increased
(Asubonteng, 1996).

In today’s world, the existence of all human being is related with different services including
bank, food, communication, medical, transportation, and emergency services to list some. In

general, our economy is founded on service (James, 1998).

“Today customer’s takes good customer service for granted and customers are now the rulers
and that goes for business as much as customer market. All business customers want the same
thing; better access to service, more competitive price, better customer service and compliant

handling process”(Douglus and Basto, 2002).

Though the ultimate goal of every service giving industry is satisfying customers, more often,
many of the service delivering organizations are failed to satisfy customers as a result of not
understanding customers’ interest well. Hence, this dilemma creates job difficulty to most
business organizations that focus on customer relations (Munusamy et al., 2010). Service plays
a major role in building and maintaining the development and growth of a country’s economy,
hence the size of the service sector is increasing around the world. On the other hand, the
quality of service supplied by banks and other service provider is not fulfilling customers’
wants consistently. “People complain about late deliveries, incompetent personnel,
inconvenient service hours, needlessly complicate procedures, long queues and a lot of other
problems” (Lovelock and Wirtz, 2004).



The banking industry is highly competitive, with banks not only competing among each other;
but also with non-banks and other financial institutions (Kaynak et al., 2002). Most bank
product developments are easy to duplicate and when banks provide nearly identical services,
they can only distinguish themselves on the basis of service, term and tariff. Therefore,
customer retention is potentially an effective tool that banks can use to gain a strategic

advantage and survive in today’s ever-increasing banking competitive environment.

Therefore, this study focuses on the SERVQUAL model’s dimensions i.e. reliability,
tangibility, responsiveness, assurance and empathy and their effects on customer satisfaction in
five selected branches of Co-operative Bank of Oromia service.

In short, the focus of this paper is to assess the impact of service quality on customer
satisfaction in five selected branches of cooperative Bank of Oromia in Addis Ababa.

1.2. Statement of the Problem

In today’s world of intense competition, a firm’s ability to deliver high quality service those
results in satisfied customers is the key to a sustainable competitive advantage (Shemwell et
al., 1998). This satisfaction makes customers to be loyal to a firm. Customer satisfaction

enormously influences company performance and survival Negi, (2009, p.33).

Financial institutions across the globe are re-examining how they are meeting their customer’s
needs today and developing business plans needed to align them strategically to remain
competitive and profitable in the future. Mainly, Service quality in banking has recently
become a topic of interest for academicians and researchers alike despite being considered
markedly important over the years. Such interest may be the result of a reduced customer base
and decreased market share affecting a portion of the banking industry (Bowen and Hedges,
1993). Banks that excel in quality service can have a distinct marketing edge since improved
levels of service quality are related to higher revenues, increased cross-sell ratios, higher
customer retention (Bennett and Higgins, 1988), and expanded market share (Bowen and
Hedges, 1993).



Peters and Waterman, (1982, P.171), report that successful organizations are obsessed by
service quality. This has become a critically important factor in the buying decision of the
customer. An organizations strategy can be described as its overall plan or policy to achieve its
goals (Hilton et al., 2006). Amongst the organization goals is the goal to satisfy customers.
Likewise, provision of high quality services enhances customer retention rates, helps attract
new customers through word of mouth advertising, increases productivity, leads to higher
market shares, lowers staff turnover and operating costs, and improves employee morale,
financial performance and profitability ( Julian and Ramaseshan, 1994; Lewis, 1989, 1993).
Therefore, delivering quality service to customers is a must for success and survival in today’s

competitive banking environment (Samli and Frohlich, 1992).

In current circumstances of commercial banking particularly in the Ethiopian; the industry
become booming, the opening of branches at proximity, the product offered nearly identical
and the advent of electronic banking.

In Ethiopia, many customers voice concerns about inefficiency and lack of quality excellence
in the banking sector. However, there are inadequate published studies which demonstrate if
indeed the quality of banking service in Ethiopia is poor. There is persistent complaint of long
waiting at the banking hall, failure of network system and absence of adequate Automatic

Teller Machines.

The emerging situation calls for the assessment of impact of service quality in relation to
customer expectation and service performance to help CBO to improve its service quality and
enhance satisfaction so as to ensure customer retention. That is why the researcher was
interested to assess the service quality and customer satisfaction towards service quality of Co -
operative Bank of Oromia by using the SERVQUAL model.

1.3. Research Hypotheses

The following hypotheses were tested:
H1o: Reliability does not have positive relationship with customer satisfaction in the selected
Branches of Co-operative Bank of oromia in Addis Ababa.

H1a: Reliability has positive relationship with customer satisfaction in the selected branches of



CBO in Addis Ababa.
H20: Responsiveness does not have positive relationship with customer satisfaction in the
Selected branches of CBO in Addis Ababa.
H2a: Responsiveness has positive relationship with customer satisfaction in the selected
Branches of CBO in Addis Ababa.
H3o0: Assurance does not have positive relationship with customer satisfaction in the selected
Branches of CBO in Addis Ababa.
H3a: Assurance has positive relationship with customer satisfaction in the selected branches
Of CBO in Addis Ababa.
H40: Empathy does not have positive relationship with customer satisfaction in the selected
Branches of CBO in Addis Ababa.
H4a: Empathy has positive relationship with customer satisfaction in the selected branches
Of CBO in Addis Ababa.
H50: Tangibles does not have positive relationship with customer satisfaction in the selected
Branches of CBO in Addis Ababa.
H5a: Tangibles has positive relationship with customer satisfaction in the selected branches of
CBO in Addis Ababa.

1.4. Obijective of the study

1.4.1. General Objective
The main objective of the study is to assess service quality and customer satisfaction in the

selected branches of Cooperative Bank of Oromia in Addis Ababa.

1.4.2. Specific Objectives

i.  To identify the dominant service quality dimension that has strong relation with
customer satisfaction in Cooperative Bank of Oromia.
ii. To examine customer’s expectation and perceptions of service reliability provided by
the bank.
iii. To examine customer’s expectation and perceptions of service reliability provided by
the bank.



iv.  To examine customer’s expectation and perceptions of service responsiveness
provided by the bank.

v. To examine customer’s expectation and perceptions of service assurance provided by

the bank.

vi. To examine customer’s expectation and perceptions of service empathy provided by the
bank.

vii. To examine customer’s expectation and perceptions of service tangibility provided by
the bank

1.5. Significance of the Study

Considering the high costs of acquiring new customers and the high customer turnover in
banks, it is very important to study the determinants of customer satisfaction. Customer
satisfaction is the key factor for the successes of the company; therefore it is very important to
measure it.
Thus, the study has the following importance:-

-The study is expected to provide knowledge on the importance of quality service on

customer satisfaction to the bank.

-The findings will enable the banks to understand the relation between service quality
delivery and customer satisfaction and helps them to know the most important dimension used
to satisfy customers.

-Finally, this enables the bank to minimize the gaps and to meet customers’ expectation.

1.6. Scope of the Study

Thus, the study was delimited on assessing the quality of the current service delivery system of
the five selected branches of Cooperative Bank of Oromia (Finfinne, Merkato and Kersa main,
Sheger and Mesalemia branches) and customer satisfaction. The study was conducted on
regular customers of CBO of these branches in Addis Ababa, who have used multiple services
of the bank. Furthermore this study was delimited to the cited branch offices as well as

particularly on customers who are served more than five years in the bank.



1.7. Limitation of the Study

Due to time and financial constraints in taking large sample size, it is difficult and
unmanageable to include all branches of the bank in Addis Ababa.

Focusing only on five selected branches of the bank or not including all branches and
SERVQUAL model which has weak points both theoretically and operationally can be seen as

a limitation.

1.8. Operational definition of terms

CBO: Co-operative Bank of Oromia

Independent variables: the five service quality dimensional namely (Responsiveness,
Reliability/Service quality, Tangibility/Physical design and Appearance, Empathy, and
Assurance.

Dependent Variable: Customer satisfaction

Service quality: means the difference between the customer expectation of service and their
perceived service. In this study, the assessment standards of Zeithaml, Parasuraman & Berry
(1990) will be used, which consist of five dimensions: tangibility, reliability, responsiveness,
assurance, and empathy

SERVQUAL is an instrument for measuring service quality, in terms of the discrepancy
between customers& expectation regarding service offered and the perception of the service
received; Respondents are required to answer questions about both their expectation and their
perception.

Customer expectation means uncontrollable factors including past experience, personal
needs, word of mouth, and external communication about bank service.

Customer perception means customer’s feelings of pleasure /displeasure or the reaction of the
customers in relation to the performance of the bank staff in satisfying / dissatisfying the
services.

Reliability: Delivering on services dependably and accurately.

Assurance: Knowledge and courtesy of employees and their ability to inspire trust and
confidence.

Responsiveness: Being willingness to help customers and provide prompt service.

Empathy: Treating customers as individualized.



