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Abstract 

This paper attempts to study how effectiveness of service quality in bank promotes good banking experience, 

setting customer satisfaction benchmarks, increasing quality of service.  The banking industries are facing a rapidly 

changing market, new technologies, economic uncertainties, increasing competition, and especially more demanding 

customers. The income and business growth of the banks depends on loyal and satisfied customers. As a result, in today’s 

competitive environment, banks are continuously trying to retain their existing customer and attract new customers by 

providing better quality services. Banking, an important segment of the service sector, plays a very crucial role in the 

economic development of every country. In these days of intense competition, the banks are very particular in identifying 

the needs of their customer and how effectively that can be met. They continuously struggle and develop new strategies to 

differentiate themselves from their competitors by providing their customers with high quality banking services and high 

technology innovative products. Although, banking sector of India has been improved gradually for the last two decades. 

But it is also facing lot of challenges and difficulties such as, increasing customer’s demand and awareness, increasing 

competition, growing population, etc. Beside these, another important challenge that the sector is facing is technological 

changes. As the sector is growing fast, a number of new private banks have emerged. Therefore customers are getting many 

options for selecting their suitable financial service provider. Due to increasing customer awareness, they would select 

those particular banks that can provide standard services and fulfill their expectation. In the Indian scenario, where all 

banks offer almost similar products and services, need based efficient customer service and the service quality can 

differentiate a bank. So, to ensure customer satisfaction the banks have to improve their service quality, as service quality 

and customer satisfaction are interrelated to each other. It means if banks provide service as per customer’s expectation 

then only the customers will be satisfied. As a result, to cope up this changing market condition banks have to retain old 

customers and have to attract new customers. 
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I. INTRODUCTION 

In the evolving economy, banks have to look beyond for providing a multi-channel service platform. Today, 

banks are concentrating more on product designing, technology advancement, expansion, recruitment, etc. while 

relegating ‘the services and quality of services’ offered for customers’ satisfaction. Technological advancements 

are compelling banks to restructure their service strategies for various customers in order to gain competitive 

advantage. Due to its exponential gross domestic product growth and its asset size ready to touch 28,500 billion, 

India is likely to become the third largest banking industry in the world by 2015.1 Broad estimates suggest that 

for public sector banks, the incremental equity requirement due to implementation of Basel III norms by March 

2018 is expected to be approximately 750–800 billion.  

Meeting these capital requirements will entail the use of innovative and attractive market based funding channels 

by the banks.2 According to a report by ‘BT-KPMG’ the State Bank of India, has risen from the 21st to the 

seventh spot thanks to improved operating profits. The second largest, ICICI Bank, has jumped to fifth place 

from the 13th spot last year.3 In the recent years, banks have taken innovation and USP hunting to a new level, 

going past gimmicks to launch products and services addressing specific customer needs. According to Price 

Waterhouse Coopers report titled ‘Banking in 2050’, India is likely to emerge as the third largest domestic 

market in the world by 2040 after China and the USA, leaving behind Japan, Germany and the UK. In an attempt 

to woo customers and foster loyalty, both the public and private sector banks have been focusing on customer 

service for quite some time now with their state of the art technologies and aggressive marketing strategies. Due 

to the average Indian’s growing demand for personalised, quick and cost effective services and increased scope 

of rural and retail banking, banks are becoming increasing customer centric in their approach to offer new 

methods of banking products and services. The traditional terms and services have been replaced with 

innovative, more productive and convenient ways like the following examples of debit cards and ATM. The 

debit cards verses credit cards: IDBI launching its magic card for salary account holders. The debit card 

masquerades as a credit card if you need cash, but at a much low interest rate than regular credit cards. The rate 

on its overdrafts facility varies from 14.75% to 15.75%, depending on the organisation that one works for, while 

credit cards typically charge 24% to 36%. You can get ready cash of up to three times your salary in addition to 

the balance in your account. Of late ATM no longer merely mean any time money, they are also a place for 

anytime phone recharges, bill payments, and the like. You can now expect anytime ATM PIN generation in most 

of the private or public sector bank ATMs. No longer have you had to wait for days for the bank to courier across 

a secured PIN, when you need a duplicate one, or have forgotten your old one. Customers just need to call a toll 

free number now, where after verification of their credentials a password is generated. This password can be 

entered at the ATM to generate a PIN. From the banks’ perspective, this is an attempt to encourage more 
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technology based transactions. In the coming months and beyond; in a bid to meet the ever growing demand for 

faster-easier-simpler banking facilities; banks will start looking at niche avenues. 

