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Abstract 

The massive competition in the banking industry has paved the way for development of new 

technologies and strategies for retaining customers rather than to attract new ones. Service 

quality of the banks is significant antecedent to attain customer loyalty and to survive within 

the banking industry. Credit card sector is one of the key areas in the banking industry 

where its’ success mainly depends on the perceived customer service quality. Hence, this 

study attempted to assess how the service quality affects the level of loyalty of the customers 

in private banking sector with related to the credit card industry in Sri Lanka. The data was 

collected from 100 customers from five private sector banks in the banking industry through 

a self-administered questionnaire. The results revealed that, there is a significant positive 

correlation between the dimensions of service quality and customer loyalty. Further it 

revealed that, out of the five service quality dimensions, only tangibles, responsiveness, and 

assurance are the leading determinants of customer loyalty. 
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Introduction 

 
Service organizations in Sri Lanka have now been enriched with different 

technologies and new strategies which foster into a higher competition within their 

industries with the intention of immense contribution to the entire economy. The service 

sector in Sri Lanka has contributed 57.7% of the GDP of the country (Central Bank of Sri 

Lanka, 2019). The contribution of Banking and financial Services in the service sector also 

plays a very significant role in the country’s GDP. The Banking, insurance and real estate 

has been contributed to the GDP by 14.0% (Central Bank of Sri Lanka, 2019). The banks are 

crucial in the Sri Lankan financial system as they are engaged in the provision of liquidity to 

the entire economy.  

 

Credit card industry is becoming increasingly popular among customers as it has 

undergone a considerable growth with multiple cards categories. But it is more important to 

establish a credit card loyalty when the customers have multiple simultaneous relationships 

with different banks. Hence, it is needed to establish mutually beneficial relationship with 

the customers and the issuing bank. For that, perceived service quality by the customers will 

be a key provision to foster the customer loyalty and increased market share and the 
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profitability in the banking sector. Rather than having new customers, it is much more 

profitable to retain the existing customers. Just attracting new customers in the marketplace 

is not enough. Therefore, organizations need to give more importance to the customer 

retention (Santouridis & Trivellas, 2010). Further, loyal customers are more profitable to the 

firm and are sympathizing with poor service and displaying poor sensitivity to the price 

(Yang & Peterson, 2004). 

 

Service Quality can be identified as one of the most important antecedents for the 

customer loyalty. It is also considered as a prerequisite for satisfying and retaining the 

valued customers and also identified as an antecedent of sustainable competitive advantage 

(Guo, Duff, & Hair, 2008). Therefore, this is an attractive area for researchers over the last 

decade, especially in the banking sector (Caruana, Money, & Berthon, 2000; De Ruyter, 

Wetzels, & Bloemer, 1998; Kheng, Mahamad, Ramayah, & Mosahab, 2010; Sureshchandar, 

Rajendran, & Anantharaman, 2002; Bloemer, de Ruyter, & Peeters, 1998; Dhandabani, 

2010). When considering the Sri Lankan banking industry, this is very captivating to be 

spotlighted with the credit card facilities offered by the banks. 

 

Although there are number of research that have been conducted to investigate the 

relationship between the service quality and the customer loyalty in different industries in 

many countries, not much attention has been given to the banking industry in Sri Lanka. 

Also, very few studies have been done in this regard in banking industry in Sri Lankan 

context, more importantly for the public sector banks and private banks separately in certain 

areas. According to the statistics, higher proportions have been allocated for the credit cards 

by the private sector banks than the state banks, in their gross loans and advances portfolio 

(KPMG Sri Lanka, 2019). Thus, there is an empirical gap to be filled as there are very few 

studies have been done to assess the relationship between the service quality and the 

customer loyalty for the credit card facilities offered by the private sector banks in Sri 

Lanka. Hence, the main aim of conducting this study is to assess how the service quality 

affects level of loyalty in private banking sector with related to the credit card industry in Sri 

Lanka. Accordingly, the secondary objectives of the study are:  

 

1. To identify the current levels of agreement towards customer loyalty and service 

quality dimensions. 