CHAPTER TWO: LITERATURE REVIEW

2.1. Introduction

This chapter looks at the literature review, specifically it reviews the literature on the concept
of service, types of service, characteristics of service, service quality, customer satisfaction,
relation between customer satisfaction and service quality, managing service quality, impact of
service quality on customer satisfaction and service quality model will be introduced in order
to give a clear idea about the research area.

2.2. Definition of Service

A service is any activity or benefit that one party can offer to another which is essentially
intangible and does not result in the ownership of anything. The advance economies of the
world are now dominated by services and virtually all companies view services as critical to
retaining their customers today and in the future. Even manufacturing companies that, in the
past, have depend on their physical goods for their existence but now their come to see and
recognize that service provides one of their few sustainable competitive advantages
(Zeithaml& Bitner, 2003).

Many writers define ‘service’ in different ways: for example (kottler, 2003, 128) defined
service as “any activity or benefit that one party can offer to another that is essentially
intangible and does not result in the ownership of anything. Its production may or may not be
tied to a physical product”. Any intangible actions that are performed by person or machines or
both to create good perception within users called service. Although services are performed by
service providers and consumer together its quality results in perception and value assessment
by the customer (Rao, 2007).

2.2.1. Types of Services

Schmenner (1986 cited in Fitzsimmons, 2001) develops a service process matrix and

categorizes service along two dimensions that significantly affect the character of the service



delivery process. The vertical dimension measures the degree of labour intensity, which is
defined as the ratio of labour cost to capital cost while the horizontal dimension measures the
degree of customer interaction and customization, which is a marketing variable that describes
the ability of the customer to affect personally the nature of the service delivered. The matrix
indicates four types of services labeled as service of factory, mass service, service shop and

Professional service.

Gronroos (2001) perceives services to be either high-touch or high-tech. High-touch services
are mostly dependent on people in the service process producing the service, whereas high-tech
services are predominantly based on the use of automated systems, information technology and
other types of physical resources. Gronroos maintains that high-touch also includes physical
resources and technology-based systems that have to be managed and integrated into the
service process in a customer-oriented fashion (Gronroos, 2001). In this case, banking services
include both high-tech and high-touch services. For example, high-tech services include
Internet/Telephone/Short Messaging Service (SMS), ATM machines whereas high-touch

services consist of instructions and personnel assistance in using the services.

2.2.2. Characteristics of Service

Johns (1999) argues that services are mostly described as intangible and their output viewed as
an activity rather than a tangible object, but also admits that some service outputs have some
substantial tangible components like physical facilities, equipments and personnel.
Gummesson (1994) suggest that, a service design which consists of a service, service system
and the service delivery process considers customers, staff, technology, the physical
environment, and the consumption goods. The physical aspects are important for high quality

service delivery.

Bateson (1985) outlines four unique characteristics of a service to be intangibility,
heterogeneity, inseparability and perishability. Unlike a product where tangible cues exist to
enable consumers to evaluate the quality of the product, the quality of the service is ascertained by
parameters that largely come under the domain of experience and credence properties and are as

such difficult to measure and evaluate (Parasuraman et al, 1985 and Zeithaml and Bitner, 2

8



2.2.3. Banking Services

Basically, banking is a business that is registered to accept deposits from the pubic and make
out loans. Technically, banks mobilize funds from the surplus units and channel it to the deficit
units of the economy (Luckett, 1994). The objective of this fund channeling is to earn profit.
This function makes banks one of the most important financial intermediaries in every
economy and also assists Central Banks in achieving their monetary policies. Banks earn
money in servicing beyond selling money. Banking services are about the money in different
types and attributes like lending, depositing and transferring procedures. These intangible
services are shaped in contracts. The structure of banking services affects the success of
institution in long term. Besides the basic attributes like speed, security and ease in banking

services, the rights like consultancy for services to be compounded are also preferred.

2.3. Service Quality

In today’s increasingly competitive business environment, service quality is essential for the
success of any organization. Service quality is important aspect that affects the competitiveness
of business. Banks should increase the quality of service constantly since there is no assurance

that the current outstanding service is also suitable for future.

Consequently, banks should “develop new strategy” to satisfy their customer and should
provide quality service to distinguish themselves from rivalries (Siddiqi, 2011).

The challenge in defining quality is that it is a subjective concept, like beauty. Everyone has a
different definition based on their personal experiences. Crosby (1979) defined quality as
“Conformance to requirements”. This definition implies that organizations must establish
requirements and specifications. Once these specifications are established, the quality goal of
the various functions of an organization is to comply strictly with them. Juran (1982) defined
quality as “Fitness for use”. As indicated on www.qualitygurus.com quality also defined from
different point of views: - From customer point, from process point of view, from product point
of view and from the cost point of view. From customer point of view: “quality means fitness
for use and meeting customer satisfaction.” From process point of view: “quality means

conformance with the process design, standards and specifications.” From product point of

9



view: “quality means the degree of excellence at an acceptable price.” From the cost point of

view: “quality means best combination between costs and features.”

Quality evaluations derive from the service process as well as the service outcome. As stated
by (Gronroos, 1982) there are two types of service quality these are technical quality and
functional quality. Technical quality is - what the customer is actually receiving from the
service (outcome) while functional quality is the manner in which the service is delivered

(process).

“A vague exhortation to customer contact employees to “improve quality” may have each
employee acting on his/her notion of what quality is. It is likely to be much more effective to
tell a service contact employee what specific attributes service quality includes, such as
responsiveness. Management can say, if we can improve our responsiveness, quality will
increase” (Asubonteng et al, 1996:63).

2.3.1. Customers’ Expectation of Service Quality

Customer expectations are beliefs about a service that serve as standards against which service
performance is judged (Zeithaml et al., 1993); which customer thinks a service provider should
offer, rather than on what might be on offer (Parasuraman et al., 1988).This is influenced by
their personal needs, past experience, word-of-mouth and service provider’s communications.
Literature explains expectation as predictions made by consumer about what is likely to happen

from a transaction.

2.3.2. Customers’ Perception of Service Quality

Customers™ perception of performance is what they experienced (Parasuraman et al., 1988).
Literature maintains that customers®™ total perception of a service is based on their perception
of the outcome and the process; where the outcome is either value added or quality and the
process is the role undertaken by the customer (Edvardsson, 1998).The customer’s perception
of quality of service is based on the degree of agreement between expectations and experience
(Kandampully, 1998).

10



The result of this comparison is perceived service quality (Gronroos, 1982, 1984; Takeuchi and
Quelch, 1983; Parasuraman et al., 1985, 1988). Parasuraman et al, (1988) define perceived
quality as a form of attitude, related but not equal to satisfaction, and results from a
consumption of expectations with perceptions of performance. Therefore, having a better
understanding of consumers attitudes will help know how they perceive service quality in
banking operations.

The pivot to the concept of service quality is gap model, which stipulates that service quality is
a function of the difference scores or gap between expectations and perceptions (P — E). The
gap between expectation and performance can be positive (satisfactory), when performance
exceeds expectations or negative (dissatisfaction), when performance falls short of
expectations (Anderson, 1973).Service quality is low, if what is perceived is below
expectation, and is high, if what is perceived meets or exceeds expectation. The result of this
comparison is perceived service quality (Gronroos, 1982, 1984; Takeuch).

2.3.3. Determinants of the Service Quality Construct
In recent years, it is commonly agreed that service quality is the outcome of evaluations made

by the customers. The general logic is obvious, Since the customer’s own evaluation influences
his/her future behavior such as returning next time or positive accounts to relatives (Zeithaml
et al., 1990; Gronroos, 1984; Brown et al., 1991). This fact indicates that service companies
cannot solely deliver service according to internal standards which might not match the
customers’ expectations. Moreover, most service quality writers agree that the customers
evaluate service quality by the outcome of a comparison between their expectations of the

service performance and their perception of the actual service received.

This is consistent with Garvin’s definition on value-based quality (Garvin, 1988), and the
condition can also be seen in Gronroos’s definition of service quality: “...the perceived quality
of a service will be the outcome of an evaluation process where consumers compare
expectations with the service they perceive they have got” (Gronroos, 1983) Furthermore,
Zeithaml et al. (1990) support that service quality is evaluated by comparing customer
expectations with customer perceptions of the service delivered: “Perceived service quality is

a form of attitude, related but not equivalent to satisfaction, and results from a comparison of

11



expectations with perceptions of service performance” (Zeithaml et al., 1990) Looking at the
definition above, Zeithaml et al. go further than saying that service quality is only a
comparison of expectations and perceptions. They state that service quality is a form of
attitude, meaning that customers can have a perception of a specific service even though they
have never used it before. Further, it indicates that service quality is an overall perception that
is not transaction specific. Although a single interaction between customer and the service
provider influence the service quality, service quality is not based on one specific interaction
but merely is a compound of several exchanges. This means service quality is evaluated by the
customers who compare the expectations of the service with the perceived service performance
experienced in a given service process. Service quality can thus be considered a form of
attitude and consequently an overall perception made up by several transactions.