The role of banking industry is very important to Indian economy as India aspires to become globally 

competitive financial centre. The banking sector is dominated by scheduled commercial banks (SCBs), with 

majority percentage of public sector banks (75%), and remaining private and foreign banks (25%). There are 

approximately 80 SCBs, 27 public sector, 40 private sector and 33 foreign banks, 200 regional rural banks, more 

than 350 central cooperative banks and 20 land development banks.4 Today, banking operations are driven by 

market and the customer is seen as a consumer of the bank and not of any particular branch of the bank. The 

concept of core banking has made ‘anywhere and anytime banking’ a reality. Along with technological 

innovations banking services have also evolved, and the delivery of various banking products is now carried out 

through the medium of high technology at a fraction of cost to the consumer. The focus of service organisations 

appears to have shifted from ‘transactional exchange’ to ‘relational exchange’. Since service quality plays a 

major role in getting customer satisfaction and creating brand loyalty in banking sector so the service quality, 

along with customer satisfaction, customer retention, customer loyalty and delight are now the major challenges 

in gripping the banking sector (Mishra et al., 2010). Relational exchange is based on the principle of mutually 

satisfying relationship especially with customers. Need of the hour is to serve customers in true sense by 

evaluating customer’s lifetime value, transaction cost and profitability. The ancient mantras for success are being 

rediscovered in corporate world by using them with contemporary marketing practices. For attaining long-term 

survival and competitive advantage, it is significant to establish the needed emotional bond with customers. A 

satisfied customer enhances profitability and enables fight competitiveness. The prominence of the services’ 

sector has necessitated the need for improvement in all kinds of services being offered by the banks. Commercial 

banks like other service providers have to realise that increase in customer retention can have a substantial 

impact on their profit. Customer’s retention can be realised by improvement in customer’s service and 

satisfaction. This in turn can be achieved through various services/activities that are available to the banks 

(Dabholkar and Thorpeand Rentz, 1996; Fournier and Mick, 1999; Meuter et al., 2000). 

Since competitive pressures in the service industry are mounting, and customers’ expectations about service 

quality from the banks are on the increase, service quality therefore is recognised as one of the important 

weapons to survive in modern banking industry. Service quality is regarded as one of the few means of 

differentiation and competitive advantage which attract new customer and contributes to market share (Venetis 

and Ghauri, 2004). Effectiveness of service quality is largely being tested to forecast marketing performance of 

the banks. Customer loyalty has its roots in customer satisfaction and customer retention which gets impacted by 

the service quality. Any business without a focus on customer satisfaction is at the mercy of market. Without 

loyal customers, your customer retention rate will eventually decrease. Today, banks have become a part and 

parcel of every individual and are competing in providing a variety of noble services to their customers. Service 

quality is an important aspect which determines success in any service organisation, particularly in the banking 
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industry. Due to the homogeneity of services offered by banks and large number of players in the banking 

industry and other players such as NBFCs and the new Banking License Guidelines for NBFCs released by RBI 

competition is already high. This has intensified the competition in the industry, which will decrease the market 

share of existing banks.Intensified competition and desire for a big chunk of market share are among many 

factors driving the banks towards innovative practices for customer satisfaction and retention and this is 

motivating the commercial banks all over India to improve the quality of their services. Efficiency in services 

and mutual trust along with innovative technologies has strong impact on the customers’ expectation and 

perceptions. These factors such as solving customers’ problems; handling of customers’ complaints, service 

delivery, etc., increase the speed of processes which in turn enable the banks to further improve their service 

quality 

 

II. OBJECTIVE OF THE STUDY: 

This paper intends  

(i) to understand the concept of service quality, good customer experience, and to examine the synergy 

between them and  

(ii) to appraise the level of service quality and customer satisfaction 

III.  SERVICE QUALITY AND ITS DIFFERENT MODELS  

A service is an act or performance offered by one party to another. They are economic activities that create value 

and provide benefits for customers at specific times and places as a result bringing desired change. It can be said 

that service is a transaction where no physical goods are transferred. Service quality means a form of an attitude, 

related but not equivalent to satisfaction that results from the comparison of expectation with performance. The 

customers generally use certain criteria to evaluate service quality by examining reliability, responsiveness, 

assurance, empathy and physical aspects. The aim of providing quality services is to satisfy customers. 