2. To assess the relationships between Customer Loyalty and the service quality 

dimensions namely, Tangibles, Reliability, Responsiveness, Assurance and 

Empathy. 

3. To identify the most influencing dimensions of service quality on customer loyalty. 

 

Literature Review  

Service Quality 

Though the quality of goods can be easily ascertained through various measures, 

that particular knowledge is insufficient to ascertain the quality of services as services are 

characterized by the inherent features of inseparability, intangibility, heterogeneity, and 

perishability (Parasuraman, Zeithaml, & Berry, 1985). In a competitive and a dynamic 

business world, survival is highly depending on the high quality of services (Zameer, Tara, 

Kausar, & Aisha, 2015). No other guarantee for success and survival of an enterprise, could 

have been found except for superior value of the service, which will be recognized by 
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customers as perfect service quality, according to the study of Zimonjić, (2018). As Culiberg 

& Rojsek, (2010) states service quality is referred to as perceived quality in literature and 

Bitner, (1990) states that perceived quality is similar to an individual’s general attitude 

towards the service provider which is the customers’ overall impression of the relative 

inferiority/superiority of a service provider. According to Zameer et al., (2015) service 

quality is very important to financial institutions as it provides a competitive edge over its 

competitors. In contrast to manufacturing businesses, service organizations specially 

banking institutions, interact directly with their customers (Zameer et al., 2015) where this 

interaction or in other words, the service delivery process can highly impact the quality 

judgment made by a respective customer. To measure the service quality of the subject, 

current study employed the SERVQUAL model which is considered as the most widely 

used instrument (Kaura, Durga Prasad, & Sharma, 2015) across different industries. The 

SERVQUAL model which was developed by Parasuraman, Zeithaml, & Berry, (1988) can 

be identified as one of the most popular and significant model to evaluate the service 

quality. This model comprised of five dimensions such as the Tangibles, Reliability, 

Responsiveness, Assurance and Empathy. The first dimension Tangibles encloses the 

physical facilities, communication materials, equipment and appearance of employees (Lee, 

Kim, Ko, & Sagas, 2011). Hence, tangibility helps in creating the first impression towards 

the organization (Al-Sayyed, Suifan, & Alawneh, 2015). The Reliability which is the second 

dimension refers to the ability of an organization to perform the prompt service accurately in 

the promised time with minimal errors (Arizon, 2010). The third dimension of 

responsiveness encompasses providing a dependable service and the readiness to help 

customers (Lee et al., 2011). The empathy dimension implies rendering individualized 

attention and care to each customer (Lee et al., 2011). Assurance is the last stage of the 

dimension which helps to reflect the trust and confidence of the customers from the 

employee’s experience, competence and capacity to build self-confidence with customers 

(Ndubisi, 2006).  

 

Customer Loyalty 

Customer Loyalty simply means whether customers would return to the service 

provider or not (Kondasani & Panda, 2015). Also it can be defined as a customer’s intention 

or predisposition to purchase from the same firm again (Edvardsson, Gustafsson, 

Kristensson, Tronvoll, & Witell, 2003). Loyalty may be measured using a variety of 

behavioral intentions (rating of the likelihood that customers will return, purchase other 

products and services from the company or speak positively of their experience to other) or 

actual behaviors (such as whether customers do return, how often they return and how much 

they purchase when they do and whether they bring or refer additional customers). The 

researchers pointed out that, so many benefits can be derived for an organization with the 

improved customer loyalty (Zairi, 2009). Consequently, this has led many organizations to 

initiate various measures to improve customer loyalty (Khan, 2012). Furthermore, a loyal 

customer is said to be a customer who purchase services from the same service provider and 

recommends him to other people and maintains a positive attitude towards the service 

provider (Kandampully & Suhartanto, 2000). Arnould, Price and Zinkhan (2002) puts 

Loyalty as a positive attitude built up over a series of favorable interactions expressed in a 

customer’s behavior. As a result, it has been suggested that neither attitudinal nor behavioral 

measures on their own are sufficient to explain or define the complex construct of loyalty 

and therefore, several hybrid frameworks have been developed which try to combine both 

dimensions of loyalty. 
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Service quality and customer loyalty 