2.3.4. Dimensions of Service Quality and Measurements

The SERVQUAL scale is the principle instrument widely utilized to assess service quality for
a variety of services. Parasuraman et al, (1988) have conceptualized a five dimensional model
of service quality such as: reliability, responsiveness, empathy, assurance and tangibility. Their
measurement instrument is known as SERVQUAL, which has become almost the standard way
of measuring service quality. Further, each item of SERVQUAL has been used twice: to
measure expectations and perceptions of service quality. The central idea in this model is that

service quality is a function of difference scores or gap between expectations and perceptions.

The five dimensions SERVQUAL are described as follows:

o Tangibles: “Appearance of Physical facilities, equipment and appearance of personal and
communication materials”. This includes organization’s physical facilities, their
equipments and appearance of their personnel and communication materials used to
promote their products/services.

o Reliabilities: “Ability to perform the promised service dependably and accurately”. It
means that the service organization performs the service right the first time and honors all
its commitments.

o Responsiveness: “willingness to help customers and provide prompt service”. This refers

timeliness and promptness in providing service.

12



o Assurance: “Knowledge, competence and courtesy of employees and their ability to
inspire trust and confidence in customers towards to the service firms”. Competence refers
to the possession of required skills and knowledge performs the service. Courtesy involves
the politeness, respect friendliness, honesty and trust worthiness of contact personnel.

o Empathy: “Caring and individualized attention that the firm provides to its customers”. It
includes approachability, ease of contact of service providers and making of efforts to

understand the customer’s needs.
2.3.5. Measures of Service Quality and its Concepts

Measuring service quality is difficult due to its unique characteristics: Intangibility,
Heterogeneity, Inseparability and Perishability. Service quality is linked to the concepts of
perception and expectations (Parasuraman et al, 1985, 1998). Customers’ perceptions of
service quality result from a comparison of their before-service expectations with their actual
service experience. The service will be considered excellent, if perceptions exceed
expectations; it will be regarded as good or adequate, if it only equals the expectations; the
service will be classed as bad, poor or deficient, if it does not meet them. Based on this
perspective, Parasuraman et al developed a scale for measuring service quality, which is mostly
popular known as SERVQUAL. This scale operationalizes service quality by calculating the
difference between expectations and perceptions, evaluating both in relation to the 22 items
that represent five service quality dimensions known as ‘tangibles’, ‘reliability’ |,

‘responsiveness’, ‘assurance’ and ‘empathy’.

Always there exists an important question: why should service quality be measured?
Measurement allows for comparisons before and after changes for the location of quality
problems and for the establishments of clear standards for service delivery. In their experience
the starting point in developing quality in service is analysis and measurement. Identifying the
underlying dimensions of the service quality construct in banking industry is the first step in
the definition and hence provision of quality service. The paper has drawn upon the findings of
the service quality dimensions to contend the initiatives that bank managers can take to
enhance their employees’ skills, attitudes and instill a customer service culture. Sandip Gosh

Hasra and BL Srivastava (2009) in their study indicated that the bank should pay attention to
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these dimensions of service quality and pay more attention to dimension of assurance-empathy
to increase loyalty to a company, willingness to pay, customer commitment and customer trust.
Joshua A J and Moli.P.Koshi (2005) in their study on ‘Expectation and Perception of service
quality in old and new generation banks’, observed that the performance of the new generation
banks across all the service quality dimensions are better than those of old generation banks.
The study found that the bank should concentrate on accessibility dimension. He stated that the
particular bank should take maximum efforts to raise the level of services to meet out the

expectations.

The importance of service quality in Banks has been emphasized in many studies and
perceived quality advantage leads them to higher profit (Parasuraman and Berry 1991) holds
the view that high quality service gives credibility to field sales force. Observed that the longer
a company keeps a customer, the more money it stands to make. There is enough evidence that
demonstrates the strategic benefits of quality in contributing to profit, market share and returns
on investment and lowering cost and improving productivity (Garvin 1983; Kotler 2003; etc.).
Maximizing customer satisfaction through quality customer service has been described as the
‘ultimate weapon’ (Davidow & Uttal 1989).

Banking is also high in credence quality, meaning that it cannot be evaluated confidently even
immediately after receipt of the goods/services. In addition, an extended period of time may be
required in this industry for a fully informed evaluation. Hence, customer satisfaction in
banking is both difficult to measure and ascertain. Although researchers have studied the
concept of service for decades, there is no conceptualization of service quality (Cronin &
Taylor, 1992) and (Rust & Oliver, 1994). Different researchers focused on different aspects of
service quality. The most common definition views of quality as the customers’ perception of
service excellence (Parasuraman et al. 1985). Banking services worldwide can broadly
classified into investment banking and commercial banking is primarily concerned with
helping corporate bodies raise funds at the best possible rates from various markets.
Commercial banking is concerned with channeling savings to productive uses. Banking in an
intermediary function but one that is very essential for sustained economic growth. The

underling meaning of service definition is that customers form the perception of service quality
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according to the service performance they experience in the past. Therefore, the service quality

is dependent on customer’s perceptions of the service.

Poor quality places a firm at a competitive disadvantage. If customers perceive quality as
unsatisfactory, they may be quick to take their businesses elsewhere. Thus, it is clear that
service quality offers a way of achieving success among competing services, particularly in the
case of firms that offer nearly identical services, such as banks, where establishing service
quality may be the only way of differentiating oneself. Such differentiation can yield a higher
proportion of consumers’ choices and, hence, mean the difference between financial success

and failure.

In the changing banking scenario of 21% century, the banks have to have a strong identity to
provide world class services. The banks are now have to be of world-class standard, committed
to excellence in customers, shareholders and employees’ satisfaction and to play a leading role
in the expanding and diversifying financial sector (Balachandran, 2005). Customers have also
rightly demanded world class quality services from the banks. With multiple choices available,
customers are not willing put up with anything less than the best. Banks have recognized the
need to meet customers’ aspirations. So it is an urgent drive to move the bank up in the tech

leader.
2.4.  Managing Service Quality

Service quality has been defined differently by different people and there is no consensus as to
what the actual definition is. We have adopted the definition by Parasuraman et al., (1988, p.5),
which defines service quality as the discrepancy between a customers’ expectation of a service

and the customers’ perception of the service offering.

One of the critical tasks of service companies is service quality management. It is commonly
said that “what is not measured is not managed’ (Anonymous). Without measurement
managers will not be sure weather service gaps exist, let alone what types of gaps and where

they exist.
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Many organizations are eager to provide good quality services, but fall short simply because
they do not accurately understand what customers expect from the company. The absence of
well-defined tangible cues makes this understanding much more difficult than it would be if
the organization were making manufactured goods. Services organizations should ask the
following key question: - (Cole, 1995:147)

e What do customers consider the important features of the service to be?

e What level of these features doe’s customers expects?

e How is service delivery perceived by customers?
In service marketing the quality of service is critical to a firm’s success. Service providers must
understand two attributes of service quality: - first quality is defined by the customer not by
producer or seller. Second, Customer assesses service performed (Stanton; 1987).
Consequently, to effectively manage quality, a service firm should:
e Help customers formulate expectation Expectations are based on information from
personnel and commercial sources promises made by the service provider and experience with
the particular service as well as other similar services.
e Measure the expectation level of target market a service firm must conduct research to
measure expectations. Gathering data on the target market’s past behaviour, existing
perceptions and believes and exposure of information can provide the bases for estimating

expectation.
2.5.  The Service Quality Models

Several models have been identified in the literature for measuring service quality. Among the
approaches or models are: expectancy-disconfirmation approach, performance-only approach,
technical and functional dichotomy approach, service quality versus service satisfaction
approach and attribute importance approach.

The expectancy-disconfirmation model focuses on identifying customer expectation versus
what they actually experienced. It compares the service performance with the expectations of
the customers, which is assessed after the services encounter (Oliver, 1980). The performance-
only approach assesses service quality by enquiring from the customers about their level of
satisfaction with the various features following a service encounter (Babakus and Boller, 1992;
Cronin & Taylor, 1994).
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According to the formulation of Parasuraman et al (1985) there are five gaps that cause

unsuccessful service delivery.

1. Gap between Customer Expectation and Management Perception (Knowledge
Gap):- management does not always perceive correctly what customers’ want. Electricity
company manager might think that consumer’s judge the company service by the quality of
employees’ performance in the technique department, whereas customers may be more
concerned with the courtesy and responsiveness.

2. Gap between Management Perception and Service Quality Specification (The
Standard Gap):- management might correctly perceive the customers’ wants but not set a

specified performance standard. For example hospital administrators may tell the nurses to give
“fast” service without specifying it quantitatively.

3. Gap between Service Quality Specification and Service Delivery (The Delivery
Gap):- The personnel might be poorly trained or in capable or unwilling to meet the standard
or they may be held to conflicting standards such as taking time to listen to customers and
serving them fast. For example a bank officer who is told by the operations department to work
fast and by the marketing department to be courteous and friendly to each customer.

