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Abstract 
 

Service quality research has increasingly focused on economic notions of the return 
on quality, and the Service-Profit Chain (SPC). Numerous studies have investigated the SPC 
in retail banking, usually reporting positive correlations – not specific revenue implications.  
In the current study, the top management of a major bank required a sound economic basis 
for decisions regarding investments in service quality, vs. other customer retention & 
attraction efforts (e. g. price reductions). The modeling effort combined analyses of 
perceptions, attitudes, and behavioral intentions, with extensive analysis of actual customer 
behavior. Furthermore, data were analyzed by customer segment, to facilitate decisions 
regarding allocation of service-improvement resources among customer segments. 
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Introduction 
 

Over 15 years ago Rust et al [1] presented a "return on quality" framework, which can 
be used to guide managers regarding quality improvement efforts. Reviewing previous 
research, Rust et al noted that the studies are unanimous in finding that customer satisfaction 
and service quality have a measurable impact on customer retention, market share and 
profitability. 

Five years later, Valarie A. Zeithaml [2] wrote: "In fact, the service concern of highest 
priority to today's companies is the impact of service quality on profit and other financial 
outcomes of the organization…Investments in service quality… do not track directly to 
profits… benefits are rarely experienced in the short term and instead accumulate over 
time…mere expenditures are not what lead to profits: instead, spending on the right variables 
and proper execution are responsible."  

Over the last decade, many service researchers, around the world, focused on the 
research agenda charted by Rust, Zeithaml and their co-authors. As can be seen from the 
partial list below, much of the work has been done in the context of financial services in 
general, and retail banking in particular: 

Methods of estimating the return on quality in banking services have been developed 
by Soteriou and Zenios [3]. These researchers investigated the SPC – proposed by Heskett et 
al [4], in banking operations, and developed Data Envelopment Analysis (DEA) 
benchmarking models to evaluate efficiency. The approach was illustrated by an application 
to a major Cyprian commercial bank. 
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Kamakura et al [5], conducted a large-scale study of the SPC in the context of a major 
Brazilian bank, and found positive effects of investments in service personnel and technology 
on perceived service quality, that had, in turn, positive impact on overall behavioral 
intentions (retention and recommendations). The behavioral intentions were correlated with 
actual consumer retention, which was positively linked to profitability. However, the 
investments also had direct negative effects on profitability. 

Duncan and Elliot [6] studied the relationships between customer service quality and 
financial performance indicators, over a five-year period, among Australian banks and credit 
unions. All financial performance indicators were found to be positively correlated with 
service quality. 

The long-term financial impacts of customer satisfaction, versus efficiency focus, 
were studied, by Mittal et al [7], building on the framework of  revenue expansion, cost 
reduction, or both, developed and investigated by Rust et al [8]. They demonstrated long-
term positive effects of customer satisfaction on profitability and even stronger positive long–
term effects for firms successfully achieving dual emphasis. 

Ming Chang Lee and Ing San Hwan [9] studied the economic benefits to be gained 
from improving service quality, in the context of Taiwanese banking. They found that 
(perceived) service quality is an antecedent of customer satisfaction, which in its turn directly 
affects purchase intention and is an antecedent of profitability. 

Lewis and Soureli [10] studied factors affecting loyalty in retail banking, and found 
service quality, service attributes and satisfaction to be antecedents of loyalty. 

Nattakarn and Nik [11] investigated the antecedents of customer loyalty among bank 
customers in Thailand. Customer satisfaction was found to be positively related to perceived 
service quality. However, while the attitudinal constructs whose behavioral realization 
directly affects bank revenues – loyalty and commitment – were found to be positively 
related to bank image (both) and to trust (commitment) – they were not correlated with 
satisfaction. 

Andreassen and Olsen [12] studied the effects of bad/good customer service in 
Norwegian bank customers, on customer satisfaction, perceived relative attractiveness, and 
commitment. Good service was demonstrated to positively affect satisfaction, relative 
attractiveness and commitment, and thus- customer equity. 

