AR
W Durham

University
Durham E-Theses

Islamic banks and service quality . an empirical study

of the UAE

Saif Hamad Ali Al Zaabi Obaid

How to cite:

Obaid, Saif Hamad Ali Al Zaabi (2006) Islamic banks and service quality : an empirical study of the
UAE. Doctoral thesis, Durham University.

Use policy

The full-text may be used and/or reproduced, and given to third parties in any format or medium, without prior permission or
charge, for personal research or study, educational, or not-for-profit purposes provided that:

e a full bibliographic reference is made to the original source
e a https://etheses.durham.ac.uk/id/eprint/1812/ is made to the metadata record in Durham E-Theses
e the full-text is not changed in any way

The full-text must not be sold in any format or medium without the formal permission of the copyright holders.

Please consult the full Durham E-Theses policy for further details.

Academic Support Office, The Palatine Centre, Durham University, Stockton Road, Durham, DH1 3LE
e-mail: e-theses.admin@durham.ac.uk Tel: +44 0191 334 6107
https://etheses.durham.ac.uk


https://www.durham.ac.uk
https://etheses.durham.ac.uk/id/eprint/1812/
https://libguides.durham.ac.uk/open_research/etheses#s-lib-ctab-15326874-5
https://etheses.durham.ac.uk

UNIVERSITY OF DURHAM

ISLAMIC BANKS AND SERVICE QUALITY: AN EMPIRICAL
STUDY OF THE UAE

By

Obaid Saif Hamad Ali Al Zaabi

The copyright of this thesis rests with the
author or the university to which It was
submitted. No quotation from it, or

Information derived from it may be published
without the prior written consent of the author
or university, and any Information derlved
from it should be acknowledged.

A thesis submitted for the degree of Doctor of Philosophy In

Islamic Banking and Finance

School of Government and International Affairs

Institute for Middle Eastern and Islamic Studies

20006
29 NOV 2006



ABSTRACT

This study measures the perceived level of service quality in the UAE Islamic
banks, using a modified SERVQUAL model. The study attempts to determine
the extent of the correlation and relationship that might exist between the
service quality dimensions and Islamic banking variables on the one hand and
between these and the independent variables on the other. The Islamic banking
variables in this study include: return on investment accounts, services
compliance with Islamic Shari‘ah, financings compliance with Islamic Shari‘ah,
competitive service fees, competitive finance rate, availability of all banking
services, availability of profit-sharing finance, employee awareness of Islamic
banking services and products and the trustworthiness of Shari'ah boards. The
service quality dimensions include: tangibles, assurance, reliability,
responsiveness and empathy, while the independent variables include: avoiding

Interest-based financing or riba, customers' familiarity with products and
services and customers' demographic factors.

The research empirical depends basically on a sample drawn from the Dubai
Islamic Bank, Abu Dhabi Islamic Bank and Sharjah Islamic Bank. 300
questionnaires were distributed to the customers at one branch of each Islamic
bank in major cities in the UAE between October 2004 and March 2005. In

addition, structured interviews were conducted by the researcher with officials
from the UAE Islamic banks and with a number of Shari'ah board members, to
support the findings of the study.

Theoretically, the Islamic banks's service quality model that is used in this study
proved to be reliable and viable to measure the perceived service quality in
Islamic banks. In addition, the study proved that the level of customers
familiarity with Islamic bank products and services, riba and Islamic banking
variables have significant effect on customers' perceptions of the service quality
offered by the UAE Islamic banks.

The study's empirical findings have proved the Islamic banking variables,
reliability, tangibles and assurance have extreme importance over the remaining
dimensions, which the UAE Islamic banks customers take in account when they
judge the level of perceived service quality in their bank. Revealing such
customer preferences can help Islamic banks in the UAE in setting effective and
efficient customer segmentation plan and marketing mix strategy.

The study, also, demonstrated that the distinction in providing high quality
banking services will result in achieving high profitability, customer loyalty, and
steady growth. This study also argues that management competence in human
resource management, allocation of sufficient funds to develop liquidity
management tools and diversifying the financial and investments portfolios will

enable the UAE Islamic banks to sustain the niche market they are aiming to
occupy.



TABLE OF CONTENTS

Absttget 0
TableofContents | 0
Declaration
Statement of Copyright

1.1 Introduction

1.2 Research Questions
1.3 Significance of the Stud
1.4 Objectives of the Stud

1.5 Study Variables

1.6 The Limitations of the Stud
1.7 Qutline of the Stud

Chapter Two
Service Qualit

2.1 Introduction

2.2 General Characteristics of Service Necessary for
Measuring Qualit

2.3 Definitions of Quality and Service Qualit
2.4 The Perception of Service Qualit

2.5 Service Quality Expectation

2.6 Service Quality Models

2.7 The Relationship between Service Quality and Customer
Satisfaction

2.8 The role of emplovees in Successful Service Qualit

2.9 Reasons for the increased attention being paid to service
qualit

100 WIN
- | ON N O

2.10 Conclusion 46
Chapter Three ]
=

3.1 Introduction 47
3.2 Gaps Analysis Model
3.3 Service Quality Dimensions
3.4 Service Quality Gaps
3.5 The Antecedents of Service Quality Gaps
3.6 The SERVQUAL Model and Development Studies
3.7 Criticisms of SERVQUAL

3.8 The Value of SERVQUAL and its Implications
3.9 Measuring Service Quality in the Banking sector

3.10 Measuring the Service Quality of Islamic Banks
3.11 Conclusion

Chapter Four

Islamic Banking in the United Arab Emirates
4.1 Introduction

oo [~~~
W=

QO
IaN

I



85
91
94
101
4.3.3 Sharjah Islamic Bank 105
4.4 Conclusion 108

Financial Analysis of the UAE Islamic Banks

5.1 Introduction 110
5.2 Financial Analysis 110
5.3 Growth Analysis 111
9.4 Liquidity Analysis 115
5.5 Profitability Analysis 121 |
5.6 Efficiency Analysis 126
5.7 Resources Deployment Analysis 129
5.8 Capital Strength Analysis 131
5.9 Capital Adequac 134
si0diSwengths | 1
5.10.2 Weaknesses
5.10.3 Opportunities
____ 5.10.4 Threats
5.11 Conclusion
Chapter Six -
 ResearchMethodology | —
6.2ResearchQuestons T 447 |
149
6.4 Measuring Customers’ Perceptions: Modelling 152
6.5 Questionnaire Design
6.6 Sampling | B
6.7 Data Collection and Response Rate
6.8 Validity and Reliability of the Stud
6.9 Limitations of the Study -
6.10 Conclusion '
Chapter Seven =
Descriptive Analysis and Hypotheses Testinc
7.1 Introduction
165
/.3 Factor Analysis for the Islamic Banking Variables 165

/.4 Factor Analysis for the SERVQUAL dimensions
7.5 Descriptive Statistics of the Study Sample

7.6 Descriptive Statistics of Service Quality Mode] 170
7.7 Descriptive Statistics across Islamic Banks in the UAE 173
7.8 Hypotheses Testing: Empirical Results 178
7.9 Conclusion 197

166
168

Discussion the Empirical Resuilts
.1 Introduction - 199

8.2 Discussing the Findinas . 200

i -



8.3 The Importance of Islamic Banking Variables 201

8.4 The Importance of the SERVQUAL Dimensions 203

8.6 The Effect of Familiarity with Islamic Banking Products and
Services on Perceived Service Qualit

8.7 The Differences among the Demographic Factors of the 212

UAE Islamic Banks Customers

8.8 Discussion on the Results of the Hypotheses Testing
8.9 Current Difficulties Confronting the UAE Islamic Banks in
the UAE