4. Gap between Service Delivery and External Communication: - Consumer
expectations are affected by standards made by company representatives and advertising. If a
hospital brochure shows a beautiful room, but the patient arrives and finds the room to be
cheap and tack looking, external communications have distorted the customers’ expectations.

5. Gap between Perceived Service and Expected Service: - This gap occurs when the
consumer misperceives the service quality. The physician may keep visiting the patients to

show case, but the patient may interpret this as an indication that something really is wrong.

2.6. SERVICE QUALITY IN BANKING

Service quality is gaining more importance in the banking industry and the value of improving
service quality should be determined. Riadh et al., (2011) suggest that developing strong
relationships between customers and financial institutions serve as incentives for customers to
remain loyal and thus provide financial institutions with a source of differential advantage.

Similarly, Kazi Omar Siddiqi (2010) finds that a centrally important aspect of a commercial
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customer’s dealing with a bank is the quality of the long-term relationship that develops with
the bank.

The results of their research indicate four potentially important aspects of the retail bank
service delivery systems, general bank personal service, teller personal service, reaction
capacity, and location convenience. The research results support the hypotheses that retail bank
customer’s perceptions of these issues may be related to customer satisfaction and intentions to
do business with the bank in future. These include intentions to purchase additional products
and intentions to give the bank a larger percentage of the customer business. LeBlanc, &
Nguyen (1988) as cited in Kazi Omar Siddigi (2010) focused on service quality in financial
institutions and discussed 6 factors that explain perceived service quality, (a) degree of
customer satisfaction, (b) contract personnel, (c) internal organization, (d) physical
environment and instruments, (e) corporate image, and (f) personnel-customer interaction

during the service encounter, contribute to service quality.

2.7.  Criticisms of SERVQUAL
Notwithstanding its growing popularity and widespread application, SERVQUAL has been

subjected to a number of theoretical and operational criticisms which are detailed below:

(1) Theoretical:  Paradigmatic objections: SERVQUAL is based on a disconfirmation
paradigm rather than an attitudinal paradigm; and SERVQUAL fails to draw on established

economic, statistical and psychological theory.

e Gaps model: there is little evidence that customers assess service quality in terms

of P-E gaps.

e Process orientation: SERVQUAL focuses on the process of service delivery, not

the outcomes of the service encounter.

e Dimensionality: SERVQUAL’s five dimensions are not universals; the number
of dimensions comprising SQ is contextualized; items do not always load on to
the factors which one would a priori expect; and there is a high degree of inter

correlation between the five RATER dimensions.
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(2) Operational:

2.8.

Expectations: the term expectation is polysemic; consumers use standards other than
expectations to evaluate SQ; and SERVQUAL fails to measure absolute SQ expectations.
Item composition: four or five items cannot capture the variability within each SQ
dimension.

Moments of truth (MOT): customers’ assessments of SQ may vary from MOT to MOT.
Polarity: the reversed polarity of items in the scale causes respondent error.

Scale points: the seven-point Likert scale is flawed.

Two administrations: two administrations of the instrument cause boredom and confusion.
Variance extracted: the over SERVQUAL score accounts for a disappointing proportion of
item variances. Parasuraman et al. (1988) have claimed that SERVQUAL: Provides a
basic skeleton through its expectations/perceptions format encompassing statements for
each of the five service quality dimensions. The skeleton, when necessary, can be adapted
or supplemented to fit the characteristics or specific research needs of a particular

organization.

Customer Satisfaction

As indicated by Lovelock (2004) many researchers conceptualize customer satisfaction as “an
individual’s feeling of pleasure (or disappointment) resulting from comparing the perceived

performance or outcome in relation to the expectation.”

Service companies have since recently focused on customers in order to improve

competitiveness. Customer satisfaction is one of the important outcomes of marketing activity

(Mick and Fournier, 1999). In the competitive banking industry, customer satisfaction is

considered as the fundamental of success. Satisfying customers is one of the main objectives of
every business. Businesses recognize that keeping current customers is more profitable than

having to win new ones to replace those lost.

Management and marketing theorists emphasize the importance of customer satisfaction for a

business’s success (Kennedy & Schneider, 2000).
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Good customer satisfaction has an effect on the profitability of nearly every business.

For example, when customers receive good service, each will typically tell nine to ten people.
However, customers who receive poor service will typically relate their dissatisfaction to
between fifteen and twenty others (Naik: 2010). Anderson and Zemke, 1998) stated that
“Satisfied customers improve business and dissatisfied customers impair business”. Therefore,
customer satisfaction is an asset that should be monitored and managed just like any physical
asset.

The satisfaction judgment is related to all the experiences made with a certain business
concerning its given products, the sales process, and the after- sale service. Whether the
customer is satisfied after purchase also depends on the offer’s performance in relation to the
customer’s expectation. Customers form their expectation from past buying experience,
friends’ and associates’ advice, and marketers’ and competitors’ information and promises
(Kotler, 2000). Information about the opinion of the customer regarding a product or service is
of essential importance, and can be obtained in several ways, such as customer surveys, phone
interviews, and customer panel discussions. It is also important to measure customer

orientation continuously (Rampersad, 2001).

Higher customer satisfaction leads to greater customer loyalty which in turn leads to higher
future revenue. As a result, many market leaders are found to be highly superior customer-
service orientated. They have been rewarded with high revenue and customer retention as well.
For that reason, organizations in the same market sector are forced to assess the quality of the
services that they provide in order to attract and retain their customers. Because satisfied

customers are key to long-term business success (Zeithaml et al., 1996).
2.8.1. Factors that Affect Customer Satisfaction

Matzler et al., (2002) classify factors that affect customer satisfaction in to three factor
structures:-

1. Basic factors: - these are the minimum requirements that are required in a product to
prevent the customer from being dissatisfied. They do not necessarily cause satisfaction but

lead to dissatisfaction if absent. These are those factors that lead to the fulfillment of the basic
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requirement for which the product is produced. These constitute the basic attributes of the
product or service. They thus have a low impact on satisfaction even though they are a
prerequisite for satisfaction. In a nutshell competence and accessibility

2. Performance factors: - these are the factors that lead to satisfaction if fulfilled and can lead

to dissatisfaction if not fulfilled. These include reliability and friendliness.

3. Excitement factors: - these are factors that increase customers’ satisfaction if fulfilled but

does not cause dissatisfaction if not fulfilled which include project management.

2.8.2. Reasons of Customer Dissatisfaction

Sometimes customers become dissatisfied, as indicated on www.qualitygurus.com some of the
reasons for this dissatisfaction are:-

« Not knowing the Expectations Customer remains dissatisfied unless the company knows
what the customer actually expects out of their product.

« Not Meeting the Expectations a customer may become dissatisfied because the service does
not live up to expectations. In addition to that as a result of the rapid improvement in the
technology, customer may compare the services provided by a company with those of the
competitors, which may lead to dissatisfaction and customers over expectations and their

changing needs may lead them for dissatisfaction.
2.9. The Relationship between Service Quality and Customer Satisfaction

The relationship between customer satisfaction and service quality has received a good deal of
attention in the literature (Bolton and Drew, 1994). Parasuraman et al (1988) defined service
quality and customer satisfaction as “service quality is a global judgment, or attitude, relating
to the superiority of the service, whereas satisfaction is related to a specific transaction”.
Satisfaction is a “post consumption experience which compares perceived quality with
expected quality, whereas service quality refers to a global evaluation of a firm's service

delivery system” (Parasuraman et al., 1985).

lacobucci et al., (1995) conclude that the key difference between service quality and customer

satisfaction is that quality relates to managerial delivery of the service while satisfaction
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reflects customers' experiences with that service. They argue that quality improvements that are
not based on customer needs will not lead to improved customer satisfaction. Bolton and Drew
(1994:176) pointed out “customer satisfaction depends on pre-existing or contemporaneous
attitudes about service quality”. Anderson et al. (1994) also point out that improved service

quality will result in a satisfied customer.

Service quality has found as one of the significant factors in distinguishing services and
products. Service quality is an important tool to measure customer satisfaction (Pitt et. al,
1995). There is a close relationship between service quality and customer satisfaction.
Customer satisfaction can be protected by providing products or services with high quality. In
addition, as service quality increases, satisfaction with the service and intentions to reuse the

service increase.

Based on the survey result Siddigi (2011) described that all the service quality attributes are
positively related to customer satisfaction and customer satisfaction is positively related to
customer loyalty in the retail banking settings. Kumar et al (2009) also stated that high quality
of service will result in high customer satisfaction and increase loyalty. Furthermore

Parasuraman et al (1988) found that customer satisfaction is the outcome of service quality.

