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ABSTRACT

Bangladesh’s economy being a small one is home to a huge number of private
commercial banks offering homogenous products giving rise to fierce competition
within the industry. Gaining substantial customer loyalty can help bank companies
survive the competition in the industry. This study tried to examine the impact of service
quality and perceived value on customer loyalty as the products of the mediating role
of customer satisfaction. A structured questionnaire embodying the five-point Likert
scale was developed and disseminated among 400 customer respondents chosen
proportionately according to the number of branches operating in four administrative
divisions in Bangladesh under eight bank companies belonging to different four
generations.367 responses were found to be usable. The structural equation modelling
(SEM) was used by resorting to Statistical Package for Social Science (SPSS) and
Analysis of Moment Structures (AMOS). This study reveals that service quality,
perceived value, and customer satisfaction positively influence customer loyalty and
that the positive impacts are significant. Additionally, this study suggested that private
commercial banks in Bangladesh ought to continually gratify customers by ensuring the
quality of service and enhancing perceived value, thereby gaining customer loyalty.
Since service quality is indispensable for attaining customer satisfaction and thereby
winning their loyalty, and in line with this the study suggests that the customers be dealt
with core service, tangibles, service delivery, reliabilities, and competencies to raise
their level of contentment and persuade them to revisit private commercial banks.
Again, the dimensions of perceived value which include functional, emotional, and
social be addressed towards reproducing experience in customers’ favour and
convincing customers to stay with the banks. As the implication, this study highlighted
to the scholars and professionals in the banking industry may resort to the findings of
the study for having a better understanding of how the different relevant factors give
rise to customer satisfaction, which in turn creates customer loyalty, and how they
influence each other as well. The outcomes of the study will assist the practitioners in
which innovative and distinctive marketing strategies are to be devised to enhance
customer loyalty.



Eondl Ao

Olrtts 2l g Aol Ayl ol e 1S oua) (bos a0 Do peodiy sladl A
Saall 186V ClessT dsly OF (S asliall s aw, el auslll 1) ol L awdbnz
el 5352 B o dnldl ods gl Lasliall 3 ALl e slndl e 3kl wlS)ad)
et e Ol isld & haall Lo Lamnsll el Sl Sl ¥y s 85003 il
bz K2y ol & feos 400 o 0,23y bl o e 055U (Likert) oS0 ol
Ayl ) o3 Bdpan A8 GU ] 3 oSl & i) pledl anl 3 alalall g 3,1 saa) S
BASGH) Alal) 2 plisnal @ alisaad A6 0,8 305 )l 367 o gl ¢ ade Sl
aoslll JSTAI s (SPSS) aelo V1 alall a5tax Y aaidl ] somlll Ds o0 (SEM)
gl (Say 35 oSaall Loy 3ypeil dagilly deddh) 535 OF aul )l ol 2S5 .(AMOS)
gyl Haad) O dalyll ods o sl ¢ M3 () BLoYL L3S aulgY) LBV Ofs Sleall Yy s
Rl iy Raddl 83pr Oled M e Jhesel Sl o5 O (g pesdan (3 2ol
QWL adll Loy i Lze 8 Y 2ol 535 OY Pl oSlaal) eV LT Ly ¢ 3501l
sl Wy Bl 2t e Shaal) o falaal) oz O desh)ll 25785 ¢ s s TeslEy ¢ Vg S
Agylndl) Dol 3,15 83LeY 0golidly vl St xi) SIeliSUly 23550k5 Slatdl g5y A gall)
o# Belar Vg 2uiblly 2ab gl fais gl 8gadl dadll slal mo Joladl oz ¢ 551 850 20l
Aol ol clale ¢ BleaS o) e sl Slaall gLy Saall Fla) &2l #l6) 8ale)
Jadl wgh e Jgamll aulld) ils ) 0ol 28 2300 Belial) (3 craigbly sladall e opual
55 Sy ¢ oDl Vg Gl ayp gls ¢ eSleall sliol dhall ol adlell folsal) ol 24 ST
CECUEPRCRCHIEN P ISP E0 W NUS S RL P C AN EIICR Lol Jand) pan s

S B



APPROVAL PAGE

The thesis of Md. Zohurul Anis has been approved by the following:

A.K.M. Ahasanul Haque
Supervisor

Nur Fariza Binti Mustaffa
Co-Supervisor

Rozailin Abdul Rahman
Internal Examiner

Faridah Hj. Hassan
External Examiner

Akram Zeki Khedher
Chairman



DECLARATION

| hereby declare that this dissertation is the result of my own investigation, except where
otherwise stated. I also declare that it has not been previously or concurrently submitted

as a whole for any other degrees at IUM or other institutions.

Md. Zohurul Anis

Signature: % Date: 28 June 2022



INTERNATIONAL ISLAMIC UNIVERSITY MALAYSIA

DECLARATION OF COPYRIGHT AND AFFIRMATION OF
FAIR USE OF UNPUBLISHED RESEARCH

THE IMPACT OF SERVICE QUALITY AND PERCEIVED
VALUE ON CUSTOMER LOYALTY TOWARDS PRIVATE
COMMERCIAL BANKS IN BANGLADESH: CUSTOMER
SATISFACTION AS THE MEDIATING ROLE

| declare that the copyright holders of this dissertation are jointly owned by student
and IHHUM.

Copyright © 2022 Md. Zohurul Anis and International Islamic University Malaysia. All rights
reserved.

