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Abstract  
Customer retention is an important factor of banking industry. If retention criteria are well managed, the 
customer’s retention rate might be increased. A sample of 281 customers took part in this study. Data 
were collected using survey questionnaire and some related bank documents. The current paper reports 
finding from a survey which looked into the impact of service quality and customer demographic 
characteristics on its satisfaction which are two retention relevant elements that influence customers’ 
decisions to stay with or leave their bank. One of the main findings is that service quality was rated by 
customers as having a strong impact on retention. Our findings also indicate that there is a strong 
relationship between customers’ length of stay and satisfaction. Demographic characteristics such as 
gender, educational level, age and income were also evaluated for their contribution to intentions of 
staying with or switching for alternative banks. Findings indicate that customers’ age groups and 
educational level contributed to explaining customers’ propensity to stay with their bank. It is essential for 
bank managers to focus on bank services quality in order to increase retention rates, so that banking sector 
can exploit the potential advantages of retention to remain competitive.  
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Introduction  
In today’s competitive marketplace to compete successfully, banks must focus on understanding the 
attitudes, satisfaction needs and behavioral patterns of the marketplace. Customers evaluate a number of 
criteria when choosing a bank. Social and technological change has had a dramatic impact on banking 
industry. These developments, such as internationalization and unification of money markets and the 
application of new technologies in information and communications systems to banking have forced 
banks to adopt strategic marketing practices. These have included offering extended services, 
diversification of products, entry into new markets, and emphasizing electronic banking. This greater 
range of services and products along with improvements in communications efficiency could have a 
significant impact on customers’ satisfaction and behavioral intentions (Mylonakis et al., 1998). 
 
The banking industry is a highly competitive industry worldwide (Hull, 2002). Most bank products are 
easy to duplicate and when banks provide nearly identical services, they can only distinguish themselves 
based on price and quality. Therefore, customer retention is an effective tool that banks can use to gain a 
strategic advantage and survive in today’s banking competitive environment. It is more economical to 
keep customers than to acquire new ones (Healy, 1999). The key factors affecting customers’ intention in 
staying with a bank include the range of services, rates, fees and prices charged (Abratt and Russell, 
1999). The majorities of Iranian banks are from governmental sector and are not very diversified in terms 
of the products and services they offer. Under these conditions one strategic focus that banks can 
implement to remain competitive would be to retain as many customers as possible.  
 
Johnson et al. (2008) illustrate that the influence of various dissatisfying characteristics such as 
inefficiency, chaos, incompetence and isolation have effects on online banking customer dissatisfaction. 
Thus, in order to maintain and expand customer base, it is critical for banks to understand the criteria 
consumers use to evaluate banking quality and satisfaction with services and banking overall. This leads 
to the relationship between service quality and satisfaction. Johnson et al. (2008) also illustrate that the 
influence of various dissatisfies such as inefficiency, chaos, incompetence and isolation on online banking 
customer satisfaction is mediated by consumer performance ambiguity and consumer trust in the 
technology. This leads to the relationship between service quality and satisfaction. 
 
Researches that investigate the criteria customers use in evaluating internet banking service quality and 
their satisfaction with the bank overall; is still a relatively new area (Jayawardhena, 2004; Sohail and 
Shaikh, 2008). Han and Baek’s (2004) empirical study of online banking in Korea found strong 
relationships between online banking service, customer satisfaction, and customer retention. Yang and 
Fang (2004) found that ease of use and usefulness are important factors in evaluating service quality. 
Some widely reported determinants of customer satisfaction include service quality, performance, desires, 
effect and equity (Szymanski and Henard, 2001). A limited research has attempted to explore the role of 
customers’ expertise in the process culminated to overall customer satisfaction. In this line, current study 
explores the impact of demographics and other related variables on customers’ evaluation of service 
quality and satisfaction judgments. 
 
Research questions: Based on the literature, the following research questions can be formulated: 
 
   •What is the role of the tangible dimension of service quality in the formation process in culminating to 
overall bank customer satisfaction? 
  