2.10. Impact of Service Quality on Customer Satisfaction

with the ever increasing competition in the marketplace resulting from trade liberalization and
free economy model, it is imperative for banks to achieve customer longevity, through
excellence service delivery (Lassar et al., 2000).Service quality is recognized as potential for
ensuring customer satisfaction and retention, operational efficiency and profitability of an
organization (Cronin, 2003). File and Prince (1992) argue that satisfied customers are
comfortable repeating business with the firm and even recommend it to others. The customers
sell the company to others by word-of-mouth when they are satisfied with the services (Gee et
al., 2008) and thus increase firm’s customer-base. Parallel to this, is the 25 study by Martins
and Toledo (2000), which maintains that service quality increases market share by maintaining

current customers and acquiring new ones. Krishnan et al (1999) establish that the cost of
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retaining existing customers by providing high quality products and services is significantly

lower than the cost of winning new customers.

Literature establishes that customer satisfaction has a strong positive correlation with customer
retention in the retail banking (Siddigi, 2010) and Kandampully and Suhartanto, 2000). The
strong positive correlation means the customers will recommend the bank to other people. As a
consequence, the bank can be assured of repeat and stable customer base. Cohen et al. (2007)
found that a loyal customer takes less of the company’s time during transactions and are less
sensitive to price changes. Reichheld (2006) states that companies with higher customer loyalty

experience growth in revenue twice as much as their competitor.

2.10. Conceptual Framework
The conceptual framework indicates the crucial process, which is useful to show the direction

of the study. The study shows the relationship between the five service quality dimensions
(reliability, responsiveness, assurance, empathy and tangible) and customer satisfaction. Also
the study focuses on gap 5 which represents the difference between customers’ expectation and

perceptions which is referred to as the perceived service quality.

Figure 2. Conceptual frame work of the study
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The difference between expectations and perceptions is called the gap which is the determinant

of customers’ perception of service quality.

2.11. Empirical Review

Few studies have investigated the link between each of the service quality dimensions and
satisfaction and have reported some mixed results. For instance, Arasli et al. (2005) reported
that assurance, reliability, empathy and tangibles dimensions of service quality were predictors
of customer satisfaction in the Cyprus banking sector. Similarly, Yavas et al. (1997) found
empathy and responsiveness to be important predictors of customer satisfaction among bank

customer in Turkey.

Jamal and Khattak (2003) on their Study revealed that quality of services leads to customer
satisfaction and the tangible aspects of service environment have no impact on customer
satisfaction. Yoo and Park (2007) the study was designed to analyze relationship among
employees, customers and financial performance. Results showed that employee training and
understanding has a significant impact on service quality.

Huseyin and others (2005) studied on analysis and comparison of service quality in
commercial banks of Cyprus. Results revealed that customer expectations are not fulfilled

because of the gap found in empathy part of the SERVQUAL model.

Additional support comes from Zhou (2004), who reported that reliability and assurance were
important predictors of satisfaction for bank customer in China. Previous research has
suggested that the quality of customer’s service experience aids them develop positive value
perceptions about the service provider. The cognitive evaluation of the different service quality
dimension will lead to a favorable behavioral response from the customer (Brady et al., 2002;
Carrillat et al., 2009).
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CHAPTER THREE: RESEARCH METHDOLOGY

This chapter deals with the methodology adopted for the study. It includes: design, data
sources, population and sampling, sampling technique, research instrument, and method of data

analysis.

3.1. STUDY AREA AND PERIOD

The research was conducted in branches of Co-operative Bank of Oromia which is found in
Addis Ababa. The data collection period was 26 days of working hours of the bank from April
1-30, 2014. The researcher selected five branches among twelve in the city, Finfinne,
kersamain, Sheger, Mesalemia and Merkato branches. The reason why the researcher selected
the above branches are the first five branches while the bank was commenced operation.
Besides the selected branches are big and they have prominent customers in which half of the
customers of the bank are served in those branches and they contributes great profit amount
over all for the bank. As a result it represents all.

3.2. Research Design
The research was carried out through use of descriptive research design. Descriptive research
was employed as a main research method of this study is to describe the service quality and its
impact on customer satisfaction. As described by Suryabrata, (2003) descriptive method is a
method that describes the study systematically, factually and accurately utilizing facts,
behaviors and relationship between the phenomenon being studied(as cited by Naik et al;
2010).

3.3. Data Sources

The study used both primary and secondary data. The primary data was collected from
customers who get bank services from Cooperative Bank of Oromia of selected city branches
of Finfine, Kersa main and Merkato, Sheger and mesalemia branches. The source population
was all customers served in CBO of the above listed branches. And the study population was

sample of customers who have served in CBO and fulfilled the inclusion criteria. In addition
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secondary sources such as bank annual bulletin published, internet, various journals and

articles were explored to develop the study.

3.4. Sampling Method and Sample Size

The study used convenience sampling (non probability sampling) method to select the sample
from the available population during the study period. The researcher was used convenience
sampling method because it is impossible to carry on a probability sampling. This is because
there is no point in time during which all customers are available due to different reasons and it
is not possible to contact everyone who may be sampled.

Accordingly, out of the total population of customers who have served in the selected branches
of the bank total of 150 customers were selected who were coming during the data collection
period and fulfilled the inclusion criteria from the five selected branches. This number is in
accordance with the views of Dillman (2000) and Hill et al. (2003), who reported that a sample
size of 100 and above is sufficient to present good concise research findings and also, provide

good representation of the population or organization or any subject investigated.

3.5. Research Instrument
In this study structured questionnaire was used to collect primary data. The questionnaire has

four parts. The first part of the questionnaire used about the demographic characteristics of
respondents. The second section is designed to measure the customers’ expectation about the
bank service delivery system. The third part of the questioner is about customers perceptions
and the last part is about customers’ satisfaction. The researcher used Likert scale to measure
the variables:-
» Service quality was measured by using SERVQUAL items developed by Zeithaml,
Berry, and Parasuraman.
» “Customer satisfaction is measured by using a single scale item. The single scale item
adapted from Jamal and Naser, 2002; Mittal and Kamakura, 2001 and Cronin and Taylor,
1992” (Siddiqi, 2010).
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3.6. Data Analysis & Interpretation

The data were analyzed with the help of SPSS version 20 that used to tabulate and analyze the
valid responses. The data that was gathered through structured questionnaires were
summarized using descriptive statistics through tables, frequency distribution and percentages,
mean and standard deviation. Mean score is used identify the highest and the lowest of the
variables. Pearson’s Correlation analyses is used to come up the compress picture of the data
and also useful to know degree and nature of the effect of independent variables over the
dependent variable. Accordingly, the summarized data were interpreted through theoretical
frame work of the study to be arrived at meaningful conclusion.

3.7. Variable Measurements

3.7.1. Independent variables

The independent variables are the SERVQUAL dimensions: Tangibles, Responsiveness,
Reliability, Assurance and Empathy developed by Parasuraman et al. (1988). These
dimensions measure customer satisfaction by taking into account the performance of the
service and the expectations of customers on the service provided. Several varying number of

items were developed to measure each dimension.

3.7.2. Dependent variable
Customer satisfaction is the dependent variable that the study measure with the independent
variables. The customer satisfaction is an indicator of customers being satisfied with the services

rendered by the bank.
3.8.  Ethical considerations

In order to keep the confidentiality of the data given by respondents, the respondents were not
required to write their name and assured that their responses were treated in strict
confidentiality. The purpose of the study was disclosed in the introductory part of the
questionnaire. Furthermore, the researcher tried to avoid misleading or deceptive statements in

the questionnaire. Lastly, the questionnaires were distributed only to voluntary participants.
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CHAPTER FOUR: ANALYSIS, PRESENTATION, AND
INTERPRETATION

This chapter consists of the analysis, presentation and the interpretation of data gathered
through structured questionnaire. The data considered in this chapter is obtained by using
SERVQUAL model. Under this section result of reliability test, the relationship between the
five service quality dimensions and customer satisfaction, the service quality gap score of Co-
operative bank of Oromia of the five selected branch’s and the overall customer satisfaction

rating were presented and analyzed respectively.

4.1. Reliability test

As stated by “Hair et al., (2007) reliability indicates the extents to which a variables or set of
variables is consistent in what it is intended to measure (Siddiqi, 2011:20).

Reliability analysis used to measure the consistency of a data. There are different methods of
reliability test, for this study Cronbach’s alpha is considered to be suitable. Cronbach’s alpha is
the most common measure of reliability. For this study the Alpha coefficient for the overall
scale calculated as a reliability indicator is 0.95. The individual Alpha coefficients for the
scales were presented on the following table. As described by Andy (2006) the values of
Cronbach’s alpha around 0.8 is good. The alpha values in this study are around 0.8 and above

therefore it is acceptable.

TABLE: 1 Result of Reliability test

SERVEQUAL Number of Attributes Cronbach’s Alpha of Cronbach’s Alpha of
Dimension Perceived performance | Expectation
Reliability 5 0.748 0.750
Responsiveness 4 0.781 0.818

Assurance 4 0.817 0.883

Empathy 5 0.797 0.806

Tangibles 4 0.859 0.885

Source: SPSS reliability result output
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4.2. Correlation

Correlation analysis provides insight into the extent to which variables are associated, and
whether they are positively or negatively associated. The strength of the association is
indicated by an r value, or correlation coefficient, which ranges between —1 and 1. A perfect
negative relationship is denoted by a correlation coefficient of —1, and a perfect positive
relationship by 1. A positive relationship indicates that the values of one variable increase as
those of the other variable increase, and vice versa. For a negative relationship the opposite is
true (Sham, 2002). A significant relationship is denoted by a p-value smaller than or equal to
0.05 (StatSoft, 2002).

