A Study of Customer Satisfaction in Indian Banking

Introduction

Businesses need to attract and establish a customer market and would need to
retain it through satisfaction. That is the key to its business performance (Johnson et al.,
2000). In order to attain this goal, a company should have a high satisfaction rate from its
clients. The increasing competition, whether for profit and non profit purposes, is forcing
the business sectors to pay much and more attention to satisfying customers
(Management library, 2008). Researches suggest that increased levels of customer
satisfaction and loyalty are frequently attributed or linked to positive outcomes for a firm
(Colgate, 1999). Measurement of the rate of customer satisfaction is also a measurement
of how products and services supplied by a company meet or surpass customer
expectation. It is seen as a key performance indicator. This is due to the fact that one of
the factors needed in order to attain high competency and also high competitiveness is a
high market share through an increased, established and well-sustained customer or client
population. Industries are beginning to understand the concept that their customers, the
ones who purchase their products and use their services, are the primary drivers of their
position on the profitability ladder. Satisfaction is a multidimensional construct which has
been conceptualized as a prerequisite for building relationships and is generally described
as the full meeting of one’s expectations (Oliver, 1980), and is a feeling or attitude of a
customer towards a product or service after it has been used (Jhan and Khan, 2008).
Industries also recognize that the support of the customer requires a complex
infrastructure which should not only design, produce, and distribute a product or service

which can be used by the customer without fear of defect, it should also contain a
mechanism whereby the customer is effectively supported (Lowenstein, 1997). Anderson
and colleagues (19940, found out that firms with higher reported satisfaction levels also
show significantly higher returns. They say that an annual 1% increase in customer
satisfaction is worth an 11.4% improvement in current return on investment.
Companies then need to align their activities and efforts to satisfy and retain
customers, agreeing on the importance of customers in driving performance (Johnson et
al., 2000). As markets shrink, companies are scrambling to boost customer satisfaction
and keep their current customers rather than devoting additional resources to chase
potential new customers. This is because it costs five to eight times as much to get new
customers than to hold on to old ones is key to understanding the drive toward
benchmarking and tracking customer satisfaction (Cacippo, 2000). Many experts have
began to focus more directly on increasing customer satisfaction as an explicit goal.
Satisfying and keeping customers is simply less expensive than constantly replacing
them. They have recognized that quality and satisfaction are not enough to boost the
profitability of the business, thus they are moving beyond by focusing directly on
customer loyalty as the key (Johnson et al., 2000). Because of this, companies are realigning their efforts and strategic plans towards increasing customer satisfaction and
establishing loyalty from the clients or the customers who are purchasing or availing the
services being provided by the company. Researchers have also argued that increasing
customer loyalty helps to create future revenues (Fornell, 1992), decrease price
elasticities (Anderson, 1996) and reduce cost of future interactions (Reicheld and Sasser,
1990). Because of this, organizations are increasingly interested in retaining existing

customers while targeting non-customers, measuring customer satisfaction provides an
indication of how successful the organization is at providing products and/or services to
the marketplace. The tireless pursuit of improvement would not only increase efficiency
but also increase customer satisfaction in the process, saving enough on costs and
bringing in enough new and repeat business to more than cover any expenditures quality
(Johnson et al., 2000).
Basically, customer satisfaction is a psychological state, carefulness should then
be taken when measuring it. Competitors that are prospering in the new global economy
recognize that measuring customer satisfaction is a key. This is because of doing so,
industries can hold on to the customers they have and understand how to better attract
new customers (Cacippo, 2000). Customer feedback or measurements of customer
satisfaction can help identify at-risk customers, employees and partners before they are
lost. Customer satisfaction measurements can also provide valuable insights into new
products or services your customers want, putting one’s company ahead of the
competition (David, 2006). The measurements or surveys of customer satisfaction can be
used to measure satisfaction with both internal services such as human resources,
information technology, financial, and contracting and external customers (Schay et al.,
2000). The companies who will be successful recognize that customer satisfaction is a
critical strategic weapon that can bring increased market share and increased profits
(Cacippo, 2000). There had been a lot of mechanisms and surveys devised in order to
measure the satisfaction level of a number or part of the population toward the
performance and services rendered by a certain company which also allows researchers to
analyze areas that are important and have much room for improvement (Colgate, 1997).

