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Abstract

Amid intense competition and the dynamic busingssrenment, surviving in the market has become a ke
challenge for many service organizations. Servigdity has become one the key tools for survivind gaining
competitive advantage in banking industry, sinseoffering comprised mainly with intangible elengrthus
service quality has taken considerable intereshamketing literature. This study endeavored to y@a item
SERVPERF Scale to measure consumers’ perceiveitseguality in state banks and its impact on custom
satisfaction in Sri Lanka. Multi-stage sampling ggdure was used to obtain 150 respondents frore Hiede
sector banks in Ratnapura district. The primaryadaere collected through an interviewer administere
questionnaire. The results revealed that consuinave higher level of positive perception of SERVFER
dimensions. All dimensions contributed significgntl.e. ‘reliability’, ‘assurance’, ‘empathy’, ‘tajibles’ and
‘responsiveness’- towards the service quality atesbanks in Sri Lanka. Further it revealed thatehs a strong
positive linear relationship between overall sesviiality and customer satisfaction in state bami&ri Lanka.
The study confirmed that the scale SERVPERF isiegigle for measuring the service quality of the Kiag
sector in Sri Lanka.

Keywords: Service quality, Customer satisfaction, SERPERHF, &tka

1. Introduction

The services sector contributes significantly feo€ Domestic Production (GDP) in most countriasluding
low income countries and it has contributed tofa6®.6 % of the world GDP in the year 2012. Theviees
industry in Sri Lanka has contributed nearly 60 $dhe country’'s GDP and has contributed 61.8 %hi® t
overall economic growth expanding at 8.6 % in 2Q@&ntral Bank, 2011). Banking and financial sezgiare
playing a significant role in the service sectolighkin, 2001). In the fourth quarter of 2012, Bantki Insurance
and Real States sectors have contributed to thatrysl GDP by 8.9 % (Central Bank, 2011) and itais
increment of 2.3 % compared with the previous cqrar®f 15 % the overall service sector contribubgd
Banking, Insurance and Real States in 2011. Balal§sgvital role within the financial system asyth@ovide
liquidity to the entire economy. The banking sedtorSri Lanka comprises of Licensed Commercial Bank
(LCBs) and Licensed Specialized Banks (LSBSs).

The LCBs are the single most important categothénentire financial system as it dominated 48 %entSBs
accounts for 8 % (Central Bank of Sri Lanka, 2012)e sector remains concentrated and largely ddetdnay
state sector banks while it represents over 50 $hefassets of the banking sector in Sri LankaliFRating,
2010). Moreover the two largest LCBs and the largS8 are owned by the state sector and they psssk9,
15 % and 11 % of the sector’s assets respectivepc2010 (Fitch Rating, 2010).

Differentiating a bank from one to another has bee@ challenge to many service providers as itsriofj
greatly consisted with intangible elements. Custsrheavily depend on experience and credence igsalihen
they evaluating their service offering. Thus itvexy much difficult for both service provider andstomer to
decide on the quality of such a product. With thiense competition and rapidly changing customeegds,
service organizations are eagerly searching fategies for delivering unique customer experiendds
situation has become worse as most of service @atons, especially banks, are offering similandarcts and
services (Silva, 2009) and not giving their custmsmelatively a superior value offering for selagtione brand
from another. Hence customers switch their banlkslyeavhile causing a major challenge for the sesvic
providers. Generally state sector banks are vuiher® this situation as they utilize lack of maikg muscles
for their operations compared with the private sebanks in Sri Lanka.
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The ability of banks to continue and survive in tharketplace profoundly depends on service quéBgavan
and Mageh, 2013). The perceived quality plays gpointant role in industries with high customer ingrhent,
such as banking (Angur et al., 1999). Hence serugigality has become a key for competitive advantage
(Almossar, 2001). Provision of service quality patlee way for customers’ satisfaction, customealiyy new
customer attraction, increased market share anfitaitity for the banking sector (Kumari and Ragi11).
The possibility of customer satisfaction increasas, services quality improves (Arasli, et al., 20@Hd
increased customer satisfaction directs to behalvimutcomes, such as customer loyalty, customeintien,
relationship marketing, positive word-of-mouth, d@ndreased customer tolerance (Goode and Moutit9®5;
Newman, 2001). Due to the intangible nature of gbevice offering it is very much difficult to de&nand
measure (Singh and Khurana, 2011). Majority of istsithave utilized SERVQUAL for measuring bank sesvi
quality and only a few number of studies have adii alternative methods for measuring bank semyigity
(Lee, 2011). Thus, the aim of this study is to measonsumers’ perceived service quality in staekb by
using the measurement of SERVPERF and bankingcgeguiality impact on customer satisfaction in Sanka.

