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ABSTRACT

Globalization has resulted a highly competitive business environment and
organizations are looking for providing progressively better service quality to drive
their organizations to compete successfully in the marketplace. The prospect and
growth potentials of Islamic banks in Bangladesh is perceived to be huge as there is a
high demand for interest-free banking services from the people of Bangladesh who
have a strong propensity to abide by the rules and principles of Sharia’h. However,
apart from the external pressure by the conventional banks, the Islamic banks are also
facing enormous problems internally. It is the views of many scholars that presently
the level of service quality of Islamic banks in Bangladesh is not as much as it is
supposed to be. Further, according to the feelings of general public, there is a potential
room for further improvement of service quality of Bangladesh Islamic banks.
Obviously, if the Islamic banks can enhance their overall service quality, they will be
able to stay competitive in the forefront of today’s marketplace in the banking and
financial sector. It is noted that the Islamic banks are striving to improve service
quality, but they are still struggling to reap the desired benefits. The main purpose of
this study is to identify the customers’ requirements, the corresponding technical
requirements and aligning both of these requirements by using a well-known service
quality improvement tool, namely, Quality Function Deployment (QFD). In this study,
questionnaires survey and interviews were conducted for data collection. Data were
collected from customers, employees and executive officers (altogether 347 in number
of respondents) from seven Islamic banks on personal contact basis. From the data
analysis in the first stage, this research revealed that customers’ perceived
expectations are higher than the services delivered. Later on, the researcher compiled
altogether 45 customers’ requirements and 47 technical requirements for further
enhancement of service quality of Islamic banks in Bangladesh. Finally, the QFD
exercise was carried out to prioritize the technical requirements (‘hows’), which will
eventually guide implementation of the necessary measures to improve the overall
quality of the Islamic banks. This research contributes to the existing body of
knowledge in field of academics and findings are expected to provide guidelines for
enhancing satisfaction level of customers of the Islamic banks in Bangladesh.
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND OF THE STUDY

Quality of service plays an important role to attract and retain customers and this has
been recognized as a strategic requirement in highly competitive business
environment (Parasuraman et al., 1985; Zeithaml et al., 1990). Therefore, in achieving
sizeble market share and increase profits, organizations deliver superior service
quality (Buzzell and Gale, 1987).

According to Parasuraman et al. (1985), service quality can be defined as the
difference between customer’s expectation for the performance of service before the
service is rendered and their perception of the service received. Similarly, Edvardsson
(1998) states that customer’s overall perception of the service has its basis on his/her
perception of the service provided and how it was provided — whether the outcome of
the service may either be value added or quality with the customer assuming the role
of the process.

In the past three decades, it has been noted that academics (Goronoos, 1984;
Parasuraman et al., 1985; Cronin and Tailor, 1992; and Teas, 1993) have increasingly
examined the significant features of service quality and its measurement as any
organization that hopes to successfully thrive should understand customers’
expectations and perceptions of service quality. This in turn impacts the customers’

choice of service provider, satisfaction as well as their loyalty.



1.2 SERVICE QUALITY DIMENSION

To satisfy customers’ overall expectations through quality service, various authors,

academicians and scholars have engaged commendable efforts in finding service

quality dimensions and have provided different conceptualizations over the time

(Sachdev and Verma, 2004). In service marketing literature, service quality is known

to be based on multiple dimensions (Gronroos, 1982, 1990; Parasuraman et al., 1985),

and there is no general agreement as to the nature or content of the dimensions (Brady

and Cronin, 2001). However, according to the researchers over the last three decades,

following are the dimensions of service quality.

Table 1.1 Service quality dimensions

No. Author(S) Year N_umbe_r of Dimensions
Dimensions

1  Gronoos 1984 3 Technical quality, functional quality and
reputational quality

2 Lehtinen and 1982 3 Interective, physical and corporate quality

Lehtinen

3 Hedval and Paltschik 1989 2 Willingness and ability to serve

4 Leblan and Aguyen 1988 5 Corporate image, internal rganization, physical
support of the service producing system, staff-
customer interaction, and the level of customer
satisfaction

5 Garvin 1988 8 Performance, features, conformance, reliability,
durability, service, response, aesthetics, and
reputation

6  Rustand Oliver 1994 3 Functional quality, technical quality and
environment quality

7  Parasuraman et al. 1988 5 Reliability, responsiveness, assurance, empathy
and tangibles

8  Osman and Owen 2001 6 Complience, reliability, responsiveness,

assurance, empathy and tangibles

1.3 CUSTOMER SATISFACTION (CS)

Business organizations have long acknowledged the importance of quality and

customer satisfaction in their survival and success in a highly competitive market. As



a result, a considerable amount of researches (Fen and Lain, 2010) has been carried
out to examine these two concepts, a major portion of which is directly related to
customer behavioral intentions including customer purchase and loyalty, the
resolution of the customer to spread positive word of mouth, referral and complaint
intention (Olsen, 2002; Kang et al., 2004; and Soderland and Ohman, 2005). The most
common studies were pertained to customer satisfaction, service quality, perceived
value and behavioral intentions.