8.9.1 Managerial Difficulties
8.9.2 Difficulties Arising from Shari'ah Boards
8.9.3 Corporate Governance Difficulties 226
8.9.4 Liquidity Management Difficulties 229
8.9.5 Difficulties in Projects Finance 231
8.9.5.2 Finance for Small Business Enterprises 233

and Entrepreneurs

8.9.5.3 Mobilizing Private Savings to Finance Public or | 233
Government Projects

8.9.5.4 Financing Existing Businesses and 234

Working Capital Expenses

. ChapterNine |
____ Conclusion and Recommendations | =
9.1 Introduction B
9.2 Theoretical Implications
9.3 The Importance of Service Quality Dimensions
9.4 The Preferences of the Customers of the UAE Islamic 241
Banks
9.5 The Relationship Between Successful Service Quality and 242
Management Functions
UAE Islamic Banks
9.7 The Importance of Islamic Banking Variables 246
9.8 The Relationship between riba and Service quality 249
Dimensions
9.9 Development of Customers' Familiarity with Islamic o5Q)
Banking Products and Services
9.10 Enhancing the Social Responsibilities of the UAE Islamic 251
Banks |
9.11 Recommendations for future research
9. 12 Closing Remarks
| APPENDICES -
Appendix A 254
258
BIBLIOGRAPHY l




DECLARATION

| hereby declare that no portion of the work that appears in this study has been

used Iin support of an application for another degree in qualification to this or
any other university or institution of learning.



STATEMENT OF COPYRIGHT

The copyright of this study is the sole property of the author. No quotation or
information derived from it should be published without his prior written approval

and acknowledgement.

V1



ACKNOWLEDGMENTS

| thank Allah the Most Compassionate and the Most Merciful who made the
accomplishment of this study possible. | am very grateful to Shaikh Dr. Sultan
Bin Muhammed Al Qasimy for his personal support and encouragement and |
would also like to extend my gratitude to my supervisor, Professor Rodney

Wilson, for his valuable efforts, guidance and support.

My sincere thanks are also extended to Dr. Muhammed Bin Khorbash, the

Board Director of the Dubai Islamic Bank, and to all the banks' officials for their

continuous support and encouragement.

| must record my thanks to my wife and children for their patience and the

sacrifices they made to enable me to achieve my educational goal.

Vi



DEDICATION

| am very proud to dedicate this work to my late father and mother and to my
family: Mona, Muhammed, Fatmah and Shaikhah.

VIII



LIST OF FIGURES

Figure 1.1 Measuring the Perceived Service Quality of Islamic
banks

Figure 2.1 Gronroos’ Model of Service Qualit

Fiqure 2.2 The Mechanism of Service Quality in Gronroos’ Model
Figure 2.3 Service Quality Dimensions.

Figure 2.4 A model of Consumer Satisfaction
Figure 2.5 The Quality Cycle

Figure 2.6 Customer Service Triangle

WINININ
i 00|~

W|W
0|~

Figure 2.7 Improving service reliability model!
Figure 2.8 Service Quality Recove
Figure 3.1The gaps analysis model
Figure 3.2 SERVQUAL gaps model and their antecedents
Figure 4.1 Distribution of Banking Credit According to “
Beneficiaries in 2003

Figure 4.2 Banking Credit Distribution According to Business
Activity in 2003

Figure 4.3 Bank Deposits According to Ownershir
Figure 4.4 UAE Banks’ Performance 89
Figure 4.5 Crude Oil Exports in the UAE - 90
Figure 4.6 Islamic banks' deposits share in the UAE 03
Figure 4.7 Islamic banks' assets as a proportion of total banks! 93

assets in the UAE

Fiqure 4.8 DIB: Murabahah Finance Performance
Fiqure 4.9 DIB: Other Finance Performance
Fiqure 4.10 DIB: Other Liability Performance
Fiqure 4.11 DIB: Net Profit Performance

© OO

Figure 4.12 DIB: Zakah fund 98 |
Figure 4.13 DIB: Qurd-al-hassan . 98
Figure 4.14 DIB profit distribution on investment accounts
Figure 4.15 ADIB: Murabahah Financing Performance
Figure 4.16 ADIB: Other Financial Instruments Performance
Figure 4.17 ADIB: Liabilities Performance
Figure 4.18 ADIB: Net Profit / Total Expenses Performance
Figure 4.19 SIB: Liabilities Performance
Figure 4.20 SIB: Financial Performance
Figure 4.21 SIB: Net Profit Growth
Figure 5.1 Distribution to Depositors as a percentage of Total 154
Operating Income

Figure 6.1 Measuring the Perceived Service Quality of Islamic

banks 154
Figure 8.1 Importance of Islamic banking variables
Figure 8.2 Importance of the consolidated SERVQUAL
dimensions

Figure 8.3 Importance of SERVQUAL dimensions in each lslamic 005
bank

Figure 8.4 Importance of SERVQUAL dimensions across 206
customers’ gender and martial status

Figure 8.5 Importance of SERVQUAL dimensions across 207

|X



customers' ages

Figure 8.6 Importance of SERVQUAL dimensions across

207

customers' education

Figure 8.7 Importance of SERVQUAL dimensions across
customers' monthly income

Figure 8.8 Importance of SERVQUAL dimensions across

customers nationality and experience of dealing with Islamic
banks

Figure 8.9 The importance of avoiding riba

Figure 8.10 Level of customer familiarity with Islamic banking
services and products

Figure 8.11 Age )
Figure 8.12 Education

Figure 8.13 Experience

Figure 8.14 Monthly Income

Figure 8.15 Gender

Figure 8.16 Nationalit

Figure 8.17 Multi-regression results for the UAE Islamic banks

Figure 8.18 Difference between the Islamic banking variables of
the UAE Islamic banks

Figure 8.19 Chi square results for the UAE Islamic banks
| Fiqure 8.20 Traditional Versus Modern Organization chart
Figure 8.21 Corporate Governance in Islamic banks

208

209

210
211

213
213
214
214
215
215
216

218

219
224
229




LIST OF TABLES

Table 2.1 Takenchi and Quelch table of quality perception factors
Table 4.1 Number of banks operating in the UAE in 2003
Table 4.2 UAE Banks Credit by Economic Activity

Table 4.3 Aggregate Balance Sheet of the UAE Banks

Table 4.4 Expansion of the DIB's Assets & Liabilities (Millions of
AED

Table 4.5 Development of ADIB's Financial Statement

Table 5.1 Horizontal analysis of the DIB balance sheet (millions
of AED

Table 5.2 Horizontal analysis of DIB P&L (millions of AED)

Table 5.3 Horizontal analysis of the ADIB balance sheet (millions
of AED
Table 5.4 Horizontal analysis of the ADIB’s P&L (millions of AED)

Table 5.5 Horizontal analysis of SIB balance sheet (millions of
AED

Table 5.6 Horizontal analysis of SIB P&L (millions of AED)

P
p— N
D

Table 5.7 Cash to total deposits ratios of the UAE Islamic banks

Table 5.8 Cash to total assets ratios of the UAE Islamic banks

Table 5.9 Total Financings to Deposits ratio of the UAE Islamic
banks '

Table 5.10 Total Financings to Total Assets ratio of the UAE
Islamic banks

Table 5.11 Analysis of Assets and Liabilities maturities of the DIB
in 2004

Table 5.12 Analysis of Assets and Liabilities maturities of the
ADIB in 2004

Table 5.13 Analysis of Assets and Liabilities maturities of SIB in
2004

Table 5.14 Risk factor analysis comparison between conventional
bank and Islamic bank