No part of this unpublished research may be reproduced, stored in a retrieval system,
or transmitted, in any form or by any means, electronic, mechanical, photocopying,
recording or otherwise without prior written permission of the copyright holder
except as provided below

1. Any material contained in or derived from this unpublished research
may be used by others in their writing with due acknowledgement.

2. 1IUM or its library will have the right to make and transmit copies (print
or electronic) for institutional and academic purposes.

3. The IHUM library will have the right to make, store in a retrieved system
and supply copies of this unpublished research if requested by other
universities and research libraries.

By signing this form, | acknowledged that | have read and understand the 1HUM
Intellectual Property Right and Commercialisation policy.

Affirmed by Md. Zohurul Anis

28 June 2022

Signature Date

Vi




This thesis is dedicated to my parents, late Md. Anisur Rahman and Jahanara khanom

vii



ACKNOWLEDGEMENTS

First of all, 1 would like to express my profound gratitude to the Almighty Allah (s.w.t),
the most Gracious, Forgiving and Merciful. During this study, | have relied upon Allah.
| am thankful to Allah for granting me the energy, patience, courage and determination
to carry out this work. Without His enormous blessings, this PhD research could not
have been completed.

It is my pleasure to convey my heartiest appreciation to all the individuals with
whom | have shared the ups and downs of my voyage throughout the trajectory of
writing the dissertation. This research would have been quite difficult for me without
the patronisation and guidance | obtained from them. | am highly grateful to them all
for their assistances they extended to me amidst the pandemic situation.

| would like to convey my solemn appreciation to my supervisor, Professor Dr.
A.K.M Ahasanul Haque. Especially, I must thank him for his patience, continuously
giving me his comprehensive suggestions and ideas, his precious assistance and efforts
to describe everything to me in simple words. | would like to pay him gratitude for his
insightful comments along with swift response at every stage of my PhD research. It
would have been almost impossible without his support, encouragement, leadership and
supervision to complete this thesis. | find myself very lucky to have him as my
supervisor. | would also like to deliver my thanks to my co-supervisor, Dr. Nur Fariza
Binti Mustaffa for her guidance and precious suggestions that helped embellish my
work.

This is the appropriate moment to convey my heartfelt gratitude to my parents
for their unconditional love and care throughout my life. I would also like to record my
sincere thanks and a special note of gratitude to my family, especially my beloved wife
Munmun Dil Afroz for not only her continual affection, caring, and sacrifice but also
for her bearing my absence. My wholehearted love is to my lovely children, Mariya
Tahiyat Zaara and Farhan Anis Mabhin, for their patient waiting for their father. I am
also immensely thankful to my brother-in-law Golam Saklain and my cousin’s husband
Md. Shofiqur Rahman for their cordial cooperation they extended to my family
members during the study period. In addition, | would like to acknowledge the
cooperation of my teachers Dr. A.N.M Jahangir Kabir, Dr. Syed Muhammad Ali Reza
and Mohammad Nasim Reza, who took care of my family during my stay abroad.

| would also admit the valuable advice and guidance of Professor Dr. Rafikul
Islam, Associate Professor Dr. Suhaimi Mhd. Sharif, Assistant Professor Dr. Azura
Omar given to me during my coursework period. Their suggestions and remarks not
only helped expand my knowledge but alao facilitated the completion of my PhD
coursework successfully. 1 would also wish to express my heartfelt gratitude to the
Postgraduate Unit's administrative staff in the Faculty of Economics and Management
Science and the Center for Postgraduate Studies for supporting me throughout the entire
PhD program.

viii



TABLE OF CONTENTS

N oL = Tod RSP I
ADSEFACE IN ATADIC ... e ii
APPIOVAI PAGE.......eiiiiiiiieiee s 1\
DCIATALION ...t bbb %
COPYIIGNE PAGE.... et Vi
ACKNOWIEAGEMENTS ... .ot re e viii
TabIe OF CONTENTS .....cviieiiciieieee et IX
LISt OF TADIES ... Xiii
LISt OF FIQUIES ...ttt XV
List Of ADDIEVIALIONS .......cvviiiiiiiiece e XVi
CHAPTER ONE: INTRODUCTION ....cccooiiiiiiiiniesieieee e 1
1.1 OVEIVIBW ...ttt sttt sre e e eneenne e e e 1

1.2 Background of the StUdY ..........cccceeiieiiiieieece e 3

1.3 Banking Sector in Bangladesh: An OVEIVIEW .........cccccccocevinivnieiiiniiennn, 7

1.3.1 Private Commercial Banks in Bangladesh.............c.c.cccccccveie. 10

1.4 Problem StatemeNnt ..........cooveeiiieieie e 13

1.5 ReSEArch ODJECLIVES .......cccvvereiiieiie et 17

1.5.1 General ODJECHIVE .......ooveiiiiiiieee e, 17

1.5.2 SPecCific ODJECHIVES .....ccvvveieiieie e 17

1.6 ReSearch QUESTIONS ........ceiuveeerieeieeiesiee e eiesiee e eee e see e ee e e 18

1.7 Significance of the StUdY..........ccocviiiiiiiiccccee e 18

1.7.1 Practical SIgnifiCancCe...........cccoviiiiiiiiiicic e, 19

1.7.2 Theoretical SIgnifiCance ..........cccovvvveveeie i, 19

1.7.3 Socio-Economic Significance...........cccooeveiiieiiiiniieeee, 20

1.8 Scope and Limitations of the Study ............ccccoeviiiiiiiiiie e, 21

1.9 Conceptual Definition of the Main Construct............ccccceeevvvervnennnnnn 22

1.10 The Thesis Organization...........cccucvveieereiieseese e se e 22
CHAPTER TWO: LITERATURE REVIEW........ccccoiiiiiiiieic e 25
N @ TV 1= OSSR 25