Service quality literature reflects that customer perceptions of high service quality 

resulted in very high level of purchase intentions which proves that customer loyalty was 

affected by service quality (Boulding, Kalra, Staelin, & Zeithaml, 1993; Cronin & Taylor, 

1992; Taylor & Baker, 1994; Zeithaml, Berry, & Parasuraman, 1996). Customer Loyalty is 

the customer’s willingness to recommend the bank to others, extent to which a customer 

regards himself or herself as loyal to the bank and his or her expectation to continue to use 

the bank in the future transactions (Komunda & Osarenkhoe, 2012). Hence, the service 

quality is the final outcome where the customer compares the service he actually received 

with his own expectations for the service delivery. Consequently, customers will develop a 

loyalty towards the organization when they favorably perceive the service quality. Further, 

the studies revealed that, the perceived service quality is strongly related to the customer 

loyalty which led the customer to continue with the same bank in the future and recommend 

it to the others (Lam & Burton, 2006). There are many approaches and models to evaluate 

the service quality.  

 

It is believed that Service Quality leads the way to Customer Loyalty (Al-msallam, 

2015; Izogo & Ogba, 2015; Jamal and Anatassiadou, 2009). According to (Kheng et al., 

2010), it was found that tangibles and responsiveness are relevant to enhancing Customer 

Loyalty. Further, they stated that, the dimensions of Service Quality such as: empathy, 

reliability, and assurance have significant influence on Customer Loyalty in the banking 

industry. Similarly, it was found that, there is a positive relationship between reliability, 

empathy, assurance and Customer Loyalty. (Kheng et al., 2010). Other than in the banking 

industry, (Rousan, Ramzi, & Badaruddin, 2010) stated that the four Service Quality 

dimensions such as  empathy, tangibles, reliability, and responsiveness have a positive 

influence on Customer Loyalty in hotel industry. 

 

Hence, based on the above review of literature following hypothesis were 

formulated. 
 

H1: There is a significant positive relationship between Service Quality and Customer 

Loyalty 

H2: There is a significant positive relationship between Tangibles and Customer Loyalty. 

H3: There is a significant positive relationship between Reliability and Customer Loyalty. 

H4: There is a significant positive relationship between Responsiveness and Customer 

Loyalty. 

H5: There is a significant positive relationship between Assurance and Customer Loyalty. 

H6: There is a significant positive relationship between Empathy and Customer Loyalty. 

 

Methodology 

The current study was conducted under the area of service quality which will be 

attached to the banking industry in Sri Lanka. The conceptual framework developed based 

on literature is as shown in Figure 1. 
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As per Saunders, Lewis, & Thornhill, (2009) the current study employed a survey 

strategy and will be a cross sectional and an explanatory study according to the set 

objectives. Authors have defined the sampling unit to be credit card holders. Hence, the 

population considered for this study represents the credit card holders who obtain the service 

from private sector banks in Colombo District. To overcome difficulties, five private sector 

banks namely: HSBC, Nations Trust Bank, Sampath Bank, Standard Chartered and Hatton 

National Bank were randomly selected for the study. In similar studies conducted by 

Sivanandamoorthy, (2012) and Ushantha, Wijeratne, & Kumara, (2014) the sample size was 

approximately 150. Therefore, the authors have distributed 150 questionnaires among the 

five banks equally out of which only 100 were accepted as valid responses.  

 

To gather the necessary primary data, a self-administered questionnaire was 

employed, which comprised 22 statements on service quality and 5 statements on customer 

loyalty where the respondents were asked for the level of agreement based on a five-point 

Likert scale. Secondary data was obtained through various study materials such as books 

and journals. 

 
The self-administered questionnaire consisted of 3 parts. 
 

Part A- Questions about personal profile of respondent such as gender, age, type of credit 

card used, number of years of experience with the bank were included. 

Part B- 22 statements out of which 4 statements address the Tangibles dimension, 5 

statements address the Reliability dimension, 4 statements address the Responsiveness 

dimension, 4 statements address the Assurance dimension, and 5 statements address the 

Empathy dimension of Service quality were included. 