Table 5.15 ROE of the UAE Islamic banks
Table 5.16 ROA of the UAE Islamic banks

Table 5.17 Net Operating Margin (NOM) of the UAE Islamic
banks

Table 5.18 NPM of the UAE Islamic banks
Table 5.19 AU of the UAE Islamic banks
Table 5.20 EM of the UAE Islamic banks

Table 5.21 Earnings per Share Development at the UAE Islamic
banks

Table 5.22 Gross Profit Margin of the UAE Islamic banks

Table 5.23 Expenses/Total Assets Ratio of the UAE Islamic
banks

Table 5.24 Total Cost /Total income Ratio of the UAE islamic
banks

X

23
85
87
91

105
112

113
113

114

115
117
117

118

119

120

120

120

121

122
122
123

123
124
125
125

126
127

127



Table 5.25 DIB Employees’ Efficiency (millions of AED
Table 5.26 ADIB Employees’ Efficiency (millions of AED
Table 5.27 SIB Employees’ Efficiency (millions of AED
Table 5.28 Total Investments / Total Equity + Total Deposits

Table 5.29 Total Investments / Total Liabilities of the UAE Islamic
banks

Table 5.30 Earning Assets Ratio of the UAE Islamic banks

Table 5.31 Financings /Total Deposits Ratio of the UAE Islamic
banks

Table 5.32 Total deposits/ Total Liabilities + Owner's equit

Table 5.33 Owners’ equity / Total Liabilities + Owner’s equit

Table 5.34 Leverage ratio: Equity Capital + Reserves / Total
Assets

Table 5.35 Risk Assets ratio of the UAE Islamic banks
Table 5.36 The Capital Adequacy Ratio of the UAE Islamic banks

Table 5.37 Basle weighting categories for bank's assets and Off-
balance sheet items

Table 6.1 Islamic Banks Service Quality Dimensions
Table 6.2 Summery of the research process

Table 6.3 Sample Distribution According to Percentages of Males
and Females in the UAE Population

Table 6.4 Reliability Test and Factors Analysis test of the UAE
Islamic Banks Sample

Table 7.1 Reliability test results of the UAE Islamic banks
Table 7.2 Validity measurement of the UAE Islamic banks
Table 7.3 Factor analysis of measuring the service quality of
Islamic banks in the UAE B

Table 7.4 Frequencies of the study sample

Table 7.5 Descriptive statistics of perceived service qualit
Table 7.6 Descriptive statistics of perceived service qualit
Table 7.7 Descriptive statistics for the study variables across
Islamic banks

Table 7.8 Descriptive statistics for the study variables across
Islamic banks

Table 7.9 Descriptive statistics for the study variables across
Islamic banks

Table 7.10 Mean value for the customers' demographic factors
across SERVQUAL dimensions

Table 7.11 ANOVA analysis of the SERVQUAL dimensions
Table 7.12 ANOVA analysis of the differences in the overall
service quality of the UAE Islamic banks

Table 7.13 Pearson’s correlation analysis of avoidance of interest
and customer familiarity o

Table 7.14 Chi Square analysis of the relationship between the
dependent variables and the SERVQUAL dimensions

Table 7.15 Pearson’s correlation results between Islamic banking
variables and SERVQUAL dimensions
Table 7.16 Multiple regression analysis of the relationship

between the Islamic banking variables and the SERVQUAL
dimensions

Table 7.17 Multiple regression analysis of the relationshirc

XI1I

128
128
128
129
130

130
130

131

132
132

133
137
138

157
158
160

162 |

165
166

170
172
173
174

O)
O

175

176

177

179
181

183

184

186

190

191




between the Islamic banking variables and overall service qualit

Table 7.18 Multiple regression analysis of the relationship
between the Islamic banking variables and avoidance of interest
and customer familiarity with Islamic banks

Table 7.19 Multiple regression analysis of the relationships
between the conceptual model variables and the overall service

ualit
| Table 7.20 Multiple regression analysis of the relationship
between the dependent variables and the SERVQUAL

dimensions

Table 7.21 Multiple regression analysis of the relationship
between the dependent variables and Islamic banking variables
Table 7.22 Multiple regression analysis of the effect of
demographic and personal characteristics on overall service
qualit
Table 8.1 Employees' manners contributing to a successful
delivery of service quality in the UAE Islamic banks

| Table 8.2 Other factors contributing to a successful delivery of
| service quality in the UAE Islamic banks

X1

192

194

195

195

197

220

221




Chapter One

Introduction to the Study
1.1 Introduction

Islamic banks have come into existence in response to the need of Muslims for
financial and banking services which are compatible with the principles and
rules of Islamic Shari'ah. One of the earliest experiments in this field was in
Egypt in the early 1960s, under the nomenclature of savings banks. This was
followed by the so-called Pilgrim Management and Fund Board, or Tabung Hayji,
in Malaysia in 1963. However, the fully realized practical model of the Islamic
bank only came about with the establishment of the Islamic Development Bank
in 1975. This was to be followed in more recent times by a number of other
pioneering banks, including the Dubai Islamic Bank, Kuwait Finance House and

Faisal Islamic Bank.

~Islamic banks are distinguished from conventional banks by being based on

profit and loss sharing and on the elimination of the central pillar of Western
financial theory — interest. Islamic banks also concern themselves with issues
which have a societal and environmental impact, such as the implementation of
technology and conventional banking deregulation, and they view international
agreements - e.g., those of the World Trade Organization (WTQO) and the

General Agreement on Tariffs and Trade (GAAT) — as a challenge to improve

the quality of banking services.

It is important to mention that the level of competition in the emerging markets is
such that banks must continually ensure that they are maintaining their quality
of service, strengthening customer loyalty and responding to the customer’s

need for market sector specialization.! Indeed, service quality now plays a key

' Schacherer, Mare, "A methodology approach to extending SERVQUAL to measure the
internal_ service quality between employer and employee", DBA, Anglia Business School,
Unpublished Research Paper no. 3, 2002; and Lepak, Greg M., “A Bayesian approach for

analyzing the services of banking institutions", International Journal of Consumer Affairs, Vol.
32, Issue 1, Summer 1998, pp.121-146.




role in defining customer segmentation, advantage and expectations.© While
the "high tech” concept has lost its importance, service quality — "high touch" in

particular’ — has become a standard element in all business firms and is

essential for ensuring competitive advantage, corporate profitability and survival

In general. Academic studies now confirm that there is a positive relation

between quality and economic factors such as return on investment, industry

growth and the cost-effective element.* Consequently, the priority of research

today must be to understand the nature of service quality and to discover ways
In which to achieve a high level of service as seen from the perspective of the
customer.® This is confirmed by a (PIMS) study in which 1200 firms agreed that
the relation between profitability, high market share and cost, on the one hand,
and the high level of service quality, on the other, was very strong.® Moreover,

studies also prove that paying proper attention to quality ensures strategic
benefits such as a high market share, high returns on investment, lower

manufacturing costs and improved productivity.’

Islamic banks must therefore be alert not only to the existence of competition
but also to the need for consolidating their position by diversifying banking
products and providing a high quality of service.® Islamic banks are growing fast
in Islamic countries and in the West.” However, they face tough competition in

the United Arab Emirates market from both conventional and Islamic banks.'°

‘ Berry, Leonard, L., On great services: a framework for action, The Free Press, New York,
1995, p. 55.

> Othman, Abdul Qawi and Lynn Owen, “The multidimensionality of the CARTER model to
measure customer service quality (SQ) in the Islamic banking industry: A study in the Kuwait
Finance House", International Journal of Islamic Financial Services, Vol. 3, No. 4, April-June
2001, Available from: http:/www.islamic-finance.net/journal.html, [Accessed 25 May 2004].
*Le Blanc, Gaston and Nha Nguyen, “Customer’s perceptions of service quality in financial
institutions”, International Journal of Bank Marketing, Vol. 6, Issue 4, 2001, pp. 7-18.

