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Abstract

Against the background of growing competition in the global marketplace,
understanding customers, is a significant aspect of marketing. In the search for
competitive advantage, there 1s a need to measure service quality to better understand its

antecedents and consequences, and establish methods for its improvement.

In the Libyan economy, the banking sector is one of the most important. Its significance

increased after the 2003 lifting of the United Nations sanction. This was followed by

entry to the sector of a number of domestic and multinational firms. Despite this
increased competition, domestic banks are still widely considered to suffer from low
levels of service quality. The main purpose of this study is to evaluate the actual level of

service quality provided by Libyan public commercial banks as perceived by their
customers.

A modified SERVQUAL model was developed to measure service quality in Libyan
commercial public banks. The resulting instrument is intended to help these banks to
measure their service quality and focus on the service quality dimensions of most
importance to their customers. It also aimed to gain an understanding of cultural and
environmental influences on service quality in the Libyan banking sector, and their

effect on banking management practices. It is also expected that this instrument, and its

results, will contribute to future research into service quality:.

The findings of the present study have produced some important results. Firstly, the
level of service quality offered by the Libyan public commercial banks as it was
perceived by their customers was relatively high. Secondly, the theoretical five-factor
structure of the SERVQUAL model was not confirmed in the Libyan banking context,
and the service quality structure in the Libyan context appears to be four-dimensional
Furthermore, the study offers suggestions to banking managers to allocate their
resources more efficiently to the most important dimensions, i.e. reliability and
tangibles, to improve service quality, since the factor analysis indicates that these are
the most important dimensions to customers. Finally, reflections on the methods used to
modify SERVQUAL to make it more sensitive to a particular cultural context have

implications for future researchers in terms of methodology, method and data analysis.



Acknowledgment

[ thank Allah for all the many blessings bestowed to me, particularly during my

educational period in the United Kingdom.

I owe the deepest gratitude to my first supervisor Christine Williams, and my second
supervisor Philippa Ward, for their help, patience, and encouragement during these
years. They took an active interest in my research and they have been a constant source
of inspiration, their contribution to my personal development extends far beyond this

thesis. I am greatly indebted to Joseph Gumati for his illustration in the statistical side

of this thesis, without him this would not have been possible.

My thanks also go to Cris Wassell and Lynda Chan, who are staff and members of the

Language school at Gloucestershire University. Their kind help and friendship made me

feel part of a big family.

My grateful thanks and gratitude go to the staff of Libyan Commercial Banks for their

help. I also acknowledge all respondents who took the trouble to meet me and complete

the questionnaire and offer data, suggestions and contributions during my data

collection journey in Libya.

Thanks are also due to staff who work in the Park Campus and FCH campus Library for
their kind help.

Many warm thanks are reserved for my parents, my brothers, sisters and my uncle who

have supported me and prayed for my success during my PhD.

Especially, my thanks must go to my lovely family: my wife who has been very patient,
supportive and helpful all the way through my research process and to our lovely child,

Suhaib for all his silence and patience.

Finally, thanks and all the praise should go to Allah.



Declaration

I declare that the work 1n this thesis was carried out in accordance with the regulations
of the University of Gloucestershire and is original except where indicated by specific
reference in the text. No part of the thesis has been submitted as part of any other

academic award. The thesis has not been presented to any other education institution in

the United Kingdom or overseas.

Any views expressed 1n the thesis are those of the author and in no way represent those

of.the University.

2
Signed Date?/ /2.. / &m// .......................

anid



Dedication

In the name of Allah most gracious most merciful

To my Father,

Who is my first mentor

To my Mother,
Who always inspires me with her prayer, love and wisdom
To my Wife

For her love, patience and sharing me every moment during this work.
Without her, it would have been impossible for me to finish this wortk.

To my Son

Suhaib, for what he gives to me, his love, and inspiration

To my Brothers and Sisters

Who supported and encouraged me during my PhD journey

v



Table of Contents

ADSEEACE. cceeenenereicnseesercssessossssrscerssasesssrescssnsssassossassssesssssssssssssssssssssasesessessessesssssesssssanses i
ACKNOWIEAEIMENE aeeerrererssrsssnnrrescessssssrsessasssssasssssssssssssssssssssaassssssssssssssssssesssessssessessnsanaes i
D EClaAraAtION. .1 cueticccccrsotrerecseesreeretsoscarassssscssesssssssasssssssssesssssssssassssssssssssessassessssssresssosane ili
D EdICAtION . cetere serercsrscsercrsecessnsearssresssersasssssressssssaassasssssssessassosssesasssnessessarssssesesscessssnaes \Y
TADIE OF CONLENLES corereecrrercrsssrorsserssersreseccssasesssssssansasssssasssscssossssssssasssasssssresssssesssserssnsas \%
LISt OF TaDIES .. covvcccrecceierncrenccccserssscesessassanseasesssossesssssssssesssssassessosssnssssessscassassossossesases 1X
LSt OF FIZULES s ceeteeeiecssasssasescssesssscsasssesssscsssessssssessasssssssssessssrassssssssessasssssransessanssesessonnse X
Chapter 1 INtroduction ....ccsicceicssssscssssssscssssssssssssssssassssasssanssssssssssssssssesnssssansosssescens 1
) TR 1918 (016 13101 810 o FO OO OO OO RTOUPRRRRRN 1
1.2 Background ...t raeseseesenese s asssnans 1
1.3 Importance of the Study...cccovvrvrieeeiriciiiiiininiiiicn ., 7
1.4 Focus and Justification for the Study....ccccooevvviiiiiiinnnnnnininnniiinnicinicrireinreeeenn, 10
1.5 Purpose of the Study ..cccccvverermmmeeieiriiiiniiirccciiiccieeeecevere e 11
1.6 Research Methodology ... 13
1.7 Structure 0f the TheSiS ..cccvviiiivieeeeeeeeeeereteccrrcrreneces s e et s eeetn s e e e ee e e 13
R JIN 1010010 0 - | o 2O DUV RRRPPIN 15
Chapter 2 Libyan Banking Background .......ceeeicccccssecscsccssscsscsscssannesccanasesesss 16
5% W €418 (016 1101 8 10) o DOUUNUNRU OO 16
2.2  The Libyan Banking SecCtor ......ccccvevvviiriinrineenininineeciniinneeeneteeeennnnenes 17
2.2.1  The Central Bank of Libya (CBL)...cccovvivvnmmeiniiiniiiiiiiiiiiiiiicanninenen. 18
2.2.2 Libyan Arab Foreign Bank .........cccovvmeiiiiiiivinneeniiicnicsnntiniccsccsnnnnnneeens 21
2.2.3  The Libyan Commercial Banks ......coovvviiiiiinnnnniniiniinvniicnininnenicneecrenne. 21
2.2.3.1 The Public Commercial Banks......cccovveiiiiiiiiiiiiiiiiiiieceveanen, 23
2.2.3.2 The Private Commercial Banks......coovieeiiiiiiiiiiiiiiiiiiiinnnne.. 25
2.2.4  Specialised Banks .......oocccvvveeiieiiiirnreetiieecceeenrre e eeeree e 28
2.2.4.1 TheDevelopment BanK.......cooivviiiiiiiiiiiiiiiiiiiiiiiiiiiieenenenean 29
2.2.4.2 The Agricultural Bank.......ccoovviviiiiiiiiiiiiiiiiiiieriiciaee 29
2.2.4.3 The Real Estate Saving and Investment Bank............................ 29
2.3  Non-Bank Financial InStitutions......c..u.eeeieceeririirnnnnereteceieeecssnnnnninseeserneesesenns 30
2.3.1  Insurance ComPanICs....cciieieiiiieererrrrrsrscssrerssensmensissssmeesiosreeieereennessesssenes 30
2.3.2  The Libyan Stock Market ........ccccvveeneeinnnniinnnneninieneneeenn, 30
2.3.3 Foreign Exchange and Financial Services Company .............uuu.u........ 31
2.3.4 Libyan Arab African Investment Company.......ccceeevveeeenvenreeirncvnnnennnnn. 31
2.3.5  Social Security FUnd........ccocvieeiiiiiinrrmreeneniiiiiiieeeeeieenncssennssneesseeesnennn. 32

2.4 Central Bank Control over the Adoption and Enforcement of International
B St PracCliCES civviviiiinrueeenreruuernrnieciieeesssserissneesnsisssssensstassssasesssessessesessnsennnnnnns 33
2.5 Outlook for Islamic Banking Services......ccceerriiiimmmincreiinrnieeniieeeneeemmmmnnnnns. 34
2.6 Banking in Libya — A Personal Perspective ...cuiceieeiiieieiineereeeeenenveneneennneneonns 37
2.7 SUIMIMATY ceerterciiiiiieeetnretnrastsiieeieiieeeeeasssssssssessnessesssssssssssssocssssennnnsssssssnnnnmnnn . 39
Chapter 3 Literature Review (An Overview of Service Quality)....... secsssesssnnsasane 40
3.1 INTOQUCTION . cceueeeiiteetteetrertiireerererieereeeeeeeteerereeesesseesseneesssssesesesasennsn s ssss s 40
3.2  The Nature Of SeIVICES....cccvvurrriiiirirreeeeiiiererneeesrsnrereeeiessisesesesessnsmmsensess s, 42
3.2.1  CharaCteriSIICS Of SeIVICES...uiiveerreerererreneersressecererresnnsnssessersonmmmnnnnnnnnn.... 43
3.2.1.1  Intangibility..c.eeueineiiiiiiiiiieieiie e e e e 44
3.2.1.2  InSeparabilily..ccuvuiiniiiiiiiiiiiiiiiiiieiiie et e n e 44



R P28 B T 5 (05 (01243 113 1 (R 45

3.2.1.4 Perishability.....cciieeiiiiiiiiiiiiiiiiiiiiiiie i e 43
3.3 Defining Quality and Service Quality......ccccceriinnnrieiiiinnnnnninieeeeeenniinnnnn. 46
3.3.1  Defining QUAlity ...ccccovrrrrececrrniniisiercinineesinssesccisnmeessseisssmnneinsneeienasnes 46
3.3.2 Defining Service QUAlItY ....ccovvvurrmiiiiiineiciiinniicnnninnieeeininnnnnressesssenees 50
3.4 The ServiCe EnCOUNLET ...ceeciiiiiirerccciriesiisesesnisnnssnseessinssssssssssssesssssssonsessassosens 52
3.5 Importance of Service QUality .....cccvevvrrnnniiiiririnninninnnneeeieiiesees 35
3.6 The Relationship between Service Quality, Customer Satisfaction and
CUStOMET LOYaltY . cieeeeeerrirrcccsnnrurensessenissnmmissscetcamisnmnesseeessiesessmsssnessseessees 57
3.7 Service Quality Expectations and Perceptions ......cccoeevvmuvrnerceiceicsisssissrennnens 62
3.7.1 Customers’ Expectations of Service Quality......ccccceeevcccreererrrereecerunnen. 63
3,72 Customers’ Perceptions of Service Quality .......cceveeeeirinneiiiieccrvcnnnnennens 65
3.8 Conceptual Models of Service QUality .....cccceeererreerrirrrrreererririnreneecsrsnerecennns 65
3.8.1 Nordic SChool Model........oiiiiiiiiiiiiiiiiiiiiiiiiiiiceiiniaieeneenneeaen. 66
3.8.1.1 The Gronroos Model......covnnniiiiiiiiiiiiiiiiiiiiiiiiie e i, 66
3.8.1.2 The Lehtinenand Lehtinen Model.......cooiiiiiiiiiiiiiiiiiinn 68
3.8.2 The American School (Gap ModelD)....covvveiiiriiiniiiiiiiiiiienn, 71
3.9  Service Quality DIMENSIONS ........eeeeeeeerrerrrenneneeeseccrsissneereesesersssssssssnessssesssses 79
3.10 Service Quality Measurement..........cccccervrverinnscntsnssnnisssssisssisssenessessssseneenns 84
3.10.1 The SERVQUAL Model .......cvrririireenicciccnneeerecencercnneeeneeeseeennnns 85
3.10.1.1 Criticisms of the SERVQUAL Model.......cccvvviriviiiiiiiinnininnn, 86
3.10.1.2 SERVQUAL Applications.....ccccotiiiiiiiiiiiinneeeeetreeersrienennnnenn 90
3.10.2 Performance-Only Measures (SERVPERFE).......cuiieeiivrrinneeeiicciinnnnnenens 92
3.10.3 Support for SERVQUAL......coouerriiiieriiireiccinriiiiiriessnnersssrensessssessssssssseees 92
3.10.4 The Number of Dimensions Debate .......ccccceeernnrerecrrnneecrcnnnneenresnsseeesens 93
3.11 The Importance of Service Quality Measurement in the Banking Industry . 94
3.12 Studies on Service Quality in the Banking Sector.......cccoevvveieevvvrrveererircne 96
3.13 Culture and Its Effect on Service Quality ....ccccovvvuerereeeeeeeiiiceniirrrnccrirenenneenns 111
3.14 Implications of the Literature to Libya....cocovvreeereriiimeeeeecciieeeeeeceeeeeene 115
3 15 SUIMMATIY coceereeeeeeiiinrnrnnneseetiieieeitteseeeeessesssssesseeseessssssnnsessessesssssssssnnnasesses 118
Chapter 4 Research Methodology......ccuiicccisnnniisssnsnnsssccsssnsccssssssscscssssnsccssssssesse 126
4.1  INFOQUCHION....cciiiiirittiiisrcrttiiiinniteeeccssreeeesssssnsasenessasessessssssasneesesssssnossessssens 126
4.2  Philosophical Position of This Research.........cccvcevrvveerrrccerccnreeeenrnnencnnnne.. 127
4.2.1  POSHIVISIIceeiiiiiiirrneeteiiiiiirnnneereceresssnnereeeesssssserssnsescsssssessssssesssessssnnensns 128
4.2.2  InterpretiviSIMuueecicceiiiinniiinieeecnneieceneeeimsneisssneessssessssnnseessssnnssssssesssens 129
4.2.3  ReEALISIM ...uurriiiiierniiininncniiinennnteeecsnnreeeessseneeeesessssteesessssssessssssssssssasesnns 131
4.2.4  POStPOSILIVISIN.cccicseeererssiransnnnnnicsssssnnsreerserssssansesesssssrssrsssressesssssssssassases 133
4.2.5 The Research Philosophy Most Appropriate to the Study................... 134
4.3  Research Strate@y....ccccviiiniiiniiiiiiiiniieeiismiieimistiieterersemmssssssions 136
4.4 ReSearch DesSI@N...u iiiiiiiiiiiiiiiiiiiicnnrneneereeiiiieeesesessesnrsssssnsnssssssssasssesesssssssses 140
4.5 Quantitative Versus Qualitative Research Methods ......c.cccocvevvviecinnnnannnnn. 142
4.6 Data Collection Methods ...cccmivrinreeecrrriiinireinieeecnerecennneeesnaeesceeeseesnnes 144
4.7  QUueStiONNAITE DESIGI .. uuurcccrrrnrrirrrirrrenrerneeresiesesteasareeereessseessresesreeseeseeessenns 147
4.7.1  The Stages of Development of the Questionnaire ........ceceeeevnveennnnnne... 150
4.7.2  Pilot Study of the QUEStIONNAITES ....ccvuvrerveerreriierreerrrerreeerresireesnenneen. 154
4.8  Population and Sample Research.........cccceeerevvevvnviiinnnnnnenssneeesssenneenn, 156
4.8.1 Research POPUlation ....ccocciviierviieieeiieieerenierencnneesisesssseseecesareeseecnnsaness 156
4.8.2  Research Sample ..ot 158
4.9  Reliability and Valldity....ccccinmmiicriininnnirinnnnneenecnennieeeeessssnnsneeeninseessssssns 161