Measuring service quality is a better way to dictate whether the services are good or bad and whether the 

customers will or are satisfied with it. According to business dictionary “Service quality means an assessment of 

how well a delivered service conforms to their client‟s expectation”. Reeves and Bednar (1994) defined service 

quality as excellence, value, conformance to specifications and meeting or exceeding customers‟ expectations. 

Service quality is defined as the degree of discrepancy between customers‟ normative expectations for service 

and their perceptions of service performance (Parasuraman et al., 1985). Customer always wants good services 

from their service provider. But from above definition we can say that delivered service will become as the 

quality service if it meets the customer expectation. But customer expectation depends on his perception which 

varies from person to person. So service quality is a comparison between perceived expectation of a service and 
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perceived performance of a service. As per Parasuraman, Zeithmal and Berry (1985) the service quality may be 

expressed as: Service quality=Perception - Expectation Therefore if the customer gets same services as they 

expect then difference will be zero, we can say service quality is very good. If the customer does not get the 

expected services then service quality is bad. Customer perception depends on various factors like age, gender, 

occupation, technological changes, etc. which again influence the service quality.  

Service Quality Models Numbers of service quality model have been developed by different researchers around 

the world like Gronroos model, GAP Model, Attribute Service Quality Model (Haywood-Farmer, 1988), 

Alignment Model (Berkley and Gupta 1994), SERVPERF Model, and SERVQUAL Model. Among these 

SERVQUAL model is one of the popular model that has been used globally for measuring service quality of 

different institutions including banking sector. In this study we have applied SERVQUAL model for measuring 

the service quality and customer satisfaction among the selected customers of State Bank of India. SERVQUAL 

is a well-known multidimensional research instrument for measuring and evaluating service quality in any 

service sector. This model perfectly covers the dimensions that are considered by a customer in evaluating 

quality of service in a service sector. The objective of this survey instrument is to determine the value that the 

service sector is currently delivering to the customers and the value that the customer expects. The SERVQUAL 

model of measuring the scale of quality in service was developed by Valerie Zeithaml, Parasuraman and Len 

Berry in 1985. In this method data are collected via surveys of a sample of customer. In these surveys the 

customer responds to series of questions based around a number of key service dimensions .The methodology 

was originally based around 5 key dimensions. The questionnaire consists of matched pairs of items; 22 

expectation items and 22 perceptions items, organized into five dimensions which are believed to align with the 

consumer’s mental map of service quality dimension. The 5 dimensions that are used in this model are:  

Reliability: The ability to perform the promised service dependably and accurately.  Assurance: The knowledge 

and courtesy of employees and their ability to convey trust and confidence.  Tangibles: The appearance of 

physical facilities, equipment, personnel and communication materials.  Empathy: The provision of caring, 

individualized attention to customers.  Responsiveness: The willingness to help customers and to provide 

prompt service  

IV. RELATION BETWEEN CUSTOMER SATISFACTION AND SERVICE QUALITY 

 Customer satisfaction and service quality are inter-related. The higher the service quality, the higher is the 

customer satisfaction. Many agree that in the banking sector, there are no recognized standard scales to measure 

the perceived quality of a bank service. Thus, competitive advantage through high quality service is an 

increasingly important weapon to survive. As a process in time, service quality takes place before, and leads to 

overall customer satisfaction. Service quality has been found to be an important input to customer satisfaction. 

Service quality is one of the important areas of business especially for service industries like bank to retain their 
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customer and to attract new one. Poor customer service could cause a banking business loss of millions of dollars 

and also „its credibility‟. Good customer service and service quality is what attracts people to a business. When 

customers are pleased they become long-term assets of the bank. Building strong customer relations can tie a 

customer and a business together. When customers are satisfied they feel well treated and are willing to treat the 

business well. Perfect and smiley customer service definitely improves customer satisfaction. From the 

customer‟s perspective service quality significantly influence customer satisfaction and customer satisfaction has 

direct influences on purchase intentions. Some researchers have found empirical supports for the view of the 

point mentioned above; where customer satisfaction came as a result of service quality. As said by Wilson et al. 

(2008), service quality is a focused evaluation that reflects the customer‟s perception of reliability, assurance, 

responsiveness, empathy and tangibility while satisfaction is more inclusive and it is influenced by perceptions of 

service quality, product price and quality, also situational factors and personal factors. The relationship between 

service quality and customer satisfaction is becoming crucial with the increased level of awareness among bank 

customers. 