> Zeithaml, Valarie A., et al., "Communication and Control Processes in the Delivery of Service
Quality”, John E. G. Bateson (ed.), Managing service marketing: Text and readings, Second
Edition, The Dryden Press, Florida, 1992, p.522.

° Aaker, D. A., Obtaining a sustainable competitive advantage—differentiation, Marketing
Management-Selected reading, DEC, The University of Southern Queensland (ed.),
Toowoomba, 1995, p. 210. |

’ Parasuraman, A, et al., "A conceptual mode! of service quality and its implications for future
research”, Ben M. Enis, Keith K. Cox and Michael P. Mokwa (eds.), Marketing classic: A

selection of influential articles, Eighth Edition, Prentice Hall, New Jersey, 1995, pp.55-68.
° Ibid. pp.55-68.

° Cowton, C.J., “Integrity, responsibility and affinity: Three aspects of ethics in banking®,

Business Ethics: A European Review, Volume 12, No. 1, January 2003, Blackwell Publishing
Ltd, Oxford, UK, pp. 393-400.

10 Naier, Kamal and Luiz Montinho, “Strategic marketing management: The case of Islamic
banks®, International Journal of Bank Marketing, Vol. 15, No. 6, 1997, pp. 187-208.
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For instance, conventional banks strive to keep their present market share and

to increase it by adopting aggressive strategies: for example, by offering Islamic

financial products (Citibank, Barclays, HSBC Middle East.and, recently, in the
UAE market, Mashreq bank).

Naser and Mountinho identified six sources of competition confronting Islamic
banks:— existing competitors; customer negotiating power; Investor and

depositor negotiating power; new entrants; product/service substitutes;'’ and

culture awareness. 4

The argument is that it is incumbent upon Islamic banks to devise innovative
methods of attracting prospective customers, whether individuals or companies,
at a time of intense competition with conventional banks in an open market. In
addition, service innovation and customer satisfaction need to be (given

attention by Islamic banks during the current decade. The ways of achieving
this end are to predict the needs of customers and devise new ways of

satisfying these needs through the regular measurement of customers’
impressions of the quality of the services on offer. This is also necessary to

enable Islamic banks to remain competitive and to hold on to their customers in

addition to achieving a balanced rate of growth. *°

In conclusion, if they are to be able to obtain a competitive advantage and
compete in the UAE market, it is very important for UAE Islamic banks to
evaluate the quality of service provided to their customers, to make the
maximum efforts to enhance it, and to reach at least the level of conventional

banks (which create a highly competitive and aggressive environment).

1.2 Research Questions

There 1s a pressing need to conduct a number of studies to reinforce the

concepts relating to the quality of service and its their application in a variety of
environmental circumstances and to a variety of services. Studies undertaken

"' Naser, Kamal and Luiz Montinho, “Strategic marketing management: The case of Islamic
banks”, International Journal of Bank Marketing, Vol. 15, No. 6, 1997, pp. 187-203.

'? Naser, Kamal et al., “Islamic banking: a study of customer satisfaction and preferences in
Jordan”, International Journal of Bank Marketing, Vol. 17, Issue 3, 1999, pp. 135-150.

" Naser, Kamal and Luiz Montinho, op. cit., pp. 187-203.
3



by both academics and practitioners in the field indicate that a service quality

strategy has a strong correlation with financial performance, manufacturing
costs, customer satisfaction, customer loyalty, customer retention and the
success of a marketing strategy. However, there is an urgent and insistent

need to develop a standard method of measuring service quality performance in
the banking industry.

A few studies have been conducted to measure service quality in Islamic banks:
for instance, Motawa and Al-Mossawi, Naser and Montinho, and Al Watan used
the SERVQUAL service quality measurement model (originally devised by

Parasuraman et al.) to measure service quality in Jordan, Qatar, Bahrain and

t15

Kuwait.”” The common feature of these studies lies in their attempt to test the

reliability of SERVQUAL and to measure the overall level of service quality in
particular countries. Other studies, however, stress that compliance with
Islamic Shari'ah is the critical antecedent for judging the perceived service

quality of an Islamic bank'®, while the names and reputations of the scholars on
the Shari'ah board are the ultimate factor influencing the choice of customers'’,

while Naser et al. believe that image, reputation and confidentiality are the most

important antecedents in Islamic banks.®

Othman and Owen attempted to measure the service quality of the Kuwait

Finance House (KFH) in the state of Kuwait. Their modification of the
SERVQUAL model is called the CARTER model and consists of six

dimensions:— Compliance, Assurance, Reliability, Tangibles, Empathy, and

Responsiveness.’® The compliance dimension which they added to the original

'* Parasuraman, A., et al., "A conceptual mode! of service quality and its implications for future
research", Ben M. Enis, Keith K. Cox and Michael P. Mokwa (eds.), Marketing classic: A
selection of influential articles, Eighth Edition, Prentice Hall, New Jersey, 1995, p. 407.

'S Metawa, Saad A. and Mohammed Al Mossawi, “Banking behavior of Islamic bank customers:
perspectives and implications”, International Journal of Bank Marketing, Vol. 16, lssue 7,
January 1998, pp. 299-313.

' ., "Service quality", Alwatan Quarterly Journal, The Secretariat General of the Cooperative
Council for the Arab States of the Gulf, Riyadh, Issue no. 47, March 1998, pp. 247-283.

' Wilson, Rodney, "The evaluation of the Islamic finance system®, Archer, Simon and Rifaat A.
Abdel-Karim (eds.), Islamic finance: Innovation and growth, Euromony Books and AAOIFI,
London, 2004, p.31.

"® Naser, Kamal, et al., “Islamic banking: a study of customer satisfaction and preferences in
Jordan’, International Journal of Bank Marketing, Vol. 17, Issue 3, 1999, pp. 135-150.

' Othman, Abdul Qawi and Lynn Owen, “The multidimensionality of the CARTER model to

measure customer service quality (SQ) in the Islamic banking industry: A study in the Kuwait
Finance House”, International Journal of Islamic Financial services, Vol. 3, No. 4, April-dune

2001, Available from: http://www.islamic-finance.net/journal.htm!. [Accessed 25 May 2004].
4



SERVQUAL model consists of four antecedents: namely, compliance with
Islamic Shari‘ah; whether or not interest is involved; availability of Islamic

financial products and free loans; and availability of profit-sharing products.

Al-Tamimi and Al-Amiri measured the service quality of two Islamic banks
operating in the United Arab Emirates (UAE). They used the original
SERVQUAL dimensions and statements and found that empathy and tangibles
are the critical dimensions for the customers of those banks. In addition, the
study clearly indicates that the number of years’ dealing with a bank, age and
education have a considerable influence on customer evaluation of service
quality. However, the main criticism directed at their study concerns the use of
the original SERVQUAL model, which many later studies have described as not
generic. In addition, the study centred on two Islamic banks only and covered a

limited number of branches, and thus the results of the study cannot be

generalized.*

The aim of this study is to test the extent to which it is possible to use a
modified SERVQUAL to measure the perceived service quality in Islamic banks
in the United Arab Emirates, based on the SERVQUAL model as presented by
Parasuraman and his colleagues.?’ It is possible to express the study problem
in the following questions:—

. In accordance with the modified SERVQUAL model, what is the current
perceived level of service quality of the UAE's Islamic banks?

ii. What is the relative importance of the service quality dimensions in
explaining the overall perceived service quality from the point of view of
Islamic bank customers in the UAE, and how viable and reliable are these
dimensions?

iii. Do the dimensions of service quality contribute equally to the variations
in the overall service quality?

iv. What are the most influential dimensions in the modified SERVQUAL

model on the perceived level of service quality of Islamic banks in the
UAE?