2. Literature Review

2.1 Service Quality

The organizational performance, success, and singke greatly determined by the service qualitytha
banking sector (Aktar, 2011). Service quality iseipreted as perceived quality in the serviceditae and it
provides the meaning of a customer’s judgment abosérvice (Culiberg and RojSek, 2010). Many salsola
have defined the concept of service quality inedéht ways and have suggested different ways ofunieg it.
Service quality is one of the mostly researched @elohted topics in recent research literature (Anah al.,
2010). Haffman and Batesan (2010) defined sergicality as ‘an attitude formed by a long-term, aer
evaluation of a firm’'s performance’. Lovelock ét @011) defined service quality as ‘consistentigeting or
exceeding customer expectations’. Gronroos (198#ihes the perceived quality of a service is theiiteof an
evaluation process in which customers compare thgiectations of service delivery and its outcomevhat
they expect. Parasuraman et (41985) defined service quality as ‘the global eatibn or attitude of overall
excellence of services’. They defined operatiordilzervice quality as the extent of discrepancy betw
customers’ expectations or desires and their paorep Parasuraman et a{1985) proposed a scale called
SERVQUAL and it is a generic measurement tool Heet been utilized extensively in assessing sequdity

in a wide variety of service settings. The scaletaims with 22 items for evaluating both consumegsception
and expectation of service qualitifarasuraman et a(1985) initially identified 10 dimensions used by
consumers in evaluating service quality and finatipsolidated them into five broad dimensions. SERML
refers to five service quality dimensiorzafasuraman et al988):

= Reliability (The ability to perform the promisedrgee dependably and accurately)
= Responsiveness (Willingness to help customers@pdovide prompt services)

= Tangibles (Physical facilities, equipment, and avpece personnel)

= Assurance (Knowledge and courtesy of employeegtaidability to convey trust and confidence)

Empathy (Caring, individualized attention the fiprovides its customer)

Though SERVQUAL has been utilized widely by praatiers it has been criticized on various conce painal
operational grounds. Some of the criticisms regey8ERVQUAL were the universality of the scale (@ro
and Taylor, 1992), appropriateness of utilizingnidifferent cultural context (Carman, 1990; Cuiaét 2003),
focusing mainly on the service delivery processifiytad and Babakus, 1991), and the questionnaigthetue

to measuring perception and expectation separatelgifferent scores (Carman, 1990). Cronin and drayl
(1992) developed a performance based only measntezaled SERVPERF for assessing service quality as
way of overcoming some criticisms encountered byR$QUAL. SERVPERF only evaluates customer’s
perception of the service delivered while SERVQU&laluates both customer’s expectation and peraepfio
the service offer. SERVPERF assumes that it ieo@ssary to measure expectations directly fronomests as
they automatically provide their ratings by compgrperformance perceptions with expectations (€@uijland
RojSek, 2010). SERVPERF scale is identical to tER@QUAL scale in its dimensions and structure.
Empirically SERVPERF has found superior to SERVQU#d¢ale (Jain and Gupta, 2004; Wang and Shieh,
2006) and it has been favored over the SERVQURB&b@kus and Boller, 1992; Gotliedt,al.,1994).
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2.2 Customer Satisfaction

Organizations have recognized service quality amgrdved customer satisfaction as the key diffesgoits to
compete more effectively in banking industry in Sainka (Silva, 2009). Customer satisfaction caddfned as
the extent to which a product’'s perceived perforoeamatches a buyer’'s expectations (Kotler and Aongt
2012). There is a strong positive relationship leetmvservice quality and customer satisfacfarasuraman et
al., 1988;Bahia and Nantel, 2000). The two concepts are foneadally different but they have certain things in
common (Brady and Cronin, 2001). Perceive servigdity is a component of customer satisfaction tfzanal

et al., 2009) and it determines customer satisfac{iCronin and Taylor, 1992; Wong et al., 2003).eTh
hypothesis to be tested in this study is givenwels:

H1. There is a relationship between service quality customer satisfaction in state banks in Snkha

3. Study Design and Methods

3.1 Sample

Population of the study is the customers who arkibg with state banks in Ratnapura District. A kkiage
sampling procedure was used to select the sampledtudy. As phase one, three Divisional Sededta(DS)

in Ratnapura District were selected randomly oul 6fDS, they were, viz. Balangoda DS, Ratnapuraab®
Pelmadulla DS. Subsequently three state banks veemm@omly selected from each selected DS to study th
consumers’ perception of service quality in stateks. As the second phase, three branches frombeahi.e.
total of nine branches- were randomly selectedHerprimary data collection. As the final phase, data were
collected on a weekday in January 2013 from 9.00. a0 3.00 p.m. Every one hour 3 customers were
systematically selected from each branch for delleation.

3.2 Study Variables, Questionnaire Design and Dat@ollection

This study employed Cronin and Taylor's (1992) &2nis SERVPERF instrument for data collection (saleld
1). The questionnaire was slightly modified aganslated into Sinhala (mother tongue of Sri Lartkag¢nsure
suitability for the research context. It was corepd of two parts and part A contains questions tapersonal
profiles of the respondents including gender, ageupation, education level and income level. Baricludes
23 perception based only items that derived from filimensions, viz. tangibles, reliability, respeesess,
assurance and empathy. One extra item was inclatléade end of the questionnaire to assess the Ibvera
satisfaction of consumers regarding the banks'ieemguality. A five-point Likert scale ranging frofStrongly
Agree = 5" to “Strongly Disagree = 1” was used waleate the level of satisfaction towards the servjuality
of state banks. The questionnaires were distribtdgedisample of 162 customers of nine branchehrektstate
banks who visited the selected branches just beéfarelata collection and those who were interestdiling

up questionnaires. 162 completed questionnaireg wexeived and 12 questionnaires were excludedtalue
missing data. The remaining 150 questionnaires wsee for the study with an effective response 0&@3 %
of the total sample.

4. Results and Discussion

4.1 The Reliability Statistics

To examine reliability of the scale dimensions, @renbach’s Alpha was calculated, as it consideethe most
widely accepted reliability measure. Table 3 pregidhe Cronbach’s Alpha)(for the five dimensions. As all
the vales of Cronbach’s Alpha for each dimensioabieve 0.7, thus it can be concluded that the messised
here are consistent enough for the study.

74



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) may
Vol.6, No.4, 2014 IIS E

Table 1. Service quality variables and items ugdtié study with the reliability measures

. . Cronbach’s
Dimensions ltems
Alpha
1) The bank has modern-looking equipment.
2) The bank’s physical facilities are visually appegli
0.884

Tangibles 3) The bank’s employees are neat appearing

4) Materials associated with the service (such as d$prbrochures
statements etc.) visually appealing at the bank.

1) Bank services are performed within the promisecetim

2) When | have a problem, the bank’s employees shoeege interest in
solving the problem.

Reliability 3) The bank correctly performs the service right teeyfirst time. 0.864

4) The bank provides its service right the first time.

5) The bank insists on error free records.

1) In the bank | do not spent much time waiting irelin

2) Bank employees are always willing to help.
Responsiveness 0.857
3) Bank employees are quick in eliminating potentrabes.

4) Bank employees quickly respond to my requests.

1) Bank employees are trustworthy.

2) | feel safe in my transactions with the bank.
Assurance 0.877
3) Bank employees consistently courteous towards me.

4) Bank employees have the knowledgeable to answeagumgtions.

1) The bank provides me an individual attention.

2) The bank has convenience operating hours to mysneed

Empathy 3) The bank has employees who give me personal attenti 0.907

4) The bank considers my wishes and needs.

5) Bank employees show understanding of my specifcise

Source: Study survey (2013).