On the top of this, the Pearson’s Product Moment Correlation Coefficient was computed for
the purpose of determining the relationship between variables in selected branches of Co-
operative Bank of Oromia in Addis Ababa. In order to obtain the relationship between the
variables (reliability, responsiveness, assurance, empathy and tangibles) with that of customer
satisfaction correlation were computed and presented below.

Table: 2 Relationships between Service Quality Dimensions and Customer Satisfaction

Reliability Responsiveness | Assurance Empathy Tangibles

Customer
.698** 594 .506** 539%* .385%*

satisfaction

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

Source: SPSS Correlation output
H1: Reliability has positive relationship with customer satisfaction in the selected branches of

CBO in Addis Ababa.

The result in the table 2 attempted to clarify the correlation between the reliability as
independent variable and the dependent variable of customer satisfaction. As it is already
indicated through the table, the two variables have significantly positive relationship. This
implies that the two variables have positive relationship. In addition, the r=.698 value indicates
that reliability of the bank maintains a large positive correlation relationship with the customer

satisfaction in the context of Co-operative Bank of Oromia.

This shows that when there is an increase in the reliability of banks’ there is an increment in

customers’ satisfaction. Therefore, the null hypothesis is rejected.
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H2: Responsiveness has positive relationship with customer satisfaction in the selected
branches of CBO in Addis Ababa.

Result reported in the table 2 shows that the responsiveness is also significantly and positively
correlated with customer satisfaction in CBO which support the hypothesis that responsiveness
is positively and significantly correlated with customer satisfaction rejecting the null
hypothesis. This indicates that both responsiveness and customer satisfaction has direct
relationship.

H3: Assurance has positive relationship with customer satisfaction in the selected branches of
CBO in Addis Ababa.

The result in the table 2 shows that the correlation (r) of assurance is .506 at 0.01 significant
levels. The result indicated that the p-value is .000, which is less than the significant level. This
indicted that there is large positive relationship between assurance and customer satisfaction in
the selected branches of co-operative bank of oromia in Addis Ababa. As a result we reject the
null hypothesis.

H4: Empathy has positive relationship with customer satisfaction in the selected branches of
CBO in Addis Ababa.
As per table 2, the correlation (r) of empathy is .539 and the significant level is 0.01. The p-

value is .000 which is less than the significant level. As a result, null hypothesis is rejected and
the conclusion would be that, there is a large positive relationship between empathy and
customer satisfaction. Meaning, the more employees of the bank increase the level of empathy,
the more they can satisfy their customers.

5: Tangibles has positive relationship with customer satisfaction in the selected branches of
CBO in Addis Ababa.

As indicated on table 2, the correlation (r) of tangibles is .385 and the p-value is .000 which is
less than0 .01. From this one can understand that there is small positive relationship between
tangibles and customer satisfaction. Therefore, the null hypostasis is rejected. Siddigi (2011)
also found that there is a medium positive relationship between tangibles and customer

satisfaction in the selected branches of CBO.

30



4.3.

GAP ANALYSIS

Parasuraman et al. (1985) defined service quality as “a measure of how well the service level

delivered matches customer expectations; delivering quality service means confirming to

customer expectations on a consistent basis”. This definition clearly shows that as service

quality is what customers’ assess through their expectations and perceptions of a service

experience.

The researcher calculates the gap between perceived performance and customer’s expectation

by subtracting the mean score of customers’ expectation from the mean score of perceived

performance.

Table 3. Mean of Perceived Performance, Expectation and Gap Score of Service

Reliability

Reliability Perception

Reliability Expectation

Attributes Mean Std. Mean Std. GAP
Devi. Deviat.
When the bank promises to do When excellent bank promise
something by a certain time, it 3.68 .830 to do something by a certain 4.27 .766 -0.59
does so. time, they will do so.
When customers have a
When you have a problem, the )
) ) ) problem, excellent bank will
bank shows a sincere interest in 4.58 3.403 ] ) ] .798 0.25
o show a sincere interest in 4.33
solving it. o
solving it.
The bank performs its service Excellent bank will perform the
) o 3.63 1.014 o o 4.27 .895 -0.64
right first time. service right first time.
) ) ) Excellent bank will provide their
The bank provides its service at ) )
o ) 3.52 .880 | services at the time they 4.35 .803 -0.83
the time it promises to do so. )
promise to do so
The bank insists on error-free Excellent bank will insist on
4.65 .948 4.43 717 0.22
records error-free records
4,012 4.33

Average GAP score -0.318

On the issue of reliability of the services delivered by CBO, five items were measured. The

mean scores of the items in Table 3 for both expectation and perception indicate that the
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services of CBO are reliable. Customers are provided with the services as promised and when
there are problems, the bank shows interest and the preparedness to deal with the problems
customers are encountered with. Out of the five items measuring service reliability, item when
you have a problem, the bank shows a sincere interest in solving it.” yielded highest score of
4.58 for its perception. This means that CBO keeps in showing sincere interest in solving
customer interest.

Cumulatively, irrespective of the higher means for both expectation and perception, the
cumulative mean score were4.33 and 4.012 respectively. It indicated that, as customers were
expecting a service quality level of 4.33 (86.6%), the bank was rather delivering a service
quality level of 4.012 (80.24%) with a service gap of 0.318(6.36%) falling short of the
expectations of the customers. This indicates that, service delivery was unsatisfactory to the
customers in terms of service quality dimension on reliability and there is a room for

improvement of the Bank.
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Table 4: Mean of Perceived Performance, Expectation and Gap Score of Service Responsiveness

Responsiveness Perception

Responsiveness Expectation

Mean Std. Mean Std. GAP
Deviation Deviation
Employees of excellent
Employees of bank tell you )
) ) bank will tell customers
exactly when the service will be 4.62 .992 . 435 | .794 0.27
exactly when services
performed .
will be performed.
) Employees of excellent
Employees of the bank give you o
) 3.91 .951 | bank will give prompt 4.50 .673 -0.59
prompt service. ]
service to customers.
Employees of excellent
Employees of the bank are bank will always be
- 4.70 .993 - 450 | .610 0..20
always willing to help you. willing to help
customers.
Employee of excellent
Employees of the bank are never bank will never be too
3.59 1.005 425 | 744 -0.66
too busy to respond to your busy to respond to
requests. customer requests.
4.21 4.4
Average Gap Score -0.19

By some extent, the total service quality level of the responsiveness fails to meet the

expectation of the customers of bank as well. As shown in table 4, as they were expecting a

service quality level of 4.4 (88.0%), the bank was delivering a service quality level of 4.21

(84.20%) which falls short of 0.19(3.8%) on the expectation of the customers and represents an

unsatisfactory level of service delivery for the responsiveness.
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Table: 5 Mean of Perceived Performance, Expectation and Gap Score of service

Assurance

Assurance Perception

Assurance Expectation

Mean Std. Mean Std. GAP
Deviation Deviation
] The behavior of
The behavior of the bank's
o ) ) employees of excellent
employees instills confidence in 4.49 .897 4.30 .801 0.19
bank will instill
you ) .
confidence in customers
Customers of excellent
You feel safe in your transactions 4.73 917 bank will feel safe in 4.55 .701 0.18
with the bank. their transactions.
Employees of excellent
bank will be consistently
Employees of the bank are 3.82 .920 ] 4.49 .621 -0.67
. . courteous with
consistently courteous with you.
customers
Employees of excellent
Employees of the bank have the bank will have the
4.10 772 4.49 721 -0.66
knowledge to answer your knowledge to answer
guestions. customer questions.
4.285 4.457
Average Gap score -0.172

The descriptive statistics on the assurance shows that, the expectation of the customers is
greater than its perception; this show that customers agree that there is an assurance to
transact banking business with CBO. An item, you feel safe in your transactions with the bank*
yielded the highest mean score of 4.73 for the perception factor. Meaning employees of CBO

exhibit professionalism in their dealings with customers, because they know their work. The

grand mean score of 4.285 is also an indicator of customers having assurance in CBO.

On the gap analysis for satisfaction, respondents were expecting a service quality level of
4.457 (89.14%); they were of the opinion that, they were receiving a service quality of 4.285
(85.70%), a service quality gap of 0.172 (3.44%) lower than their expectation. This shows a

general dissatisfaction on the assurance dimension.
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Empathy Dimension

Empathy Dimension deals with the caring, individualized attention the firm provides to its

customers.