“ Al-Tamimi, Hassein A. Hassan and Abdullah Alamiri, “Analyzing service quality in the UAE
Islamic banks”, Journal of Financial Services Marketing, Vol. 8, No. 2 2003, pp. 119-132.

°! Zeitham!l, Valarie, et al., Delivering quality service: Balancing customer perceptions and
expectations, New York: The Free Press, 1990, p.131.
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v. What is the relative importance of Islamic banking variables, which
include: Shari'ah Board Trustworthiness, Employee Awareness of Islamic
Banking Services and Products, Availability of Profit-Sharing Finance,
Availability of all banking services, Competitive Finance rate, Competitive
Service fees, Financings Compliance with Islamic Shari'ah, Services
Compliance with Islamic Shari'ah, Return on Investments Accounts, in

forming the perception of the level of service quality provided by the UAE
Islamic banks.

vi. Is there a correlation between the level of service quality as perceived by
the customers of the UAE Islamic banks and the factor of avoiding interest-
based financings (riba)?

vii. Does the extent of a customer's familiarity with Islamic bank products
and services affect his or her perception of service quality in these banks?
viii. To what extent do a customer's demographic factors, such as age,

education, income and number of years of dealing with banks, participate in

Influencing that customer's perception of service quality in the UAE Islamic
banks?

1.3 Significance of the Study

In general, the significance of the study stems from its effort to shed light on the
nature of Islamic banks and the challenges confronting them in the current
circumstances of open markets and globalization. Service quality is related to

cost, profitability, customer satisfaction, customer retention, marketing success
and high financial performance. Also, positive word of mouth recommendation
is considered to be the key factor for success in the banking sector.??

Previous studies concentrated on banking regulations and the operational side
of Islamic banking; in dbing so they disregarded the marketing strategy of those
banks. THus, the significance of this study relates to its empirical approach to
measuring the perceived service quality level of Islamic banks in the UAE which
is considered as a competitive advantage in the market. The study also

identifies the most important services quality dimensions, to which these banks

““ Buttle, Francis, "SERVQUAL: Review, critique, research agenda®, European Journal of
Marketing, Vol. 30, Issue 1, 1996, p. 65-75.

6



must pay more attention, and the ways In which those service quality

dimensions are developed and adapted in the marketing mix and sale strategies
and customized to satisfy customers.

At the practical level, the significance of the study lies in its attempt to help the
managements of the UAE Islamic banks to assess the current level of service
quality of their banks, in order to eliminate defects and to improve the service
quality offered to their customers.

1.4 Objectives of the Study

As can be seen, there are many issues that need to be addressed in order to
ensure that Islamic banks operate more successfully in the present competitive
environment. In essence, the general aim of the study is to use the modified
SERVQUAL model presented by Parasuraman et al. and apply it to UAE
Islamic banks to model the behaviour of customers and, in particular, to identify
those attributes that make the largest contribution to explaining the perceived
level of service quality of the UAE Islamic banks. In order to achieve the study's
objectives, the following techniques will be adopted:

i. Conducting questionnaire.

ii. Conducting structure interview.

iii. Conducting empirical analysis.

lv. Conducting financial analysis.

1.5 Study Variables

Parasuraman et al., the founders and developers of the SERVQUAL model, had
themselves pointed out that SERVQUAL could be adapted to suit specific
research needs and the nature of the industry in question, as the model
provides only core evaluation criteria of specific service quality.*® In this regard,

they stated: "the specific evaluation criteria may vary from service to service".**

* Buttle, Francis, "SERVQUAL: Review, critique, research agenda", European Journal of
Marketing, Vol. 30, Issue 1, 1996, p. 65-75.

* Zeithaml, Valarie, et al., Delivering quality service: Balancing customer perceptions and
expectation, New York: The Free Press, 1990, p. 20; and Jensen, John B. and Robert E.

Mark]and, “Imp.roving the application of quality conformance tools in service firms”, Journal of
Service Marketing. Vol. 10, Issue 1, 1996, p. 35.
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In addition, Dectchin and Qakland stated that "there are several dimensions,

rather than a single one, which together determine consumers' perceptions.’

They also recommended studying those dimensions in order to define them and

25

measure their effect on service quality.”” Also, Carman suggests that each

specific industry has different dimensions, and even the original SERVQUAL
model is not generic, and that therefore the dimensions and their antecedents,
which form the service quality level, differ according to the nature of the
business.=®

Regarding this issue, other studies in the field of service qualiiy measurement
(e.g., those of Babakus and Bollor, Babakus and Mangold, Carman and
Gronroos and Lewis) established that the number of dimensions required for

measuring service quality for different types of industry differs according to the
nature of that particular business.?’

Following the findings of a number of studies of service quality in the field of
Islamic banking (such as those of Motawa, Naser and Montinho, Naser et al.,

Othman and Owen and Al-Tamimi and Al-Amiri), the variables used in this study
will consist of the original SERVQUAL dimensions®®, in addition to a set of
variables developed to represent the nature of lIslamic banking, in the
measuring model of perceived service quality in the UAE Islamic banks, as

illustrated in Figure 1.1

“> Detchin, John A. and John S. Oakland, "Total quality management in services®, International

Journal of Quality and Reliability Management, Vol. 11, November 4, 1994, pp. 6-28.

*® Philip, George and Shirley — Ann Hazlett, "The measurement of service quality: a new P-C-P

attributes model”, International Journal of Quality & Reliability Management, Vol. 14, lssue 3,

1997, pp. 260-286; and Nel, Deon, et al., "The SERVQUAL instrument: reliability — validity in

South Africa", South Africa Journal of Business Management, Vol. 28, Issue 3, September 97,
.113-133.

5t Buttle, Francis, "SERVQUAL: Review, critique, research agenda", European Journal of

Marketing, Vol. 30, Issue 1, 1996, p. 65-75.

“8 Zeitham!, Valarie, et al., Delivering quality service: Balancing customer perceptions and

expectation, New York: The Free Press, 1990, p. 131.
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Figure 1.1 Measuring the Perceived Service Quality of Islamic banks
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1. The SERVQUAL dimensions which the customer takes into account when

Customer
Satisfaction

Avoiding Riba

assessing service quality are as follows:
A. Tangibles, which means the extent to which equipment, material
and technological facilities, buildings, etc. are available;
B. Reliability, which refers to the extent to which the organization is

capable of fulfilling the promised service in an exact way;



C. Responsiveness: that is, the extent to which the organization is

willing to help customers and offer a quick and excellent service;

D. Assurance, which refers to the extent to which the employees of

the organization possess the knowledge and skill necessary to retain

the customers’ confidence and make them feel secure;

E. Empathy, which describes the extent to which service providers

show personal interest in the customer by trying to understand his

needs and putting themselves in his place.
2. The Islamic banking variables include the extent to which service providers
demonstrate the best level of Shari‘ah compliance in Islamic banking services
and products, competitive fees, competitive finance rates, availability of profit —
and —loss sharing finance, employees’ awareness of Islamic banking, the
financial performance of Islamic banks that is reflected in the return on
customers’ investment accounts, the availability of banking services and the

trustworthiness of the Shari'ah board in an Islamic bank.
3. Variables that affect customers’ attitudes when they judge service quality
include:
A. The variables of demographic characteristics of customers such as
age, education, gender, nationality and income, marital status, profession
and work type;
B. The variable of the number of years of dealing with Islamic banks;
C. The variable of the customers familiarity with Islamic banking

products and services.