  •What is the role of bank customer expertise in moderating the effects of various dimensions of service 
quality in the formation process leading to overall customer satisfaction? 
 
   •What is the role of bank customer demographics and background in the formation process leading to 
overall customer satisfaction? 
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Exploring of these questions might be helpful to the bank marketers in any marketplace. While there have 
been several studies emphasizing the significance of customer retention and satisfaction in the banking 
industry (Fisher, 2001). However, only limited set of empirical research has reported the relationship 
between the dimensions of service quality, customer satisfaction and retention rate. The current paper 
attempts to fill this gap in the literature.        
 
Mellat bank: Mellat bank from governmental sector is studied in this research because of its positive 
response in cooperating for conducting research in the bank. Mellat bank was established on April 1980 
with a paid of Rls 33.5 bn. Currently the bank is one of the largest commercial banks in the Islamic 
Republic of Iran, ranking among the top 1000 bank of the world and one of the main governmental banks 
that have focused on electronic banking services, especially Internet banking (Economic focus, 2006, 
2007).  
 
Customers’ profile: The questionnaire included a section on customer’s profile, as various 
demographic and other factors like the expertise were likely to influence the degree of customer 
satisfaction of products and services offered by the bank. Information on demographic features is also 
useful in formulating the bank’s marketing strategy. A profile of customers is presented in Table 1. 
According to Table 1, a significant majority of the customers (66%) were males, while females accounted 
for approximately 34%. Table 1 also indicated that the customers came from different backgrounds; 
however, the majority of them (70%) earned from Rials 4,000,000 to 6,000,000 per month. The 
questionnaire also included measures to capture the expertise background of the customers.  
 
Duration of banking: In order to investigate customer satisfaction, it was important to explore how 
long the customers held their accounts. Table 2 reports the findings in connection with the length of time 
that the customers had held their accounts with the Mellat bank. It is evident from Table 2 that a high 
proportion of the customers (55%) had held accounts with the Mellat bank for more than three years, 
whereas almost 45% had been with the bank for less than three years. This might imply a reasonable 
degree of customer loyalty and satisfaction. The bank can make use of this result by adopting a strategy 
that contains products and services of long-term nature (pension and saving schemes, and mortgages).  
 
Customer satisfaction: Leeds (1992), documented that approximately 40% of customers switched 
banks because of what they considered to be poor service. The study also showed that increased use of 
service quality/sales and professional behaviors such as formal greetings improved customer satisfaction 
and reduced customer attrition. Indeed, customer satisfaction has for many years been perceived as a key 
in determining why customers leave or stay with a bank. Organizations including banks are interested in 
order to know how to retention their customers, even if they are apparently satisfied. A satisfied customer 
may look for other providers because he/she believes they might receive better service elsewhere. 
However; retention of customers is also dependent on a number of other factors. These include a wider 
range of product choices, greater convenience, better prices, and enhanced income. 
 
Service quality: Ioanna (2002) proposed that product differentiation is impossible in a competitive 
environment like the banking industry. Banks everywhere are delivering the same products. Thus, bank 
management tends to differentiate their firm from competitors through service quality. Service quality is 
an imperative factor impacting customers’ satisfaction level in the banking industry. In banking, quality is 
a multi-variable and multi-dimensional concept which includes differing types of convenience, reliability, 
service portfolio, and critically, the staff delivering the service. Today’s customers have more choices for 
their financial needs than ever before (Harwood, 2002). Numerous financial institutions including banks 
are looking at branding techniques to differentiate themselves. Cross-selling is another critical variable 
affecting customer retention. Daniell (2000) argued that cross-selling is the bank’s effort to sell as many 
different products and services as they can to a particular customer. Jones and Farquhar (2003) argued 
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that profitability could be threatened not only by length of stays of market share but also by diminished 
opportunities for cross-selling. In addition, the more products or services you sell to a customer, the less 
likely it is that they will sever the relationship (Daniell, 2000).  
 