2.2 Variables 0f the StUAY ........ccoveiiiiiiececcc e 25

2.2.1 Service QUAlITY.......ccooiiiiieie e 26

2.2.1.1 Measurement of Service Quality ...........ccocevvveiieiinnne. 29

2.2.1.2 Dimensions of service quality .........cccocoovevininininiennn, 31

2.2.2 Perceived ValUe .........ccoiiiiiiieiiee s 33

2.2.2.1 Measurement of Perceived Value.........c...ccccvvevervenenne. 36

2.2.3 Customer SatiSfaCtion ............ccoveeviiiniieicee e 40

2.2.4 CUSTOMEr LOYaItY.....ccviiiieieieecreeeee e 44

2.2.4.1 Importance of Customer Loyalty in Banking Sector .....53

2.3 Identification Of ReSEarch Gap ..........cccvvveririeieie e, 55

2.4 Hypotheses DevelopmMENt...........ccveiieeiieiiie e 57

2.4.1 Service Quality and Customer Satisfaction ............c.cccceeveeenne, 57

2.4.2 Perceived Value and Customer Satisfaction .............c.cceceveenne. 58

2.4.3 Service Quality and Customer Loyalty ..........cccceecveveiiiervenenne. 59

2.4.4 Perceived Value and Customer Loyalty.........ccceeevvvivninnnnnne. 61

2.4.5 Customer Satisfaction and Loyalty ..........ccccccevvveiviieiieieecnee, 62



2.4.6 Customer Satisfaction as a Mediator among Service Quality

and Customer LOYalty .........ccccveveiieriie e 63

2.4.7 Customer Satisfaction as a Mediator among Perceived Value
and Customer LOYalty .........ccccveveiieviiiieceece e 64
2.5 Theoretical Underpinning.........cccooereiinininiieieese e, 65
2.5.1 CuStOMEr LOYAILY......cccoeivieiicieieee e 66
2.5.2 Satisfaction ThEOIY ......ccvciiiiiiiiree e 68
2.5.3 Stimulus-Organism-Response (S-O-R) Model ...........cccceene.ee. 71
2.5.4 Social Exchange Theory (SET)....cccvvvvieienieiieneee e 73
2.5.5 Expectation Disconfirmation Theory (EDT) .....cccccevvvevvvenenne. 75
2.6 Conceptual Framework ..., 76
2.7 Chapter SUMIMANY .........coiveiuiiieieesie e se e re et e e sre e 78
CHAPTER THREE: RESEARCH METHODOLOGY ......c.cccocvviiiiiieinnns 79
3.1 OVEIVIBW ...ttt ettt re et ee e saeeaeeneenne e e e 79
3.2 Research APProach .........cccccvceiiiie i 79
3.3 Research ParadigMm.........ccccueieieiiie e 81
3.4 RESEAIrCN DESIGN .....cviivieiiieie ettt 83
3.4.1.SUrVeY MEthOd.......ccooiviiiiiiiice e 84
3.4.1.1 Justification of Using the Survey Method ..................... 84
3.4.2 Nature Of Data........cccveiuviieiieesieseee e e 85
3.4.3 Sampling ProCedure ...........coooeiieieeie e 86
3.4.3. 1 POPUIALION ..o 86
3.4.3.2Unit of ANAlYSIS .....ccveiviiiiiicciecceeee e 90
3.4.3.3 Sampling Method...........cccoiiiiiii e, 91
3.4.3.4 SaAMPIE SIZE.....cvveeeceecie et 92
3.4.4 Research QUESTIONNAITE.........cccveieieeeiie e 95
3.4.4.1 Measurement SCale ...........cccuvveieiereie i 95
3.4.4.2 Questionnaire Development.........ccccovevereneninieneenen, 97
3.4.4.3 Face Validity of Questionnaire.............cccccevvverveenennn, 101
3444 POt STUAY......coveiiieiiceee e 102
3.4.5 Data ColleCtion ProCeSS ........cccveviieierienene e 103
3.5 Data ANalYSIS PIOCESS ......c.ccviieieiiiieiiisii s 104
3.5.1 Data SCreENING ...ccvveivieiiieiie e 104
3.5.2 Descriptive ANAlYSIS .......coiiiiiieiieiecse e 105
3.5.3 Reliability for EFA........ccooi i, 105
3.5.4 Exploratory Factor Analysis (EFA) ........cccccovviveeiieciicvieee, 105
3.5.5 Confirmatory Factor Analysis (CFA) ......ccccocvviiinieniiniinieen, 106
3.5.6 Reliability and Validity for CFA ... 106
3.6 Philosophical Justification to Use SEM-AMOS............ccccoovevviiennnnn 109
3.7 Stages in Structure Equation Modelling ..........cccoeeevveiie e, 111
3.8 Chapter SUMMATY........ccoiiiiiiiieiee e 114
CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION .115
4.1 OVEIVIBW. ...ttt sttt sttt sttt st st et st e sbeebesneenaeas 115
4.2 Data SCIEENING ...eveevveieierieeee et eeeseesieeee e este s e sraesaesneesreesaeeneenneas 116
4.2.1 MISSING DAt ...c.vveviiiiieiiiiiesee e 116
4.2.2 llogical, Inconsistent or lllegal Data............cccccoeevevveieinennen, 117
4.2.3 Unengaged RESPONSES. ......ccueiieieiieinieeie e siee e siee e e 118
4.2.4 NOIMAIITY ..o 118