8.9.1  REHADIIEY . eereoeeereeeeesseersssssssesseeessesssssssssssssssssssssssssssasssssssssssnsssssseses 161

4.9.1.1 Test-Retest Reliability....coeevvivniviiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiinn. 161
4.9.1.2 Alternative-Forms Reliability..cceeeiiiiiiiiiiiiiiiiiiiiiiiiiiiininnninn. 161
4.9.1.3 Internal Consistency Reliability....ccceviiiiiiiiiiiiiiiiiiiiinnniini. 162
4.9.2  VaAlIAILY covvrveicriieiereeeectrerrreessssssissssssaeesssnneesssansniesssssasecsssossnsasssones 162
4.9.2.1 Content Validity (face validity).....covvvviiiiiiiiiiiiiiiiiinnniininn. 163
4.9.2.2 Criterion-Related Validity....cooveeviiiiiiiiiii e, 163
4,9.2.3 Construct Validity.......eovviviiiiiiiiiiiiiiiiiiiiiiiiiiiiiiicienicneen. 164
4,10 Data ANAlYSIS . ueccevreeerersrsrreeerrsrsnsssscsnsssssssssssenssssssssssssssnsssesssssassscssosssssnnnnaes 164
4.10.1 Descriptive ANalYSiS.....ccccevrrrreecerrinarecssssaneissssnnreiisiinseseeesssssenesssesenss 164
4.10.2 The Mann-Whitney U Test....ccccciiiniiniiinniniicineenen.. 165
4.10.3 Factor ANALYSIS c.ccoecveeerrerecnruencnssnessssurnssssnissssintessssesiessssnssessssanessennnnees 165
4.10.3.1 Factors to be Considered or Assumptions Underlying Factor
FaN 721 4] £ 166
4.10.3.2 Choice of Factor Extraction Method and Rotational Method.........167
4.10.3.3 Criteria for Number of Factors to be Extracted........c................ 168
4,11  SUIMIMAIY . et tiiiirtrreeienerneneeeeteieresntessssessssssstssessssinnnsnsnessesonnonnne 168
Chapter 5 Data Analysis and FINAINGS cciccccneeecccssnsecscernsssssacrscscssssarnsscsssssssseeens 170
5.1 INtOAUCHION e eerrreeeeececeieeeeeeeireessnnerereeeeessrsssssessaserssesssessssssassessssnssssssnnnsnnnsns 170
5.2  Study Sample DesCIiption.....ccciiiimeieeiiiininnnnieiinmiieiiieeenen—ees 170
5.2.1  Description of Customer Sample According to Gender, Age and
Educational Level ... riiiiiiennienirneninnnneiinisseeeesessessssssssssssssssanes 171
5.2.2  Description of the Customer Sample According to Bank Used, Customer
Visits, and Customers’ Main Bank. .......cceeiiiieereeeierenisseeresseeenssnsserssssns 173
5.3 Dat@ ANALYSIS..cccieiieireiirreierenimrecirieciirereeeeeesrsessssssssssssssissssssesesssssssssssssserennses 174
5.3.1 Reliability Assessment of the Instrument ...........oooveevrrnieriieeeiiiirsirnnanes 175
5.3.2 Demographic Variables and Service Quality Dimensions .................. 175
5.3.3  Description of the Service Quality Dimension (SERVQUAL)........... 178
5.3.3.1 Reliability DImension. . ...cccueiiiiiiieiiiiiiiiiiiiiiiiiinniinninenneenes 179
5.3.3.2  ASSUranCe DImMeNSION. covieiieiiieetieenernrensnsieceseeirecerssessssnnces 184
5.3.3.3 Responsiveness DIMension....c.vvveeeieiiieriiiireiiiirereiresieessenaes 187
5.3.3.4 Empathy DIMension.....ccoeieiviiiiiiiiiiniiriiiiniinieiieriiesinsansanns 190
5.3.3.5 Tangibles DImMensIOn. ....cvueiiiiiiiiiiiertieieiiirenecenitetieeieenennnns 194
5.3.3.6 Overall Service Quality (SERVQUAL)....cccccivrriiirinnnnnnnnnnnn 197
5.3.4  Factor ANAlYSIS eeeciiriririrririieiiiitneeriseecesseesssnsneseennressscesasssssssessssssnnsnans 198
5.3.4.1 Factor Analysis for the Study Sample....cccovviiiiiiiiiiniininn..... 198
54 SUMIMATY ..eevvreeerrrecninisnniessssiesteiseteessstisssssssmesossessssesssssssssatsessnsassassssesnnes 210
Chapter 6 Discussion of FINdINGS...ueicnicvsnncnisacsceenseccssecssnsssnnscssncsnnssasccsasesons 211
6.1  INTTOAUCHION. . iireeerieeeernrenerierrrtenereetettesssesssnronsessssnsansessssrenssssessesssosssnnnenses 211
6.2 Customer Perceptions of Service Quality DImensions......cccvvvverereeneeernnnes 212
6.3 Dimensionality of SERVQUAL Data in the Libyan Banking Context...... 224
6.3.1 The Modified SERVQUAL Battery of Items...cccceeeveeerveeveeenemnneennnnnee.. 226
6.3.2 Confirmation of the Modified SERVQUAL Scale Reliability and
VaAlIAILY tocieineeiieieiiierreireeecrenneeeessesstesssssssssnsssssssssassssssanesnssscessnssssnnnns 227
6.3.3  Number of DIMenSIoNS......ciiieieeerirrnrerereeeesrecsssnnseesereeseeesoessesssssssssssnes 228
0.4  SUIMMATY c.iiiiiiiiiiiiiiiccccesieeesereeeeetesesesernresessestesessssssasssssassastessaesssssssssnsnnnnssnns 237
Chapter 7 Conclusions and Recommendations .icicesesicssccsssinccsssscsrecessensassssse 238
7.1 INITOAUCTHION.....covviteiiiiiiieeeesereneeecsnnseeeesisssnnesessansesesssnnnsessessssnnsressesnnssesas 238



7.2  Summary of the Research FIndings ..cccuivininnnncnniinnsnnennnnniinsinneennienin, 240
7.2.1  The Findings Relating to the Actual Level of Service Quality As

Perceived By the Customers of Public Commercial Banks in Libya.. 241
7.2.2  The Results Relating to the Construct of the Modified Servqual

Model within the Context of the Libyan Banking Industry................ . 242
7.2.3  The Implications of the Findings from the Modified Servqual Model
for Libyan Banking.....ccceeeevirecoeiiniiiiiccceetcccerenereecseccssssenteecsnncessnanns 246
7.3  Contribution to KNOWIEA@E.......uueueeeiiiieeirrreennireerennsesessesnseennseseessaseonse . 249
7.4 Recommendations of the Research.......ccccceveeeeeiiniinnneeeniiinicinnnnninnnneneneeenn. 254
7.5 Limitations and Directions for Further Research........ccceeievemrrevnierecnnnnns 260
7.5.1  Limitations 0f the StUAY .....reeeeeeriiiiierireeeeeeccnrerereeeeecesseseessosenes 260
7.5.2  Directions for Future Research......ccccoeevervrvrmnneireeercevvnnnnmnneneneeeeennnn, 263
7.6 CONCIUSION ..uverriiriirreeeeettitiieccerserrrsnnsteesssessstessareessessessesssssssasssssnsssssesans 267
References.ceceeicecceciecercrnnnnonsenees Cecscesesarsscccssssren Cesessersransencessarsseroons 270
APPCNAICES ceearrerroersesserrastasssssssssssssscsssrscsnsssssssssascssssssoscrssssccssnasones 301
Appendix 4.1: The Original SERVQUAL SCalE. ettt e 301
Appendix 4.2: The English Version of the Study Questionnaire..........cccuuuuueeeeunen... 303
Appendix 4.3: The Arabic Version of the Study Questionnaire.......ccccceerereeeirreennnnnn. 308
Appendix 4.4: A Summary of the Feedback of the Pilot Study....c.ccccceevvririiernnnnne.. 312
Appendix 5.1: Correlation Matrix (Items of the Service Quality Scale) .................. 315
Appendix 5.2: Reliability of the New Service Quality Dimensions for This
STUAY.cciiiiinrirnnietiiiineeeiieeeeisnneeeseeerensrssinesstesserssstassssesssssssasessssessesnnnes 317
Appendix 7.1: A Full List of the Items That Was Used in This Study...................... 318
Appendix 7.2: A Visual Representation of the Source and Factor Analysis
Loading of the Modified SERVQUAL Items .....ccceeeeremreiecneennnnnee. 319

viil



List of Tables

Table 3.1: Service Quality DIMENSIONS ..civeevcrneererrisnsenieeesiiisinenieetioscssssssonsssnerescecssnnns 80
Table 3.2: Summary of Research on Dimensions of Service Quality........cccvreennernens 83
Table 3.3: Summary of Studies on Service Quality in the Banking Sector............... 120
Table 4.1: Characteristics of Social Research Paradigms......ccccivvviccerernrennnnnnnennne. 128
Table 4.2: The Strengths and Weaknesses of Positivist and Interpretivisim

PhilOSOPNIES...ccciiiiierereiirere e rrrerresssertrssssnrresssssannass st sesantatetresesnsnaseaenes 131
Table 4.3: Categories of Research ..., 141
Table 4.4: Qualitative vs. QuUantitative .......cccovevmierviimmmniiinnncteeee e, 144
Table 4.5: Advantages and Disadvantages of Interviews and Questionnaires.......... 145
Table 4.6: The 15 Additional Items Selected From Prior Studies in Arabic

COMNLEXES 1 evvierrrrreeiereeseessrsrssseseesssssssrassressssnsssnssssesssssonssssssessasassnnsnnnnasnsasesnse 152
Table 4.7: Population of the Study (Banks) .....ccoceevvrmresneiiininiiniiiniiinnineciinnennnene. 157
Table 4.8: Sample of the Study (Banks) .....cccccevvviiiinninicnnninneeccnicenccmnnn. 157
Table 5.1: The Sample Distribution According to Age, Gender and Educational

LV e eetciiieriiirererreeriscciseesestnereeesssansansseresstssentterasersssssssessanssnnsessassrenes 172
Table 5.2: Sample Distribution According to Banks Used By Customer, Customer

Visits to Bank and Customers’ Main Bank ..., 173
Table 5.3: Cronbach’s Alpha Test .....ccccvceiiiiiiinirinieeiniiicniinnieieeenseeee. 175
Table 5.4: Unrelated Mann-Whitney Test Comparing Service Quality Perception in

Women and MEN ...ceuuveeeeiciiicrnieennnisimeniittiiiiesiricrmesrasssseersssassesssesens 177
Table 5.5: Kruskal-Wallis Test: Age of Respondents........ccccceeeiveruriiererivnnencreecennenne 177
Table 5.6: Kruskal-Wallis Test: Customers’ Education ......cccccviereviermnncinrencccrnnnnenen 178
Table 5.7: Measures of Central Tendencies and Standard Deviations (Averages)

for Reliability Variables ....ooouuiieiieieerciiririeree e rerrseesrecrsseseesssessassrenes 181
Table 5.8: Measures of Central Tendencies and Standard Deviations (Averages)

for AsSSurance Variables.....cccmeiiiiiieciiienrnsrninnmeennesseniereeneeeineenereenneessaessens 186
Table 5.9: Measures of Central Tendencies and Standard Deviations (Averages)

for Responsiveness Variables.......ccviviiirriviiinnniiinneeiineciiieccennssnesnenssnanieen 189
Table 5.10: Measures of Central Tendencies and Standard Deviations (Averages)

for Empathy Variables .., 192
Table 5.11: Measures of Central Tendencies and Standard Deviations (Averages)

for Tangibles Variables ......ccivviiiiiiiiiiniinniinineeenenn. 195
Table 5.12: Descriptive Statistics of Perceived Service Quality.......cccovvveeevuerennnnnnne. 197
Table 5.13: Guidelines on Factor Loadings and Sample Sizes Needed.................... 199
Table 5.14: Reliability Analysis of the Service Quality Scale for the Study Sample200
Table 5.15: Kmo and Bartlett’s Test....civuvieereniimiereenniereeienneeiinneeieermeesemieseesersses 202
Table 5.16: Eigenvalues and Proportions of Vanance.....vcmieinneenninnneeeeeeeenennennn 203
Table 5.17: Factor Loading Structure for the Study Sample ....covevvieriiirvreeeeeeennnne. 205
Table 5.18: Reliability of the New Factors to the Study Sample........coeeeruununannnnnnn. 209
Table 6.1: Customer Perceptions Regarding the Reliability Dimension .................. 216
Table 6.2: Customer Perceptions Regarding the Assurance Dimension................... 218
Table 6.3: Customer Perceptions Regarding the Responsiveness Dimension.......... 220
Table 6.4: Customer Perceptions Regarding the Empathy Dimension..................... 222
Table 6.5: Customer Perceptions Regarding the Tangibles Dimension ................... 223
Table 7.1: Summary of the Mean Values of Customers’ Perceptions of Service

QUALILY ceritiiiriiiiieiirttiiiesesreensnssirsesseseerenntasesessesisssssensssssssssssnsnnnsssssessnssnsnsns 241
Table 7.2: Summary of the Results Relating to the Construct of the Modified

SERVQUAL MOAE] ....uuueeereereeieerrnteeeienreeieeeeeeneeenesienseesssesesssesersesssssesess 243



Figure 2.1:
Figure 3.1:
Figure 3.2:
Figure 3.3:
Figure 3.4:
Figure 3.5:
Figure 3.6:
Figure 3.7:
Figure 5.1:
Figure 5.2:
Figure 5.3:
Figure 5.4:
Figure 5.5:
Figure 5.6:
Figure 7.1:

List of Figures

The Structure of Libyan Commercial Banks.......ccccveeieeineneccissiscenennenenen. 23
Caruana’s MOdEL......ouieeerieiiireeeiieeeeetereerreeeessssessissssssstsssssssssssensssnsesnesssssess 39
Basic American Customer Satisfaction Index Model.......cccccveereunvunnannnen. 60
Gronroos’ Service Quality Model ...uueviveveeirniieiieimiiiicciiriinccicccccrccines 66
Physical Elements in Service Production..........ccceieeceicincecnnnsennnseneennnns 69
Gap Analysis Model.....cciiviinnieiiniiccniiiseenenicinneesssssnsssssssesessssssssesssenesssens 72
Determinants of Perceived Service QUality ....ueeeeeeeeeeviveeriieriiiccirinscrnnnnee. 76
Extended Model of Service QUAalIty ....eereeiiciiiiniieeiininninnestennneenensen 78
Reliability Dimension: Boxplot (8 Items) .....cccoveeeriereecrecrecneeenninnvennnnns 180
Assurance Dimension: Boxplot (6 Items) ....cccceeveerriieerrreccrecnreesessisssessns 1835
Responsiveness Dimension: Boxplot (8 Items)...ccceviiviniiiinninnnnennnnnee. 188
Empathy Dimension: Boxplot (7 Items).....ceeeeccneeieiccnnnnniicnnnereneennsenn 191
Tangibles Dimension: Boxplot (6 Items) ....ccceeeveevecrnmrereerieeciierevensnnnnnnes 194
Eigenvalues SCree Plot .....ccovvvreriiirirnnnnniniccinnnnnenieiecsssenssessesensesssees 203
Customer Perceptions of the Importance of Service Quality

DD I IS I0TIS vueerennrrnonsresaresssnsessssssssvsssssessssssesnsssnssnsnsssss e eeeesresrenaesensnnassnsannns 248



Chapter 1 Introduction

1.1 Introduction

The aim of this chapter is to provide a rationale for conducting this study, and to give a
general introduction to the thesis. In terms of this chapter, it 1s divided into eight
sections: Section 1.2 offers a background to the study. Section 1.3 outlines the
importance of this study. Section 1.4 outlines its focus and justification. The purpose
and aims of the study are given in section 1.5, and section 1.6 briefly introduces the

research methodology. A summary of the subsequent seven chapters that comprise the

thesis is illustrated in section 1.7. Finally, a brief summary of this chapter is given in

section 1.8.

1.2 Background

Initiatives aimed at improving service quality are very common in all sectors of
economies, and service industries are developing to become important targets for
investors (Zeithaml and Bitner, 1996). Service companies are trying to find ways to
improve and provide superior quality service to keep their existing customers and
capture new ones. At the same time, service quality and customer satisfaction are two of
the concepts most regularly studied by managers and academics (Shemwell, Yavas and

Bilgin, 1998). All companies want to satisfy their customers, for this assures both the

short-term and long-term survival of their enterprise (Wang, Lo and Hui, 2003).

Peters (1988) indicates that customers, even if they buy tangible products, are concerned

with far more than just the technical specification of their purchases, and that in the long

term perceptions of care and responsiveness are even more important than the tangible

components of products.



Every organisation competes to some extent on the basis of its service. In a
comprehensive and widely referred to study, the American Management Association
surveyed over 3000 international respondents: 78 per cent identified improving quality
and service to customers as the key to competitive success, and 92 per cent indicated
that providing superior service was one of their key responsibilities, regardless of job
position (Greenberg, 1990). In spite of this, few organisations conduct research to
analyse the differences in the actions of companies or business units that consistently
deliver superior service quality compared to the much larger number of firms that fail to
do so (Whiteley, 1991). Hart and Casserly (1985) noted that, given the .strategic
importance of service quality, there was surprisingly little attention paid to it, and that
marketing and management texts in general fail to address the topic. Quinn and Gagnon
(1986) provided a serious concern related to the importance of service in the US
economy ‘‘it will take hard dedicated work not to dissipate our broad-based lead in
services, as we did in manufacturing. Many of the same causes of lost position are
beginning to appear. Daily we encounter the same inattention to quality, emphasis on
scale economies rather than customer concerns, and short-term financial orientation that

earlier injured manufacturing’’ (Quinn and Gagnon, 1986, p.97).

While product and price remain important competitive elements, it 1s not sufficient for
companies to compete solely on these elements, not least because increasing technical
sophistication makes product differentiation difficult. The distinguishing factor is rarely
product superiority. Instead, the key is service and attention to the customer. Service is
now the standard by which customers measure an organisation’s performance. Service
IS not a competitive edge; it is the competitive edge (Desatnick and Detzel, 1993). A
very good example is the personal computer company Dell’s customer services strategy:

Dell does not claim to sell the best or the cheapest computers, but the combination of
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speed, efficiency and reliability in its supply chain give it advantages over its

competitors, especially in terms of business-to business sales.

There have been many empirical studies, which have identified the enormous
advantages high quality service can confer. First, there is evidence of a positive
relationship between perceived quality and an organisation’s performance (Buzze] and
Gale, 1987). Second, service quality is considered a critical determinant of
competitiveness (Lewis, 1989). Furthermore, attention to service quality can help an
organisation to differentiate itself from other organisations and through this gain a
lasting competitive advantage (Morre, 1987). High quality of service 1s considered an
essential determinant of the long-term profitability not only of service organisations, but
also of manufacturing organisations (Margolies, 1988). In some manufacturing
industries, service quality is considered a more important order winner than *‘product
quality’’. So, while cost considerations remain important, it is vital that organisations

consider providing superior service as key to their profitability.

Buzzel and Gale (1987) state that firms, which are perceived to have high levels of
service quality generally enjoy a higher market share, higher return on investment and
asset turnover than companies with low perceived quality. This has led to the conclusion
that in the long term, the most important factor affecting business performance is the
quality of ‘‘goods’ and ‘‘services’’ offered by the organisation, relative to its
competitors. For service companies, the quality of the service they deliver is vital to

their competitiveness, but measuring such quality remains a subjective and intangible

task.

Despite this, successful service organisations tend to be those which commit resources

and time to achieving high quality service. Excellence in service provision has become



one of the most important initiatives through which organisations differentiate
themselves from their competitors, in order to win new customers and new business,
(Treacy and Wiersema, 1993; Berry, Parasuraman and Zeithaml, 1994). The role that
service industries play in the world economy is becoming more and more important, and

as a result, interest in how service quality can be improved 1s common to most service

organisations (Zeithaml and Bitner, 1996).

Customers find it relatively easy to assess product quality, but the characteristics of

services make this less straightforward. By their nature services are heterogeneous,
intangible, and perishable and they are often produced and consumed at the same time
(Parasuraman, Zeithaml and Berry, 1985; LeBlanc and Nguyen, 1988). For this reason,
it has been difficult for researchers in this area to arrive at a consensus concerning the
definition and measurement of service quality, and as a result of this ambiguity, service
quality initiatives of many kinds are widespread across all economies, and organisations
employ a range of different approaches to improve the quality of their services
according to the prevailing orthodoxies of their industry, sector or national origin,
(Sureshchandar, Rajendran and Kamalanabhan, 2001). Moreover, in spite of the existing
ambiguity over a definition of service quality, many researchers and practitioners have
stressed the importance of developing a universal concept and measurement of service
quality, and this has been outlined 1n various studies and research conducted in a range
of sectors (Shahin, 2006). This drive to measure and improve service quality is no less
important in the developing economies, because in a globalised world international

companies are moving into new sales regions with their highly developed service

offerings, representing intense competition to domestic service organisations.