4.2 Perception of Customers towards Service Qualitgf State Sector Banks

Table 2 revels that the perception of customer®¥arall service quality in state banks is at attery level as

the mean values of the dimensions is above 3. Tdteest measures of centre (mean and median) aredsby
assurance followed by tangibility, reliability, anelsponsiveness. Hence the dimension assuranopésiar to

the other four dimensions. Thus it points out tilstdte banks are performing at satisfactory level in
trustworthiness of their employees and as a bamigl@yees’ courteousness towards consumers, and thei
knowledge to answering consumers’ questions. Tast lmean score (3.36) is noted for empathy. ThiEates
that state banks may be performing relatively lawpiroviding individualized service to their custase
understanding individual customer’s needs and vgished operating in inconvenience hours.
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Table 2. Mean and median scores for service qudiliensions

Service quality dimensions Mean score Median Score | Standard
Deviation
Tangibility 3.78 3.75 0.648
Reliability 3.76 3.80 0.689
Responsiveness 3.59 3.50 0.811
Assurance 3.96 4.00 0.624
Empathy 3.37 3.30 0.690

Source: Study survey (2013).

4.3 Relationship of Service Quality with Customer &tisfaction

In order to observe the individual linear corredatibetween the customer satisfaction and the eadhble
under the service quality, Pearson’s product moroerrelation test was done. For the correlationyesig the
mean scores of each dimension across the iteresl list Table 1 were used. According to Table 3,etee
positive linear correlations between the each dsimmof service quality and customer satisfactidoreover
Table 3 indicates that the level of significance éach service quality dimension is lower than 0100The
highest correlation is observed between reliabitityd customer satisfaction (0.681) followed by emsce
(0.606), responsiveness (0.595), and empathy (Dfe&pectively. The lowest correlation is obserbetiveen
tangibility and customer satisfaction (0.538). Af the coefficients of correlation are positive, gan be
concluded that the better service quality leadtéchigher level of customer satisfaction.

Table 3. Correlation results between the custormsfaction and the service quality

Dimensions undef Coefficient of| Sig.(P)
service quality correlation

Tangibility 0.538 0.000
Reliability 0.681 0.000
Responsiveness 0.595 0.000
Assurance 0.606 0.000
Empathy 0.592 0.000

Source: Study survey (2013).

Figure 1 display the impact and the linear relatiop of overall service quality on customers satigbn. The
overall service qualityb=0.918; p<.05) has a significant and positive effect on ocomr satisfaction. The
overall service quality was obtained through theamecore across five dimensions under the serviedity
This indicates that the customer satisfaction imees as the overall service quality improves. Tthase are
enough evidences to support the alternative hygigtod the study.
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Figure 1.. Liner relationship between overall segvjuality and customer satisfaction
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Furthermore, it's imperative to investigate thaetieinship between the customer satisfaction irfabe of all the
dimensions in a single model. The multiple lineagression model was able to capture more than 3¥eo
total variation of the data (Table 04).

Table 4. Regression results, model summary

Model R R Square Adjusted R| Std. Error of Durbin-
Square the Estimate Watson
1 0.740 0.547 0.532 0.522 2.058

a. Predictor: (Constant), empathy, assurance,limgeliable, responsive
b. Dependent Variable: customer satisfaction

In this research, we have utilized five dimensiasseliability, assurance, empathy, tangible asgorsiveness

to determine the customer satisfaction. Due to, thathave to check the multi co linearity amongeipeihndent
variable (Velnampy and Achchuthan, 2013a; Velnampg Achchuthan, 2012b; Kajananthan and Achchuthan,
2013). Based on our findings, there is no collifiggsroblem among independent variables. All thierance
value is well below 1 and VIF is also below 10. Mtme, A Durbin-Watson close to 2.0 is consisteithwo
serial correlation, while a number closer to 0 nsetirere is, probably, serial correlation. In owdst DW has

the value as 2.05 which is closer to 2.0. Thusietti® no serial correlation between the variablégchv have
been used in this study.

As per the multiple regression results, customgsfaation is positively influenced by reliabilitassurance and
empathy. In contrast, customer satisfaction issignificantly influenced by tangible and respongiegs.