4.3 RESPONSE RALE ..ottt 119

4.4 Demographic Profile of the Surveyed Respondents .............cccccveuen. 119
o R =1 oo ] SR PPRPRTRS 120
B4.2 AR ..o 120
4.4.3 Educational Qualification ...........cccccovvveiiiiniinie s 121
4.4.4 EMPIoyment STatusS .........cocvvevreiieiieiecie e 121
4.4.5 MONthlY INCOME .....ooviiiiiieiie e 122
4.4.6 Preferred Bank ..., 123
4.4.7 Number of TakKing ServiCe.........ccccoveieiiiiieniiineseeeeee, 123
4.4.8 Banking Experience with this BanK..........c.c.cccocveveiieieiiennn, 124

4.5 DeSCriptive ANAlYSIS........ccviiiieieieies e 124

4.6 Reliability Statistics of the Instrument..............c.cccoovvevi i, 126
4.6.1 Reliability for Each Factor...........cccooviiieiiiiniiieeieee, 127

4.7 Exploratory Factor Analysis (EFA) ........ccccovveiiiie i 128

4.8 Confirmatory Factor Analysis (CFA) ......ccccueieieiencienesiseeeen, 134
4.8.1 Individual CFA Model: Service Quality...........ccccceevveivrinenen, 135

4.8.1.1 Individual CFA Model: Core Service........cccocervennnne. 136
4.8.1.2 Individual CFA Model: Tangibles..........cccccccevevvenrnne. 137
4.8.1.3 Individual CFA Model: Service Delivery.................... 137
4.8.1.4 Individual CFA Model: Reliability............c.cccccevennnne. 138
4.8.1.5 Individual CFA Model: Competence..........c.cccoveuveneen. 139
4.8.2 Individual CFA Model: Perceived Value............ccccoevrvennnenn. 139
4.8.2.1 Individual CFA Model: Functional Value.................... 140
4.8.2.2 Individual CFA Model: Emotional Value ................... 140
4.8.2.3 Individual CFA Model: Social Value............c.cocu..... 141
4.8.3 Individual CFA Model: Customer Satisfaction ...................... 142
4.8.4 Individual CFA Model: Customer Loyalty..........c.ccoovvvvenennee. 143

4.9 Second Order CFA .. ..o 144
4.9.1 Second Order CFA Model: Service Quality (SQ) .....ccovevnneee. 144
4.9.2 Second Order CFA Model: Perceived Value (PV)................. 145

4.10 Measurement Models of the Research..........ccccooceioevviiiiieiccnen, 146
4.10.1 Discriminant Validity...........cccoooeiviiiieiiiic e 155
4.10.2 Convergent Validity ........ccocoooviiiiniiiieice e, 156
4.10.3 Evaluation of the Revised Measurement Models ................. 157

4.11 Application of Structural Equation Modelling (SEM) ..................... 158

4.12 HYPOhESES TESHING ....cveviiiieiieieie et 160
4.12.1 H1: Service Quality Has a Positive Impact on Customer

SAtISTACTION ..o 161
4.12.2 H2: Perceived Value Has a Positive Impact on Customer

SAtISTACTION ..o 162
4.12.3 H3: Service Quality Has a Positive Impact on Customer

LOYAITY ... 163
4.12.4 H4: Perceived Value Has a Positive Impact on Customer

LOYAITY ... 164
4.12.5 H5: Customer Satisfaction Has a Positive Impact on

CuStomer LOYalty ......cccveceiieiiee e 165

A.13 MEAIALION ...t 166
4.13.1 H6: Customer Satisfaction Mediates the Relationship

Between Service Quality and Customer Loyalty ................... 167

Xi



4.13.2 H7: Customer Satisfaction Mediates the Relationship

Between Perceived Value and Customer Loyalty .................. 168
4.14 Results and DISCUSSIONS ........ccouererieerienieseenieseesiee e sseesreenie e seeas 170
4.14.1 What is the Impact of Service Quality on Customer
SAtISTACTION?. ... 171
4.14.2 What is the Impact of perceived value on customer
SALISTACTION? ... s 172

4.14.3 What is the Impact of Service Quality on Customer Loyalty173
4.14.4 What is the Impact of Perceived Value on Customer