Part C- 5 statements which address the customer loyalty variable were included. 

 

 

Figure 1: Conceptual Framework 

Service Quality 

Tangibles 

Reliability 

Responsiveness 

Assurance 

Empathy 

Customer Loyalty 
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Data analysis and discussion 

 Analysis was carried out using SPSS 23.0. The sample profile was analyzed first 

and it was found that 68% and 32% of the sample consist of male and female respondents, 

respectively. Further, 42% of the sample belongs to age category of 26 to 35 years and 54% 

of the respondents within the sample have more than 5 years of experience with the bank 

they transact with. When analyzing the type of card they use, it was further revealed that 

58% of the respondents are using VISA cards, 17% are using Master cards and the rest 

(25%) are using AMEX cards. The next stage is to analyze the dimensions of the variables 

considered for the current study. Accordingly, after testing the data for normality, mean 

values and standard deviation values were derived for each dimension of service quality and 

customer loyalty, as the data were normally distributed. The figures are shown in table 1. 

 
Table 1: Mean and Standard Deviation values of Dimensions and Variables 

Dimension/ 

Variable 
Tangibles Reliability 

Responsive 

ness 

Assuran

ce 

Empat

hy 

Service 

Quality 
Customer 

Loyalty 

Mean 3.76 3.76 3.84 3.90 3.86 3.82 3.89 

Standard 

deviation 
0.876 0.986 0.824 0.772 0.814 0.854 0.823 

 

 According to Table 1, the highest mean value (3.90) was recorded for ‘Assurance’, 

indicating a higher level of agreement by the respondents, whereas the same dimension has 

accounted for the lowest standard deviation (0.772) depicting a better consistency. Though, 

‘Tangibles’ and ‘Reliability’ had scored the same as well as the lowest mean value (3.76), 

‘Tangibles’ can be regarded as a relatively consistent dimension due to its lowest standard 

deviation. The respondents have shown a positive level of agreement for all five service 

quality dimensions, as well as overall service quality and customer loyalty, which was 

evident through higher mean values (above 3, on a five-point likert scale). 

 

 The analysis was proceeded to the next stage where authors used correlation 

analysis and regression analysis to test the hypotheses, to answer the research questions and 

ultimately achieve the research objectives. Since data were normally distributed, Pearson’s 

correlation was used to derive the coefficient of correlation to observe the association 

between each dimension of quality and customer loyalty. According to table 2, highest 

correlation is shown by Reliability and Customer loyalty (0.842) followed by 

Responsiveness (0.841), Tangibles (0.825), Assurance (0.758) and Empathy (0.711). 

Therefore, findings suggested that, each dimension has a strong positive relationship with 

customer loyalty at 5% level of significance (p < 0.05). Thus, there were enough evidence to 

support the established hypotheses: H2; H3; H4; H5 and H6. 

 

Table 2: Coefficient of correlation of Service Quality Dimensions 

Service quality dimension Coefficient of correlation Sig (p) 

Tangibles 0.825 0.000 

Reliability 0.842 0.000 

Responsiveness 0.841 0.000 

Assurance 0.758 0.000 

Empathy 0.711 0.000 



Management Issues, Volume 4- Issue (I), December 2019 

17 
 

The value of service quality was obtained through the mean score of five 

dimensions of service quality and the relationship between Service quality and Customer 

loyalty was also proved to be strong and positive (r = 0.845, p = 0.000 < 0.05), by the 

findings of the current study. Hence, the results supported the established hypothesis H1. 

 

Regression analysis was performed to test how far these service quality dimensions 

have an impact on Customer Loyalty. Multiple linear regression model summary (Table 3) 

indicated that more than 80% of the total variation of the dependent variable is explained by 

the predictor variables, suggesting a greater explanatory power of the regression model.  

 

Table 3: Model summary 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .896
a
 .803 .792 .2590399 

a. Predictors: (Constant), Empathy, Assurance, Tangibles, Responsiveness, Reliability 

b. Dependent Variable: Customer Loyalty 

As per the multiple regression results (Table 4), Customer Loyalty is significantly 

influenced by Tangibles, Responsiveness and Assurance in a positive manner whereas 

Reliability and Empathy has not significantly influenced Customer Loyalty.  