In terms of the struggle for a share of world markets, Libya is in competition with every

other nation, and it registered strong economic performance and growing prosperity
4



over the early years of this century, achieving solid performance in growth, and
outcompeting a number of economically similar countries in its region (Porter and
Yergin, 2006). However, in spite of these strides, the desire of the Libyan state that the
country should be capable of competing at an international and not simply regional level
means that the improvement of the quality of Libyan goods and services is attaining the
status of a national imperative. As an economy grows, it becomes gtempting target for
large corporations seeking growth opportunities, and so eftectively, to offer a
competitive challenge to international organisations seeking opportunities in Libya.

Libyan companies need to understand and apply the complex modemn techniques of

measuring and improving service quality concepts and instruments.

The Libyan economy has seen major changes over recent years (Porter and Yergin,
2006). Among these changes there have been many economic reforms, based on
reviews of existing practices. These have led to the implementation of a set of policies
and measures designed to restructure the national economy and enable it to provide a
favourable environment and investment climate to encourage domestic and foreign
investments. The government has recognised that this should be matched by a
significant contribution in terms of the development of infrastructure and the
diversification of the economy away from a reliance on oil-derived incomes (Central
Bank of Libya, 2008). Within this framework, there has been a series of measures which
have evolved to promote investment and attract foreign capital, with the aim of securing
its contribution to the implementation of investment projects, productive activities and
services. There are also ongoing efforts and initiatives to effect the development and
updating of Libya’s banking system, with the introduction of open competition leading
to a situation where commercial banks will attain the status of vital elements of the

national economy, providing the essential services of functioning as a reliable and
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trustworthy store for savings and a major source of investment for economic activity. So
far, these efforts have resulted in an increase in economic activities, and this is reflected
in the service sector of the Libyan economy, which in 2008 achieved an above average

growth rate of 6.1%, compared to figures of 5.6% and 5.9% 1n 2007 and 2006

respectively (Central Bank of Libya, 2008).

The banking and financial services sector 1s an important part of Libya’s economy, and
its significance is growing. It is a sector which has become more competitive in recent
years relative to the situation that previously existed, because of initiatives by the
government to begin a phased withdrawal of the industry from state-ownership into
private ownership. Alongside this, the state has introduced measure to liberalize access
to the banking industry in terms of acquisitions and mergers to encourage major
international corporations to enter this sector. As in most liberalized economies, it is
intended that commercial banks will be the main axis of the financial and banking sector
in Libya, and it is expected that these policies will result in an increase the in the
number of domestic and foreign investors active in the Libyan economy. Therefore,
commercial banks are currently attempting to consolidate their market share, which has
enjoyed growth rates over the previous years (Central Bank of Libya, 2008). Prior to the
changes in the banking system outlined above, one of the only ways the management of
these commercial banks could differentiate themselves from their competitors was

through their service quality; though overall, based on international criteria, such banks

still suffer from the relatively low levels of service quality provided to their customers

In areas such as access to new technology, the speed of their transactions, and the range

of financial products available (Wali, 2004; Shehoumi and Toumi, 2007; Abdelmalek,
2008 and Kumati, 2008).



1.3 Importance of the Study

A widely held conceptual understanding of service quality 1s that it represents the gap
between the expectations of customers of service, and their perception of the service
after it is performed (Grénroos, 1984; Parasuraman et al., 1985; Zeithaml, Parasuraman

and Berry, 1990; Lehtinen and Lehtinen, 1991 and Williams, 1999).

The majority of service organisations recognise that it is imperative that they deliver
high quality service in order to achieve success for their business. There has been
interest among researchers around service quality for more than two decades (Webb,
2000), and as a result there is a rich and varied literature dealing with this crucial issue
from a range of different perspectives (e.g. Grénroos, 1982, 1984; Parasuraman, Berry

and Zeithaml, 1985, 1988; Saleh and Ryan, 1991; Cronin and Taylor, 1992, 1994;

Briggs, Sutherland and Drummond, 2007).

In terms of marketing, service quality is important because it determines a customer’s
evaluation of the service provided, which in turn determines customer satisfaction.
Without customer satisfaction, all other things being equal and assuming a competitive
market, there is a low probability of repurchase, and therefore service quality can be
said to influence business success directly. Inherent in the improvement of service
quality are the interactions between employees, managers and customers, and successful
service companies are generally those which best understand their customer’s wants and
needs (Waite and Stites-Doe, 2000). Furthermore, managers operating in the financial
services sector are likely to be especially aware that they can achieve competitive
advantages and boost profitability through a concentration on service quality (Petridou

et al., 2007). As a result, it is vital that everyone in a bank, from its senior management

down to individual employees, understands what the constituents of service quality are,
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and how they can be achieved, and measured (Lewis, 1989; Bowen and Hedges, 1993;

Asubonteng, McCleary and Swan, 1996).

Many researchers have pointed to the advantages in terms of performance that can
accrue from the provision of high quality service, such as customer satisfaction,
customer loyalty, responsiveness to demand, customer retention, market share growth
and productivity (e.g. Berry, Parasuraman and Zeithaml, 1985; Reichheld and Sasser,
1990; Capon, Farley and Hoenig, 1990; Bolton and Drew, 1991; Berry and
Parasuraman, 1991; Anderson, Fornell and Lehmann, 1994; Rust, Zahorik and

Keiningham, 1995; Lassar, Manolis and Winsor, 2000; Roberts, Varki and Brodie,

2003; Jabnoun and Al-Tamimi, 2003).

There has also been a multitude of studies that have found that have identified a clear
link between enhanced corporate performance and improvements in service quality.
According to Woldie and Dogan (1996), the benefits in terms of corporate performance
include: higher customer retention rates, i.e. customer loyalty; more new customers;
higher market share; improved employee morale; lower staff turnover; fewer mistakes;
a defence against price competition; reduced advertising and promotion costs; lower

operating costs; increased productivity; improved financial performance and increased

profitability.

In the banking sector of today, efforts to improve service quality are mostly customer-
focussed (Lynn, Lytle and Bobek, 2000), because increasingly service organisations are
recognizing the need to provide quality throughout the service delivery process in order

to avoid any negative effects that poor quality service might have on the business

(LeBlanc and Nguyen, 1988).



Over recent years, the subject of service quality has increased in importance to the
banking sector, and a reduction of the size of its customer base has resulted in a
decreasing market share for many banks, thereby affecting a portion of the banking
iIndustry (Bowen and Hedges, 1993). The current emphasis of service quality has the
potential to contribute substantially to reversing the decrease in market share that some
banks might be experiencing, and therefore, achieving superior service quality levels is
a vital goal for retail banking operations. This 1s particularly true for commercial banks

operating in environments where they are being subjected to levels of competition and

openness they have never previously encountered, as is the case in Libya.

This research is therefore intended to give a cross-sectional view of customer

perceptions of the service quality of Libyan public-sector commercial banks at a time

when both the banks and their customers were experiencing a period of rapid and

significant change.

The importance of this study, from a research perspective, lies in its inclusion of the
customers of retail banks in Libya, and because it makes suggestions and
recommendations with regard to measures to improve the service quality of these banks.
Brown and Swartz (1989, pp.93-94) state ‘.. from a marketing perspective, both
parties (management and customers) are very important and must be considered if a
more thorough understanding of service quality is to be gained ... the provider
(management) would design, develop, and deliver the service offering on the basis of his
or her perceptions of customers’ expectations’’. Hence, this research employs the
perspectives of customers to assess levels of service quality, with the aim of enabling
managers in the commercial banking sector to provide improved service levels to their
customers. Clearly, enhanced service quality has the potential to achieve benefits for

both the banks which provide it, and their customers who receive it. Amongst these
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benefits are the following: competitive advantages, productivity improvement, work
development, reduced costs and higher profits, higher employee satisfaction and a
consequent improvement in productivity, customer satisfaction, and customer loyalty.
These advantages have a beneficial effect on both the banking sector and its customers,

and it is intended that this study can make a contribution to innovation in the field of

banking service quality
1.4 Focus and Justification for the Study

While there has been a considerable amount of research into the issues of service quality
of concern to this study in developed economies, there remains a gap in the existing
knowledge concerning service quality in the financial services sector in developing
economies, of which Libya 1s an example (Yavas, Bilgin and Shemwell, 1997; Angur,
Nataraajan and Jaheera, 1999; Sureshchandar, Rajendran and Anantharaman, 2002;
Sureshchandar, Rajendran and Anantharaman, 2003). Importantly, Libya is also a
transition economy attempting to transform from a state dominated command economy
to a more open, liberalized economic system on the capitalist model. Therefore, the
initial motivation to conduct this study was stimulated by the absence of any empirical
evidence 1n terms of previous etforts to measure and evaluate service quality in the
Libyan banking sector. In particular, the study aims to help commercial banks to
improve the quality of their service. The motivation for this study derives from the

observations of previous researchers and practioners in Libya who have pointed to what

they believe to be the weakness in the standard of service quality provided by these

banks, and the emphasis they placed on the necessity of further research in this area

(Wali, 2004; Shehoumi and Toumi, 2007; Abdelmalek, 2008; Kumati, 2008). This

study seeks to investigate whether Libyan customers believe the level of service they
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have been experiencing from Libyan public commercial banks 1s low, and how far

Libyan conceptions of service quality coincide with those adopted in more developed

economies with different cultural contexts.

The Libyan government has an aim to develop its non-oil sector by the promotion ?f
private sector investment, and the support of small and medium size enterprises; this
aim 1s intended to achieve economic diversification and produce new jobs. Based on
this, the management of Libyan banks has developed a sense of the importance of
quality within the banking service as one of the fundamental requirements for
improving bank marketing operations. However, banking management still lacks the
scientific standards and the necessary information through which this can be realised.
The second motivation for this study therefore is to contribute to establishing this
standard and providing some of the necessary information. It will supply benchmarks of
Information about the clients’ evaluation of Libyan banks (especially, about the quality

level of banking services, and to what extent these banks understand their customers’

wants and needs).

The third motivation of this study 1s to provide empirical data which fills certain gaps in
the literature in general, and especially banking literature about service quality, through
the use of the SERVQUAL model. At the same time, the outcome will to be of practical

importance for those who work in the Libyan banking sector.

1.5 Purpose of the Study

As previously mentioned above, research conducted in developing economies in
general, and in Libya in particular is scarce. As a result, the principal aim of this study is
to investigate the level of service quality of Libyan public commercial banks from the

viewpoint of bank customers, and to examine the extent to which it is possible to use a
11



modified SERVQUAL model to identify whether the five dimensions of the
SERVQUAL model exist in the context of the Libyan banking industry. To achieve that
aim this study uses the SERVQUAL model developed by Parasuraman et al. (1985,
1988 and 1991). There is also a need to develop, in parallel, management understanding
of the issues around service quality. This study has employed a modified SERVQUAL
model to record the perceptions of Libyan bank customers of the service they receive in
order to draw conclusions about the nature of service quality in the Libyan context, the
future needs and wishes of bank customers, and the directions that bank managers

should be taking to ensure the future competitiveness of the businesses they work for.

The following paragraphs offer specific summaries of the aims of the study. This study

sets the following atms:

o The first aim of this study is to investigate the actual levels of service quality

perceived by customers of Libyan banks using an existing (modified)

SERVQUAL instrument.

e The second aim of this study is to test the extent to which it is possible to use a
modified SERVQUAL model, and to identify whether the SERVQUAL model

1s a five-dimensional construct within the context of the Libyan banking

industry.

* The third aim of this study is to draw conclusions from the study data regarding
the current state of customer perceptions of service quality, their implications for

Libyan banking in a state of enormous change, and what they can reveal about

service quality in a particular cultural context.
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1.6 Research Methodology

This study assesses customers’ perceptions of the levels of service quality provided by
commercial banks in the context of the dimensions of service quality devised for use in
the SERVQUAL model to assess service in the sector. Chapter 4 provides an
introduction to the research philosophy and the design of the research instrument, with

discussion of the implications of these elements on the methodology of the study; a

methodology which employs a questionnaire based on SERVQUAL to measure only

customers’ perceptions of service quality in the context of the Libyan commercial

banks. The Central Bank of Libya (2005) oversees and holds resources on behalf of the
Libyan commercial banking sector, which for the purposes of this study includes the
four main public commercial banks, (Gumhouria Bank; National Commercial Bank;
Wahda Bank and Sahara Bank) and a small number of private commercial banks
(Commerce and Development Bank; Aman Bank For Commerce and Investment; Al-
Wafa Bank; Alajmaa Alarabi Bank). A non-random sample was selected from the
customer base of these Libyan public commercial banks, and a total of 540
questionnaires were distributed to the customers of public commercial banks. The total

number of usable questionnaires returned was 404. Following analysis of the data a

comprehensive discussion and interpretation of the results was made.

1.7 Structure of the Thesis

The organisation of this thesis consists of seven chapters. There follows a brief

description of each chapter:

Chapter One: Provides an introduction to the study, with a focus on providing the
reader with a broad understanding of the study’s development, together with the

background of the thesis. It sets out the structure of the thesis and specifies its aims.
13



Chapter Two: considers the Libyan financial sector in greater detail; in particular, the
Libyan banking sector, which is the subject of this study. Issues such as the commercial
banking environment and non-bank financial institutions, and the evolution of the
banking system in Libya are discussed, which leads to some general observations of the
customer experience of Libyan public commercial banks. There is also a brief

introduction to all the commercial banks operating in Libya at the time of the study.

Chapter Three: consists of the literature review of this study. It considers literature
from several fields which proved relevant to the study and provides an overview of the
characteristics of services and definitions of the concepts of quality and service quality,
the relationship between service quality and customer satisfaction, and a discussion of
developments in the conceptualisation of service quality, including such dimensions and

models of service quality that have proved most useful and influential. This chapter also

includes the relevant literature related to service quality in the banking sector.

Chapter Four: presents the research methodology, including a detailed discussion and
explanation of the research design and the instrument designed to collect the research
data. The presentation of methodology identifies specific issues of which it was

necessary for the researcher to be aware, and explains the reasons for employing the
methods for data collection selected, and describes the analysis applied to the data

tollowing its collection.

Chapter Five: this chapter presents the analyses of the quantitative data obtained

through the research instrument.

Chapter Six: offers a comprehensive discussion of the analyses of the quantitative

findings presented in chapter five.
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Chapter Seven: presents the recommendations the researcher feels will be of value to
bankers and researchers in Libya and elsewhere, together with the conclusions to the

research. Subsequently the limitations and the contributions of the study are discussed,

and there are several suggestions for future research directions.

1.8 Summary

This chapter provided an introduction to the research topic and described the key factors
which motivated the study. The study’s iﬁpoﬂance was outlined, and the focus and
justification of the study were outlined, leading to the purpose of the study. Following
this, the methodology adopted for this study was briefly presented, followed by a
summary of the structure of the thesis. The following two chapters offer a review of the

background of Libyan banking and the relevant literature which has contributed to the

construction of the thesis.
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Chapter 2 Libyan Banking Background

2.1 Introduction

The banking sector plays an important role in the economy of any country because
banks perform a number of vital functions, such as: the mobilisation of savings, playing
an intermediary role, between savers and borrows, facilitating the flow of payments,
allocation of credit and control of financial discipline for borrowers. Furthermore,
electronic bank techniques allow the banks to offer various new types of banking
services to suit customers’ needs, such as paying bills, updating credit data and drawing
and transferring money. Moreover, banks are social organisations that are influenced
and affected by what occurs in the general environment they operate in, and they are no
more immune to the effects of culture, politics and social change than any other
Institutions. Banks have to balance the demands of groups such as shareholders,

employees, customers and government departments in order to remain profitable and

retain their customers (Oxford Business Group, 2010).

Therefore, the success of any economy depends to a large extent on the efficiency and

effectiveness of the banking sector which is responsible for the completion of all
financial transactions. The banking sector can therefore be considered as a financial

intermediary between individuals and institutions, and a link between individuals and

institutions in other countries.

The purpose of this study is to measure service quality in the Libyan public commercial
banks. Hence, the aim of this chapter is to provide background information conceming
the commercial banking environment and non-bank financial institutions in Libya. This

chapter is divided into seven sections. The Libyan banking sector 1s described in section
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two. Non-bank financial institutions are discussed in section three. Section four briefly
outlines how the Central Bank of Libya manages the process of adopting and enforcing
international best practices. The outlook for Islamic banking services in Libya is shown

in section five. Banking in Libya - a personal perspective is presented in section six. A

summary of this chapter is given in section seven.

2.2 The Libyan Banking Sector

The Libyan banking sector is crucial to the future success of the Libyan economy,
espectally following the government’s 1993 decision to begin a gradual policy of
banking sector privatization. The Libyan state sees deregulation of the banking sector as
being key to the stimulation of economic activity in all other non-oil sectors of the
economy. At the present time, the banking makes an important contribution to the
economy of Libya, especially in the non-oil sectors, in terms of both investment in
projects which represent increases in GDP, and by providing employment to the
Increasing proportion of the nation’s six million people not protected by the benign
employment conditions of the public sector (Central Bank of Libya, 2006). In
accordance with the objectives of this study, the following sub-section will present a

brief introduction to Libya’s banking sector as a whole, with particular reference to its

public commercial banks.

The Libyan commercial banking sector is divided into four different groups, which are:
The Central Bank of Libya, Commercial Banks, Specialized Banks, and the Libyan
Arab Foreign Bank (Central Bank of Libya, 2006). This section presents a summary of
the different banking institutions found in these groups, with an emphasis on the
commercial banks, which are the principal focus of this study, and from whose

customers the research sample is drawn.
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2.2.1 The Central Bank of Libya (CBL)

The Central Bank of Libya is Libya’s national banks, and has authority over bank
regulation and the activities of the state-owned commercial banks: it therefore
undertakes supervision of the banking system and regulates credit. It was established in

1955 under the provisions of Law No. 30 (1955), and commenced operations in April

1956.