Customer satisfaction = Customer perception of the service received – 

 Customer expectation of service. In this way it is easy to generalize that if the perception of the service received 

exceeds the expectation of the service, customer‟s satisfaction will be positive. On the other hand if the 

perception of the service received is less than the level of expectation of the service, it would lead to customer 

dissatisfaction. But customer satisfaction is highly effected by the other factors like experience, purchase 

decision, service provider, price, etc. There is a substantial body of empirical literature that establishes the 

benefits of customer satisfaction for firms. It is well established that satisfied customers are key to long-term 

business success. Companies that have a more satisfied customer base also experience higher economic returns. 

Consequently, higher customer satisfaction leads to greater customer loyalty; which in turn leads to higher future 

revenue. Indian banking industries is facing various kind of ups and downs in the current scenario. There are 

some specific reasons like lowering of entry barriers, increasing product line of banks and non-banks, etc. Since 

the financial reforms, bank are also facing huge competitive pressure therefore it is inevitable for the banks to 

maintain loyal customers based, besides banks are trying to make strategies towards customers satisfaction and 

loyalty through improved service quality to achieve and improve their marker and profit position.  

Though the required measures and changes needed may be expensive in terms of employee’s time and efforts, 

the managements of these banks need to find ways to overcome these hurdles, otherwise the increasing 

competition from international banks can shrink their market shares. The high degree of dissatisfaction among 

the customers may be due to the design of service or lack of product knowledge among the front line staff 

members or subsequent response of bank employees. Researchers might wish to probe further into the manner in 

which this method addresses the problem of delivering service elements of responsiveness, empathy and 

spontaneity. Value is the intangible benefits received by the customer in return of the inconvenience endured like 
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taking half day leave from work for banking purpose, travelling in traffic and many more. What a customer 

perceives as an excellent service is not only greeting them properly or doing work for them; it is an attempt to 

understand their problems and provide timely and cost effective solutions. For a corporate employee working in 

shifts, or often travelling convenient operating hours can have great impact on his/her perception of service. 

Banks have to identify strategy to overcome this hurdle in which neither the employee nor the customer should 

suffer. Since use of technology in the delivery of banking services is becoming increasingly popular as it helps in 

eliminating uncertainties, internet banking services are now being better mapped and demanded by the present 

day customers. Banks’ management therefore remains well advised on the constructs of service quality in 

internet banking too. Further, they can also use the internet banking service quality model to measure their 

service quality and thus effectively manage their resources. Bankers’ perspectives regarding internet banking 

service quality should also be addressed in future researches to better understand the problem domain. Impact of 

service quality and customer satisfaction on customers’ loyalty can also be examined through this model. Internet 

or mobile banking has gained popularity also yet physical interaction and that too within specified ‘working 

hours’ has to be managed. ‘Personalised bankers’ meant for classified clients is another option in which the 

employee meets the customer at his/her convenience and flexibility. This is quality service which helps a 

company maximise benefits and minimise non-price burdens for its customers. Future efforts should therefore 

continue to advance the concept and means to measure and improve the service quality. Scholars can carry out 

research on the dark side and conduct detailed study on the customers’ perception for perfect service quality. 

V. Conclusion 

 In today‟s competitive environment, service quality plays an important role for the long term sustainability of 

the banks. As a result, to cope up this changing market condition banks have to retain old customers and have to 

attract new customers by providing better quality of services. It has been evident that there is a strong 

relationship between the customer satisfaction and service quality. To ensure customer satisfaction the banks 

have to improve their service quality as per the customer‟s expectation.   

The service quality variables of tangibility-appealing physical facilities and convenient operating hours-empathy 

dimensions play important role in predicting customer expectations and perception of service quality. Hence, 

these issues should be a central concern for bank managers as well as service management academics and 

practitioners. Bank managers are suggested to focus on these specific dominant SERVQUAL variables on 

customers’ intentions to measure, control and improve customer perception of service quality among Indian 

commercial banking customers. Excellent customer service has become the indispensable component of value 

that drives any company’s success. Excellence and efficiency in customer’s service is increasingly considered as 

a profit strategy because it results in more new customers, retention of old customer and hence more business 

with existing customers, fewer lost customers, more insulation from price competition, and fewer mistakes 

requiring the re-performance of services. Bankers need to identify most effective ways of closing service quality 
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gaps in order to remain competitive and they should prioritise the gaps on they should or must focus. In addition, 

they must also consider that their performance measures have to place a value on better responsiveness to 

customer needs. The banks can also have frequent surveys to know about the customers’ perceptions and 

expectations and should try to analyse whether their aims have been achieved or not. 
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