D. The variable of avoiding interest in Islamic bank transactions (riba).

1.6 The Limitations of the Study

In view of the fact that the study will examine the perceived service quality of
Islamic banks operating in UAE, and taking into account the constraints of time
and cost, other topics pertaining to Islamic banks, such as religious duties and
community obligations, will not be a focus of this study. In addition, since the
objective of the study concerns the operational aspects of Islamic banks,
together with the testing of the service quality of those banks from their
customers’ perspective, the study will avoid an in—depth analysis or a historical

account of Islamic jurisprudence. Instead, the study will attempt to evaluate the

10



experience of Islamic banks in the UAE in general. Therefore, the study will

deal with Islamic banks that have branches distributed in the United Arab

Emirates, and will not address holding establishments of Islamic financing which

are operating internationally.

1.7 Outline of the Study

The study is organized as follows:
Chapteri: Introduction.

Chapter 2 (Service Quality Strategy) This chapter introduces the reader to the
most current definitions and concepts found in the literature relating to service
quality in business firms in general and in banking in particular.

Chapter 3 (Service Quality Measurement Model) presents the service quality
measurement models while focusing on the definitions and terms of
SERVQUAL, the model which is used in this study to measure the customers'
perception of the level of service quality in the UAE Islamic banks.

Chapter 4 (Islamic banking in the UAE) sheds light on the development of the
Islamic banking system and the performance of Islamic banks in the UAE. Also
In this chapter, the most important characteristics of Islamic banking are
identified, and lastly, an evaluation of the Islamic banking experience in the
UAE is provided.

Chapter 5 (Financial Analysis of the UAE Islamic banks) presents an analysis of
the financial performance of the UAE Islamic banks in which several financial
measures are used to measure growth, profitability, liquidity and capital
strength. In addition, a SWOT analysis Is carried out in order to highlight the
strengths and weaknesses of the financial performance of the UAE Islamic
banks.

Chapter 6 is designed principally to explain the research methodology that will
be used by the researcher to conduct the empirical study.

Chapter 7: This chapter contains the descriptive analysis and tests of the
hypotheses.

Chapter 8 presents a discussion of the data analysis and the findings of the
study.

11



Chapter 9 (Conclusion and Recommendations) presents the main findings of

the research and it also includes the conclusion and recommendations relevant

to the central concerns of this study, and to future research in the field.

12



Chapter Two

Service Quality
2.1 Introduction

The vital part played by services in the American economy is considered the
main factor contributing to the new importance attached to service quality at the
level of businesses and society. Another contributing factor is the evidence that
offering a high quality of service is a winning competitive strategy for
companies. The aim of achieving excellence in service delivery dominates the

thinking of several leading companies: for example, McDonalds, Federal
Express, American Airlines and American Express.

The motto which encapsulates excellence in services is Everyone a Winner -

customers, employees, management, shareholders, community and state —

because everyone, directly or indirectly, really does benefit from high standards

in services.

Adopting a strategy for service quality I1s essential. Indeed, it is the most
effective way to manage any business, having an effect similar to, or even
greater than, adopting a cost synergy approach, outsourcing organizational

expertise or achieving brand equity.*

A good quality of service gives a competitive advantage to any business.
However, it is particularly important for banks.

J

This chapter is divided into five sections:—

1. General Characteristics of Service Necessary for Measuring Quality
2. Definitions of Quality and Service Quality

3. The perception of Service Quality

4. Service Quality Expectation

5. Service Quality Models

> Robert, Molly Inhofe and Brent M. Wren, "Service quality as a competitive opportunity”, The
Journal of Services Marketing, Vol. 12, No. 3, 1998, pp. 223-235.
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6. The Relationship between Service Quality and Customer Satisfaction

7. The role of employees' empowerment in Successful Service Quality

8. Reasons for the increased attention being paid to service quality

2.2 General Characteristics of Service Necessary for Measuring Quality

Many studies have defined service as a set of intangible activities that exist as a
result of the interaction between customer and service provider in addition to

the material resources and the organizational system. For instance, service has
been defined as work performance or "deeded act or performance",” where the

service company as an organizational system consists of sophisticated skills
and facilities, and the benefits are provided to the customers in the form of
using or leasing facilities, professional advice, and maintenance.>' Another
example comes from Kotler and Armstrong, who defined service as "an activity
or benefit that one party can offer to another that is essentially intangible..."*? In
his study, Palmer noted that service is intangible because, unlike goods, service
has no physical presence that may be measured and this, Palmer believes,
makes the customer highly uncertain about choosing between two competing

services.>

In view of the fact that services are intangible, the preservation of
competitiveness on a permanent basis is impossible. This is because the
innovation of new concepts and designs of service will most probably be picked
up and imitated quite quickly by competitors. In addition, a customer wishing to
evaluate service quality depends on tangible characteristics such as delivery

speed, customization, and consistency; therefore, confidence and trust are very

* Lovelocke, Christopher H., "Classifying service strategic marketing insights”, John E. G.

Bateson (ed.), Managing service marketing: Text and readings, Second Edition, The Dryden
Press, Florida, 1992, p. 70.

! Juran, J.M., Juran's quality control handbook, Frank M. Gryna (ed.) Fourth Edition, McGraw-
Hill Book Company, England, 1988, p. 33.5.

2 Zeithaml, V. A., et al., Delivering quality service: Balancing customer perceptions and
expectation, The Free Press, New York, 1990.

* Palmer, Adrian, Principles of service marketing, Dementfort University, McGraw-Hill Book
Company Europe, Berkshire, England, 1994, p. 1.
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important factors to be considered in order to measure an intangible service

such as banking.**
However, although intangible, service undoubtedly possesses particular

characteristics, as follows:—

1. Service is not storable (has perishability). The opportunity to sell or buy
service can thus easily be lost. In view of this, Palmer argues that the
company, in its efforts to tackle this problem, should depend on
marketing strategies such as pricing and promotion. Services are also

' not storable because the process of delivery is carried out from person
to person. Since there is a direct connection between a service provider
and a customer, their relationship needs to be based on mutual trust and

commitment.*

2. Service is inseparable from production, since the production and the
consumption of the service occur at the same time and in the same
place: that is, the customer is involved in service production. It is
therefore very difficult to centralize the mass production of service.
Many service providers are responsible for marketing and production at
the same time.

3. Service has variability (Palmer). This feature reflects the level of difficulty
in controlling and monitoring the service processes to ensure that they
meet the standards set by management.

4. Service cannot be easily inspected or examined because it depends
largely on human interaction and expression.

5. Service does not have a limit and cannot be determined before it is
handed over. It thus depends largely on the customers' response in a
particular situation, which is a moment of truth and a revelation of human

attitude — matters of high importance to the service industry.®

6. Service involves ownership, in that the service itself cannot be owned,

~ but the right to direct the service process is owned instead.?’

** Yilmaz, Hakan, [dentification of critical service intangibles for organizational repurchase

decisions, Available from: www.engineering.uow.edu.au/resources/hakan/qthesis.htmi,
LAccessed on 04/February/2004).

° Shields, O. P., “Service quality and academic advising: Practicing what we preach”,
Southwestern Marketing Association, Advance In Marketing, 1995.