The CBL was originally established with a total capitalisation of one million Libyan
dinars (LYD). Subsequently, its capital has increased to one hundred million LYD by
1981, reaching 500 million LYD by 2006. Originally, it was intended that the
government should have only part-ownership of the bank, to the value of 700,000 LYD,
while 300,000 LYD were to be offered for public subscription (El-Ghmati, 1979).
waever, following successive moves to take control of the levers of the economy, the
CBL eventually became 100% state owned, and now constitutes the monetary authority

in Libya and performs the functions of a central bank, while nominally holding the

status of an autonomous institution.

The bank operates within the economic policies set by the national government, and it
general affairs are managed by the Board of Directors, headed by the Governor as
Chairman. This board is responsible for implementing of the policies of the bank, the

management of its affairs, and for representing the bank in all negotiations and

agreements with other parties. The Board also consists of the Deputy Governor as Vice-
Chairman, and six other members, who are typically drawn from organisations with
interests in the nation’s financial and economic activities (El-Ghumati, 1979 and CBL,
2000). The bank has its headquarters Tripoli, and there are three branches in Benghazi

to serve the interests of commercial banks and the public in the Eastern area of Libya,
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while there is another located in Sabha city to undertake similar functions in the
southern area of Libya; recently, a further branch has been establishes in Sirte city,

which is intended to meet the same needs in central area of Libya (Central Bank of

Libya, 2002).

Broadly speaking, any central bank is responsible for ensuring that the economic
policies of the government are carried out, and that regulations concerning financial
transactions are complied with. As a result, the CBL is an important lever in the
governments control over the economy in Libya, and it is responsible for. the
maintenance of monetary stability in Libya, and for achieving levels of sustained
srowth in the economy, particularly in the non-oil sector, in accordance with the

government’s general economic policy for the country. The CBL, while nominally

independent, must balance the government’s wish to retain control over the economy
with its parallel though inconsistent wish to liberalize it, and attempts to achieve this by
drafting policies for the opening of the financial market and the promotion of
competition among the other banks of Libya, in order to prepare them for the arrival of

foreign competition. The CBL also has responsibility for promulgating the rules and

guidelines for the conduct of banks (Central Bank of Libya, 2006).

Since its inception in 1956, the CBL’s responsibilities have included the issue of the

nation’s currency, maintenance of the deposits of both federal and provincial

governments, and oversight of ordinary commercial banking activities.

The major development in the CBL’s functions came in 1993, when Law No. (1) was
issued which modified the its responsibilities, and its functions within the banking
system. Following this modification, the functions of the CBL include the maintenance

of international liquidity, and the regulation of domestic money and credit expansion in
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line with government monetary policy. The role of the CBL is to aid the Libyan state to
achieve its economic development objectives, while also encouraging modemisation
and expansion within the banking sector. Following the Libyan government’s decision
to move towards a more open economic system, the CBL was empowered by Law No. 1

of 2005 (Article 5), which promulgates the following duties and responsibilities for the
CBL:-

o Issuing and regulating banknotes and coins.
e Managing the State’s reserves of gold and foreign exchange.
e Maintaining and stabilising the Libyan currency internally and externally.

e Taking appropriate actions to deal with foreign and local economic and financial

problems.

 Regulating the quantity, quality and cost of credit to meet the requirements of

economic growth and monetary stability.

e Supervising commercial banks to ensure the soundness of their finances,

controlling the efficiency of their performance and protecting their depositors

and shareholders’ rights.
e Acting as areserve bank to Libya commercial banks.
e Acting as a bank and fiscal agent to the state and its public organisations.

e Advising the state on the formulation and evaluation of financial and economic
policy.
¢ Supervising foreign exchange transactions.

¢ [ssuing and managing all state loans.

* Carrying out any other functions or transactions normally performed by a central

bank, as well as any tasks charged to it under the laws of banking, currency and

credit or any international agreements to which the state is a party.
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2.2.2 Libyan Arab Foreign Bank

The Libyan Foreign Bank was founds as a result of Law No. 18 of 1972 with the aim of
supporting the Libyan state’s international investments. Among the stipulations of this
law were that the bank should reserve a minimum capital of ten million Libyan Dinars,
to be held by the Central Bank of Libya. Acting as the overseas arm of the Central Bank
it carries out its functions by operating through subsidiaries or affiliates in more than 30
foreign countries. Subsequently, the capital of the bank has increased continuously,
reaching USS$ billion in 2009. It has interests in many investments, including holding

stakes in 23 other African and Arab Banks, added to which it has invested in projects in

certain European countries such as, the UK, France, Spain and Italy (Central Bank of

Libya, 2006).
2.2.3 The Libyan Commercial Banks

Libyan commercial banks have a growing influence on the Libyan economy due to the
financial support and facilities they provide to both individuals and to organisations.

According to Article (50) of the Libyan law No 4 of 1963, a commercial bank is

identified as:

“Any company that regularly .accepts deposits in current accounts that
are payable when required or at an appointed time, opens documentary

credits, collects cheques, gives loans and credit facilities and the performs
other functions of a banking business’’.

In an updated form, article (65) of Law No 1 of 2005 defines a commercial bank as an
institution that accepts deposits in current demand accounts or time deposits, grants

loans and credit facilities, and engages in any of a range of other specified banking

activities, as follow:-
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e The cashing of checks made out to and by customers.

e Services relating to documentary credits, documents for collection and letters of

credit.
e Issuance and management of instruments of payment including monetary
drawings, financial transfers, payment and credit cards, traveller’s checks, etc.

e Sale and purchase transactions involving monetary market instruments and

capital market instruments to the credit of the bank or its customers.
e The purchase and sale of debt, with or without the right of recourse.
¢ Lease financing operations.
¢ Foreign exchange transactions in spot and forward exchange markets.
e The management, coverage, distribution, and transaction of banknote issues.

e The provision of investment and other services for investment portfolios, and the

provision of investment trustee services, including the management and

investment of funds for a third party.
¢ Management and safekeeping of securities and valuables.

¢ Provision of trustee or financial investor services.

e Any other banking activities approved by the Central Bank of Libya.

Under the supervision of the CBL, commercial banks in Libya are divided into two

types, public and private commercial banks (Central Bank of Libya, 2008). A summary

of these banks is shown in ﬁgufe 2.1 below and the following sections give fuller

description of each bank:-
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Figure 2.1: The Structure of Libyan Commercial Banks

The Central Bank of Libva

Libyan Commercial Banks

Public Commercial Banks Private Commercial Banks

e Gumhouria Bank o Commerce Development Bank

e National Commercial Bank ¢ Aman Bank for Commerce and Investment

¢ Wahda Bank e Al-Wafa Bank
e Sahara Bank e Alajmaa Al-Arabi Bank

Source: Krida (2006, p. 38)

2.2.3.1 The Public Commercial Banks

The history of formal banking services in Libya dates back to the mid-nineteenth
century and the period of Ottoman control over Libya. Alongside banking institutions
established to invest in agricultural activities, certain Italian banking companies began
to establish presences in Libya in the late nineteen century as a precursor to that
country’s colonial ambitions for Libya. By 1911, Ottoman control of Libya had

collapsed and the Italian banks in the country assumed control of the whole of Libyan

economic activity. Following Italy’s military defeat in World War II, Libya came under
the control of British military forces, with banking services provided by Barclays Bank,

which assumed authority for issuing currency and overseeing financial transactions.

Following Libya’s independence in December 1951, it took control of its own currency,
while granting licences to several foreign banking institutions to either continue or
begin activities in Libya. A Libyan National Bank was established in 1956, but

commercial banking services continued to be provided by companies such as the
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Tunisian-Algerian Bank, the Egyptian Bank, the British Bank of the Middle East and
Bank of America. The Central Bank of Libya was established in 1963 to replace the
National Bank, but the major change to banking policy came in 1969 following the Al-
Fateh revolution. This major political upheaval instituted a period of radical reform of
economic activity along socialist lines, with the nationalization of the most productive
clements of the economy and public ownership of all commercial banks. However, the
commercial banks within Libya encountered certain difficulties and barriers during their
transfgrmation to nationalization of all foreign banks, and as a result, according to Law
No. 153 of 1970, all banks operating in Libya became wholly owned by the State. This
law divided these banks into five companies, called the Al-Umma Bank, the National
Commercial Bank, the Gumhouria Bank, the Sahara Bank and the Wahda Bank, which

offered services to both members of the public and Libyan organisations (Central Bank

of Libya, 2006).

Later, the Central Bank announced in October 2007 that it would merge Umma Bank
and Gumhouria Bank into a 'single entity (Gumhouria Bank); that process was
completed in 2008. Following a merger with Al-Umma, Gumhouria Eecame the largest
bank serving the local market, with a total of $21bn of assets on its balance sheet, which

makes it the fifth-largest bank in North Africa (Oxford Business Group, 2010).

Combined together, the public commercial banks own in excess of 300 branches across
Libya. This wide spread of branches has lead to increased competition among these
banks, however, the range of products and rates of interest they can offer are still tightly
controlled by the CBL, and public commercial banks are somewhat insulated from
competitive stress from their privately owned rivals due to the government’s insistence
on paying all salaries into accounts held by public commercial banks. Since the vast

majority of the Libyan population depends for at least part of its income on public-
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sector salaries, this gives the public commercial banking sector a huge customer base
which it has to do little to attract. The combined capitalisation of the banks was 1103.8

million Libyan dinar, and their total assets were 73405.1 million Libyan dinars in 2008

(Central Bank of Libya, 2008).

After these banks underwent nationalisation, all their business was transferred to the
public sector. As a result, the public commercial banks (state-owned) played a key role
in the financing of many public sector companies concerned with infrastructure projects,

but they were not shareholders. Recently, the banks have been allowed to participate or

buy shares in these companies (Kumati, 2003).

To keep up with the rest of the world, the CBL is trying to introduce the SWIFT system

of transferring money through the use of global technology. This can be done only by

the use of modern technology and communication systems (Kumati, 2008).

It seems that the adoption of new technology is currently a part of the CBL’s initiative
to improve confidence in the banking sector, but it has failed to produce any tangible

results as a consequence of the weak communication infrastructure in the country, and

poor internet provision (Kumati, 2008).

2.2.3.2 The Private Commercial Banks

The public commercial banks had almost domination of banking activities in Libya until
1993, in which year the Central Bank of Libya issued Law No. This encouraged the
development of commercial banks within the private sector. In 1994, the Bank of
Commerce and Development began operations, making it the first private commercial

bank in Libya. In addition to this bank, three further private banks have since been
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established. These banks are the Aman bank for Commerce and Investment, the

Alajmaa Al-Arabi bank and the Al-Wafa bank.

It is significant that it has been the privately owned banks which have been fastest to
introduce new banking services and to upgrade their networks, these privately owned
banks have been among the most dynamic in rolling out retail banking services and
upgrading their networks, with a particular focus on urban areas. The Bank of
Commerce and Development, for example, is the largest of the private banks and was
the first to offer online banking services, Visa cards, mobile-banking and Western
Union money transfer services. These banks are also beginning to offer Islamic banking

services and products in all their branches soon (Oxford Business Group, 2010).

Therefore, it is clear that the preoccupation of the private Libyan banks 1s to gain a

competitive advantage through improved banking services and higher standards of
speed and accuracy. These banks are trying to fulfil the roles of commercial banks on a
par with those of other commercial banks worldwide. The private commercial banks’
strategy is concentrated on providing what Libyan customers seek from a bank and what
foreign investors are looking for in terms of banking services (Kumati, 2008). The
banks provide loans, discount bills, process cheques and issue letters of credit, (LCs),

provide bills for collection and issue providing foreign and local letters of guarantee.

The private commercial banks seek to be at the forefront of high-technology banking

services. In addition to conventional banking services and the services provided to some
major local and foreign companies, the banks provide a range of distinctive new
services to their personal banking customers: phone banking, travellers’ cheques in
Libyan dinars, safe-deposit boxes, internet services, touch-screen services, drive-in

banking and automatic teller machines (ATMs). However, the number of customers
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who have so far found private commercial banks to be a more attractive proposition is
relatively small, for the reasons stated above: government insistence on paying salaries
into public commercial banks; mistrust of the banking system in general; and a general

ignorance of the benefits that new technology could provide to Libyan customers.

Libya’s private banks enjoy a reputation for offering high quality, and for providing
their customers with superior products and fast, efficient services. The banks do this for
several reasons: first, and most important to keep their customers happy; second, to
attract more customers to their banks; third, the limited services offered by the public
commercial banks gives opportunities for the private banks to offer more diverse and
efficient services, (Kumati, 2008). Thus, they provide modern services like ATM
machines, money transfers and travellers’ cheques, as well as internet banking. A

further advantage is the provision of valuable financial advice to their client (Kumati,

2003).

As a result private commercial banks by their very existence have created competition
within the Libyan banking sector, not only in terms of banking services, but also in
terms of persuading the managers of the public commercial banks to pay greater
attention to their financial statements, and their profits and losses. However, private
banks do not maintain superior accounting as a spur to public banks, but to attract both

foreign and domestic customers and to manage their own companies more efficiently

and effectively (Kumati, 2008).

The quality of the assets held by private commercial banks 1s relatively strong,
especially in comparison to the public commercial banks, and even by international

standards. Most loans are of good quality, including real estate loans secured by

mortgages, and the banks have their focus trained on long-term facilities (Kumati,
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2008). However, some Libyan bankers point out that the rapid horizontal expansion of
the private commercial banks in the form of opening new branches and agencies may
lead the banks to lose control of their resources in the future (Kumati, 2008). All
commercial banks, both public and private, need to understand what it is that their
customers want from a bank, and whether the majority of Libyan customers want
improved technology, Islamic services or flexible investment options: it is quite likely
that a demand exists for all three, but in what proportions. It is hoped that the
perceptions of service quality presented in the research will provide the so-far dominant

public sector with the necessary information to keep their customers satisfied, and retain

their trust through future improvements.

2.2.4 Specialised Banks

As well as commercial banks, the Libya also has three specialist banks, each with the
aim of developing a different key sector of the economy. Article 65 of Libyan Banking
Law No. 1 (2005) stipulates that the principal goal of the specialised banks is to finance
and grant credit to specific activities designed to enhance the development of the
country as a whole, and as they do not accept simple demand deposits. The Libyan
Central Bank provided for three distinct specialist banks: the Agricultural Bank, Bank
for Real Estate Investment and Savings, and the Development Bank. These banks
operate in key strategic areas of the economy and support the achievement of specified
economic goals. They supply the sectors for which they were designed with the

necessary loans to implement projects designated and owned by the Libyan

Government, and sometimes to private sector projects (Central Bank of Libya, 2006).
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2.2.4.1 The Development Bank

Law No. 8 of 1981 established this bank, and it started operating later that year,
beginning with an authorized capital of 100 million dinars, fully financed by the Libyan
government (Otman and Karlberg, 2007). The bank’s purpose i1s to offer loans to
finance projects aimed at enhancing industrial and productive capacity to the nation, as

support to Libya’s process of development, and with the goal of improving the nation’s

industrial output to diversify sources of revenue.

2.2.4.2 The Agricultural Bank

Before oil was discovered in Libya, the economy was primarily an agricultural one.

Since the discovery of oil, the Agricultural Bank has used wealth generated in Libya’s
oil fields to attempt an agricultural revolution in the national economy. The bank was

established in 1955 and commenced operating in 1957 with a capital of one million

Libyan Dinars, funded by the government. This was subsequently increased to 450

million in 2002 and then 454 million Dinars in 2005, the money used to support and
improve agricultural activities by offering credit and subsidies to increase crop yields, in

addition to providing emergency assistance at times of agricultural crisis such as

drought (Central Bank of Libya, 2006).

2.2.4.3 The Real Estate Saving and Investment Bank

This bank founded in accordance with Law No. 2 (1981) and funded with authorized

capital of 100 million dinar, provided by the government (Central Bank of Libya, 2006).

According to the law, half of the bank’s capital was to be invested in industrial projects

and the reminder in the construction industry (Otman and Karlberg, 2007). This bank

attempts to support and improve the construction industry in Libya by granting loans for
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large scale construction projects, and by issuing debentures and investment certificates,
In addition to sefting up and managing construction projects on its own behalf and that
of others. It also purchases real estate and properties for development and establishes or

buys construction companies it needs to achieve its aims, or participates in their

operations (Central Bank of Libya, 2006).

2.3 Non-Bank Financial Institutions

Non-bank financial institutions are an important part of the financial sector of Libya’s
economy (Central Bank of Libya, 2008). In the main they take the form of funds

endowed with sovereign wealth surpluses, and are entrusted in particular with investing

surplus o1l revenues. Some of these institutions are described below:

2.3.1 Insurance Companies

The first national insurance company to be registered in Libya was the Libyan Insurance
Company; established in 1964, with a capital of one hundred thousand Libyan dinars, it
was a pioneer in the field of Libyan owned and managed insurance institutions, and in
recent years, the Libyan insurance industry, now subject to the invigoration of an open
market and the competition offered by foreign companies, has seen significant
development, thereby reflecting the overall growth witnessed in the national economy

as a whole. By 2006 there were five insurance companies operating in Libya: These

companies were; the Libyan Insurance Company, United Insurance Company, African

Insurance Company, Sahara Insurance Company and Libo Insurance Company.

2.3.2 The Libyan Stock Market

Following many initiatives and a great deal of effort, the Libyan stock market was

established on the 3™ of June, 2006 by order of General People’s Committee No. 134,
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with a capital of 20 million Libyan dinars, to facilitate the development of modern

financial and monetary institutions and to enhance their contribution to economic

activity, (Central Bank of Libya, 2006). The establishment of a stock market was key to

the government’s project to gradually privatise major public institutions, including the

public commercial banks.
2.3.3 Foreign Exchange and Financial Services Company

Established by the General Peoples’ Committee decision No. 611 of 1994 and the
Secretary of the General People’s Committee for Economy and Commerce decision No.