Because of the growing demand and interests in the customer satisfaction, all industries,
including banking industries have been affected by this phenomenon. Some government
agencies have also established and deployed an agency wide customer satisfaction survey
that represents the best science and practice leading to customer satisfaction (Schay et al.,
2000).
Banks may differ in their ability and willingness to satisfy customers with their
service. Researches suggest that customer satisfaction may be a highly profitable strategy
for banks (Faulhaber, ____). Vavra (1995), explains that financial marketers appear to
have overlooked the fundamental truth that the longer an institution keeps a customer, the
more profitable the customer becomes. Banks then need to maximize their satisfaction
with the institutions. Customer satisfaction can be correlated with a number of factors. In
a study conducted by Colgate (1997), he has found out that customer service is the most
important factor that influences satisfaction rates or levels. Followed by relationship
closeness, listening to the needs of customers and value are also of significance.
Decisions and discussions regarding the level of service to be provided always include
the cost impact and relationship to customer life time value, competitive pressures and
the wants and demands of the customers (Taylor reach group, 2004). There is a
significant difference in customer and job satisfaction in both private and public sectors.
A study showed that layoff threats, quick turnover, less welfare schemes, and less scope
for vertical growth increase job dissatisfaction (Bajpai and Deepak, 2004). Experts have
developed a structural model which incorporates bank decisions on productivity, risk
taking and customer satisfaction into an equilibrium model of banking markets.

Researches have also found out that greater customer satisfaction correlates with greater
profitability, principally due to higher levels of demand (Faulhaber, 1995).
Increasing customer satisfaction rates, especially in customer relation and services
industries such as banking, include the use of upgraded technology in order to reach out
for a higher and wider market share and be able to increase profitability. In a study
conducted by McKinsey and company on the Indian banking system, it found out that
information technology of some leading Indian banks is better than that of banks abroad.
The study also finds the level of customer satisfaction in Indian metros is lower than that
in rest of Asia (Banknet Grp., 2008). Yet, Indian banks are outperforming their
counterparts in Asia and the rest of the world in crucial parameters. The Indian banking
market is growing at an astonishing rate, with assets expected to reach US$1 trillion by
2010 (Raja, 2008).
It has been a growing trend today, for banks to move away from a transactionalbased marketing approach to a relationship-based approach that has its core the
recognition of the lifetime value of the customer. Satisfaction with banking services has
been an area of growing interests to researchers and managers. There are a number of
studies supporting and reinforcing that customer satisfaction is linked with performance
of the banks (Jham and Khan, 2008). Customer satisfaction in the retail banking industry
has been studied by a number of researchers including Ahmad (2002), along with
customer profitability management being integrated and optimized for the customer
(James, 2004). There has been a positive relationship that has been established between
equity and satisfaction (Athanassopolous, 2004).

Because of the increasing attention and established recognized significance of
customer satisfaction in banking services, and the booming industry and market share of
the banking industry in India, there is then an need to understand and discuss the
relationship of the economic boom of India due to banking business and the satisfaction
rate. Though much studies have been conducted in relation to satisfaction rate in banking
industries, few or rare literatures will be found that are dedicated to assessing and
evaluating the customer satisfaction levels in India. Also, fewer empirical articles
pertaining specifically to the customer satisfaction rate and its relation to the progressive
banking industry in India appeared in the literature.

Problem statement

The present study seeks to address a number of factors and unexplained occurrences
present in the banking industry in India. The main objective of this research is to study,
analyze and asses the customer satisfaction levels in the Indian banking sector and
develop a conceptual framework of satisfaction from the perspective of the customer,
guided by the basic concepts and principles in marketing and management. This study
also aims to study and evaluate the links between customer satisfaction level and level of
development or progress in the participating banking companies or firms. In order to do
so, the customer satisfaction levels will be assessed using survey that includes parameters
that influence much of the satisfaction of the customers. I this research, the focus is on
the customer facing level, this will be done by viewing and assessing the opinion and

perspective of the customer in relation to satisfaction with different service parameters,
and various services provided by the bank.