Table 5. Coefficients of the multiple linear regries analysis

Unstandardized Standardized Collinearity
Coefficients Coefficients Correlations Statistics
Model B Std. Beta t Sig. | Partial Part| Tolerange VIF
Error
1(Constant))] 0.141 0.318 0.445] 0.657
tangible 0.041] 0.100 0.035| 0.415| 0.679| 0.035 0.023 0.441| 2.269
reliable 0.457| 0.106 0.413| 4.312| 0.000| 0.338 0.242 0.343| 2.915
responsive -] 0.104 -0.115] -1.043] 0.299] -0.087 - 0.258| 3.874
0.108 0.058
assurance 0.283 0.115 0.231| 2.465| 0.015| 0.201 0.138 0.358| 2.795
empathy 0.329 0.082 0.298| 4.036| 0.000| 0.319 0.226 0.578| 1.732

4.4 Formulation of Sub-dimensions

Table 6 shows the orthogonal factor loadings feritems under the dimension “Tangibles”. Accordioghe
factor loadings there are two independent sub-dém@s can be seen. The items 3 and 4 make therhighe
loadings for the factor 1, which can be regardedeasployee-materials” factor. The items 1 and 2tdbaote
greatly for the factor 2 with the negative sigrige(briginal items have negative impact on the facithe factor

2 can be regarded as “modern equipment-physicaityasub dimension of “Tangibles”. Altogether the two
factors explain more than 77% of the total variatiof data. Hence we could readily formulate two -sub
dimensions for “tangibles”. As noted in table 6 thaterials associated with banking service follbe bank’s
employees appearance. The fact behind this reasad be the close link between these two items. tNds
state bank consumers who are needed with bankitgriaia are supplied by service providers or sereentact
personnel in the bank. Further consumers haveepea the new technologies and new baking fadilitie
introduced by state banks in order to compete piithate sector banks.

Table 6. Rotated factor loadings for the items unikde dimension “Tangibles”

Tangibles Factor 1 | Factor 2| Communalities
1) The bank has modern-looking equipment. 0.132] -0.921 0.866

2) The bank’s physical facilities are visually aplieg. 0.484 -0.679 0.696

3) The bank's employees are neat appearing 0.773 -0.361 0.727

4) Materials associated with the service (suchoasi$, brochures|, 0.888 -0.125 0.804
statements etc.) visually appealing at the bank.

Variance 1.637 1.455 3.093

% Variance 0.409 0.364 0.773
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According to the factor loadings of the items untier dimension “Reliability” two independent subrdinsions
can be formulated (Table 7). The items 1, 2, 34anuhke the higher loading for factor 1, which carrégarded
as “service” sub-dimension. While the item 5 whadn be labeled as “error free records” sub-dinensif

reliability, which greatly contributes for the fact2. In total these two factors explain 77% af thtal variation
of data. As noted in table 7 consumer perceivedaruraliability and machine reliability as two segtarentities
where the most of the human reliability items haeen loaded into factor 1 whereas the last itemrlgldhas
been loaded into factor 2.

Table 7. Rotated factor loadings for the items uitde dimension “Reliability”

Reliability Factor 1 | Factor 2] Communalities
1) Bank services are performed within the promiseetim 0.824 0.116 0.693

2) When | have a problem, the bank’s employees shoeest interest 0.849 0.222 0.771

in solving the problem.

3) The bank correctly performs the service right theyvirst time. 0.805 0.175 0.679

4) The bank provides its service right the first time. 0.827 0.163 0.710

5) The bank insists on error free records. 0.195| 0.989 0.998

Variance 2.7706 1.0796 3.8502

% Variance 0.554 0.216 0.770

Table 8 shows the rotated factor loadings for tams under the dimension “Responsiveness”. The inalps
of the factor loadings make two independent subedisions for Responsiveness. The items 3 and 4 thake
higher loading for factor 1, which can be regardedemployees’ quickness” sub-dimension. The itérasd 2
which can be labeled as “waiting time-willingness help” sub-dimension of responsiveness, that lglear
contributes for the factor 2. In total these twotbrs explain 83% of the total variation of daacording to the
study, the state banks employees have respondedlispto consumers’ requests as well as without ingak
errors when they encountering with consumers. Assalt of this consumers’ waiting times for the ibpak
services have been reduced.