327 of 1994 with a capital of 7 million Libyan dinars, the Libyan Foreign Exchange and

Financial Services Company is a joint stock company, (Central Bank of Libya, 2006). It
has seventeen branches and agencies in Libyan cities. The company began operating in

1994, and its responsibility 1s to conduct foreign exchange and financial services

operations with Libya, such as:-

e Issuing and marketing of traveller’s cheques.

e Buying and selling of securities and shares and other banknotes.
¢ Selling and buying of foreign currencies.

e Issuing of credit cards and other means of payments.

e International and local transfer of money.

o Ownership of movable assets and real estate that the company needs to carry out

1ts activity.
2.3.4 Libyan Arab African Investment Company

This investment arm of the government is also a Libyan joint-stock company;

established according to the provisions of General People’s Committee decision No.
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660 of 1990, it is designed to make investments of Libyan surplus funds in African
countries, with the exception of other Arabic African countries, (Central Bank of Libya,
2006). Its investment portfolio currently includes projects in more than 25 African
countries. The company’s principal aims are twofold: to produce revenues for its
shareholders, alongside a more political aim of encouraging inter-African trade, and
encouraging a greater exchange of technology, and closer integration of African
nations’ economies, at both a regional and global level, especially in sectors such as

agriculture, industry, mining, fishing, maritime transport, trade and financial

investments.
2.3.5 Social Security Fund

The Social Security Fund was established in 1980 to meet the government’s aims with
regard to social security. Libyan citizens are automatically members, and the fund’s
principal aim is to focus on securing the basic needs of its insured members and the
members of their family should the need arise, and providing with a level of security
and reassurance to concerned citizens in times of hardship or illness (Central Bank of
Libya, 2006). As a result, the fund is charged by law with achieving certain objectives,

and operates through 16 branches and 57 offices distributed throughout the country.

Among the most notables of its objectives are:-

e To show sensitivity in terms of the needs of insured members so they can be

reassured as to their future and the future of their family in order to achieve

stable employment for the insured as a catalyst for further constructive work.

e To meet the basic needs of insured members and their families by providing a

steady income during the period of disruption of his’her capacity to work
temporarily or permanently.
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2.4 Central Bank Control over the Adoption and Enforcement of International

Best Practices

In terms of modernising the banking sector, the Central Bank of Libya (CBL) is central
to the state’s efforts to enforce a range of controversial policy changed considered to be
necessary to move Libya from an economy dominated by a single productive sector

(o1l) and a politically controlled and overmanned public sector to a more diversified,

economically open economy (Oxford Business Group, 2010).

The CBL is no longer the holder of the resources of the rest of the banking sector.

Although it retains substantial influence over domestically owned banks, its focus has

shifted away from ownership and operations towards supervision and enforcing

compliance with best practices within the banks.

CORE FOCUS: By 2009-2010, the focus of the CBL was on improving the strength of
Libya’s banking infrastructure, and assuring that the commercial banks were adequately
capitalized. Domestic banks have been encouraged to upgrade their IT and payment
systems to improve the flow of financial capital across the system and to speed up
settlements for both businesses and individuals. In particular, the CBL has been
applying pressure to banks to complete the implementation of real-time gross
settlement, automated clearing house, automated check processing and the introduction

of automatic teller machines (ATM), while simultaneously working to develop the

strength of the banking system.

Due to these initiatives, many novel financial products are now available, and there has
been a gradual movement towards 24-hour banking supported by real-time settlement,

eliminating the former time delays that hampered financial transactions in the past. At
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the time of writing, it is expected that the banking sector will introduce internet-based

banking facilities in the near future.

The CBL has placed great emphasis on the importance of Libya’s smaller, private
commercial banks training their staff, believing that this will allow them to form
alliances with strategic foreign partners to enable the transfer of technology and
knowledge., In addition, ‘the CBL has also been focusing on 1improving the
communications and internet infrastructure within the banking system, which

necessitates the introduction of reliable, high-speed technology solutions such as fibre-

optic broadband and satellite links (Oxford Business Group, 2010).

2.5 Outlook for Islamic Banking Services

It is often observed that although Libya is an Islamic country, it does not have, nor has it
ever had, an Islamic banking system. Libya is currently accelerating its efforts to
embrace the principles of Sharia-compliant banking, the central principle of which is

that interest shall neither be charged nor paid on loans or savings, with a number of

domestic and foreign players expressing an interest in developing this under-served

niche.

The nascent Islamic banking sector i1s beginning to gain some regulatory support, and
there is a considerable body of evidence that many Libyan citizens would like to be able
to open closely regulated Sharia-compliant banking accounts. According to the Oxford
Business Group (2010), some conventional banking sector sources have confirmed that
the banking industry as a whole would benefit from growth in Sharia-compliant product
lines, because a substantial proportion of customers prefer non-interest-bearing

products. It is also possible that this distaste felt by customers for the investment
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products available from the public commercial banks could be influential on perceptions

they report with regard to service quality.

Initial experimental work conducted by the national commercial bank and Gumhouria
bank suggests that the main challenge for Islamic products has been an absence of
regulatory and accounting definitions that would help customers differentiate between
conventional and Sharia-compliant products. A recent study examining the efforts of
these two pioneering banks found that there were important gaps in regulatory,

accounting and human resources areas that hampered the effective implementation of

Islamic Banking in Libya (Oxford Business Group, 2010).

In his presentation of an empirical piece of research, to the Second Conference of
Islamic Finance Services in 2008, Al Amin Khalifa Toul cited a “lack of coordination
between Libyan banks and institutions that govern the financial and Islamic banking
services, and the poor training of staff” as the main areas that will need to be addressed
to expand this sector of the industry. The study pointed out that there was still a
shortage of dedicated training programmes within the banks and that the country needs

to develop a supervisory body to regulate Sharia-compliant products. “The objective in
the near future is to create educational and training institutions to accommodate large

numbers of trainees”, the study recommended.

Al Amin’s study argues that an independent regulatory body is necessary to oversee the

legal aspect of Islamic transactions, in order to provide legitimacy to contracts between

customers and the banks. In contrast to conventional banking, it 1s of importance in
Sharia banking to clearly define the status of the collateral and profit sharing agreed to

secure the transaction. According to Salem Rehouma Hoty, as cited in OBG (2010), a

speaker at the Islamic Conference of Islamic Financial Services in 2009 said that “the
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laws in Libya were not designed to accommodate Islamic banking systems”. Although
the laws of the Libyan banking system were based on socialist principles, it seems that

Libyan customers favour banking products, which are founded on Islamic principles.

Libya’s lack of any tradition with regard to Islamic banking means that, as pointed out
in several studies conducted by Libyan researchers, there is a lack of expertise around
this area. In other countries that have introduced Islamic banking, the governing boards
have usually tended to invite Islamic scholars from overseas, a practice that could be
emulated in Libya. The lesson for Libyan authorities to learn from countries such as

Malaysia might be to restrict the scholars to one bank, and to insist that they provide

training to young scholars in order to create a local pool of expertise in this area.

Nonetheless, the per capita income level is expected to continue rising over the next few
years, and Libya remains an attractive proposition as one of the least penetrated retail
banking markets in the Middle East and North Africa region. Traditional attitudes
among the country’s customers are particularly well-suited to Islamic banking, which
does not charge interest rates on loans and operates within a fee-based framework
(Oxford Bﬁsiness Group, 2010). This suggests that as Libya opens up to foreign direct
investment and ownership, the existing Libyan commercial banks are likely to face
considerable pressure from foreign banks, especially those already expert in providing

Sharia-compliant products. Therefore, the quality of service delivered by Libya’s

commercial banks may be crucial to their efforts to retain customers, operate profitably,

and thereby gain the competitive advantage necessary to flourish in a liberalized

banking environment.
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2.6 Banking in Libya — A Personal Perspective

Given that the focus of this study is the perception of service quality of the customers of
Libyan commercial banks, it is appropriate here to provide a brief overview of the
circumstances experienced by Libyan bank customers which may be regarded as
unusual or culturally distinctive. For many years, the main function of Libya’s public
commercial banks was to receive and distribute public sector salaries. The governments
insists on paying these salaries, which constitute at least a part of the income of most
families in Libya, directly into accounts held by state-owned commercial banks: the
effect of this is to provide the four main commercial banks with a customer base which
they must do little to attract or retain. As a result there has been minimal incentive for
these banks to update their procedures or their technology. Even at the time writing, the
banks are still using manual systems of banking, and new technology has not yet been
completely integrated into these banks. Basic transaction facilities are available to
customers, such as account balances and a simple payroll system for employees, but
there 1s no kind of networking between the banks’ headquarters and their branches.
Customers have to wait in queues to make withdrawals from or payments into their
accounts. They have cheque books to use, but they are only used when making a
withdrawal. Credit systems within Libya are uncomplicated and based on face-to-face
transactions, and what confidence existed in the banking system was severely damaged
by the currency retorts of 1980, when customers were allowed only one week to
exchange their existing currency for new (Kumati, 2008). Therefore, many people said
and still say ‘“We are not going to save or deposit our money in a bank. Let us keep our

money in our pocket’’. Most Libyans, therefore, still prefer to carry out their

transactions in cash.
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The researcher, as'a Libyan citizen and long-term customer of Libyan commercial

banks, has the following observations to make about influences on Libyan banking

practice.

A major cultural factor is the insistence among Libyan customers that female customers
be treated separately from male. Banks are expected to provide different windows for
women to conduct their business, and queues for service are also kept separate by

gender. Men are content to see female customers given priority on the basis that they

should be treated with respect and be free to return to their work or home quickly.

Banking, like all facets of life in 'Libya, is subject to the effect of influence or ‘wasta’ in
the Arabic. A customer who knows someone in a bank or has relations working there is
more likely to be able to conduct their business speedily and effectively. Bureaucratic
requirements are circumvented, and it may be possible, for example, to arrange a loan

on the basis of a single phone call if the necessary social connections exist.

Beyond the influence that can be obtained from family or kinship connections, it is
necessary also to stress the importance Libyans place on personal relationships in
managing their daily life. Ties of kinship and friendship make life easier, and customers
of institutions such as banks are more likely to base their choice of bank and branch on
the people they know who work there and the closeness of their relationship. Female
customers often do not drive and have limited time to conduct their business, so are
more likely to select a bank close to their home or place of work. Thus, it can be seen
that considerations such as a simple comparison of products and services play a

significant role in the choices Libyans make in the bank they use, and on their

perceptions of levels of service quality offered.
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2.7 Summary

Libya is an environment with great potential for expansion for all types of business,
particularly in the banking sector. It needs people who can develop and manage its
natural resources and people with knowledge and technological skills rather than simply
capital. Within this chapter there is an overview of the evolution of the banking industry
in Libya designed to provide a context for the empirical evidence that comes later in the
thesis. A brief review of both Libyan banking and nonbanking financial institutions has
been given. This chapter has also provided a brief review of the central bank’s control
over the adoption and enforcement of international best practices. It has also given the

outlook for Islamic banking services in Libya and a personal perspective for banking in

Libya.

In the following chapter, the researcher will review and analyse the relevant academic

and professional literature on the subject of service quality in general, with the aim of

understanding the appropriate role of service quality in the banking sector in particular,

and creating a wide background to the research study.
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Chapter 3 Literature Review (An Overview of Service Quality)

3.1 Introduction

Today, the service sector accounts for significant proportion of the economic activity in
many countries. According to the Organisation for Economic Co-operation and
De'velopment, more than 70 percent of people worldwide are employed in the service
sector (Arasli, Mehtap-Smadi and Katircioglu, 2005). AThis is particularly true of more
highly developed economies, for instance, Kotler (2003) states that in the USA 79
percent of all employees hold jobs in the service sector, and services represent 76
percent of US GDP. Services are complex in nature due to their common characteristics,
which include intangibility, heterogeneity, inseparatibility and perishability (Arasli et
al., 2005). The importance of the services sector, and the characteristics outlined above,
have also intensified the onus on companies to provide superior service as a means to
improving financial performance and attracting and retaining customers in highly
competitive environments (Wang et al., 2003). Therefore, the provision of a high level
of service quality is increasingly recognised as being one of the key strategic drives of

value within organisations in both the service and manufacturing sectors, (Lewis, 1991).

Moreover, competition is service oriented to such an extent that business organisations
have come to realise that the merely technical solutions they offer to consumers, are not
sufficient to create a competitive advantage (Abdelaziz, 2001). Therefore, the delivery
of a higher levels of service quality is a strategy which is increasingly being adopted as
a key to service providers’ efforts to position themselves more competitively in the
marketplace (Brown and Swartz, 1989; Parasuraman et al., 1988). This is because
quality, from the customer’s viewpoint, is a significant basis which he/she uses for

differentiating between competing services (Bharadwaj, Varadarajan and Fahy, 1993).
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From the service provider’s viewpoint, high quality service provision can reduce the

costs inherent in attracting new customers and at the same time, increase customer

satisfaction, enhance customer loyalty and improve customer retention rates (Newman

and Cowling, 1996).

With regard to the banking sector, service quality has become an increasingly important
factor for success and survival (Cui, Lewis and Park, 2003). Provision of high quality
service aids in meeting several requirements of the modern bank such as achieving
customer satisfaction with its consequent effects on loyalty and market share, soliciting
new customers, improved productivity, financial performance and profitability (Julian

and Ramaseshan, 1994; Lewis, 1989, 1993; Llosa, Chandon and Orsingher,1998). It

has also become a major research topic due to its important relationship with marketing

and financial performance (Cui et al., 2003).

A review of the relevant literature suggests a two-way division in the principal focus of
service quality research (Gounaris, Stathakopoulos and Athaqassopoulos, 2003):
initially, the identification of the dimensions of service quality was the primary concern
of researchers (Parasuraman, Berry and Zeithaml, 1985, 1991b). Latterly, the
development of instruments designed to measure service quality has become the focus
of research efforts (Parasuraman, Berry and Zeithaml, 1988, 1991a, 1993; Cronin and
Taylor, 1992, 1994; Asubonteng et al., 1996; Buttle, 1996). Accordingly, this chapter is

devoted to reviewing the literature concerning the concept of service quality and its

related subjects.

The chapter divided into fifteen main sections. The next section discusses the nature of

service. A definition of quality and service quality are presented in section 3.3, Section

3.4 deals with the service encounter. The importance of service quality is illustrated in
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section 3.5. Then, the relationship between service quality and customer satisfaction 1s
presented in section 3.6. This is followed by a discussion of service quality expectation
and perception in section 3.7. A discussion of conceptual models of service quality will
be presented in section 3.8. Section 3.9 highlights the dimensions of service quality,
while service quality measurement is discussed in section 3.10. Section 3.11 considers
the importance of service quality measurement to the banking industry. This section is
followed by an overview of studies on service quality in the banking sector in section
3.12. Culture and its effect on service quality is discussed in section 3.13 and this is

followed by the implications of the literature to service quality in Libya in section 3.14.

Finally, section 3.15 is provided a summary of this chapter.

3.2 The Nature of Services

A service can be defined as work performed for someone else (Juran and Gryna, 1993).
The definition of service as an action comes within the framework of a relationship; the
relationship is usually that between the customer and the provider of the service.
Zeithaml, Bitner and Gremler, (2006, p.4) defined services as ‘‘deeds, processes, and
performance.”” The definition suggests that service in general 1s not a tangible object
that can be felt or touched, a quality which distinguishes services from tangible
products, while Kotler et al. (2001, p.535) see service, as ‘‘any activity or benefit that
one party can offer to another which is essentially intangible and does not result in the
ownership of anything.”” Services are intangible in nature, and this intangibility makes
the analysis of the subject of service quality different from that of the analysis of
manufacturing quality (Gummesson, 1991). Also, Gronroos (2000, p.46) believes
services to be ‘‘a process consisting of a series of more or less intangible activities that

normally, but not necessarily always, takes place in interactions between the customer

42



and service employees and/or physical resources or goods and/or systems of the service

provider, which are provided as solutions to client problem.”’

This definition emphasises that service is an activity or a set of activities delivered by a
service provider to customers with the aim of meeting their demands or solving their
problems. That is, the service provider supplies service for customers in order to satisfy
customers during the service transaction. Customers make judgments (e.g., satisfaction)
on what they have received or consumed, and their subjective attitude towards the
service has a significant influence on their evaluation of the service provider and the

associated service quality.

Parasuraman et al. (1985) argue that even the most comprehensive knowledge of a
product is not sufficient to understand the nature of service properly. Service is more
complex than goods and more difficult to measure precisely. Some researchers (e.g.,
Zeithaml, Parasuraman and Berry, 1992; Zeithaml and Bitner, 1996) have identified

four fundamental characteristics of service as distinct criteria compared to goods or

tangible products.
3.2.1 Characteristics of Services

It can be said that the two industry sectors, services and products, have common goals
such as customer satisfaction, productivity and success, but the service sector has
intrinsic characteristics that drastically differentiate it from goods based industries. A

service has the following characteristics: intangibility, inseparability, heterogeneity, and

perishability.
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3.2.1.1 Intangibility

The majority of services are intangible in their nature (Bateson, 1977; Shostack, 1977;
Berry, 1980; Lovelock, 1981). This lack or absence of tangible attributes makes it very
difficult for producers to describe a service in promotional or advertising material, and
equally difficult for consumers to understand a service’s virtues and benefits. With a
service, the consumer is not able to see, hear, feel, smell, or touch the product before it
is purchased (Ghobadian, Speller and Jones, 1994; Dibb et al., 2006). Parasuraman et al.
(1985) argue that because services involve the delivery of a performance or action
rather than the transference of ownership of an object, exact manufacturing
specifications cannot be given and uniform quality can rarely be guaranteed. Most
services cannot be counted, measured, inventoried, tested, and verified in advance of

sale to assure quality. Because of intangibility, firms may find it difficult to understand

how consumers perceive service and evaluate service quality (Zeithaml, 1981).

3.2.1.2 Inseparability

In the case of many services, production and consumption of the service are
simultaneous and therefore inseparable in the mind of the customer, (Carmen and
Langeard, 1980; Gronroos, 1978; Upah, 1980). In service industries, the provider often
creates or performs the service at point in time it is consumed (Dibb et al., 2006).
Services are often highly visible, and as a result within the process of transaction it is
not always easy for the service provider to conceal mistakes or shortfalls in quality.
Moreover, the customer’s involvement in the process means that there are additional
factors adding to the uncertainty of quality, which managers generally have little control

over. Furthermore, given the visibility of some service provision activities, the
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behaviour or reaction of one group of customers may have an influence another group’s

expectations of service quality.