Research Objectives

This study has the following specific objectives that would be significant in order
to come up with a credible set of data that would the bases for analysis and drawing of
the conclusions.
1. To study the customer satisfaction level of different bank firms by assessing and
interviewing customers from different establishments;
2. To pin point and identify strong weak points of Indian banking industry that
would need to be sustained and those that need to be developed or improved;
3. To provide a set of empirical data that can link relationships between customer
level satisfaction and profitability of banking business success;
4. To provide a credible output of research that would be of great and significant
contribution to the field useful for professionals in the academics and in practice;
5. To produce an output that is a useful material for project development, strategic
planning or as reference for other future studies.

Significance of the Study

The outputs and data that can be drawn from this research will be of great
contribution to the field in the academics and for the practitioners. This study will try to
assess and evaluate the level of satisfaction of the customers in the banking business in
India, thus revealing and studying the salient and influential factors that could affect the
satisfaction of the customers. It will also reveal areas and factors that need consideration
for improvement. It will also try to link the relationship, if any, of the customer
satisfaction level and the success of the firm, in support of the other previous literatures.
This study then will ultimately assess and reveal the strong points of the Indian banking
and its edges as reasons for the continuous boom and development in it banking
industries.

Research Questions

This research study aims to answer the following general and specific questions:

General
♦ What is the customer satisfaction level in the Indian banking industry?
♦ What are the best or highly rated bank firms in India in relation and in comparison
with their customer satisfaction levels?

Specific
♦ What are the specific factors that influence the satisfaction level of the customers
in the banking industry or sectors in India?

♦ What are the most important factors or elements that banking corporations or
firms need to consider?
♦ What are the programs or strategic marketing plans observed, developed and
implemented by successful banking firms in order to attain high customer
satisfaction level, thus, improving market share and increasing profitability?
♦ What are the areas or factors of the Indian banking corporation that need or needs
to be improved?

Limitations of the study

The study is limited only to top five (5) major banks, as to be determined by the
Ministry on Trade and Industry and will only include twenty-five (25) participating
customers for each bank. This is inconsideration with the time budget, so as with the
financial budget of the researcher.

Review of related literature

Companies now recognize that the new global economy has changed things
forever. Increased competition crowded markets with little product differentiation and
years of continual sales growth followed by two decades of flattened sales curves have
indicated to today’s sharp competitors that their focus must change (Cacippio, 2000).
Customer satisfaction programs are considered to be weapons that many companies use
in fighting the battles in today’s marketplace (Lenz, 1999). Organizations usually invest
in customer satisfaction measured because they assume that satisfied customers will
engage in a number of behaviors beneficial to the company and demonstrate a long-term
commitment to their brand. These behaviors and actions include but are not limited to,
continuation of the customer relationship, deepening of the customer relationship through
cross-selling, and referrals to new customers (Murphy, 2001). Effective usage of
customer measurement and management system can build organizational value (Johnson
et al., 2000). Researches have recognized significant relationships between customer
satisfaction and profitability and other economic effects. One of which relationship is the
customer satisfactions influence and tantamount success with profitability which will be
discussed further in the following sections

Customer Satisfaction and High Profitability

The empirical literature on the nature of the relationship of customer satisfaction
and economic benefits is still growing, but it is still in its infancy in many respects
Researches suggest and point toward the significant relationship between customer
satisfaction and economic performance in general (Fornell et al., 2006). The assumption
of a customer-profit link is the heart of the service profit chain (Heskett et al., 1997). The
long-term success of any business depends on providing customers with value band
satisfaction that will influence them to repurchase and grow together (Lee et al., 2004).
By providing the linkage between customer satisfaction and profitability, it also provides
the ultimate justification for measuring customer satisfaction. (Murphy, 2001). Research
has demonstrated that a highly satisfied customer is six times more likely to re-purchase
than a customer who is merely satisfied (Jones and Sasser, 1995). Both marketing and
neoclassical economics view consumer utility or satisfaction, as the real standard for
economic growth. The extent to which buyers financially reward sellers that satisfy them
and punish those that do not and the degree to which investment capital reinforces the
power of the consumer are fundamental to how markets function (Fornell et al., 2006).
By building strong relationships with customers, it can help reduce customer turnover
rates, and thereby increasing profitability (Reicheld and Sasser, 1990) due, in part, to the
fact that retaining customers is significantly less costly than acquiring new customers
(Liswood, 1992).