* Wille, Edgar, Quality: achieving excellence, Century Business, London, 1993, p. 103.
*" Palmer, Adrian, Principles of service marketing, Dementfort University, McGraw-Hill Book
Company Europe, Berkshire, England, 1994, p.3.
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Furthermore, Zeithaml| et al. found that service has unique features that

distinguish it from the product being sold. These features are:-

1. Intangibility (in that service cannot be stored or protected
through patents).

2. The difficulty of displaying or communicating.
3. The difficulty of defining the price of the service.

Another feature is heterogeneity, which means that, since service cannot be

inventoried, it is very difficult to set standards for service quality control.”® In the
same context, Zeithaml has observed that services cannot be evaluated prior to

their use - “search characteristics”. The customer, according to Zeithaml, must

rely on his or her experience of the service itself — “expertise characteristics”.
However, as a result of his or her inexperience in relation to certain specialized
services (e.g., administrative and professional consultancies), the customer

may often be unable to reach an objective judgment during, and even after, the
service delivery process.*”

Tangible products have only a limited number of characteristics and so it is

possible to make an accurate judgment concerning their quality. In contrast,
services possess defining characteristics that are not easy to distinguish or
identify. An example of this is the concept of customer expectations, for which
there are numerous definitions. A concrete example of this would be the degree
of contact that a service provider in a restaurant is expected to show. In the

world of services, the customer’s role in the interaction process cannot be

separated from the production process.*

Additionally, the buyer frequently influences the service production process, as,
for example, when a customer provides the hairdresser with particular

instructions, or provides an accountant with particular documents. In such

% Zeitham! Valarie A., et. al., "Problems and strategies in service marketing", John E. G.
Bateson (ed.), Managing service marketing: Text and readings, Second Edition, The Dryden
Press, Florida, 1992, p. 50.

*® Zeithaml, Valarie. A., et al., Delivering quality service: Balancing customer perceptions and
expectations, The Free Press, New York, 1990, p.2. -

- 16



circumstances, it is believed that the customer has an influence on the quality of

service delivered.*

In the same context, Kotler and Levy view services as having essential
characteristics, such as intangibility and inseparability.** Therefore, a manager
charged with the responsibility of marketing services should try to make the
delivered service more tangible to the customer. In addition, services are

inseparable and there exists much variety, and many clashes and
contradictions, among them.*?

Juran describes the service of a company as a direct sale to, and contact with,
users, in circumstances where a huge number of individual transactions give
the company the chance to obtain feedback about its service quality. He states
that time is an effective element if a service is provided on demand and
promptly to meet the customer’'s need. On the other hand, the benefits of a

service are not physically storable or transportable, and the output and the
delivery occur at the same time.**

Finally, the leadership of a service provider must have special characteristics
that distinguish it from other types of leadership. Thus, service leaders should
have a clear vision of the service they provide. They must believe that
profitability can only be achieved by embracing the service strategy and that this
strategy is a never-ending journey. They must also attend to detail, aim at

producing a system that has no defects, and always work to improve
reliability.*

Service leaders always practise their leadership skills in the field and this

enables them to communicate well with their customers and obtain feedback

*' Haksever, C. et al., "Service quality for small firms: Can the gaps model help?", 21°" Annual
Conference, Orlando, February 5-8, 1997.

2 Kotler, Philip and S. J. Levy, “Brooding the concept of marketing”, Journal of Marketing,
Vol.33, No.1, 1969.

%8| avitt, Theodore, “Marketing intangible products and product intangibles®, Harvard Business
Fiewew May-June, 1981, pp. 968-979.

* Juran, J.M., Juran's quality control handbook Frank M. Gryna (ed.) Fourth Edition, McGraw-
Hill Book Company, 1988, p.33.5.

> Zeithaml, Valarie A., et al., Delivering quality service: Balancing customer perceptions and
expectations, The Free Press, New York, 1990, pp. 5-8.
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from them. The leaders should always work as part of a team, showing great

personal integrity, to achieve their goalis.

In the same context, Zeithaml and colleagues stated that service quality
marketers face difficulties in marketing services because it is in the nature of a
service to be produced and delivered at the same time. Therefore, a service IS
not countable, measurable, cannot be inventoried or tested, at least not in ways
that would make it possible to ensure the quality of the product. Instead, it is
delivered on the spot and results in direct contact with the customer; hence
quality depends largely on the performance of employees.”> Consequently, a
service consumer makes decisions from a shortlist of options based on
experience, convenience and knowledge. In practice, he takes a high risk,
since he can only make a genuine evaluation while consuming the service and

after having done so. Word — of mouth marketing is therefore valuable.*’

Rathmell also noted two types of interface that stem from the production and

the consumption of services: one is through implication of marketing mix and

the other through buyer-seller interaction.”® Since the evaluation of service

occurs prior to the purchasing decision, the price and the quality affect the
evaluation process.*

2.3 Definitions of Quality and Service Quality

Quality is a subjective concept, the simplest definition of which is the

discharging of the right tasks in the right way. There are, therefore, two

elements in this definition — the performance of the right tasks (which means the

% Zaithaml, Valarie A., et al., "Communication and control processes in the delivery of service

quality”, John E. G. Bateson (ed.), Managing service marketing: Text and readings, Second
Edition, The Dryden Press, Florida, 1992, pp. 521-522.

*7 Lovelocke, Christopher H., “Classifying service strategic marketing insights", John E. G.

Bateson (ed.), Managing service marketing: Text and readings, Second Edition, The Dryden
Press, Florida, 1992, p. 85.

8 palmer, Adrian, Principles of service marketing, Dementfort University, McGraw-Hill Book
Company Europe, Berkshire, England, 1994, p.171.

* Yilmaz, Hakan, Identification of critical service intangibles for organizational repurchase

decisions, Available from: www.enqineering.uow.edu.au/resources/hakan/gthesis.htmi,
[Accessed on 04 February 2004].
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fulfilment of the customer's requests), and the commitment (which means

performing the job in the right way the first time).>

However, from the customer’s point of view, quality is defined as the disparity
between a customer's expectation or desire and his perception. Expectation is
defined by Parasuraman et al. as the “ideal standard”, want or desire, while
perception is defined as what a customer gets in reality or his feelings as the
service is consumed. Oley defines perceived service as “the degree and

direction of discrepancy between perception and expectation”. Brown and

Swartz define it as a consumer's belief about a service which has been
experienced.”’

Gronroos sees that another way of defining quality is as a comparison between
a buyer's expectations and a seller's performance.” And Borth proposes that
"Quality is the degree of excellence at an acceptable cost.”, On the other hand,

Juran defines quality as "Fitness for use.">® Other researchers, such as Crosby,

define it as "conformance to requirements”; Feigenbaum defines it as "meeting
customer's expectations”, and he adds, "Quality means the best for certain
customer conditions. These conditions are (a) the actual use and (b) the selling

price of the product."s“. Deming, on the other hand, defines quality as "reduction

in variation.">®

Samuel mentions that the International Standards Organization (ISO) has
defined quality as "the totality of features and characteristics of products or

service that bears on its ability to satisfy the customers needs".>®, While

*® Rust, T. Roland and Richard L. Oliver, Service quality insights and managerial implications
from the frontier, Roland T. Rust and Richard L. Oliver (eds.), Service quality: New directions in
theory and practice, Sage Publications, California, 1994, pp. 1-19.

! Teas, R. Kenneth, "Expectation, performance evaluation, and consumer's perception of
quality”, Journal of Marketing, American Marketing Association, Vol. 57, Issue 4, Oct. 1993,
New York, p. 18.

°2 Eckles, Robert W., Business marketing management: Marketing of business products and
services, Prentice Hall Inc., New Jersey, 1990, p. 366.

>3 Juran, J.M., Juran's Quality Control Handbook, Frank M. Gryna (ed.) Fourth Edition,
MCGraw-Hill Book Company, 1988, p. 33.5.