3.2.1.3 Heterogeneity

Services are heterogeneous because they are difficult to reproduce identically in
different conditions and to different customers: the performance of a service often varies
from one producer to another, from customer to customer, and even from one day to
another (Parasuraman et al., 1985). In industries such as retail banking, which are both
labour intensive and have large product portfolios, the buyer cannot assume consistency
of staff behaviour and, therefore, consistency of service performance and quality (Berry
et al.,, 1985; Booms and Bitner, 1981; Langeard et al., 1981; Howcroft, 1993). As a
result, the buyer of services may perceive themselves to be at greater risk of suffering

from poor quality than a purchaser of goods, which are considerably easier to

standardise (Eiglier and Langeard, 1977; Guseman, 1981; Zeithami, 1981).

3.2.1.4 Perishability

A further ditference between goods and services is that unlike goods, services cannot be
stored. Services that are not used or sold at their appointed time cease to exist. Thus the
matching of demand and supply within companies which provide services poses a great
challenge. Demand management strategies like pricing, reservation systems, etc.,l and
supply management strategies like utilising part-time employees, capacity sharing, etc.,
are developed to handle the problem of perishability (Gummesson, 1991; Ghobadian et
al., 1994; Zeithaml and Bitner, 2000). Moreover, many producers of goods are realising
that they can add value to their products by the provision of add-on services such as
after-sales care, help-lines and insurance, leading to a blurring of the traditional

divisions between goods and services. It is therefore incumbent on companies and
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organisations whose only product is a service that they use service quality as a means of

gaining competitive advantage.
3.3 Defining Quality and Service Quality

Service quality is one of most researched areas in the academic study of services. As a
result, it is necessary to clarify and define this term (Fisk and Brown, 1993).

Consequently, defining quality is fundamental and a prerequisite to understanding the

term of service quality.

3.3.1 Defining Quality

Given the necessity to employ quality for competitive advantage, it is important for a
company or organisation to have a clear idea of what level of quality they want to
achieve. Quality is an extremely difficult concept to define in a few words. It has been
defined in different ways, with the most common conceptualisation arising from
consideration of the quality of goods, rather than the quality of services. However,
before the start of investigating service quality definitions, it is important to understand

some definitions of quality that exist in the wider business environment. This will allow

some understanding of where current issues in the application of quality to services

have arisen (Reeves and Bednar, 1994).

Furthermore, quality is widely considered a key contributor to corporate success. It is of
primary concern to organisations of all kinds and it can be considered the strategic
variable which has the greatest impact on production and marketing activities in the
service industry. As a result, the banking industry, reliant on trust and credibility to

maintain its activities, has to determine a definition of quality particular to its own

service sector (Bowen and Hedges, 1993).
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There is no consensus as to what constitutes quality, and researchers have offered a
range of different definitions. Chaplin (1981) wrote of excellence, and stated that
excellence was possible in anything; a definition of fitness for use is otfered by Juran,
Gryna and Bingham, (1988); and for (Gronroos, 1990) quality is a question of customer
perception of excellence; it is regarded as the creation of value for the customer by
Edvardsson and Mattesson, (1993) and seen as reflected in the importance and essence
of customer’s judgments by Zeithaml, Berry and Parasuraman, (1993). It can also be

defined in terms of providing goods or services to customers according to a

specification that meets their needs and satisfied some existing requirement (Palmer,

2005).

Crosby (1980) defined quality as “conformance to requirement” (p. 9), with a focus on
people and organisational factors, and placed an emphasis on the company’s need to
achieve changes in culture, training, a commitment by senior management to quality,
and a consistent monitoring of the costs of providing quality. Deming (1986) took a
more statistical perspective of quality, and emphasised the the need to reduce to its
absolute minimum the variance of services using statistical process control techniques.
Deming also outlined fourteen management principles necessary to achieve quality,
which include management commitment, process design and control, reducing barriers
to employee participation, and continuous improvement. Juran (1989) pointed out the

need for expert planning and product design, a commitment to the auditing of quality,

and the maintenance of a good relationship between the supplier and customer. Taguchi
and Clausing (1990) extended this list of quality improvement attributes, including in
their requirements product and process design. Taguchi and Clausing’s methods are

intended to provide a system able to produce services based on the specifications of

customers, designed to meet those specifications in a profitable and satisfactory service
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delivery. A further definition offered by Samuel (1999, p.382) quoted the International
Standards Organisation (ISO) definition of quality as ‘‘the totality of features and
characteristics of a product or service that bear on its ability to satisfy or imply
customers’ needs’’. According to this view, the standard definition of quality should

include to all those features of a product (or service) which are necessary to the

customer who might buy it.

Thus, quality has implications not only for the way that products are made but also for
the way that they serve the needs and wants of customers (Reed, Lemak, and
Montgomery, 1996). Reeves and Bednar (1994) stated that quality not only means
conformance to specifications, but it also means meeting or exceeding customer
expectations. Ghobadian, et al. (1994, pp. 47-48) pointed out that although there are

many definitions of quality, it can be organised through five main headings which

identity the characteristics of high quality:

e Transcendent. Quality is defined as being innate to the service in its excellence.
In this categorisation, the product or service has unparalleled properties.

However, this definition of quality has limited application in practice, due to the

difficulty of identifying the determinants of quality prior to purchase.

e Product led. In this definition, quality is regarded as representing the units of
goodness contained within a product or service. Thus, a high quality service
contains within it more units of goodness than a low quality service. This

definition depends for its accuracy on the quantification of the units of goodness

or tangible attributes within a service; in practice, however, this is a subjective

assessment and it is no easy matter clearly to identify and quantify the attributes
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of a service. Furthermore, due to its subjective nature, goodness is not absolute

but relative to a particular person or instance in time.

Process or supply led. Under this approach, quality can be defined as
‘‘conformance to requirements’’. This definition of quality emphasises the
importance of effective management and control of supply-side quality.
Therefore, focus is internal instead of external. An organisation which offers a
basic service involving little or customer contact, such as companies in the

financial services sector, public transport and fast food restaurants, may be able

to use this definition.

Customer led. In this definition the focus is external. The deﬁnition'of quality is
regarded as ‘‘satisfying customer requirements’’ or ‘‘fitness for purpose’’. This
approach depends on an organisation’s ability to find out the requirements of
their customers, and thereby satisfy those requirements. This approach has an
implicit relationship to the supply-led approach because the requirements of
customers are designed into the service before it is offered for sale, however, the
product’s degree of conformance is not determined until the transformation
stage. This definition is most useful to organisations which offer services based
on a high degree of personal contact, which require service providers to have
specialist skills or knowledge, or which are labour intensive, for example legal

services, accountancy, health-care, leisure and educational provision.

Value led. Here the focus 1s external. The definition of quality given either as
““cost to the producer and price to the customer’ or ‘‘meeting customer
requirements in terms of quality, price and availability’’. There is implicit

assumption of a trade-off between price, availability and quality, and a purchaser

decides between these attributes in forming an intention to purchase.
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Thus, service providers, such as financial service organisations, educational institutions,
hospitals etc., may need to define quality in terms particular to their competitive
environment. Their mission is difficult because they need to find new definitions for

terms like ““customer’’, ‘‘supplier’’ and ‘‘defect’’, because the definitions traditionally

applied in a manufacturing context are no longer relevant.

3.3.2 Defining Service Quality

The concept of service quality is not easily defined or measured (Mackay and

Crompton, 1988). This is because services are subjective in nature. The concept of
service quality has attained a considerable body of research and engenders debate within

the research literature because is both difficult to define and measure, and so far no

general consensus has been reached on the best way to approach either of these tasks

(Gummesson, 1991; Wisniewski, 2001).

There have been definitions of service quality based on different theoretical
assumptions. For instance, Bitner and Hubbert (1994) define service quality as “‘the
consumer’'s overall impression of the relative inferiority or superiority of the
organisation and its services” (p. 77). Gronroos (1984) define service quality as “the
outcome of an evaluation process, where a consumer compares his expectations with the
service he perceives he has received” (p. 37). Sasser, Olsen and Wyckoff, (1978), and
Lehtinen and Lehtinen (1982) claimed that service quality derives from a comparison
between what customers feel a service company ought to offer, and their perceptions of

actual performance of the company providing a particular service. Such definitions open

up areas of interest for a researcher in this area. Any notion of what services ‘should’

offer is likely to be affected by some particulars of a customer’s background, such as
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experience of competitors, and the influence of environment, nationality, culture and

even religious or ethical beliefs.

Additionally, there are a number of different ‘‘definitions’’ as to what is meant by
service quality. One commonly employed defines service quality as the degree to which
a service meets customers’ needs or expectations (Lewis and Mitchell, 1990; Dotchin

and Oakland, 1994; Asubonteng, et al., 1996; Donnelly énd Wisniewski, 1996).

Other researchers have defined service quality as the difference between customer
expectations of a service prior to purchase, and perceptions of the service after it is

consumed. If expectations are greater than performance, then a customer’s perception of

quality is that it is not satisfactory, (Edvardsson, 1998).

Parasuraman, Berry and Zeithaml defined service quality as ‘‘delivering quality service
means conforming to customer expectations on a consistent basis’’ (Parasuraman et al.,
1985). Subsequently, they defined it again as ‘‘a global judgment, or attitude, relating to
the superiority of the service’ (Parasuraman et al., 1988, p.16). Furthermore, many
researchers in the service quality literature concur with this definition (Bolton and
Drew, 1991; Cronin and Taylor, 1992; Boulding et al., 1993). Service quality has been
also defined by Parasuraman et al. as “‘exceeding what customers expect from the
service’’ (Parasuraman, Berry and Zeithaml 1990). This i$ comparable to Lewis (1989)
definition as ‘‘consistently meeting or exceeding customer’s expectations’’. These
definitions, while useful, all assume service quality encounters to be taking place in
what might be called a cultural vacuum, and idealised location divorced from the

multitude of social and cultural environments which exist around the world. Customer

expectation is an especially mutable concept, with all kinds of influences acting upon

what customers expect in any given situation.
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Notwithstanding this, definitions of service quality are often based on an assumption
that it is the result of a comparison between a pre-purchase expectation about a service,
and a subsequent post-purchase perception of the way the service has been delivered
(Gronroos, 1984 and Parasuraman et al., 1985, 1988, 1991 and 1994). However, some
researchers have felt that the inclusion of expectations unbalances research into
customer perceptions of service quality, due to the influence the experience of a service
on what customers can remember of their expectations. As a result, Cronin and Taylor,
(1992) proposed the idea that ‘“service quality should be measured as an attitude’’, and

devised a measurement of service quality based on a concentration on 22 perception

items of the SERVQUAL scale, but without of the inclusion of expectations.

Thus, it is important to note that service quality could be severely affected by both the
customer and the service provider interactions (service encounter). This has attracted the
interest of researchers as it has the potential to have a huge impact on the success of the

business marketing effort. A discussion of the service encounter follows.

3.4 The Service Encounter

The service encounter and the customer’s evaluation of the quality of the service
encounter are critical to the success of any service business (Reisinger, 2001). Perhaps
one of the most important aspects of a successful service encounter is the service

employee. Various authors acknowledge the importance of the customer-employee

Interaction in the service delivery process (e.g. Berry, Parasuraman and Zeithaml, 1988:
Lovelock, 1984; Reisinger, 2001). Lee-Ross (1999) added that the attitudes of service

industry workers can be a key factor in service provision. Reisinger (2001) also noted

that this type of interpersonal transaction is very labour intensive and that the attitudes

of the provider toward a customer can greatly influence the customer’s satisfaction.
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Past research has acknowledged the significance of the customer-employee interaction

in the production of service quality (e.g. Berry et al., 1985; Lovelock. 1984). For service
organisations, high quality services that meet customers’ needs are critical in achieving
a competitive advantage (Holmlund and Kock, 1996; Parasuraman et al., 1988). More
specifically, the pivotal role played by service providers in customers’ evaluation of

service delivery are recognised as being very important (e.g. Heskett, 1986; Heskett, et

al., 1994; Mattesson, 1994).

According to Jayawardhena et al. (2007), broad definitions of service encounters have
been offered in the marketing literature. For example, Shostack’s (1985) definition
involves elements beyond the interpersonal element of a service encounter, including
physical environment in which it is delivered and the availability of self-service
technology. In the banking context, this would include elements such as the comfort and
fittings of a bank branch and the availability of technology such as ATMs and phone
and internet banking. Conversely, it is possible to find more narrow definitions of
service encounters, which focus on the personal nature of the encounter and the
involvement of individuals. For instance, Surprenant and Solomon (1987) defined the
service encounter as a ‘dyadic interaction’ between the consumer on one hand and the
service provider on the other. This definition build upon their previous work, which
suggested that service encounters can be seen as individuals performing roles (Czepiel,
Solomon and Surprenant, 1985) in which both customers and service providers have
duties to perform. According to these authors, in the process of a service encounter, or
‘moment-of-truth’, the formation of a customer’s perception is largely based upon
various emotional and intangible contents of the encounter than it is on the surroundings
of the encounter (Lemmink and Mattsson, 2002; Stauss and Mang, 1999). Indeed,

“traditionally, service encounters have been characterised as low tech, high face-to-face
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contact” (Drennan and McColl-Kennedy, 2003, p. 296). In the setting of a business-to-
business service encounter, Paulin, Ferguson and Payaud, (2000) explain that contact
personnel and social/interpersonal aspects of a service encounter have a far larger role
to I;Iay than technology in forming quality perceptions. This is even the case in high-
technology service organisations, where it has been argued, “several reasons make the
ability of the customer contact person crucial when delivering complex services”
(Mattsson, 2000, p. 24). These views are interesting in a cultural context: if the level of
personal service is crucial to customer perceptions of the service encounter in high-tech
sectors within developed economies, how much more important is it in low-tech

business in less-developed economies with cultures marked by the importance they

place on reciprocity and close personal relationships in business?

Moreover, Czepiel, (1990) argues that a range of charactéristics distinguish service
encounters. Firstly, they are purposeful. There is contact which occurs with the purpose
of achieving a specific goal. Secondly, there is a limited scope to service encounters,
which are restricted to the nature and content of a service which is delivered. Thirdly,
the service provider and customer play roles in the service encounter that are clearly
defined and are understood by both participants. Therefore, there is a suggestion that
service encounters are formed at least partly by the behaviours of individuals as well as
the quality of customer and employee interactions (Bitner, 1990; Bitner, Booms, and
Mohr., 1994; Heskett et al., 1994). However, service encounters also takes place within
a context, and this context includes many cultural elements which a poorly designed
research instrument may be unable to recognise. Jabnoun and Kalifa (2005) make the
following observation: ‘‘managers using generic widely used measures such as
SERVQUAL may end up missing important concerns of their customers [....] this is

particularly important when national cultures favor certain service attributes and/or
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prohibit others, as manifested in the example of banking in Muslim countries’’ (p. 385).
In Libya, it is not acceptable to customers that men and women should be obliged to
share the same queue when waiting to be served in a bank, and therefore the provision
of a separate service window for women might be regarded as a cultural ‘hygiene’
standard in Libya, a minimum requirement below which service ceases to be acceptable.

As a result of this, an item was added to the SERVQUAL model 1in this study giving

customers the opportunity to recognise that this standard was being met by their banks.

3.5 Importance of Service Quality

The latter part of the twentieth century, especially after the first major oil crisis, saw a
growing realisation that services would play a more important role in the world
economy. As a result, research efforts have increasingly been directed at defining and
finding ways to improve quality, with a view to achieving sustainable competitive
advantages (Zeithaml et al., 1990). A growing proportion of the global economy is
contributed by service industry companies, and these companies have used a variety of

approaches to improve their quality of service to gain a competitive advantage and

satisfy the needs of their customers (Sureshchandar et al., 2001).

Many studies which have pointed to the enormous benefits which companies can gain
from offering superior service quality. These studies show that the provision of high
quality service contributes to advantages such as a positive relationship between an
organisation’s performance and its service quality (Buzzell and Gale, 1987). These

authors indicate that high service quality leads to higher market share, and therefore

improved return on investment and asset turnover.

Service is also considered a key element of competition: Lewis (1989) studied quality

in the service sector and concluded that organisations need to study service quality and
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collect data on it, in order to understand what quality means to their customers and what
they consider it consists of, and how it can be measured (Lacobucci, Grayson and

Ostrom, 1994) in order to differentiate themselves from competitors in the market place

(Morre, 1987).

Research has also established a link between service quality and customer satisfaction,
with a concomitant influence on loyalty and market share, which in its turn leads to
greater productivity, higher profitability and lower costs, along with improved employee
satisfaction and reduced staff turnover (Anderson et al., 1994; Berry et al., 19835; Bolton
and Drew, 1991; Caruana, 2002; Jabnoun and Al-Tamimi, 2003; Julian and
Ramaseshan, 1994; Lewis 1989,1991,1993; Lassar et al., 2000; Lewis, Orledge and
Mitchell, 1994: Llosa et al., 1998; Newman, 2001; Reichheld and Sasser, 1990; Wang et
al., 2003). In the context of this study, this relationship between service quality and
company performance is more difficult to classify. In Libya, the four main commercial
banks offer an almost identical range of services and very similar levels of service, and
while the private commercial banking sector is growing, it is not really a viable option
for the vast majority of Libyan customers. Most Libyans work in occupations which are
part of the public sector, and in order to protect the interests of the public commercial
banks, the state will only pay public sector salaries into accounts held by these banks.
The service encounter in Libyan banks is therefore subject to certain external constraints
which necessarily have an influence on the behaviour of the service provider, and the

perception of the customer. It is part of the aim of this study to assess what the result of

these influences is.
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3.6 The Relationship between Service Quality, Customer Satisfaction and

Customer Loyalty

Recently, there has been an increasing quantity of research published investigating the
relationships between service quality, customer satisfaction and customer loyalty.
Several new models have been developed and researchers are investigating how the
goals of satisfaction and loyalty can be attained by the provision of high quality service.
Due to the importance of service quality in establishing a competitive advantage, the
distinction and association between service quality and customer satisfaction was
initially at the forefront of many research endeavours (Brown and Swartz, 1989; Cronin
and Taylor, 1992; Bloemer, Ruyter and Peeters, 1998; Lassar et al., 2000; Caruana,
2002; Baron and Harris, 2003; Beerli, Martin and Quintana, 2004; Yavas, Benkenstein
and Stuhldreier, 2004; Ting, 2004; Zhou, 2004). This distinction is very important to
managers and researchers alike, since as Cronin and Taylor (1992) stated, service
providers must be aware of whether their objective is to have customers who are
satisfied with their performance, or to offer the maximum level of perceived service
quality. In general, the nature of the causal relationship between quality and customer

satisfaction 1s a subject of great academic debate (Baron and Harris, 2003).