LOYAILY? ..o 174
4.14.5 What is the Impact of Customer Satisfaction on Customer
LOYAILY? ..o 175
4.14.6 Customer Satisfaction as a Mediator Among Service Quality
and Customer LOoYalty .........ccccoeveiieiieie e 176
4.14.7 Customer Satisfaction as a Mediator Among Perceived Value
and Customer LOYalty .........ccccoeveiiieiiereec e 176
4.15 The Probable Impact of Pandemic Situation on the Findings of this
STUAY ..ot 177
4.16 Chapter SUMMANY .........ccoirieiiiieieitesie s 178
CHAPTER FIVE: CONCLUSION AND RECOMMENDATIONS .......... 179
5.1 OVEIVIBW ...ttt ettt 179
5.2 Overall Conclusion of the Study............cceviiiiiieiiieee 179
5.3 RECOMMENALIONS .......viiieiiieiieiieie e 180
5.4 Contributions of the STUAY..........cccceviiiiiiiiiee 183
5.4.1 Theoretical Contributions .............ccoovieiereienc e, 183
5.4.2 Practical Contributions...........ccoovviveiveieiiese e 184
5.5 Socio-Economic Impact of the Study ..........cccccveveiieiiiciiecece 185
5.6 The Distinct Implications of this Study ..........cccoceeiininninice 186
5.7 Limitations of the Study and Directions for Future Research ............ 187
REFERENGCES........oooe ittt 189
APPENDIX A: SUurvey INSTrUMENT .......ooovvieiiiie e 247
APPENDIX B: CommuNNAlITIES.........ooviiiiiiiieieiie e 254

xii



LIST OF TABLES

Table 2.1 Selected Definitions of Service Quality
Table 2.2 Selected Definitions of Perceived Value
Table 2.3 Selected Definitions of Customer Satisfaction
Table 2.4 Selected Definitions of Customer Loyalty

Table 3.1 List of Private Commercial Banks in Bangladesh

27
35
42
51

87

Table 3.2 List of Private Commercial Banks Based on Generation Along with Net

Profit

Table 3.3 Respondents Distribution

89
93

Table 3.4 Number of Respondents of Each Bank from the Concern Survey Area 94

Table 3.5 Measurement of Variables

Table 3.6 Reliability Statistics

Table 3.7 Goodness of Fit Indices

Table 4.1 Gender of the Respondents

Table 4.2 Age of the Respondents

Table 4.3 Educational Qualification

Table 4.4 Employment Status

Table 4.5 Monthly Income

Table 4.6 Preferred Bank

Table 4.7 Number of Taking Service in a Month
Table 4.8 Banking Experience with this Bank
Table 4.9 Descriptive Statistics of the Measurement Items
Table 4.10 Overall Reliability Statistics

Table 4.11 Reliability Statistics for Each Construct
Table 4.12 KMO and Bartlett's Test

Table 4.13 Rotated Component Matrix

Table 4.14 Total Variance Explained

Xiii

98
102
109
120
120
121
122
122
123
124
124
125
127
128
129
129

131



Table 4.15 Goodness of Fit Indices for SEM 135

Table 4.16 Goodness of Fit Assessment of the Revised First Order Measurement
Model of the Research 151

Table 4.17 Goodness of Fit Assessment of the Revised Second Order Measurement
Model of the Research 152

Table 4.18 Results Reporting for the Revised First Order Measurement Model 152

Table 4.19 Results Reporting for the Revised Second Order Measurement Model 154

Table 4.20 Discriminant Validity 156
Table 4.21 Fitness Estimation of the Revised Measurement Models 158
Table 4.22 Goodness of Fit Evaluation of the Modified Structural Model 160
Table 4.23 Estimates of the Hypothesized Model 161
Table 4.24 Mediating Impact of CS between SQ and CL 168
Table 4.25 Mediating Impact of CS between PV and CL 170
Table 4.26 Summary of Hypothesis Testing Findings 171

Xiv



LIST OF FIGURES

Figure 2.1 Stimulus-Organism-response Model 72
Figure 2.2 Proposed Model for This Study 73
Figure 2.3 Expectancy Disconfirmation Theory 76
Figure 3.2 The Research’s Conceptual Framework along with Hypothesized
Relationships I
Figure 3.1 Five Point Likert Scale 97
Figure 4.1 Individual CFA Model for Core Service 136
Figure 4.2 Individual CFA Model for Tangibles 137
Figure 4.3 Individual CFA Model for Service Delivery 138
Figure 4.4 Individual CFA Model for Reliability. 138
Figure 4.5 Individual CFA Model for Competence 139
Figure 4.6 Individual CFA Model for Functional Value 140
Figure 4.7 Individual CFA Model for Emotional Value 141
Figure 4.8 Individual CFA Model for Social Value 142
Figure 4.9 Individual CFA Model for Customer Satisfaction 143
Figure 4.10 Individual CFA Model for Customer Loyalty 144
Figure 4.11 Second Order CFA Model: Service Quality 145
Figure 4.12 Second Order CFA Model: Perceived Value 146
Figure 4.13 Default First Order Measurement Model of the Research 148
Figure 4.14 Default Second Order Measurement Model of the Research 149
Figure 4.15 Modified First order Measurement Model of the Research 150
Figure 4.16 Modified second-order Measurement Model of the Research 151
Figure 4.17 Default Structural Equation Model of the Study 159
Figure 4.18 Modified Structural Equation Model of the Study 160
Figure 4.19 Mediating Impact of CS between SQ and CL 168
Figure 4.20 Mediating Impact of CS between PV and CL 170

XV



AMOS
ATM
AVE
BBL
CO
CEIC
CFA
Chisg/df
CL
COS
CS
DFI

DSE
DV
EBL
EDT
EFA

EV

FCB

FV

GDP
GFlI
GOF
GOVAL
HSC
IBBL
v
KMO
LC
MBL
MFI

MI
MOBL
MV
NBL
NCB
NRBCBL
PCB

PV

RE
RMSEA
SBL

SD

SEM
SERVQUAL
SET

LIST OF ABBREVIATIONS

Analysis of Moment Structure
Automated Teller Machine
Average Variance Extracted (AVE)
BRAC Bank Limited