Table 8. Rotated factor loadings for the items wrtde dimension Responsiveness

Responsiveness Factor 1 Factor 2 Communalities
1) In the bank | do not spent much time waiting irelin 0.227 0.926 0.909

2) Bank employees are always willing to help. 0.539 | 0.696 0.776

3) Bank employees are quick in eliminating potentiabes. 0.911 0.212 0.875

4) Bank employees quickly respond to my requests. 0.750 0.455 0.770

Variance 1.7349 1.5941 3.3290

% Variance 0.434 0.399 0.832

Table 9 displays the orthogonal factor loadingstfar items under the dimension “Assurance”. Theétd, 2

and 3 make the higher loading for factor 1, whien de regarded as “secure-employees’ courtesy” sub-

dimension. The item 4 makes the higher loadingfdator 2 which can be labeled as “employees’ kndgég
sub-dimension. In total these two factors expla®867of the total variation of data. Hence we cowdddily

formulate two sub-dimensions for “assurance”.

Aded the findings of the table 9 employees’ knogked

regarding the baking services has led the statkimgusector in Sri Lanka as a secured place fosgoers to do

their transactions.

Table 9. Rotated factor loadings for the items unkle dimension Assurance

Assurance Factor 1 Factor 2 Communalitieg
1) Bank employees are trustworthy. 0.901 0.077 0.817

2) | feel safe in my transactions with the bank. 0.702 0.427 0.675

3) Bank employees consistently courteous towards me. 0.735 0.385 0.689

4) Bank employees have the knowledgeable to answer| m®.220 0.949 0.949

questions.
Variance 1.8923 1.2373 3.1296
% Variance 0.473 0.309 0.782
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Table 10 shows the factor loadings after the Veximmation for the item under the dimension “Empgétihe
items 1, 3, 4 & 5 make the higher loading for factp which can be regarded as “personalized sergiab-
dimension. The item 2 make the higher loading fmotdr 2 which can be labeled as “operating houtdj- s
dimension. In total these two factors explain ned@f% of the total variation of data. Hence we dodadily
formulate two sub-dimensions for “assurance”. Mafsthe consumers perceived that the state bardéotpr is
providing personalized service for their consum@&iss is a revolutionary change in the Sri Lank&atesbank
sector when it compared with the sector that wastexk in few decades back. Besides it is a muategly for
state banks in Sri Lanka compared with private bankorder to survive in the sector. Since the tst#tte and
private banks in Sri Lanka have almost similar liagloperating hours consumers do not tend to coentheer
operating hours and they are satisfied with theteyg bank operating hours.

Table 10. Rotated factor loadings for the itemsaunile dimension Empathy

Empathy Factor 1 Factor 2 Communalities
1) The bank provides me an individual attention. 0.767 -0.222 0.638

2) The bank has convenience operating hours to mysneed  0.103 -0.937 0.889

3) The bank has employees who give me personal attent 0.838 -0.010 0.702

4) The bank considers my wishes and needs. 0.722 -0.266 0.592

5) Bank employees show understanding of my spendeds.| 0.590 -0.552 0.653
Variance 2.1697 1.3037 3.4734

% Variance 0.434 0.261 0.695

5. Conclusions

The aim of this study was to measure consumergeperd service quality in state banks and its irhmec
customer satisfaction in Sri Lanka. The mean sealhees for service quality dimensions were betw@&nand
3.9. The state banks were found to be superioramighng assurance, tangibility and reliability Wehigood in
providing responsiveness and empathy. All the dsiws of service quality indicating relatively hegh
performance but state banks need to improve custpekeeption of empathy, since it indicated the detv
measures of centre score value. The results obthdy indicated that there is a strong positiviiviidual linear
correlation between each service quality dimensigitls the customer satisfaction. The dimensioniatality’
was the leading determent of customer satisfaclibis indicated that state banks should perfornr gervices
as promised to their customers, correctly right firg time, with error free and showing sinceréenest on
customers’ problem solving abilities. Moreover itdicated that providing high quality service cartgi
improves customer satisfaction in state banks irL&nka. The study confirmed that the scale SERVPER
valid for measuring service quality of other baikS$ri Lanka. The future research may be diretbethieasure
service quality in banking total, comparative asaslyon SERVQUAL and SERVPERF scores in banking
industry and comparative analysis on SERVPERF scoralifferent sectors of banks. Researches oricgerv
quality in banks should focus more to measure cmess’ satisfaction by using multiple items ratheart rely
on one item, it may provide comprehensive undedstgnof consumers’ perception on service qualitgt Hreir
satisfaction. Developing a service quality scalecfirally for banks- i.e. industry specific scalwill be able to
provide more benefits for the banking industry inl&nka
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