Measures: Measures for tangible dimensions and service quality were adopted from previous literature 
dealing with service quality and customer satisfaction (Naser et al., 1999). Customer satisfaction in retail 
banking is based on the multiple interactions between the bank and the customer (Levesque and 
McDougall, 1996). In this context, customer satisfaction could be identified as a composite of overall 
attitudes that customers have towards the bank. Following Levesque and McDougall (1996) three 
frequently used measures of customer satisfaction (i.e. overall service quality, meeting expectations and 
satisfaction with the service) were used in this study.  
 
Materials and Methods  
Questionnaire: The questionnaire includes two sections. The first section gathers demographic 
information such as age, gender, income, educational level. The second section has three parts. Part one 
asks customers about their personal information for their experience in using banking services. Part two 
asks the customers’ attitudes about the usefulness of banking services and part three focuses on the 
customers’ satisfaction level about the banking services and the reasons they remain with their bank, and 
reasons why they might switch to a rival. Likert-format items were presented with 5-point scales. Where 1 
= "strongly disagree," 3 = "neither disagrees nor agree," and 5 = “strongly agree." The questionnaires 
were first pre-tested among 35 customers to comment on the relevance and wording of the questionnaire’s 
items, length of survey and time taken to complete the questions, and it was also reviewed carefully by 
professionals with extensive experience. The comments and suggestions of these professionals regarding 
the clarity, validity and consistency of the questions are incorporated into the survey instrument. Some of 
the questionnaire items were dropped, its layout was modified and the wording of some of the 
questionnaire was changed to improve the quality. Finally, another test was carried out in one branch of 
the bank among 30 customers. The Cronbach’s alpha value was calculated for these questionnaires and it 
was equal to 0.72.5 (over the recommended level of 0.70). 
 
Sampling and data collection: Data collection was conducted from September to November 2006, in 
four different branches of Mellat bank in Tehran. The population of interest was Mellat bank’s retail 
customers. The method of sampling was random sampling. Totally 500 questionnaires were distributed 
and each of the responses that were received; was screened for error, incomplete and missing responses. 
After the filtering process was carried out, totally 281 useable questionnaires were collected.  
 
Data analysis techniques: Data's reduction is implemented using factor analysis techniques (Norusis, 
2008). We also employed ANOVA, T-test and Chi-square test wherever required. 
 
Development of the satisfaction characteristics: Factor analysis with varimax rotation is used to 
establish the dimensions’ appropriateness to model the adoption of banking services. Dimensions with 
eigenvalue of 1 or above are retained and different numbers of factors are emerged.  
 
Results  
A profile of sampled customers is presented in Table 1. The percentage value for each attribute is also 
listed. This is a useful measure for depicting of the tendency towards the top or bottom of the scale. For 
instance a percentage value of 22.8 for the age attribute means that there were more customers from the 
middle age than the older and younger age groups. Age was distributed almost normally, with skewness 
coefficient of 0.22, with 41 to 35 years of age capturing 22.77% of the sample. Nearly 5.7% of customers 
were at least 51 years old. It can also be deduced from the table that 65.83% of the customers were male 
and 34.17% were female. Almost all the customers (97.86%) reported having earned a diploma or higher 
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educational qualification and the modal category was the bachelor degree. Table 1 also illustrates the 
personal income of customers ranged from ‘less than R.2, 000,000’ to ‘more than R. 10,000,000’ earnings 
per month after tax. The modal category of earnings was belonging to middle-class income customers 
with monthly income from R. 4000,000 to R. 6,000,000. Through categorical, the distribution of income 
demonstrates a normal distribution with 0.134 skewness of a coefficient. According to this table a 
significant majority of the customers (66%) were males, while females accounted for about 34%. This is 
not surprising given the fact that in an Islamic type of country like Iran; the men group who perform 
banking; are expected to carry out dealings with the banks (Naser et al., 1999).  
 