Competence

Census and Economic Information Centre
Confirmatory Factor Analysis (CFA)
Chi-Square / Degree of Freedom
Customer loyalty

Core Service

Customer Satisfaction

Government Maintained Development Financial
institution

Dhaka Stock Exchange

Dependent Variable

Eastern Bank Limited

Expectation Disconfirmation Theory
Exploratory Factor Analysis (EFA)
Emotional Value

Foreign Commercial Bank
Functional Value

Gross Domestic Products
Goodness of Fit Index

Goodness of Fit

Perceived Value

Higher Secondary Certificate
Islami Bank Bangladesh Limited
Independent Variable
Kaiser-Meyer-Olkin

Letter of Credit

Mercantile Bank Limited

Micro Finance Institution
Modification Indices

Modhumoti Bank Limited
Mediating Variable

National Bank Limited
Nationalised Commercial Bank
NRB Commercial Bank Limited
Private Commercial Bank
Perceived Value

Reliability

Reliability

Southeast Bank Limited

Service Delivery

Structural Equation Modelling
Service Quality

Social Exchange Theory

XVi



SME
SOR
SPSS
SSC

SQ

TA

Small and Medium Enterprises
Stimulus-Organism-Response
Statistical Package for Social Science
Secondary School Certificate

Service Quality

Social Value

Tangibles

XVii



CHAPTER ONE

INTRODUCTION

1.1 OVERVIEW

The loyalty of customer to the service companies has been seen both anecdotally and
empirically as a source, among others, of sustainable competitive advantage throughout
the world (Garepasha et al., 2021; Minta, 2018; Hasiri & Afghanpour, 2016; Ofori et al.,
2017). Competition for drawing attention of the customers has given rise to an intense
rivalry among the service providing companies. So, building consumer loyalty is
considered to be a crucial phenomenon for such companies’ growth and survival (Islam
etal., 2021; Ozkan et al., 2019; Famiyeh et al., 2018). Consequently, customer loyalty is
gaining popularity to academics and practitioners as it plays a key role in marketing any
product or service (Ofori et al., 2018; Tabrani et al., 2018).

In this context, the banking sector, which is the largest contributing portion of the
financial service industry, has embraced customer loyalty as a robust conclusive weapon
for the success of their business (Haron et al., 2020; Anwar et al., 2019; Islam & Ali,
2011). This financial service providing institutions can propel an economy through
playing a prudent and dynamic role (Kant et al., 2017), similarly this is utterly true for
Bangladesh (Ahmed et al., 2019). There always prevails a fierce competition among the
bank companies irrespective of differences in economies, when many bank companies
offer products resembling to each other’s and thereby providing the customers with the
opportunity to switch between the companies with increased expectation for services
from them (Osman et al., 2015; Koksal & Dema, 2014). Hence, the banks are desperately
trying to capture their customers’ attention by offering excellent quality of service and
creating superior perceived value in order to differentiate one from another (Anwar et al.,
2019; Ho & Lin, 2010).

The survival of banks depends on customer contact, as these types of financial
service providers are intimately customer oriented (Shayestehfar & Yazdani, 2019;
Rahman, 2016; Karim & Chowdhury, 2014). Many practitioners have articulated that the
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vital function of a bank is to consider continually evolving needs of the customers and
then feed them into the implementation process of sustaining increased service quality in
a situation of stiffer market competition (Garepasha et al., 2021; Jain & Jain, 2015).
Indeed, the quality of service is fundamentally considered as a strategic weapon in order
to meet customers’ banking requirements for the bank (Shayestehfar & Yazdani, 2019;
Khorshidi et al., 2014). Besides, the perceived value of customer is also regarded as an
essential element to assess their buying behaviour which creates a meaningful relationship
between an organization and its clients (Sahoo & Telang, 2019; Ivanauskiené et al., 2012).
It has been verified that the organization develops a continual flow of products and
services to its customers through the creation and recognition of the value that provides
exclusive benefits to their buyers and at the same time, it facilitates the company to thrive

and to drive to a higher annual return (Chahal & Kumari, 2012).

For any economy, it is important to know how its financial sector, particularly,
banking sector, is performing their operations. A bank should have an understanding of
how the influence of service quality and the perceived value on customer loyalty through
being mediated by the mental state of customer satisfaction works. The performance of
the banks and their survival, on the one hand, depend on how successfully the banks are
viewing the loyalty of the customers to them. On the other hand, customer loyalty is
viewed as the function of how the customers are being served and customers are

perceiving the value of the services provided by the banks.

Through the lens of literary works and pragmatic worldviews, it is judicious to
sum up that knowing how a country’s financial sector performs, is a crying need for the
private commercial banks, because it is also plausible to assess the influence of the quality
of service and the perception of value on customer loyalty mediating by the state of
customer satisfaction (Arif et al., 2012). In setting the seal, it is ambitiously inquired that
studying the significance of quality of service and the customers’ perception of value
towards customer loyalty seems to be justified for the existence of service providing
companies, namely banks, hotel and tourism, insurance, media, telecom and other
financial services (Al-Azzam, 2015). In line with the afore-mentioned narratives, this
study is attempted to adhere to the practices of the quality of services and perceived value
in the private commercial banks in Bangladesh.