Customer satisfaction, as suggested by empirical evidences, tends to improve
repeat business, usage levels, future revenues, positive word of mouth, reservation prices,
market share, productivity, cross-buying, cost competitiveness, and long-term growth and
if it tends to reduce customer complaints, transaction costs, defective goods, price
elasticity, warranty costs, field service costs, customer defection, and employee turnover,
it seems logical to expect that these effects will eventually affect stock prices and
company valuations (Fornell et al., 20006). Companies and firms have recognized that
through exceeding customer expectations is a worthy goal, exceeding those expectations
profitability is necessary for long-term corporate viability. In order to understand
corporate profitability, there is also a need to understand what drives shareholder value in
organizations. In the current rends, companies are focusing on the relationships between
employee satisfaction, customer satisfaction and corporate profitability (Epstein and
Jones, 2000). A strong relationship and tie should be established and maintained in the
process of achieving high customer satisfaction. Each single conflict within an
organization can have far-reaching consequences in long-term customer satisfaction, and
that the human element- the way an employee interacts with a customer – plays the
dominant role. The mentioned factors and practices strongly support that service recovery
skills and procedures are critical in maintaining customer satisfaction (Belding, 2004).
The challenge therefore for companies is to provide customers to have smart, appropriate
interactions regardless of which channels they use. The focus of bottom line growth will
never relent. Firms also need to secure loyalty and increase the profitability of those
clients aside from retaining their customers (Winters, 2008). Recent researches have
confirmed that customer satisfaction and customer loyalty are related to key measures of

financial performance, including but not limited to retention. Companies with loyal
clients or customers tend to register higher customer satisfaction, increased sales, lower
costs, and more predictable profit streams (Grossman, 1998).

Measuring Customer satisfaction

Customer satisfaction is the state of mind that customers have about a company
when their expectations have been met or exceed over the lifetime of the product or
service. The achievement of which indicates and leads to company loyalty and product
repurchase (Cacioppo, 2000). Because the nature if customer satisfaction is more of a
function of the psychological state or behavior, much care should be taken into
consideration in measuring it quantitatively and also in the processing of the data. A
number of benefits can be derived from customer satisfaction measurements.
Customer satisfaction can change overtime. The changes in the level of customer
satisfaction could be a result of greater experience with the program components; or the
changes may be associated with a reevaluation of the original experiences and the context
of those experiences. Changes in the level of customer satisfaction and the different
reasons or explanation of such changes suggest that the timing of measurement is
important and measuring and interpreting customer satisfaction can be challenging
(Hillabrant, 2003).
Measuring customer satisfaction is a relatively new concept to many companies
that have been focused exclusively on income statements and balance sheets. Companies
need to understand how to quantify measure and track customer satisfaction. (Cacioppo,

2000). Customer satisfaction surveys are one of the primary tools for hearing the voices
of the customers. It let the companies view their corporate performance through the views
and perspectives of the customers (David, 2006). The most important opportunities for
organizations creating or updating a customer feedback system are to be explicit about
the motives and intentions regarding the use of customer feedback (Israel, 2000).

Methodology

The research process will be using and employing a number of steps. The
methodology will use both primary and secondary data. The primary data are the results
and the data that will be gathered and taken from the respondents of the study.
Participants and other sub segments of the methodology shall be discussed and
categorized in the following sections. The study will primarily employ descriptive
quantitative methodological approach. This approach is helpful in quantifying intangible
factors and elements such as satisfaction, but analysis will be guided and done
descriptively. The quantitative part will help control and manage large and bulky
information, while the descriptive part will help explain and link trends that could be
observed with the dada which cannot be expressed and explained by numbers. The aims
of the methodological approach are to concretize the theoretical model or approach that
has been constructed and illustrated in the earlier part of this research, and be able to
fulfill the requirements set by the study.