54 Garvin, David A., Managing quality: The strategic and competitive edge, The Free Press,
New York, 1988, p.40.

> Martin, L. Lawrance, Total quality management in human service organizations, Sage
Publications Inc., California, 1993, p. 32.

°® Othman, Abdul Qawi and Lynn Owen, “The muitidimensionality of the CARTER model to
"~ measure customer service quality (SQ) in the Islamic banking industry: A study in the Kuwait
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Fortuna has defined quality as conformance to specification and meeting the

customer's requirements,”’ and also as “superiority or excellence”, while

perceived quality is defined as the “consumer’s judgment about a product’s

overall excellence or superiority”.®

Juran argues that quality has a special character, which he split into five
categories:

1. Psychological — e.g., recognition of regular customers, comfort and
beauty of surroundings.

Time-oriented — e.g., queuing and repair time.
Contractual - e.qg., guarantees of satisfaction.

Ethical — e.g., honesty, courtesy and truth.

SIS

. Technology - e.g., clarity of service and user-friendly outlets.%®

In the example of banking, objective quality refers to the physical environment,
the control process and the delivery process, while subjective quality refers to

service encounters that eventually lead to customer satisfaction.®°

From the [slamic point of view, some researchers argue that the concept of
quality has its roots in Islamic literature and stems from an aspect of Islamic
doctrine where quality is synonymous with /fgan, which means to arrange and
dispose of things in a scientific and artistic way in order to obtain the perfect
result or high quality. In addition, in Islamic doctrine, the goal of achieving

perfection is sometimes considered to be a form of duty towards society.®’

Finance House”, International Journal of Islamic Financial services, Vol. 3, No. 4, April-June

5?7001, Available from: http://www.islamic-finance.net/journal.html, [Accessed on 25 May 2004].
Fortuna, Ronal M., The quality imperative, The Ernest & Young Quality Improvement

Consulting Group (ed.), Total quality: A manager’s guide for the 1990s, Kogan Page Limited,
Second Edition, London, 1992, pp. 5-25.

*® Zeitham|, Valarie A., Consumer perceptions of price, quality and value: A means-end model
and synthesis of evidence, Ben M. Enis, Keith K. Cox and Michael P. Mokwa (eds.), Marketing
classic: A selection of influential articles, Eighth Edition, Prentice Hall, New Jersey, 1995, pp.
471-499.

> Juran, J.M., Juran's Quality Control Handbook, Frank M. Gryna (ed.) Fourth Edition, McGraw-
Hiil, 1988, p. 33.5.

“ Le Blanc, Gaston and Nha Nguyen, “Customer’s perceptions of service quality in financial
institutions”, International Journal of Bank Marketing, Vol. 6, Issue 4, 2001, pp. 7-18.

°! Othman, Abdul Qawi and Lynn Owen, “The multidimensionality of the CARTER model to
measure customer service quality (SQ) in the Islamic banking industry: A study in the Kuwait
Finance House”, International Journal of Islamic Financial services, Vol. 3, No. 4, April-June

2001, Available from: http://www.islamic-finance.net/journal.html, [Accessed 25 May 2004].
20



As to the service quality, Howcroft defines service quality as satistying the
needs and expectations of the customers.®® Similarly, Murdick and Smith also

describe service quality as meeting the needs and requirements of customers,

while Creedon and Lewis describe it as matching, or providing a better service

than, the customer's expectations.®

On the other hand, some researchers define service quality as the
“measurement of the extent of compatibility between the standard of the service
delivered to the customer and the customer’s expectations.” In contrast, others
define it as the function of the customer's expectations, which extends beyond
the product to include every aspect of the relationship that grows between the
organization and the customer.’® It is also defined as the “measurement of the

ideal standard of service delivery which meets the customer's expectations”.®

Lewis and Booms define service quality as “a measure of how well the service
level delivered matches customer expectations.” From their point of view, the

delivering of service quality consistently conforms to the customer's

expectation.®® Babakus and Mangold, on the other hand, claim that service

quality refers to the style of service delivery to the customers.®’

By introducing perception, Palmer defines service quality as the perceived level
of service performance,®® while service quality from Goetsch's point of view is “a

dynamic state associated with products, services, people, process, and

2 Blanchard, R. F. and R. L. Galloway, "Quality in retail banking", International Journal of
Service Industry Management, Vol. 5, No. 4, 1994, pp. 5-23.

63 jensen, John B. and Robert E. Markland, "Improving the application of quality conformance
tools in service firms", Journal of Service Marketing. Vol. 10, Issue 1, 1996, p. 35.

** Eliott, K.M., and Edwards, R.R., "Differentiation based on service quality: A viable small
business strategy for minimizing the effects of out shopping", Annual Conference, Southwest
Small Business Institute Association, Dallas, Texas, 1994.

5 parasuraman, A., et al., SERVQUAL: A multiple-item scale for measuring customer

perception of service quality, Working Paper, Cambridge, Massachusetts, Marketing Science
Institute, 1986.

°® parasuraman, A., et al., A conceptual model of service quality and its implications for future
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environments that meets or exceeds expectations."'69 And from a value-based

perspective, Bron defined quality as “the degree of excellence at an acceptable

price and the control of variability at an acceptable cost.” 70

Parasuraman and his colleagues define service quality as “the direction and

degree of difference between the customers’ perception of the service and their

expectations about it”.”! In other words, if the perception is better than the

expectation, the perception of the level of service quality will be better, and vice

versa. Therefore, service can be measured and determined through the
standard of qualities and characteristics.”?

Lillander and Tore have defined perceived service quality as the difference
between expectation and the performance of the service, while service quality is

defined as the difference between what a service company should offer and

what it actually does offer.”

A study carried out by Asubonteng et al. defines service quality as the
difference between customers' expectations about the service quality prior to
encountering the service, and their perception after receiving the service.”

In conclusion, the variety of definitions available reflect the complexity of the
concept of quality, as Garvin points out: "Quality is an unusually slippy concept,

easy to visualize and yet exasperatingly difficult to define."” Therefore, it has
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production, processing, and services, Prentice-Hall Inc., Second Edition, 1997, New Jersey, p.
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™ Garvin, David A., Managing quality: The strategic and competitive edge, The Free Press,
New York, 1988, p. Xl.

- 22



also been stated that, where quality is concerned, the customer is the driver —

the external customer defines the service quality while the internal customer

defines the quality of the processes and environment that make the service.”

2.4 The Perception of Service Quality

In the absence of the customer’s full knowledge of technical quality, which
describes the technical characteristics of a service, job quality plays the greater
part in forming service quality perception.”” And many studies prove that a
customer’'s perception of quality level varies frequently, for many reasons, such
as the competition strategies or promotional efforts of other companies;
changing consumer tastes; and whether or not a customer has acquired

detailed information about products and services.”® Table 2.1 shows the
Takenchi and Quelch table of quality perception factors.

Table 2.1 Takenchi and Quelch table of quality perception factors

Before Purchasing At point of Purchasing After Purchasing
Company’s brand Performance Ease of Installation and use
e Handling of repairs claims
Name and Image Specifications and warranty.
Pre\flous Comments of sales people Spare parts availability
experiences
Opinions of friends Warranty provisions Service eftectiveness
Store reputation Service and repair policies Reliability
PUb:'eS:li?SteSt Support programs Comparative performance
Advertised price for Quoted price for
nerformance nerformance

Source: Juran, J.M., Juran's quality control handbook, Frank M. Gryna (ed.), McGraw-Hill Book
Company, Fourth Edition, 1988, p. 20.

’® Goetsch, David L. and Stanley B. Davis, Introduction to total quality: quality management for
production, processing, and services, Prentice-Hall Inc., Second Edition, 1997, New Jersey, pp.
16-20.
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