Since the 1970s, customer satisfaction has garnered a lot of attention from both
marketing practitioners and academicians (Churchill and Surprenant, 1982; Jones and
Suh, 2000) as it facilitates the company’s increase in profitability and prosperity.
Companies and researchers alike have tried in measuring customer satisfaction since
the 1970s on the basis of the theory linking between customer satisfaction and
performance (Coyles and Gokey, 2005). Following that decade, and throughout the
80s, researchers used findings from customer satisfaction and quality studies to
monitor their performance, to compensate their workers and to allocate resources
(Bolton, 1998). They also initiated investigations for further actions they could take to
determine customer satisfaction (Swan and Trawick, 1981; Churchill and Surprenant,
1982). The adverse effects of customer dissatisfaction would pose negative impact on
the organizational financial performance. The 1990s brought the advent of the
organizations and researchers’ concerns of customer satisfaction for various financial
implications (Rust et al., 1995; Bolton, 1998).

The banking industry falls under the service sector/ category of business.
Currently, the sector occupies a great portion of the market in several countries. For
instance, in the U.S. 79% of all the employees work in the service sector and it

accounts for 76% of GDP in the country’s economy (Kotler et al., 2009). Moreover,



according to the Organization for Economic Cooperation and Development (OECD),
over 70% of the workforce are working in the service sector.

The service sector like other sectors are linked with the economic activities
which produces intangible products including education, entertainment, food and
lodging, transportation, insurance, trade, government, financial, real estate, medical
repair and maintenance (Heizer and Render, 2013). They are characterized as
intangibles which cannot be evaluated until the services are performed. Hence, they
are considered as important issues in the strategic, tactical and operational
management segment of business activities in organizations mostly because of their
intangible and heterogeneous characteristics with simultaneous processes of
production, distribution and consumption. In other words, the core value of a service
lies in the buyer-seller interactions (Suenssin, 2003).

In the past decade, various researchers have dedicated their studies to the
service quality area and it has been increasingly acknowledged as one of the critical
strategic values of service organizations (Cesarotti and Spada, 2009; Spohrer and
Maglio, 2008; and Dusuki and Abdullah, 2007). The quality of service brings about
various advantages to an organization. For instance, it enables the company to be
differentiated from its rivals by increasing its sales and market shares, facilitating
cross-selling opportunities, enhancing customer relations and improving the image of
the company. As a consequence, it leads to increased customer and employee
satisfaction and retention and leads decreasing rate of turnover. More importantly,
through positive word of mouth, the company will attract new customers (Lewis,
1991; Newman, 2001; and Caruana, 2002).

Moreover, service quality is an important element of service organizations and

is highly linked to customer satisfaction (Bolton and Drew, 1991; Cronin and Taylor,



1992; Taylor and Baker, 1994; and Spreng and MacKoy, 1996). A positive relation
has been found between the two elements as increase in service quality increases the
possibility of customer satisfaction and hence, the organizational competitiveness.

In turn, increasing customer satisfaction results in their behavioral outcomes
including commitment, intent to stay, creation of a rewarding mutual relationship
between the customer and the service provider (Gounaris et al., 2003; Heskett et al.,
1997; Goode and Moutinho, 1995; and Newman, 2001). Several researchers including
Avkiran (1994) and Blanchard and Galloway (1994) revealed that service quality in
the context of banking industry has a similar relationship. Banks are now aware that
quality service brings about success and survival in the competitive global banking
environment (Wang et al., 2003).

Thus, service firms strive to stay in the forefront of today’s marketplace by
offering quality service in the presence of fierce competition. According to Chow and
Luk (2005), service quality is an essential component for winning and retaining
customers. While, Kandampully and Shuhartanto (2003) strongly claimed that in
differentiating a service from its competitors and in fostering customer loyalty, the
quality of service is more important than price.

Since the advent of globalization, monumental changes have taken place in the
business world. In particular, banking and financial service sector has become an
industry propelled by demand and constitutes an integral portion of the service
industry (Mishkin, 2001). As such, various regulatory, structural and technological
transformations are seen within the banking industry aligned with trends inclined to an
integrated financial environment (Angur et al., 1999). The situation is such that
banking services can be utilized by customers from any country in the world as these

services are widespread with diverse offerings. Moreover, banks are competing to



offer services through the restructuring of their services in the hopes of coping with
the technological advancement to meet the ever changing customers’ needs
worldwide. The customers on the other hand are on the lookout for a potential bank
that offers the most efficient, user friendly and safe services.

Currently, the latest trend in the banking sector is the Islamic products and
services. The Islamization of commercial banking represents the Muslim Ummah’s
(community) revival. Islamic banks offer to a broad variety of clientele including
Muslims and non-Muslims. The potential for such banks has been acknowledged by
conventional banks like Citibank and Hong Kong and Shanghai Banking Corporation
(HSBC). These developments in the banking industry have paved the way for the
creation of specific subsidiaries to meet customer’s needs (Ebrahim and Joo, 2001),
although there is a possibility of over extension which can be out of hand. The Islamic
banking and financial system’s primary objective is to implement the value system
based on the Qur’an and the Sunnah (Prophet Muhammad’s SAW tradition or
practice) and its secondary one is to support the Muslim socioeconomic system and to
facilitate the Muslim nations’ development and growth through the development of
their financial markets, institutions and instruments.

In carrying out these objectives, Islamic banks have to constantly be wary of
the potential customers’ changing behavior, attitudes and perceptions particularly in
the retail sector as it occupies a major portion of the banking sector/ industries
(Metawa and Almossawi, 1998).

The present research will focus on how to enhance customer satisfaction and

overall service quality of the Islamic banks in Bangladesh.