Table: 6 Mean of Perceived Performance, Expectation and Gap Score of Empathy

Empathy Perception Empathy Expectation
Mean Std. Mean Std. GAP
Deviation Deviation
) o Excellent Bank will give
The bank gives you individual o
. 4.62 .854 | customers individual 4.31 .785 -0.5
attention. _
attention
Excellent Bank will have
) operating hours
The bank has operating hours 3.74 .937 ] ] 4.42 .582 -0.68
) convenient to all their
convenient you
customers.
Excellent bank will have
employees who give
The bank has employees who 4.01 .798 4.42 .707 0.25
) . customers personal
give you personal attention. )
attention.
. -0.71
) Excellent bank will have
The bank has your best interest
3.76 .825 | the customers' best 4.47 .692
at heart )
interest at heart.
Employees of the bank
B 4.22 .754 4.53 .635
understand your specific needs
4.07 4.43
Gap score  -0.36

For empathy dimension, five items were used. Generally, the results shows a higher mean

score for perception and expectation which indicate that customers are treated in a good

manner. CBO understands the needs of its customers and tries all effort to give equal attention

to all customers without any partiality as shown by the item “the bank gives you individual

attention” with the highest mean score of 4.62 for its perception.
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As indicate in table 6, as customers were expecting a service quality level of 4.43 (88.60%),
they were rather giving a service quality level of 4.07 (81.40%), falling short of 0.36 (7.2%) of
their expectations.

Tangibility Dimension

Tangibility deals with the appearance of physical facilities, equipment, and appearance of
personnel, and communication materials, descriptive statistics were taken based on the

expectation and the perception of the customers of the bank.

Table: 7 Mean of Perceived Performance, Expectation and Gap Score of Tangibles

Tangibility Perception Tangibility Expectation

Mean Std. Mean Std. GAP

Deviation Deviation

Excellent banks will have
3.71 .907 modern-looking 4.34 .847 -0.48

equipment

The bank has modern -looking

equipment

The Physical facilities at

The bank's physical facilities are .
3.69 .876 excellent bank will be 4.55 .825 -0.5

visually appealing visually appealing

Employees of excellent

The bank's employees are well 4.46 companies will be well
] .981 ) 4.19 .915 0.27
dressed and neat in appearance. dressed and neat in
appearance.

Materials associated

Materials associated with the with the service ( such
service (such as pamphlets or as pamphlets or
i 3.63 .966 i 434 | 713 -0.71
statements) are clear and visually statements) will be clear
appealing at the bank. and visually appealing in

an excellent banks.

3.873 4.355
Average Gap score -0.482

From Table 7, the average scores (mean) are so high in relation to the scale of measurement.
This means that customers consider visually appealing physical facilities, efficient equipment
and good-looking workers. Out of the items, customers are very much interested in the

equipment used to deliver the services. With tangibles, the mean results of the items in Table 7
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indicate that customers agree that CBO has no modern-looking facilities to perform the
banking services. Among the tangibles, the item, ‘the bank's employees are well dressed and

neat in appearance ‘produced the highest mean.

4.5. Overall Customer Satisfaction

Table: 8 Frequency of Customer Satisfaction

Frequency Percent Valid Percent Cumulative
Percent
Highly dissatisfied 2 1.3 1.3 1.3
Dissatisfied 4 2.7 2.7 4.0
Valid  Somewhat satisfied 75 50.0 50.0 54.0
Satisfied 69 46.0 46.0 100.0
Total 150 100.0 100.0

Table:9 Descriptive Analysis of Customer Satisfaction

N Minimum Maximum Mean Std. Deviation

Customer satisfaction 150 1 4 3.41 .614
Valid N (list wise) 150

In order to generate the overall score of customer service, respondents were asked to rate the
level of their satisfaction on Likert’s 4 point Scale. The responses of the question are shown on
table 8. The overall satisfaction of the respondents indicates that only 1.3% was very satisfied
and 46% were satisfied, 50% were somewhat satisfied and 2.7 % were dissatisfied. The mean
score of the satisfaction 3.41 (85.25%) out of maximum of 4 indicates that there is a lot of

room for improving in the level of satisfaction.
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CHAPTER FIVE: SUMMARY OF FINDINGS, CONCLUSIONS AND
RECOMMENDATIONS

This chapter gives a summary of key findings of the study presented according to the

objectives of the study, Conclusions are drawn from the findings and recommendations are

given to help improve the quality of the services delivered by Co-operative Bank of Oromia.

5.1. SUMMARY OF FINDINGS

The main objective of the study was to assess the quality of service and its impact on customer

satisfaction in the selected branches of CBO in Addis Ababa. The study wanted to identify the

most important service quality dimensions in the selected branches of CBO and to show the

gap between customers’ perceived performances and expectation. The study uses the

SERVQUAL instrument to measure the service quality perceptions in some selected CBO
branches in Addis Ababa.

There is a large positive correlation between customer satisfaction and the four service
quality dimensions namely reliability, responsiveness, assurance and empathy in the
selected branches of CBO in Addis Ababa. Also there is a medium positive relationship
between tangibles and customer satisfaction.

The five factors used to measure reliability aspects of customer expectation and
perceived performance scores “the bank provides its service at the time it promises to
do so”’ of the perceived performance is by far less than customer expectations and the
factor that “When you have a problem, the bank shows a sincere interest in solving it”’
of the perceived performance is better than expectation of customers.

Perceived performances about the employees of the bank are always willing to help
Customers’ and employees of the bank tell exactly when the service will be performed
was greater than customer expectations.

Out of the four factors used to measure perceived performance of assurance, the factors
“the behaviour of employees inspires confidence in customers”, yielded the highest
mean score while the least average score was an item employees of the bank are
courteous with you. The average scores of all the factors were almost more than 4.0,

making it high and agree by customers that the bank gives assurance to customers.
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e Perceived performance regarding the ability of the bank in providing its service the
bank has operating hours convenient to you was less than customers’ expectation.

e Customers™ expectation on service empathy measures the relationship and interactions
between the Bank and the customers. The results indicate that customers expect CBO
Bank to understand individual needs, since they may not be same and treat each as
such.

e Perceived performance about the nature of the bank’s equipments was less than the
expectation of customers.

e Customers’ expectation was greater than perceived performance concerning to the
ability of the bank in giving personal attention.

e (Customers’ expectation was greater than perceived performance with regard to “the
understanding of banks the best interest at heart and specific needs of customers.”

e Perceived performance about the employees of the bank are well dressed and neat in
appearance is greater than customers’ expectation

e Perceived performance about the nature of the banks’ equipments was less than the

expectation of customers.

5.2. CONCLUSIONS

This study used SERVQUAL framework to model and analyze the service gap between
expected and perceived service with respective to Co-operative Bank of Oromia of selected
branches at in Addis Ababa. In this paper the five dimensions and their respective attributes of
the model are expressed using a five point Likert scale in the following manner: strongly
disagree, disagree, No comment, agree and strongly agree. Hence satisfied customers must

have received perceptions equal to or more than expectations and vice versa.

Accordingly, in the all dimensions: reliability mean difference of-0.318, responsiveness with a
mean difference of -0.19, assurance with a value of -0.172, empathy with a value of -0.372 and
tangibility with a mean difference value of -0.482 the customers’ perceived services were

lower than what customers’ expected.
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This is measured by taking the overall mean difference from the test value which enables to

compute the performance of the selected branches of CBO in Addis Ababa.

Thus in most dimensions the CBO customers’ are dissatisfied with the services which they

perceive

But with respect to each attributes, they had better satisfaction than expectations in eight out of

twenty two attributes that have been considered in the questionnaire and in the remaining

fourteen attributes they were dissatisfied.

5.3. RECOMMENDATIONS

Based on the analysis and the findings, the following are recommended to help improve service

performance so that SERVQUAL dimensions measuring customer perception will exceed the

expectations of the customers.

It is recommended that since the service quality dimensions did not meet the customer’s
expectation; certain service quality dimensions like tangibility needs a continuous effort
in the bank to ensure its improvement. In these dimensions, the bank has to equip the
offices of the branch with modern equipments and visually appealing physical facilities
which adds immense value in facilitating service delivery system that in turn increases
the satisfaction of customers.

A comparison between expectation and perception indicate a gap. Thus, customer
expectations scores are higher than the scores of customer perceptions. CBO is required
by this revelation to consider repackaging and redesigning of its service operations to
match up with customer expectation. This can be done by finding out from customers
what they expect from the Bank and provide accordingly. By this customers will be
compelled by virtue of superior service to stay than switching to a competitor.