However, more recent research has focused on the additional element of customer
loyalty, on the grounds that winning new customers is much more difficult and
expensive that retaining existing ones, to the extent that both Ndubisi (2005) and Pfeifer
(2005) estimate that the cost of providing service to a loyal customer is five or six times
less than the cost of obtaining a new customer. Examples of research into this
relationship include a study by Pont and McQuilken (2005), which found that customer
satisfaction and customer loyalty were related to each other, but also concluded that

satisfied customers are not always loyal customers. Pleshko (2009) and Al-Wugayan
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and Pleshko (2010) have suggested that there is no relationship between customer

satisfaction and loyalty, while admitting that their findings are in contrast to those of

most other researchers.

Subsequent research has considered the relationship between the concepts of quality,
satisfaction and loyalty in terms of the dirﬁensions of SERVQUAL, for example Zaim et
al. (2010) cited in Siddiqi (2010), found that tangibility, reliability and empathy were
important contributory factors in the creation of customer satisfaction, whereas Mengi
(2009) found responsiveness and assurance to be important factors. Lai (2004) and
Kumar et al. (2010) identified assurance, empathy and tangibles as the important factors
in this context, in contrast to Baumann et al. (2007) who found that tangibles were not

related to customer satisfaction, and Ahmed et al. (2010) whose findings suggest that

empathy 1s in fact negatively related to customer satisfaction.

In terms of research specific to the retail banking sector, researchers have identified a
range of determinants of customer satisfaction. Arasli et al. (2005) claim that the
reliability dimension of SERVQUAL had the greatest effect on customer satisfaction in
the Greek Cypriot banking industry, while in contrast Chaniotakis and Lymperopoulos
(2009) concluded that reliability was not found to be related to customer satisfaction.
Some researchers have included financial services products in their measurement of
customer satisfaction and attempted to compare their importance with the traditional
service quality elements: according to Levesque and McDougall (1996), while a
competitive interest rate is one of the most important determinants of customer
satisfaction with a retail banking service provider, they also found that a good
‘employee/customer’ relationship was able to increase the satisfaction level of
customers over and above the level provided simply by a competitive product range.

They indicate that recovery from service problems is extremely important to
58



maintaining customer satisfaction, because it is only when customers are faced with a
service failure that they really compare the service they receive with the expectations of
recovery they have in a given situation. However, their results were not able to
definitively link satisfactory problem-recovery with an increase in overall customer
satisfaction; rather they suggest that such an outcome is necessary to maintain the
existing satisfaction level. Finally, this study concluded that banks able to offer
competitiveness and convenience were in possession of the two most important
determinants of customer satisfaction. In later research, Jamal and Naser (2003) found

that the importance of convenience and competitiveness as critical factors differed

between genders, ages and income groups.

Attempts have been made over the years to model the relationships between service
quality, customer satisfaction and customer loyalty, and some of these models have

relevance to the current study. In 2002 Caruana proposed a model shown below to

Hllustrate the basic interrelationship of these concepts:

Figure 3.1: Caruana’s Model

Customer
Satisfaction

Source: Siddigi (2010, p. 8)

This model suggests that customer satisfaction is linked to customer loyalty, but also

that loyalty can be achieved through service quality directly. Such a model makes no

distinction between the different quality attributes of tangible products and services, but
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does provide some insight into the formation of loyalty as a key competitive advantage
for companies of all kinds. Siddiqi (2010) used this model as a conceptual basis for an
investigation of the relationships between quality, satisfaction and loyalty in the
Bangladeshi retail banking sector, and found that “customer satisfaction has a large
positive correlation with customer loyalty in the retail banking sector in Bangladesh” (p.
18). These findings support those of researchers such as Kandampully and Suhartanto
(2000); Reichheld (2006); and Cohen et al. (2007) and underline the importance of
service quality to retaining profitable existing customers. Furthermore, Caruana’s
(2002) contention that service quality has a profound impact on customer satisfaction
and loyalty as a result of comparison between expectations of a service and perceptions
of the way the service is actually performed implies that it is customer perceptions

which have to be managed and changed through the performance of service offerings

and service failure/recovery efforts. The relationship between these elements is well

illustrated by the Basic American Customer Satisfaction Index model shown below:

Figure 3.2: Basic American Customer Satisfaction Index Model

Customer Complaint
Expectations Behavior
Perceived Customer
Value Satisfaction
Perceived
Quality

Of the many National Satisfaction Index model that have been produced in recent years,

Source: Hu et al., (2011, p. 190)

the American model has gained the greatest reputation for reliability and validity
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because within the model satisfaction is measured in the context of other interrelated
variables (Hu et al., 2011). This model introduces the concept of customer complaints as
a measurable impact on overall satisfaction and therefore loyalty, and proposes that
when customers are dissatisfied they have two choices, either to make a complaint or to
exit their relationship and purchase goods c;r services from another provider. Customer
complaints are therefore a good indicator of overall customer (dis)satisfaction and may
be an important element to measure when attempting to draw conclusions about
customer loyalty. The model also underlines the importance of perceptions of value and

quality on the formation of customer satisfaction and subsequently customer loyalty.

To summarize, satisfaction can be seen as the customer’s evaluation of the product or
service they receive. The importance of these customer evaluations derives from the
impact that satisfaction is posited to have on customer behaviour, such as loyalty and
the intention to repurchase, as well as providing marketing benefits such as positive
word-of-mouth recommendation. Further research in this area needs to take these
factors into account in order to produce a full picture of the relationships between
loyalty and satisfaction on the one hand, and service quality on the other, in order to
help banks to produce viable methods of understanding their customers’ expectations
and gaining their loyalty. In this context, Yavas et al. (2004) state that service quality
has a positive relationship with a range of behavioural intentions, either directly or

through the mediating effect of satisfaction. Consequently, and confirming what has

already been mentioned, Jonsson and Zineldin (2003) have stated that the ability of
banks to develop and enhance long-term customer relationships and satisfy existing
customers should be the central aim of any relationship management strategy. They

added that customer satisfaction has a positive effect on customer loyalty and retention.
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In this study, although the concepts of service quality and customer satisfaction and
loyalty are clearly recognised as related in the literature (e.g. Bolton and Drew, 1991a,
b; Cronin and Taylor, 1992, 1994; Roest and Pieters, 1997; Strauss and Neuhaus, 1997;
Angur et al., 1999), the focus will only on the subject of service quality and not on
customer satisfaction and loyalty. This restriction on the scope of the study was based
on a conclusion derived from the literature and the researcher’s own experience that
while the concept of service quality was reasonably well understood in Libyan society,
notions of loyalty and satisfaction were less well known. The practice of marketing
services and products is an underdeveloped area in Libya, especially in the banking
industry, and knowledge of the opportunity to switch bank accounts or hold multiple
bank accounts is not prevalent in among Libyans. Furthermore, the fact that government
salaries were paid into designated bank accounts made the concept of loyalty almost
meaningless to many Libyans, because their choice of bank was decided for them by
their principal source of income, and this study therefore confines itself to perceptions
of service quality. However, in the light of recent events in Libya and the change of
regime they have entailed, it may be fruitful for future research to explore the

relationship between service quality and satisfaction leading to loyalty in the light of

localised cultural factors identified in the literature and by this study.

3.7 Service Quality Expectations and Perceptions

Customer expectations and perceptions of quality have been shown in many research
efforts to be the key drivers of quality improvement. In recent years, researchers have

devised new, more accurate techniques for the measurement of service quality in order
to offer improved information to organisations and consumers. Their aim has been to

provide an improved understanding of what customers expect from a service, and how
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their perceptions of quality are formed. In this context, Lewis and Entwistle, (1990)
claimed that when customer expectations and perceptions become more elevated, it
becomes imperative that organisations are able to keep pace of these changing
expectations and perceptions thoroughly and effectively. It could be argued that if

companies are not improving, they are falling behind the rising expectations of their

customers.

The expectations and perceptions of customers with regard to service quality are

considered as a key factor influencing consumer evaluations of service quality

(Parasuraman et al., 198)5).
3.7.1 Customers’ Expectations of Service Quality

There are many instances of the importance attributed to service quality in the literature
of services, for example Sweeney, Johnson and Armstrong, (1992); and Brown and
Swartz, (1989). Customer expectations have a major role to play in the consumer
decision making process (Van Raatj, 1991, and Spreng, Dixon and Olshavsky, 1993),
and they these decisions are influenced by factors such as brand or type of product or
service. After a purchase has been made, evaluations are based on expectations of
service quality held pre-purchase (Parasuraman et al.,, 1988 and Brown and Swartz,

1989) and these are a determinant of customer satisfaction (Oliver, 1980; Kurtz and

Clow, 1998).

Perceptions of service quality may be defined as a consumer judgement of the
superiority, excellence or otherwise of the service received (see for ex;.mple
Parasuraman et al., 1985; 1988 and Zeithaml, 1988). Studies such as those mentioned
show that perceptions of service quality result from consumers making comparisons of

their pre-purchase expectations with the perceived quality of the service actually
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delivered by the supplier (Takeuchi and Quelch, 1983; Parasuraman et al., 1988;

Zeithaml, Parasuraman and Berry, 1988; Zeithaml et al., 1990; Lewis et al., 1994).

Parasuraman et al. (1988) make the point that expectations of service quality depend on
the consumer’s wants and desires, i.e. they consist of what they feel a service provider
should offer rather, rather than what they do. Carman, (1990) also claims that “norms”
are involved in expectations of service quality and that these “norms” are based on
experience. Expectations are defined by Teas (1993) as a set of pre-purchase beliefs
held by potential consumers about the performance of a product or service. Conversely,
Zeithaml et al. (1993) regard service expectations as beliefs, which customers hold
about service delivery and which function as a standard or reference point against which
to judge performance. Clearly, any ‘norms’ against which customers base their

experience of a service must be conceptualised taking account of the specific

environment in which the service is delivered, for ‘norms’ in one society or culture will

differ from those in another.

When perceptions of a service are low, Oliver (1980) claims that this is due to a failure
to meet consumer expectations, whereas perceptions of quality increase as long as
performance exceeds expectations. Hence, consumer expectations function as the
foundation on which service quality can be evaluated. In addition, Zeithaml and Bitner
(1996) maintain that because different customers will hold a variety of service
expectations, it is therefore reasonable to suppose that this variety is dependent on a

range of factors that have an influence over customer expectations and the standards

that they wish their service providers to meet.
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3.7.2 Customers’ Perceptions of Service Quality

Berry et al. (1988) suggest that a number of definitions agree as to the importance of
customer perceptions of quality, and that they also emphasise that the customer’s
attitudes or judgements result from a comparison of their expectations of service with
their perception of actual service performance However, other researchers assert that

perceptions are the only influence on service quality (Carman, 1990; Cronin and Taylor,

1992 and Babakus and Boller, 1992).

Perceptions can also be defined as the beliefs consumers hold regarding the service they
receive (Parasuraman et al., 1985) or experienced service (Brown and Swartz, 1989).
However, other researchers have indicated that a perception of high service quality

results in a greater intention to re-purchase (Boulding et al., 1993; Taylor and Baker

1994; Zeithaml et al., 1990).
3.8 Conceptual Models of Service Quality

In the service marketing literature, several models have been developed in order to

identify the determinants of service quality. The aim of these models is to help

management in understanding how customers evaluate quality in a service context.

Initially, the conceptualisation of service quality (Grénroos, 1982, 1984; Parasuraman et
al., 1985) was based on the disconfirmation paradigm (Oliver, 1980), which was itself
derived from the literature on natural goods quality. According to the definition of

service quality under the disconfirmation paradigm, it is the result of a comparison

between perceived and expected service performance.

In pursuit of this line of reasoning, researchers generally adopted one of two models

either the Nordic (European) model (Gronroos, 1982, 1984), or the American model
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developed by Parasuraman et al. (1985, 1988). The American model dominates the

literature, but there remains no agreement as to which of the two, or some other,

conceptualisations better portrays perceived service quality (Brady and Cronin, 2001).

3.8.1 Nordic School Model

3.8.1.1 The Gronroos Model

Gronroos (1990) suggested a service quality model, which consists of two principle
components: technical quality and functional quality. Apart from these elements,
corporate image is also a crucial component in Gronroos’ model. Figure 3.3 presents the
model, which integrates product and service quality perspectivés from the customer’s
viewpoint.

Figure 3.3 shows how complex the quality perception process is. There are different
kinds of elements that determine whether the quality is considered good, bad, or neutral.

This model conceives service quality as the combination of the delivery service

activities and the service itself, and the firm image.

Figure 3.3: Gronroos® Service Quality Model

Traditional marketing I
activities (advertising,
personal selling,
public relations,

pricing) and

Corporate

Image

External influence by
traditions, ideology
and word-of-mouth

Technical Quality | Functional Quality

What? How?
Source: Adapted from the work of Gronroos (1984, p. 40)
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Technical quality refers to what customers receive as a result of their interaction with
employees. Because their aspects are more tangible they are relatively easy to measure
objectively, and form an important basis for measuring service quality (Palmer, 2001).

Good examples of this aspect may be guestrooms in hotels, meals in the restaurant and

SO 0.

Functional quality encompasses the delivery of technical quality. In other words,
customers are influenced by how the technical quality is delivered to them through their
Interaction with employees. For instance, in the case of a fast food restaurant, a

customer 1s greeted by an employee at the tills; his order is taken and dispatched as soon

as possible. All of these kinds of experience during the service encounter are examples

of functional quality.

The corporate image is the way consumers perceive the firm and it becomes crucial in

the customer’s interaction with the company, and may affect how customers perceive

technical and functional quality.

The level of perceived service quality is not exclusively determined by the level of the
technical and functional quality dimensions, but rather by the gap between the expected
and experienced quality (Gronroos, 1990). As is evident from Figure 3.3, image is

related to all the elements that compose the model. Therefore, it is important for any

service firm to pay attention to the image it promotes, including external factors, such as

its previous performance.

Loizides (2005) mentioned some of Grénroos’ conclusions as follows:-

(1) Customer perceptions of quality are not only related to the productive element of a

service, but also to the delivery process itself,
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(2) The experience of the customer within the process - the extent of invblvement - also
attects perceptions of the quality of a service.
(3) The interactions between buyers and sellers are more important than traditional
marketing activities.
(4) Corporate image is also more influenced by the interactions between buyers and
sellers, word-of-mouth, and communication than traditional marketing activities.
(5) A high level of functional quality (i.e. the performance of the contact personnel) will

compensate for temporary problems with technical quality and even for an overall

lower technical quality level.

The main criticism the Nordic model faces, which perhaps accounts for its relative lack
of popularity comparison with to the American model, is that it fails to provide
explanations on how to measure the various aspects of service quality, most notably
technical quality. Because of this, researchers have been obliged to develop their own
scales whenever they wish to measure technical quality (Kang and James, 2004) and
therefore a wide variety of items have been used in different studies, reducing their
comparability. On constant is that technical quality is usually measured using qualitative
methods. For example, Brady and Cronin (2001) reported using open-ended surveys
asking customers to identify the particular attributes of technical quality; similarly

Richard and Allaway (1993) and Powpaka (1996) used in-depth interviews to uncover

its parameters.
3.8.1.2 The Lehtinen and Lehtinen Model

Lehtinen and Lehtinen (1991), researchers of the Nordic school, introduced two
approaches to understanding service quality; three-dimensional and two-dimensional.

According to the first view, service quality includes three main dimensions; physical
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quality, interactive quality and corporate quality. The first dimension is physical quality,
which can be interpreted as the quality that derives from the physical attributes of a

service. This includes the physical product itself, for example, food and drinks in
restaurants and bars, as well as the network of physical supports that facilitate the

production of the service, as figure 3.4 displays.

Figure 3.4: Physical Elements in Service Production

Physical elements
Physical products Physical support

Source: Adapted from Lehtinen and Lehtinen (1991, p. 289)

The physical product can be any item consumed during the service production process,
so usually it can be evaluated in an objective manner. The second part of physical
quality is the physical support, which is a framework that enables or facilitates the
production process of the service. It can be divided into two categories; the service firm

environment (firm appearance, decoration, etc.), and the equipment used in delivering
services.

The second dimension 1n this model 1s interactive quality. This feature relates to both
the interaction between customers and providers, and the interactive elements of the
service provider. These elements may be mechanical, as in the case of an ATM, or
human, such as waiters in restaurants. Interactions between different groups of
customers can also be an important feature of interactive quality. In addition to this,
organisation quality is considered in the Lehtnien and Lehtnien model as a third

dimension., Corporate quality is time dimension based; it usually develops incrementally
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over the history of the service organisation. It is argued that this dimension can be used
as a way to cover some drawbacks related to other aspects of quality in the service firm.
Yet, while the two dimensions mentioned above cannot be evaluated until, the customer
has been in contact with the firm, the corporate dimension is the only one that can be

experienced by a customer before participating in the service production process.

An alternative, yet complementary approach to quality simply utilises two dimensions;
process quality and output quality of service production (Lehtinen and Lehtinen, 1991).
This perspective is more abstract in nature and concentrates more on customer opinion.
According to Lehtinen and Lehtinen (1991), quality in service firms may be divided into
two main dimensions: process quality and output quality. Process quality is the result of
the subjective judgments of customers, and draws upon their view of the production
process and from feelings of how well they fit into it. This depends on the nature of the
service, and the level of the customers’ participation in the service delivery process. The
more customers become part of the production process, the more they will contribute to
service quality levels: this is particularly true of customers in the banking sector, where
customer input into the service encounter is very influential on the outcome, and
especially true in the Libyan banking context where service encounters are transacted
manually and require considerable patience from the customer. The second dimension,
output quality, represents the customers’ evaluation of the service production process.
This can include both tangible and intangible elements. For example, Lehtinen and
Lehtinen (1991) stress that the output of tourism is often intangible, as it is represented
by personal feelings and experiences. These dimensions are parallel with two
dimensions (functional and technical) suggested earlier by the Grénroos (1984) model.
These dimensions have particular importance in the evaluation of service quality in

banking systems and the financial services industry in general. In banking, customers

70



have a large role to play in the delivery process, and they are dealing with an issue in

which they have a high degree of emotional investment: their money.