Table 1: Customers’ Demographics 
Demographic Frequency Valid percent Cumulative percent 

Age Group 
20-25 years old  28 9.9 9.9 
26-30 years old  62 22.o 31.9 
31-35 years old  64 22.8 54.7 
36-40  years old  55 19.6 74.3 
41-45 years old  31 11.0 85.3 
46-50  old and above  25 8.9 94.2 
51 old and above 16 5.8 100 
Total 281 100  
 
Gender 
Male  185 65.8 65.8 
Female  96 34.2 100 
Total 281 100  
 
Education Level 
Under secondary 6 2.1 2.1 
Diploma 55 19.6 21.7 
Junior college 54 19.2 40.9 
Bachelors degree  105 37.4 78.3 
Masters 53 18.9 97.2 
PhDs 8 2.8 100 
Total  281 100  
 
Income Level (Rials) 
Less than 2,000,000 44 15.6 15.6 
2,000,000- 4,000,000 64 22.8 38.4 
4,000,000-6,000,000 91 32.4 70.8 
6,000,000-8,000,000 54 19.2 90.0 
8,000,000-10,000,000 20 7.2 97.2 
10,000,000 + 8 2.8 100 
Total 281 100  

 
 

The length of time that customers have been with their bank was measured. Table 2 represents the length 
of stay figures. Durability figures appear to demonstrate overall contentment with banking services. 
Nearly eighty percent of the sample (32.3%) reported length of stay at greater than five years. Figures for 
the less than one year length of stay categories are generally small, reflecting a small number of first time 
accounts. The modal category length of stay was more than 5 years. Furthermore, a direct relationship 
between length of stay with the bank and the number of customers were detected with r-squared value 
equal to 90%. Given the preponderance of customers in the greater than five-year categories, Table 2 
seems to reflect strong and stable relationships.  
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Table 2: Customers’ length of stay with Mellat bank 
Length of stay Frequency Valid percent Cumulative percent 
< 1 year  12 4.3 4.3 
1-2 years 23 8.2 12.5 
2-3 years 31 11.0 23.5 
3-4 years 55 19.6 43.1 
4-5 years 69 24.6 67.7 
> 5 years 91 32.3 100 
Total 281 100  

 
In literature, it has been well documented a positive and direct relationship between bank service quality 
and customer satisfaction. When the customers were asked about the likelihood of staying with Mellat 
bank into the foreseeable future; 3-4 years old customer had the lowest mean at 3.58 with standard 
deviation of 0.87; only somewhat more than the neutral hinge of the scale (Table 3). It might be 
concluded that this category of customers might be slightly more willing to switch to other banks than the 
customer of the other age categories. However, it should be noted that all the means is within the 3.58 to 
4.31 interval. Thus; those are roughly equivalent. In other words, this moderate satisfaction indicates that 
the majority of bank customers are not entirely satisfied with bank service quality. Therefore; if 
competitor banks offered attractive incentives; switching of the customers will not be ruled out. 
 

Table 3: Customers’ intention to stay with Mellat bank 
Length of stay Frequency Mean Std. deviation 
< 1 year 12 3.75 .75 
1-2 years 23 4.13 .69 
2-3 years 31 3.84 .63 
3-4 years 55 3.58 .87 
4-5 years 69 3.74 .94 
> 5 years 91 4.31 .88 
Total 281 3.99 .80 

 
Further analysis using One-way ANOVA was carried out to investigate the relationship between a bank 
and the customers’ likelihood of staying with the bank. Table 4 represents the effect of bank service 
quality on enduringness of the relationship. This relationship was significant [F (5, 275)=4.49, p=.001]. 
Therefore, bank service quality has a positive effect on customers’ likelihood of staying with the bank. 
 