1.2 BACKGROUND OF THE STUDY

The global economy has been tremendously transformed because of the strain of the latest
marketing atmospheres linked to disruptive pressures of economic reforms, policies of
government, globalization, the flow of information and the advancement of technology
(Maduka et al., 2017; Van et al., 2015). The enhancement of extreme competition is one
of the major factors that has contributed to such progression which restructured the entire
exposure of the business world (Gomaa, 2014; Essousi & Merunka, 2007). Financial
institution, particularly bank, is one of the service providing industries that have extensive
influence on every economy in the world (Islam et al., 2021; Zameer et al., 2015). Prior
researchers have also announced through their research that the banking sector is a crucial
institutional and functional medium for the transformation of the economy (Kant et al.,
2017). Therefore, the banks play a vital associating role in a country's financial and
economic development, which greatly influences the growth of its various sectors of the

economy (Gazi et al., 2021).

In today's rapidly evolving and competitive market, the banks play a major role in
the rotation of money done through the banking system throughout the country and at
large the globe (Babu, 2018; Hafeez & Muhammad, 2012). It is the most effective way
of accomplishing various tasks associated with deposit mobilisation, credit assessment
and monitoring, access to a payment network as well as a clearinghouse for the transaction
(Masukujjaman & Akter, 2010). A bank, particularly a commercial bank, is a financial
intermediary which collects surplus fund as a depositor from individuals and companies,
as well as this accumulating fund is also granted as a loan to the profitable business
investors as a borrower (Afroz, 2019). In relating to this view, commercial banks provide
their customers with a range of products and services, namely, a variety of deposit
schemes, loan management, small and medium-size banking and card service (Uddin &
Akhter, 2012). Thus, commercial banks serve as one of the key performers to retain the

smooth flow of economic growth in a country (Gazi et al., 2021; Khan & Fasih, 2014).

Prior researchers have stated that the bank is one kind of institution that falls in
financial service industry which is mostly customer-centred (Aktar, 2021; Islam & Niaz,
2014). The survival of bank in the market is based on customers through introducing its

goods and services according to their customers’ desires_ (Karim & Chowdhury, 2014). It
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is well established that the success of service providing organisations, such as banks, rely
on the long-run relationship with customers that is determined through their satisfaction
and loyalty (Mosahab et al., 2010). At present, ensuring the quality of service and the
auspicious perceived value are regarded to be the crucial for enhancing customer
satisfaction and loyalty in a stiff competitive market (Ariff et al., 2012). Indeed, these
factors play a supportive role to improve the performance of banks and determine their
success (Khan & Fasih, 2014).

The aspect of customer loyalty has emerged as an important issue in the marketing
arena because the demands of customers are nowadays highly customised (Scriosteanu
& Popescu, 2010). At the moment, more than ever, customer loyalty is considered as a
strategic business priority for any commercial institution, as companies are constantly
struggling to establish and maintain long-term relationships with their clientele (Myftaraj
& Nexhipi, 2014). Under this situation, a secure connection with valued customers has
come to be considered essential to ensure long-term success (Kirmaci, 2012). The
fulfilment of customers’ expectations is treated as one of the key drivers of business
performance (Camilleri, 2018). Therefore, recognising the desires of customers as well
as satisfying the customers’ expectations has become the foremost goal of business

organisations.

Scholars and practitioners in the field of marketing aver that ceaseless customer-
focused behaviour of business organisations has become utterly necessary in order to
succeed and attract the heart of customers in the ever-competitive marketplace (Jeong,
2014). Undeniably, the deployment of customer-focused behaviour has emerged as a
focal point of marketing strategy and a fundamental framework for the growth of
customer loyalty (Aziz, 2015). In fact, the comprehension and retention of the customers’
expectations are deeply rooted in the product or service design with a view to upholding
the loyalty of customer (Ofori et al., 2018). Hence, the financial organisation tends to

emphasize developing their customer relations.

It is more important for a company to maintain customer loyalty than to rely on
the single-off transactional demand for the product or service (Omoregie et al., 2019). In
the same way, prior researchers have found that it is five times more expensive to obtain

anew client than to retain clients and 50-100 times more expensive to restore the customer
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who has already left (Alhaddad, 2015; Ofori et al., 2017). Thus, the rudimentary challenge
for commercial banks is to retain customers’ loyalty. The customers, who are loyal, do
not hunt the information about substitute products or services from the competitors in the
industry (Delassus & Descotes, 2012). Reasonably, companies should be more interested
in their endeavours and properties on loyal consumers. Similarly, effective marketing
strategies are the prerequisites to enhance customer loyalty because the success of

business relies on the level of customer loyalty (Khokhar et al., 2011).

Since the banking business is highly competitive across the world, banks use the
loyalty of customers as a corporate instrument for achieving competitive advantage
(Ferreira et al., 2015; Zameer et al., 2015). In line with this trend, many financial
organisations have seen customer loyalty as a crucial factor (Beerli et al., 2004; Coetzee
et al., 2013). Kandampully et al. (2015) have claimed that the attributes of product and
service are no longer an effective means for the business to separate from their
counterparts; the key differentiator is the loyal customer. Loyal customers serve as
representatives of the organization, its products, and services, and advertise using their
word of mouth highlighting the features that the clientele are provided with (Kandampully
et al., 2015; Makanyeza, 2015). Thus, the loyalty of customer guarantees the
organizations’ efficiency that leads to business success (Beerli et al., 2004; Ferreira et al.,
2015; Ishaq, 2012; Kandampully & Suhartanto, 2000; Kandampully et al., 2015; Kim &
Lee, 2010; Kim et al., 2015; Tarus & Rabach, 2013; Wang, 2010).