To summarise, the Nordic school has made several major contributions to the field of
service quality. This can be seen through the identification of, and the distinguishing
between several quality dimensions. Moreover, this school stresses the interactive
nature of seller-customer interactions and emphasises relationship quality. It also
stresses the importance of functional over technical quality, as i1t is usually more
difficult for customers and service providers to evaluate than the technical quality, but at
the same time, the integration of both dimensions is recommended. Another area, which
this school also introduced, is that of corporate image, which is not considered in the
gap model. Despite this, the Nordic school model has been criticised as being relevant
only at a theoretical level, and because it was developed in one service context (Ekinci,
2002). For instance, Gronroos’ model was developed based on a Swedish sample only;
Lehtinen’s model was tested and developed in a restaurant context, thus, generalisation
of these results needs to be carefully handled. Many researchers feel that the

shortcomings of the Nordic model are compensated for by the greater flexibility and

applicability of the American school.

3.8.2 The American School (Gap Model)

Parasuraman et al. (1985) conducted a study that led to the development of a service
quality ‘gaps model’. They defined service quality as a function of the gap between
customers’ expectation of a service and their perceptions of the actual service delivery
by the provider (customer gap). The main idea of this work is that the service provider
should try to close the gap between what is expected and what is received, in order to

satisfy its customers and build-term a long relationship with them. By indentifying gaps,
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this allows employees to know that is expected of them, and customers to have an idea

of the level of service they can expect to receive (Zeithaml and Bitner, 2000).

Simultaneously, the model suggests that this gap is influenced by four other gaps

(provider gaps) which need to be closed. Figure 3: 5 illustrates this:-

Customer

Marketer

'-_-----'----

Figure 3.5: Gap Analysis Model

Word of mouth Personal Needs Past Experience
Communications

Expected
service

Gap5

Perceived
Service

Service Delivery
(including pre- and post-
contacts)

External

Gapd Communications

to Customers

Gap3 E

Translation of
Perceptions into Service

quality Specifications

Management Perceptions
of Consumer
Expectations

Source: Adapted from the work of Parasuraman et al., (1985, p. 44)
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The four gaps created by executives and one gap created by customers (see figure 3.5)

have been described as follows:-

(Gapl) Consumer Expectation-Management Perception Gap (the difference between
consumer expectations and management perceptions of customer expectations). In
essence, service firms executives (marketers) may not always understand what features
communicate high quality to consumers, what features a service needs in order to meet
consumer needs, and what levels of performance are necessary to deliver high quality

service. This lack of understanding has an impact on the perception of quality derived

by consumers (Parasuraman et al., 1985).

(Gap2) Management Perception-Service Quality Specification Gap (the difference
between management perceptions of consumer expectations and service quality
specifications). A variety of factors such as a lack of resources, prevailing market
conditions, and incompetent management may cause a discrepancy between what
management perceives of consumer expectations to be and the actual specifications

established for a service. This discrepancy is likely to affect perceptions of quality held

by consumers (Parasuraman et al., 1985),

. (Gap3) Service Quality Specifications-Service Delivery Gap (the difference between
service quality specifications and the service actually delivered). Despite the presence
of guidelines for service performance and treating consumers correctly, this does not

necessarily ensure a high quality of service performance. A service firm’s employees
have a major influence over consumer perceptions of service quality and it is not always

possible to regulate the quality of employee performance, (Parasuraman et al, 1985).

(Gap4) Delivery-External Communications Gap (the difference between service

delivered and what is communicated about the service to consumers). Parasuraman et
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al. (1985) state that media advertising and other forms of communication by a firm can
influence consumer expectations. External communications have the potential to affect
consumer expectations of a service, in addition to consumer perceptions of the service
delivered. However, customer perceptions of service quality are likely to be negatively
affected by communications which reveal, discrepancies between service delivery §nd
what was promised by communications-in the form of exaggerated claims or the

absence accurate of information about service delivery (Parasuraman et al., 1985).

(Gap5) Expected Service-Perceived Service Gap (the difference between the consumer's
expected and perceived quality of a service). This gap represents the direction and the
magnitude of the discrepancy between the consumer’s perceptions of the actual service
performance and his expectations for the service. Parasuraman et al. (1985) claim that
customer assessment of high or low service quality depends on the way consumers
perceive real service performance in comparison with their expectations. This last
phrase is very important, because ‘what they expected’ contains a multitude of
expectations that may be affected by a company’s reputation and marketing effort, but
are also necessarily affected by the cultural background, age, socio-economic group and

many other elements of the customers themselves.

These five gaps are the basis of the service quality model. Service quality as it is

perceived by a customer is dictated to a large extent by the size and direction of Gap 5,
which in turn, depends on the nature of the gaps associated with the design, marketing,

and delivery of services, i.e. Gaps 1, 2, 3 and 4,

In addition, with regard to Gap 5, Parasuraman et al. (1985) identified several criteria
for the evaluation of service quality, which are divided into ten main categories entitled

“*service quality determinants’’. Each service quality determinant is further sub-divided
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into separate service quality elements. The service quality determinants and their

elements are:

(1) Access: which includes approachability and ease of contact; (2) Communication:
which involves customers in simple language and listening to them; (3) Competence:
which involves contact personnel having the necessary skills and knowledge to perform
their role in a service; (4) Courtesy: which involves such elements as politeness, respect,
consideration, and the friendliness of contact personnel; (5) Credibility: which involves
trustworthiness, believability, honesty, and keeping the best interests of customers in
mind; (6) Reliability: which involves dependability and consistency of performance; (7)
Responsiveness: which requires employees to be willing and ready to provide a service;
1t also involves the timeliness of the service; (8) Security: which 1s the perception of
being free from danger, risk, or doubt; (9) Tangibles: which include the physical
substance of the service; and finally (10) Understanding/knowing the customer: which
involves efforts to understand the needs of customers. All of these elements hold a

different definition in the minds of consumers according to his/her background and

personal perception.

Figure 3.6 illustrates that perceive service quality is the result of consumer’s
comparison of expected service with perceived service. The possibility exists that the
relative importance of the ten determinants in forming consumer expectations (before

the service is delivered) may not be the same as their relative importance compared to

consumer perceptions of the delivered service; however, the overall comparison of

expectations with perceptions has been a common feature of past research into service

quality (Lehtinen and Lehtinen, 1982; Gronroos 1983).
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Figure 3.6: Determinants of Perceived Service Quality
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Source: Adapted from the work of Parasuraman et al., (1983, p. 48)

Parasuraman et al. (1985) argue that perceptions of service quality exist somewhere on a
continuum ranging from quality which is ideal to the customer, to quality which is
completely unacceptable, with a mid-point on the continuum representing a position of
satisfactory quality. A consumer’s perception of service quality finds a position on the

continuum depending on the extent of the discrepancy between expected service (ES)

and perceived service (PS). Thus:

1) When ES>PS, perceived quality is less than satisfactory and will move further

towards unacceptable quality when the discrepancy between ES and PS increases;

2) When ES=PS, perceived quality is satisfactory;
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3) When ES<PS, perceived quality is more than satisfactory and will move further

towards ideal quality when the discrepancy between ES and PS increased.

Parasuraman et al. (1985) subsequently conducted research, testing and analysing the
model they proposed in five separate service categories (retail banks, a long-distance
telephone company, a securities broker, an appliance repair and maintenance firm, and
credit card companies), which led to the development of the SERVQUAL measurement

instrument by Parasuraman et al. (1988) which will be discussed in more detail later in

this chapter.

Subsequently, the gap model was developed to include a conceptual basis to form a
guide to the management of service quality through the identification of potential
antecedents of each gap (Zeithaml et al., 1988). As figure 3.7 shows, there are four gaps

that may help the service firm in understanding how to close their service quality gap

(Gaps). These gaps are; the understanding gap, the design gap, the delivery gap, and the

communication gap.
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Figure 3.7: Extended Model of Service Quality
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Source: Adapted from the work of Zeithaml et al., (1988, p. 46)

In summary, the American school has made many contributions to the service quality
literature; the SERVQUAL model presents five gaps, which help the service firm in
understanding and managing service quality. These gaps are not only able to sometimes

predict customer evaluations; they also have important practical or managerial value in
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terms of improvements to service quality (Zeithaml et al., 1990; Parasuraman, Zeithaml
and Berry, 1994 a, b). The calculation of gaps has the potential to assist managers to
identify specific discrepancies among the participants in a service. In addition, this
model has an advantage over the Nordic model in that it has empirically developed five
dimensions of quality in the service context. The degree to which the dimensions can be

regarded as suitable for a particular study may depend on the social/ cultural context in

which it is conducted.
3.9 Service Quality Dimensions

Over the past two decades, researchers and practitioners have found that customers take

many factors into account when assessing service quality (Gronroos, 1984; Parasuraman

et al. 1985, 1988, Lehtinen and Lehtinen, 1991; Lassar et al., 2000; Baron and Harris,
2003).

Review of the existing literature suggests identified that service quality has generally

been regarded as a multidimensional construct. For instance, Sasser et al. (1978) first

introduced the concept of service quality as a combination of explicit and implicit

attributes, which include substantive service, security, consistency, attitude,
completeness, condition, availability, and timing. LeBlanc and Nguyen (1988) listed
five components of service quality: (1) corporate image, (ii) internal organisation, (iii)

physical support of the service producing system, (iv) staff-customer interaction, and (v)

level of customer satisfaction.

Gronroos (1984), as mentioned before, suggested that the measurement of service
quality is a result of customers’ overall assessment of two dimensions: (i) technical

quality, and (ii) functional quality. A third dimension, corporate image, was added in his

follow-up work (Grénroos, 1988).
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Parasuraman et al (1985, 1988) conducted a series of exploratory field studies tasks to
explore the structure of service quality as it is perceived by customers, across a wide
range of service industries. Ten dimensions of service quality were first identified
namely: (1) tangibles, (i1) reliability, (1i1) responsiveness, (1v) competence, (v) courtesy,
(vi) credibility, (vii) security, (viii) access, (1X) communication, and (X) understanding
the customer. Following factor analysis and testing, Parasuraman et al. (1988) reduced
these to five categories after observing that there was an overlap of criteria from the

original ten dimensions. Table 3.1 shows how the ten dimensions of service quality are

related to the five dimensions of SERVQUAL.

Table 3.1: Service Quality Dimensions

Ten dimensions

Five dimensions

o Reliability

e Reliability

e Responsiveness e Responsiveness
e Competence | e Assurance "
|
\ e C(Courtesy |

| e Credibility

| e Security |.

e Access o _Empathy

¢ Communication

¢ Understanding the

‘ Customer

| e Tangibles e Tangibles | '
| Source: Kasper, Helsidngen and Vaies (1999, p. 214) '

In contrast to SERVQUAL, Lindqvist (1988) proposed a seven-dimensional construct

of service quality. The seven dimensions consisted of: (i) behaviour of the personnel,
(11) consumption, (iii) accessibility, (iv) price level, (v) the quality of the goods and

entertainment services offered, (vi) opening hours, and (vii) buying accessibility and
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advertising quality. Edvardsson (1989) reduced the number of dimensions to just four,
which are considered to have an effect on customers’ perception of service quality: (i)
technical quality, (ii) integrative quality, (iii) functional quality, and (iv) outcome
quality. The extent to which the second and fourth of these dimensions connect is vital
to any consideration of service quality in a range of different environments. Services
must integrate with customers’ needs and expectations at many different levels if they
are to achieve a satisfactory outcome for both customers and providers: customers want
their cultural needs and expectations to be met as well as their technical or tangible

needs, and providers who are able to achieve this at a competitive price are likely to be

successful.

Hedvall and Paltschik (1989) confined themselves to just two dimensions of service
quality: (i) willingness and ability to serve, and (ii) physical and psychological access.
Attempting to investigate the subjective elements existing in service delivery, Lehtinen
and Lehtinen (1991) suggested the existence of three dimensions of service quality
related to the service product, consisting of: (i) physical quality, (ii) interactive quality,
and (iii) corporate quality. Meanwhile, Rust and Oliver (1994) propose three key

elements of service quality: (1) service products, (ii) service environment, and (iii)

service delivery.

Johnston (1995) produced an extremely comprehensive and detailed list of the
dimensions of service quality. His findings assert the existence of eighteen factors (i.e.,
dimensions): access, aesthetics, attentiveness/ helpfulness, availability, care,
cleanliness/tidiness, comfort, commitment, communication, competence, courtesy,
flexibility, friendliness, functionality, integrity, reliability, responsiveness, and security.

In spite of this exhaustive list, Johnston (1995) conceded that some of these dimensions
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could be omitted and that the factors presented may be inadequate to specific service

context. Table 3.2 provides a summary of these dimensions of service quality.
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To summarise, various researchers have explored the constructs of service quality in a
range of empirical contexts, and suggested quite different service quality dimensions.
Because different service dimensions are likely to be found in different industries,
researchers have suggested that it is incumbent upon the manger or researcher to
develop multiple scale items to capture adequately a particular study context (Oliver,
1981: Bolton and Drew, 1994). The implications of these observations for this study are
that SERVQUAL will need to be amended to reflect the particular circumstances of the
Libyan public commercial bank sector. Such amendment will need to have regard to its
characteristics as a banking system operating in a Muslim society, in a socially
conservative Arab nation, within a transition economy only recently opened to the
influences of competition and foreign ownership. This context should include

recognition that while Libya 1s a Muslim country, Islamic banking institutions

compliant with Sharia have never been a feature of the economy.

3.10 Service Quality Measurement

In the broad services sector businesses have recognised the increasing importance of
service quality to their attempts to gain competitive advantage, and this has resulted in
the development and use of a range of attribution based measurement techniques, which
aim to measure service quality as it is perceived by the customer (Parasuraman et al,

1985; Cronin and Taylor, 1992). Despite this, the subject of conceptualising quality in a

service environment, and the number of its dimensions, is still a research area subject to
debate in the service marketing literature. However, researchers have generally adopted

two main approaches: the expectancy-disconfirmation paradigm (SERVQUAL), and the

perception only paradigm (SERVPEREF).
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3.10.1 The SERVQUAL Model

The work of Parasuraman et al. (1985, 1988) has had an enormous influence on research
aimed at defining and measuring service quality. The original SERVQUAL model
included two sections, each of which had 22 items designed to measure; a) customer
expectations for various aspects of service quality; and b) customer perceptions of the
service that was actually received from five different service categories: retail banking;
credit cards; securities brokerage; long-distance telephone calls; and appliance repair
and maintenance (Parasuraman et al., 1988). Their scale is based on the gap theory
(already discussed), and suggests that customer perceptions of service quality are a
result of differences between her/ his expectations of the performance of a general class
of service providers and her/ his assessment of the actual performance of a specific firm
within that class (Cronin and Taylor, 1992). The SERVQUAL scale originally assumed
that customers normally employ ten dimensions when evaluating perceived service

quality. Parasuraman et al. (1988) later collapsed these dimensions into five, as shown

in section 3.10.

Based on these factors, a scale called SERVQUAL was developed (Parasuraman et al.,
1988), which measures customer perceptions of service quality. This model works on
the philosophy that customers typically assess service quality by comparing the service
they have actually experienced (the perceived service quality) with the service, they

desire or expect (their expected service quality). In other words, service quality involves

a comparison of customer expectations with customer perceptions of actual service
performance. Since Parasuraman et al. (1988) introduced the SERVQUAL instrument;
many researchers have used, extended and developed this scale to study service quality

in different sectors of the services industries (Avkiran, 1994; Buttle, 1996; Al Khatib
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and Gharaibeh, 1998; Davies et al., 1999; Angur et al., 1999; Polatoglu and Ekin, 2001;

Zhu, Wymer and Chen, 2002; Caruana, 2002; Cui et al.,, 2003; Jabnoun and Al-
Tamimi, 2003; Wang et al.,, 2003; Kilbourne et al., 2004; Yavas et al., 2004; Arasli et

al., 2005; Bennett and Barkensjo, 2005).

Although many studies have employed the SERVQUAL model as a framework for the
measurement of service quality, criticism has also been directed at this model in the

literature on services marketing. These criticisms can be summarised as follows:

3.10.1.1 Criticisms of the SERVQUAL Model

Parasuraman et al. (1988) initially stated that their five service quality dimensions were
generic, and thus these dimensions represent a ‘‘skeleton’’ for all service industries. In

contrast, however, several researchers have suggested that the dimensions of
SERVQUAL are in fact contextual, and not capable of being universally applied
(Carman, 1990; Buttle, 1996; Ekinci, 2002) and that they therefore need to be adapted

to the context in which service under study is being evaluated (Babakus and Boller,

1992).

Carman (1990) attempted to investigate the ability of the SERVQUAL dimensions to be

generalised through different services settings. He thus studied four service firms (a

dental school patient, a business school placement centre, a tyre store, and hospital).
Carman (1990) found the stability of the dimensions to be impressive, but was not
satisfied that SERVQUAL could be applied generically across a wide range of services.
He proposed that whenever a service was evaluated: (1) eight (as opposed to five) of the

original ten dimensions should be retained until factor analysis indicated that they were

not unique; (2) items defining dimensions should to be adapted or modified to the
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particular context; and (3) the revised instrument should be tested for reliability and

validity before being commercially applied.

Babakus and Boller (1992) performed an empirical study using the SERVQUAL
instrument. The data were obtained from an electronics company and a gas company,
leading them to conclude that the five dimensions suggested by Parasuraman et al.
(1988) are problematic, and that in the kind of service under investigation, service
quality is a one-dimensional rather than five-dimensional construct. They comment that
the domain of service quality may be complex in terms of factors in some industries and

very simple in others. Babakus and Boller (1992) therefore argued that the quantity of

service quality dimensions would depend on the service being evaluated.

In addition, SERVQUAL has been criticised for foregrounding the functional dimension
of service (within the service delivery process), while paying minimal attention to the

technical elements (the outcome of the service process) (Buttle, 1996; Cronin and

Taylor, 1992).

Several scholars, such as Cronin and Taylor (1992, 1994) and Teas (1993), argued that
in terms of the disconfirmation paradigm, the application of SERVQUAL was not
appropriate for measuring perceived service quality. Cronin and Taylor (1992, 1994)
questioned the operational validity of SERVQUAL’s measurement of service quality,
stating that it conflates customers’ attitudes and their satisfaction. They argue that
SERVQUAL actually does not measure either customer satisfaction or service quality,

but rather it appears, at best, as an operationalisation of only one of the many forms<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>