Table 4: Relationship between customers’ likelihood of staying and bank 
S.O.V. Sum of Squares df Mean Square F Sig 

Between groups 16.39 5 3.28 4.49 .001 
Within groups 200.58 275 .73   
Total 216.97 280    

 
Customer satisfaction was measured using a five-item index. The overall mean of perceived satisfaction 
was 4.04. Individually, each of the five items had mean scores that were above the neutral pivot (3) on the 
rating scale. Customers appear to be highly satisfied with the bank’s accuracy of records and transactions, 
and etc. presented in Table 4. This suggests that banks in Iran are reliable in carrying out transactions. 
Some customers were unsatisfied with the high fees charged and expensive account maintenance costs. 
Our results indicate that banks cannot rely upon price competition alone in order to be competitive; they 
must also strive to better inform customers of the products and services they offer, and provide 
convenient, agreeable surroundings, as well as continue to emphasize the human interaction basis of 
service delivery.  
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Table5: Scores of customers’ satisfaction (α = .725) 
Customers are satisfied with … Mean Std. Deviation n 
Accuracy of banking records  4.22 .95 281 
Accuracy of transactions  4.10 .98 281 
Access to electronic transactions 3.96 1.08 281 
The staff who deliver the service 4.05 .97 281 
Pricing  3.88 1.09 281 
Mean perceived satisfaction 4. 04   

 
To investigate the relationship between customers’ satisfaction and bank services, One-way ANOVA was 
carried out. Table 6 reports that the effect of bank service quality on customer satisfaction was significant 
[F (4, 1399)=4.65, p=.001]. This indicates that the bank service quality has a positive effect on customers’ 
likelihood of satisfaction with the bank. 

 
Table 6: Relationship between customers’ likelihood of satisfaction and bank 

S.O.V. Sum of Squares Df Mean Square F Sig 
Between groups 19.27 4 4.82 4.65 .001 
Within groups 1449. 08 1399 1.03   
Total 1468. 35 1403    

          
For further analysis of variables related to servicing quality and customer satisfaction, the research 
variables i.e., accuracy of banking records, accuracy of transactions, access to electronic transactions and 
pricing were subjected to the principal component analysis (correlation matrix approach) using orthogonal 
rotation, specifically varimax rotation. Also, the KMO and Bartlett’s sphericity were used to test the 
sample appropriateness. The variables, which had loadings of less than 0.5, were excluded and 
dimensions with eigenvalue of 1 or above were retained. The large values of Bartlett’s sphericity test 
(250.37, df=10, p=0.000) and KMO statistics (0.782) indicated the appropriateness of factor analysis i.e., 
the sample was adequate. Moreover, a determinant was used to test for multicollinearity and since it was 
0.406 and was greater than 0.00001; multicollinearity was not a problem for the data. Table 7 shows only 
1 factor that was extracted from the analysis along with its eigenvalue and the percentage of variance 
attributed to the factor (48.14%) and also exhibits the cumulative variance of the factor. Since, only one 
component was extracted; the solution could not be rotated. From the user customers’ point of view, the 
five attributes could be viewed as only one and is meant that bank services had great influence on making 
the financial and banking transactions quick with more compatibility and convenience. 

 
Table 7: Total variance explained 

Initial eigenvalues Extraction sums of squared loadings Component 
Total Variance (%) Cumulative (%) Total Variance (%) Cumulative (%) 

1 2.41 48.14 48.14 2.41 48.14 48.14
2 .80 15.95 64.09    
3 .65 12.94 77.03    
4 .629 12.58 89.60    
5 .520 10.40 100.00    

 
This study further investigates whether demographic differences affect the customers’ retention or not. 
Demographic variables included the customers’ age, gender, educational level, and income. The analysis 
shows that age is related to the decision to stay with or leave bank (Table 8). The 20-25-year age group 
has the lowest retention rate, whereas the age group above 50 years old has the highest retention rate. In 
general, when the age group of the customers increases; the customers will have a higher propensity to 
stay with their bank. This is a line with Oliver’s (2004) findings that younger customers probably have a 
higher likelihood of leaving their bank in search of greater opportunities. This suggests that in order to 
retain younger customers, bankers should introduce new incentives, novel products or services to meet the 
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young customers’ expectations. For gender, male customers have on the average non-significant retention 
rates in comparison to female customers. Thus, the test results indicate no relationship between gender 
and the customers’ intention to stay with or leave their bank (Table 8). Apparently, the mean score for 
different educational level retention was significantly different. One-way ANOVA was used to test 
whether education affected customer retention. The test results demonstrated a significant effect [F 
(3,475)=3.57, p=.000]. This could be due to more highly educated customers who tend to have greater 
expectations of bank service quality. The effect of customers’ incomes was examined and retention rates 
for each income group were similar to one another. Therefore; a lack of relationship between the income 
and customer retention rates was detected.  