Participants and Respondents

Participants are defined as the “banks’ or “firms” that will be participating in this
study. A list of the top five banking corporations or firms shall be taken from the ministry
of trade and industry or any relevant government agencies which could provide the data
(Jham and Khan, 2008). From the list, a letter of invitation will be sent o bank managers,
attached to the invitation is the nature, scopes, objectives and purpose of the research. It
will include invitation for an interview and gathering of secondary data will be helpful for
the analysis of the research.
Respondents on the other hand are the “clients” or “customers”. A list of the
clients shall be obtained form the bank firms which will have positive response to the
invitation. A total of fifty (50) participants from each company or firm shall be randomly
selected from lists. They will be sent a copy of the invitation, attached in which are the
nature and purpose of the research and the possible data that will be asked from them.
Invitations shall be sent through emails or snail mail with attached return sealed
envelope. Upon positive reply from the customers, the copy of the survey form shall be
sent to them and an interview through phone calls shall be made if necessary.

The research process

The whole research study is composed of a number of steps that will ultimately
results into obtaining of data that will be used for analysis and conclusions of the
research.

First, a literature review was and will still be taken to identify the parameters to
consider and to be considered with respect to customer satisfaction in the banking
industry in India. Second, surveys through mails and emails shall be made to the
customer’s respondents. The survey forms shall be constructed and piloted (Lee et al.,
2004). Third, personal interviews to mangers shall be done in order to assess the
company’s performance and strategic plans from the bank’s perspective. Fourth, focus
group discussions may be conducted to establish evaluation criteria and factors in
customer satisfaction (Jham and Khan, 2008).

Five banks will be selected form the list to be provided by any related and
significant agencies of the government. This will help eliminate biases and could draw
assumptions that these are the five most successful banking businesses in India. Based
from this assumption, data that can be collected will be helpful in fulfilling the objectives
of the study (Jham and Khan, 2008).

A total of 250 respondents will be invited, 50 for each bank company. In case of
rejected invitations, invitations will be continuously sent to new randomly selected
respondents until the required and targeted sampling population is obtained.

Collection of data

The data that will be collected from the surveys, interviews and focus group discussions
are the considered to be the primary data, which will be the main basis of predicting

trends, analysis and conclusions of the study. The data form the review of related
literature and the facts and figures to be obtained from the participating companies are
considered the secondary data which will be used to support the arguments and the
conclusions that will be made from the primary data.

Statistical analysis

The tallied and totaled data from the survey shall be subjected to analysis of
variance (One way ANOVA) to test for significant differences in between means. It will
also be subjected to regression analysis to test for any significant trends and correlations
in the data obtained. Internal consistency will also be tested using Cronchbach’s alpha
(Cronchbach, 1951).

Data to be collected

The data to be collected includes the evaluation and assessment of respondents to
the factors and parameters indicated in the survey. The questionnaire to be adopted is
from American Customer Satisfaction index (ACSI) used as an economic indicator that
measures satisfaction of consumers in the United States (Luo et al., 2006). The data
collection will also gather secondary data, namely company figures such as financial
growth, marketing plans and strategies, and opinions from managers.

Issues of confidentiality

Attached in the invitation to be sent to the participants and respondents are the
waiver forms and the declaration of confidentiality. These are forms that will be signed
by both the participants, respondents and the researcher declaring that the researcher will
be held liable for any leakage of relevant information that needs to be kept confidential
upon the request of the participant, and respondent. Only authorized person or the
researcher himself shall conduct the interview, survey and other forms of data gathering
included in this research study. The data to be obtained shall be kept confidential, and
data collected shall be responsibly kept and stored by the researcher until the time it is
ready to be released. For confidential data that needs to be kept confidential, but are
relevant to the study, shall be coded so as to protect identity and rights of the owner.

Timetable

1. Sending of invitations and collection of lists of
Participants and respondents
2. Sending of survey forms and waivers

– 2 weeks
- 2 weeks

3. Conduct of personal interviews and focus group discussion - 2 weeks
4. Data processing and analysis

- 4 weeks

5. Additional review of literature

- 1 week

6. Final output editing and writing

- 3 weeks
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