In an increasing competitive business environment, customer satisfaction has
developed as an important instrument for measuring the performance of a company
(kitapci et al., 2013). Customer satisfaction relies mainly on customer fulfilment based on
organizations' ability to meet their expectations efficiently by delivering the appropriate
products and services (Suchanek et al., 2014). Paul and Srivastav (2016) have viewed that
satisfied customer becomes gratified by their purchases which attained their purpose and
have a delightful experience. Researchers further mentioned regarding satisfied
customers that such class of clientele keep in touch with the company for a longer duration
of time and buy more products or services than discontented buyers and they will
eventually become loyal toward the brands. In this way, it is extensively permitted that
satisfaction is responsible for the establishment of loyalty and there is a positive

relationship between two psychological states of customers (Oral & Kara, 2014; Caruana,
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2002). In addition, amplified customer satisfaction is considered as the precondition to
generate loyal customers (Lee & Seong, 2020; Sahin et al., 2011). From a business
perspective, customer satisfaction is one of the key factors in augmenting sales, as
satisfaction leads customers to take decision to repurchase. (Murugiah & Akgam, 2015;
Agbor, 2011; Mittal & Kamakura, 2001). Thus, customer satisfaction has arisen as an
essential ingredient in developing customer loyalty in today’s excruciatingly competitive

business environment.

The quality of service in marketing research has gained considerable attention over
the last decades (Izogo & Ogba, 2015; Seth et al., 2004). It is considered as a critical
success element to attract the customers for the business firm (Suhidayat et al., 2016).
Guo et al. (2008) identified that the quality of service is a comparison of what to expect
by consumers to what is obtained by consumers. Likewise, service quality refers to the
customers’ expectations and experiences to a specific product and/or service bestowed by
a service provider (Ali et al., 2019). In a competitive economy, the success of a business
is comprehensively dependent upon cutting-edge service quality (Utami & Ekawati,
2020). As a result, a company enables it to gain high profitability, customer satisfaction
and loyalty by ensuring service quality through its operations (Ishag, 2012).

Moreover, the quality of service in marketing literature indicates to the level of
service performance, which is regarded as a vital success factor for companies to
distinguish themselves from competitors (Zeithaml et al., 2011; Parasuraman et al., 1985,
1988). A remarkable number of researchers have acknowledged similar observations
about the banking sector across the globe (Makanyeza & Chikazhe, 2017; Moghavvemi
et al., 2018; Vera & Trujilo, 2013). Researchers have further suggested that since the
majority of banks provide almost similar products and services to their consumers, the
managing authority of bank needs to offer the superior service quality for their clients in
time (Paul et al., 2016; Stamenkov & Dika, 2015). The empirics cued that there is a close
relation among banking service quality and expected marketing outcomes, like as
increased revenue, consumer satisfaction as well as loyalty (Abdullah et al., 2011; Al-
hawari et al., 2009). Therefore, researchers have invested much effort into the
conceptualization and measurement of service quality and its relationship with customer
loyalty through ensuring their satisfaction (Akroush et al., 2015; Chumpitaz &
Paparoidamis, 2004; Dahiyat et al., 2011).



Perceived value has become an essential yardstick in the designing of managerial
strategies for creating, communicating and presenting value to the consumer (Kotler &
Keller, 2011). Holbrook (1994) has declared, cited by Auka (2016) that perceived value
is the main reason for all of the marketing activities and primary inspiration for customer
patronage. Chen (2015) has acknowledged that customer perceived value refers to the
overall measurement of an object with respect to intrinsic and extrinsic dimensions by
means of a comparison of perceived benefits and perceived expenses in a reasonable and
experiential way. Providing favorable value is now known as one of the key factors for

any type of firms’ success (Wang et al., 2016).

In the business relationship, perceived value is developed and produced in a
mutual process between two parties (customers and service providers) that is assessed
through the viewpoint of customers’ consumption experience (Agustin & Singh, 2005;
Anderson et al., 2006; Gronroos, 2011; Bolton et al., 2014; Floh et al., 2014). Perceived
value is the concept that is considered by many businesses for ranking customers and is
an important element in consumer decision-making (Rust & Oliver, 1994; cited by
Donighi & Yousefi, 2016). This is the way that increases customers’ willingness to
purchase and reduce their searching intentions for alternatives which generate a long-term
connection with service providers (Akroush & Mahadin, 2019). At present, on the basis
of customers’ perception of value with a specific goal to build customer loyalty, banks
have added sundry innovative products and services to ensure superior values to their

clientele.

1.3 BANKING SECTOR IN BANGLADESH: AN OVERVIEW

Bangladesh is a developing country in South Asia. The economic strength of the country
is increasing day by day. The banking sector is an innate part of an economy in order for
operating its economic operations (Uddin & Bristy, 2014). A country’s economic
scenario relies on the stability of its financial system (Teker et al., 2011). Bank is the
intermediary element of a financial system and plays a crucial role in financial markets
(Guisse, 2012). Al-Karim and Alam (2013) have clarified that bank is a financial
intermediary channelling finance that collects fund from households and groups and

disburses the collected amount to the lenders or investors through charging multifaceted
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