 
Table: 8 Customers’ demographic related to retention 

CHI SQUARE TESTS T-TESTS ANOVA ITEMS 
Value Sig.  Value Sig. F Value Sig. 

Age 4.41 .493 - - 2.29 .04 
Gender 4.92 .43 1.768 .077 - - 
Education - - - - 3.57 .00 
Income 4.48 .98 - - 1.68 .14 
 
 
Discussion 
Clearly, there are compelling debates for bank management to consider the factors that might increase 
customer retention rates (Marple and Zimmerman, 1999; Fisher, 2001). However, there has been little 
empirical research that investigates the constructs leading to customer retention. Previous empirical 
attempts have focused on developing measures of customer satisfaction, and customer loyalty without 
specific attention to other potential meaningful constructs such as customer satisfaction and customers’ 
demographic characteristics. This is the basis for the present investigation.  
 
Numerous scholars have analyzed mainly the demographic characteristics of bank customers but lesser 
emphasis has been placed on analyzing behavioral, altitudinal and social characteristics of the bank 
clients. The findings of the current study show that these characteristics have significant impacts on 
retention of bank customers. Among demographic characteristics, more significant influence is found for 
age and educational level. The results of current study reveal that males represent the segment with the 
highest retention with the bank. This finding is in agreement with the results of Faith et al. (2007), who 
argue that gender could affect the intention to adopt banking services including online banking. Besides, 
the higher retention has been evident to those who have the higher educational level. Also, somewhat a 
relatively similar trend of retention is detected to those customers with middle-class income. With notice 
to the large number of customers belonging to this class of monthly income, if the bank’s manager 
strategy approaches towards these customers, by providing special offers, it may be successful in helping 
to increase the retention rate of the customers. Therefore, bank managers should focus their promotion 
activities aimed at such customers.  
 
Our findings indicate that there is a strong relationship between one’s length of stay in terms of years and 
satisfaction. Furthermore, our findings indicate that there existed some demographic differences in the 
way customers expressed their satisfaction with the bank. These findings are in line with those reported 
earlier Naser et al., (1999), whom reported demographic differences in the degree of customer satisfaction 
toward an Islamic bank in Jordan. In our study, customers belonging to different education and age 
groups expressed their differences towards satisfaction with the bank. Based on this, we suggest that 
education levels and age levels are important factors in determining customer satisfaction. The key 
contribution of this study is the identification of prominent demographic characteristics as a predictor of 
customer choice in the context of banking services in Iran.  
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Managerial implications 
This study examines the service quality dimensions that lead to overall bank service quality and its 
resulting impact on overall bank customer satisfaction in Iran. The study builds on previous research (Han 
and Baek, 2004; Yang and Fang, 2004) and examined the relationships bank service quality, and customer 
satisfaction. The findings of this study have a number of implications for managers. For instance, online 
customer service quality positively influences customers’ perceptions of overall service quality offered by 
the bank. Consequently, bank management should place emphasis on offering reliable, responsible, and 
tangible customer service.  
 
Suggestions for future research 
The data collection was part of the author’s thesis research and as such, there were certain time and 
resource constraints. For this reason, a larger sample size is desirable in future research. The research did 
not examine the relationship between customer satisfaction and customer loyalty. Future research could 
look at the relationships among overall bank service quality, customer satisfaction and customer loyalty.  
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