 

Table 4: Regression coefficients of service quality dimensions 

 

Dependent Variable: Customer Loyalty 

Since the regression coefficients pertaining to reliability and empathy were 

statistically insignificant (p>0.05), the model was run again excluding the aforementioned 

variables. As shown in Table 5, the model explains that service quality dimensions in the 

refined model explains 80% of the variation of customer loyalty whereas 20% of its 

variation is attributed by other factors which are out of scope of the current study.  

 

 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients t Sig. 

B Std. Error Beta 

1 

(Constant) .678 .232  2.922 .004 

Tangibles .257 .075 .310 3.444 .001 

Reliability .122 .082 .177 1.499 .137 

Responsiveness .257 .081 .304 3.179 .002 

Assurance 

Empathy 

.206 

-.001 

.082 

.077 

.189 

-.001 

2.503 

-0.12 

.014 

.991 
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Table 5: Model summary 

Model R R Square 
Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .893 .797 .791 .2597688 

a. Predictors: (Constant), Assurance, Tangibles, Responsiveness 

b. Dependent Variable: Customer Loyalty 

 

Table 6: Regression coefficients of refined regression equation 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients t Sig. 

B Std. Error Beta 

1 

(Constant) .544 .198  2.746 .007 

Tangibles .320 .063 .386 5.080 .000 

Responsiveness .312 .073 .370 4.279 .000 

Assurance .241 .078 .221 3.105 .003 

 

Dependent Variable: Loyalty 

From the model summary shown in table 6, authors have derived the following 

regression equation. Accordingly, the authors were able to prove that Tangibles, 

Responsiveness and Assurance have significant positive relationship with customer loyalty.  

The results of the study suggested that Tangibles, Responsiveness and Assurance 

are the leading determinants of Customer Loyalty of credit card holders in banking industry 

within the Sri Lankan context. However, the current study considered only private banks. 

Therefore, it can be proposed that if the private banks are keen on developing its loyal 

customer base, to enhance the profitability and to ensure the long-term survival and growth, 

they must place their focus on the aforementioned dimensions.  

 
Conclusion and further research 

 
The main aim of this study was to assess how the service quality affects to the 

loyalty level of private banking sector with related to the credit card industry in Sri Lanka. 

The results of this study indicated that, there is a strong positive individual linear correlation 

between each service quality dimensions with the customer loyalty. According to the results, 

Customer Loyalty = .544 + (.320) (Tangibles) + (.312) (Responsiveness) + (.241) (Assurance) 
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the leading determinant of the customer loyalty is the Reliability. This indicates that, the 

private banks should perform their services to the customers on time for the first time and 

should provide efforts to perform the services promised as mentioned by limiting the errors 

which can be caused officially. Furthermore, this study confirms that, providing high quality 

services will certainly enhance the customer loyalty towards the bank. Also, the study 

revealed that, customer loyalty is significantly influenced by the following service quality 

dimensions such as Tangibles, Responsiveness and Assurance respectively in a significant 

positive manner whereas Reliability and Empathy has not significantly influenced the 

Customer Loyalty.  

 

As mentioned in literature, service quality could be identified as a 

multidimensional construct. By considering the empirical gap to be filled, the current study 

explored the role of service quality in terms of Tangibles, Reliability, Responsiveness, 

Assurance and Empathy on customer loyalty for the credit card facilities offered by the 

private sector banks in Sri Lanka. Though the current research narrowed to fill this empirical 

gap, still it provides opportunity for the future research. Current study concerned only the 

service quality dimensions and customer loyalty in certain private sector banks. Thus, it 

limits the generalization of the results to the whole private sector and the public sector banks 

in the banking industry. As a result, it provides novel opportunity to conduct future research 

by covering the whole banking industry in the Sri Lankan context. Also, it will provide more 

insights if future studies are conducted to develop an industry specific scale to measure the 

service quality by incorporating other constructs such as trust, satisfaction, and corporate 

image for the banks in the Sri Lankan context. 
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