Since, providing excellent customer service increases the satisfaction level of the
bank’s customers, which results in the growth and the profitability of the company, so
the employees of the bank should give prompt service by increasing their commitments

to provide efficient services to satisfy the Bank’s customer.
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e Also it is required to capacitate the employee’s by providing timely off job and on job
customer service delivery training and development which help them to increase their level
of understanding about customer service and to effectively meet the changing needs of
customers.

e Evidence from the study show that, bank has to improve performance on all the
dimensions of service quality in order to increase customer satisfaction since consumers
expect more than what is been offered by these provisions. This will enable them
maintain level of competitiveness.

e In general, delivering a quality service for customers has a tremendous effect on
customers’ satisfaction that in turn determines the existence and success of the bank.
Thus, it’s a must that the bank should attempt to maintain dependable service quality by
making regular assessments on service delivery and by creating awareness about
providing excellent customer service delivery among employees by assessing all the

service quality dimensions regularly.
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Annex |: Questionnaires

Jimma University
Business and Economics College

Department of management- MBA program

Questionnaire to be filled by Customers
Dear Respondent,
The purpose of this questionnaire is to collect primary data for conducting a study on the topic,
" Assessment of Impact of service Quality on Customer Satisfaction in Cooperative bank of
Oromia in some selected branches of Addis Ababa " for the partial fulfillment of the Masters
of Business Administration (MBA) Program at Jimma University. | kindly request you to
provide me reliable information. Your responses will be kept confidential.

Thank you in advance for your cooperation

N.B
_ No need to write your name
_ Put (V) inside the box or table for an alternative you think is right.

Part I. Personal information

1.1 Gender |:| Male|:| Female |:|

1.2 Age []18-29 years old ] 30-39 years old[__] 40-49 years old [ 150 years old and
above

1.3 Marital Statusl:l Single Married I:l Divorce I:l
1.4 Educational level [__] Primary school [ ] Secondary school
1 High school

[ 1 First degree
[ ] Second degree and above
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Part I1. Customers Expectations

Directions: Based on your experiences as a consumer of bank services, please think about the
kind of bank that would deliver an excellent quality of service. Please show the extent to which
you think such a bank would possess the feature described by each statement. If you feel a
feature is not at all essential for excellent Bank such as the one you have in mind, circle
the number 1. If you feel a feature is absolutely essential for excellent bank, circle
5(1=strongly disagree, 2= Disagree, 3= No Comment 4= Agree and 5= strongly Agree. If
your feelings are less strong, circle one of the numbers in the middle. There is no right or
wrong answers — all 1 am interested in is a number that truly reflects your feelings regarding

company that would deliver excellent quality of service.

Variables
2.1 | Reliability
2.1.1 | When excellent banks promise to do something by a certain time, theywill |12 |3 |4 |5
do so.
2.1.2 | When customers have a problem, excellent bank will show a sincere interest |12 |3 |4 |5
in solving it.
2.1.3 | Excellent bank will perform the service right first time. 1123 |4 |5
2.1.4 | Excellent bank will provide their services at the time they promisetodoso. |12 |3 |4 |5
2.1.5 | Excellent bank will insist on error-free records. 1123 |4 |5
2.2 | Responsiveness
2.2.1 | Employees of excellent bank will tell customers exactly when serviceswill |12 |3 |4 |5
be performed.
2.2.2 | Employees of excellent bank will give prompt service to customers. 11213 |4 |5
2.2.3 | Employees of excellent bank will always be willing to help customers. 1123 (4 |5
2.2.4 | Employees of excellent companies will never be too busy to respond to 11213 (4 |5
customer requests
2.3 | Assurance
2.3.1 | The behaviour of employees of excellent bank will instill confidence in 1123 (4 |5
customers.
2.3.2 | Customers of excellent bank will feel safe in their transactions 1123 |4 |5
2.3.3 | Employees of excellent bank will be consistently courteous with customers |12 |3 |4 |5
2.3.4 | Employees of excellent bank will have the knowledge to answer customer 1123 (4 |5
questions.
2.4 | Empathy
2.4.1 | Excellent bank will give customers individual attention 1123 (4 |5
2.4.2 | Excellent bank will have operating hours convenient to all their customers. 11213 |4 |5
2.4.3 | Excellent bank will have employees who give customers personal attention. |12 |3 |4 |5
2.4.4 | Excellent bank will have the customers’ best interests at heart. 11213 |4 |5
2.4.5 | The employees of excellent bank will understand the specific needs of their
customers
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2.5 | Tangibles

2.5.1 | Excellent banks will have modern-looking equipment. 1

2.5.2 | The physical facilities at excellent bank will be visually appealing 1 g g j g

2.5.3 | Employees of excellent companies will be well dressed and neat in 1(2|3 |4 |5
appearance.

2.5.4 | Materials associated with the service (such as pamphlets or statements) will |12 |3 |4 |5
be clear and visually appealing in an excellent banks.

Part I11. Customers Perceptions

Directions: The following set of statements relate to your feelings about the bank. For each

statement, please show the extent to which you believe the bank has the feature described by

the statement. Circle 1 if you strongly disagree that bank has that feature, and circle 5 that

if you strongly agree. You may circle any of the numbers in the middle that show how

strong your feelings are (2= Disagree 3= No Comment and 4= Agree). There is no right or

wrong answer — all I am interested in is a number that best shows your perceptions about the

bank.

3.1 | Variables

3.1.1 | When the bank promises to do something by a certain time, it does so. 112 |34 |5

3.1.2 | When you have a problem, the bank shows a sincere interest in solvingit. |1{2 [3|4 |5

3.1.3 | The bank performs its service right first time. 112 |34 |5

3.1.4 | The bank provides its services at the time it promises to do so. 112 |34 |5

3.1.5 | The bank insists on error-free records. 112 |3/4 |5

3.2 Responsiveness

3.2.1 | Employees of the bank tell you exactly when the service will be performed |1{2 [3|4 |5

3.2.2 | Employees of the bank give you prompt service. 112 |34 |5

3.2.3 | Employees of the bank are always willing to help you. 112 |34 |5

3.2.4 | Employees of the bank are never too busy to respond to your requests. 112 |34 |5

3.3 Assurance

3.3.1 | The behavior of the bank’s employees instills confidence in you. 112 |34 |5

3.3.2 | You feel safe in your transactions with the bank. 112 |34 |5

3.3.3 | Employees of the bank are consistently courteous with you. 112 |34 |5




3.34

Employees of the bank have the knowledge to answer your questions.

3.4

Empathy

34.1

The bank gives you individual attention

3.4.2

The bank has operating hours convenient to you.

3.4.3

The bank has employees who give you personal attention.

3.4.4

The bank has your best interests at heart.

345

Employees of the bank understand your specific needs
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3.5

Tangibles

351

The bank has modern-looking equipment

3.5.2

The bank’s physical facilities are visually appealing.

3.5.3

The bank’s employees are well dressed and neat in appearance.

3.54

Materials associated with the service (such as pamphlets or statements) are
clear and visually appealing at the bank.
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1. The following statement relates to your feeling about the bank please respond by circling the

Part IV. Customer Satisfaction

number which best reflects your own perceptions.

My feelings towards the bank’s services can best be described as

1. Highly dissatisfied 2. Dissatisfied
3. Somewhat satisfied 4. Satisfied
5. Highly satisfied
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Annex II. Demography of Respondents

Sex of respondents

Frequency Percent Valid Percent Cumulative
Percent
Male 80 53.3 53.3 53.3
Valid Female 70 46.7 46.7 100.0
Total 150 100.0 100.0

There were a total of 150 respondents representing 53.3% were male and the remaining 70

Source: Survey questionnaire, 2014

respondents representing 46.7% were female.

Educational Level of the respondents

Frequency Percent Valid Percent Cumulative
Percent
Primary School 3 2.0 2.0 2.0
Secondary school 11 7.3 7.3 9.3
Vali High School 25 16.7 16.7 26.0
d First Degree 96 64.0 64.0 90.0
Second degree and above 15 10.0 10.0 100.0
Total 150 100.0 100.0

Source: Survey questionnaire, 2014

From the above table no.2, the majority of the respondents were grouped under the educational

level of First degree covering 64% of the total respondents. The rest of the respondents were

categorized under the educational level of High school completed, second degree and above

and primary school with covering 16.7%, 10% and 3% respondents respectively.

Age of Respondents

Frequency Percent Valid Percent Cumulative
Percent
18-29 years 68 45.3 45.3 45.3
30-39 years 61 40.7 40.7 86.0
Valid  40-49 years 14 9.3 9.3 95.3
50 years above 7 4.7 4.7 100.0
Total 150 100.0 100.0

Source: Survey questionnaire, 2014
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As indicated on the above table no. 3, among the total distributed questionnaire, 45.3% of the

respondents were found to be in the age category of above 18-29 years. The rest of the
respondents composes of 40.7%, 9.3%, and 4.7% are clustered in age the categories of 30-39,

40-49, and 50 years above respectively. This concentration indicated that most of the

respondents categorized under age of more than 30 years.

Marital status of Respondents

Frequency Percent Valid Percent Cumulative
Percent
single 61 40.7 40.7 40.7
Valid  Married 89 59.3 59.3 100.0
Total 150 100.0 100.0

Source: Survey questionnaire, 2014
It can be seen from the above table no.4, among the total respondents which constitute 59.3%

were married whereas the rest respondents covering 40.7% respondents were claimed to be as

single.
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