Soureli et al [13] studied another factor positively affecting retail banks revenues: 
consumer cross-buying intentions, among a sample of Greek retail banking customers. 
Satisfaction was found to positively affect bank image and trust in the bank, and through 
them – cross-buying intentions. 

Mukesh Kumar et al [14] used a modified SERVQUAL model to study relative 
importance of the critical factors of service quality – tangibility, reliability, convenience and 
competence – among Malaysian banking customers. Dominance analysis showed competence 
and convenience to be the most important. 

Al-Hawari, Ward and Newby [15] studied the relationship between (perceived) 
service quality factors, and attitudinal and behavioral intention indicators of customer 
retention. Positive effects were found for all the traditional service quality factors, but not for 
the quality of the increasingly important automated services. 
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Herington and Weaven [16] explored the relationships between e-service quality 
measures and Ribbink's [17] e-customer satisfaction measure. Positive correlations were 
found between al E-ServQual measures, and bank customers' satisfaction. 

Earlier, Zeithaml et al [18] discussed the importance of segmenting customers, for 
service-level decisions, by tiers that differ in profiles and views. They supported their 
arguments empirically by a two-tier, retail banking example, and recommended more tiers. 

The importance of customer segmentation, as well as some of the challenges and 
problems in implementation, were stressed again in Nov. 2006, in a special edition of the 
Journal of Service Research (see Kumar et al, [19]). Considerable work has been done, since 
then, to analyze consumer satisfaction antecedents in retail banking. Much less empirical 
work has been published, however, regarding the actual economic value of segmentation for 
managerial decisions. 

In the same issue of the Journal of Service Research, Zeithaml et al [20] stressed the 
need for forward-looking metrics, and argued that customer satisfaction is rarely used for 
modeling, as it "cannot completely explain or predict behavior. Many satisfied customers 
defect, and generating satisfied customers does not directly translate into the company-
preferred customer behaviors and consequently revenues and profits."   

The current paper focuses directly on the issues raised by Zeithaml et al [18], as well 
as those raised by Zeithaml et al [20]. It describes a study that was conducted for a major 
bank, whose top management required a sound economic basis for its strategic decisions 
regarding investments in service quality vs. other customer retention and attraction efforts (e. 
g. price reductions), and regarding allocation of service-improvement resources among 
customer segments.  

In order to do that, the study did, in fact, model the translation of changes in the level 
of customer satisfaction, by managerially-relevant segments, into company-preferred 
customer behaviors, consequently predicting the effects on revenues. 

 
Method 

 
This paper describes the parts of the research program that focused on the generation of 

satisfied customers, and its effects on revenue side of the SPC:  

• Relative contribution of the perceived quality of each service component to customer 
satisfaction, and 

• The financial value of improvements in customer satisfaction on bank revenues, by 
customer segment. 

Thus, the research question was "what is the financial value, to the bank, of one 
additional scale point in the perception, by a customer in a given segment, of the bank's 
prices, personal treatment by managers and tellers, speed of service, etc.?"  

Data sources 
The investigation of the relationships between bank revenues and satisfaction with its 

service quality was conducted on the basis of several extensive data sets: 
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1. Banking behavior data: A random sample of 7500 clients who agreed to the use 
of their banking behavior data, and their responses to branch service quality questionnaires 
(after anonymity was assured), was selected. The sample was stratified by the level of service 
team assigned to the client. (Assigned service team levels differ in experience and seniority 
of the service team assigned to the client, and in the number of branch clients the service 
team handles. They are determined on the basis of several criteria, reflecting the bank's 
assessment of customer potential contribution.) Extensive data regarding the banking 
behavior of these clients (level and changes in financial holdings by type, loans, closing of 
accounts, etc.), by month, for a full year – 6-8 months before and 4-6 months after they 
participated in a service quality survey – were collected. 

2. Customer satisfaction data: The banking behavior data, by client, were combined 
with the clients' responses regarding their level of satisfaction with the service (7-point scale), 
in the branch service quality questionnaires. Meticulous procedures were followed to assure 
anonymity and preserve confidentiality of client data.  

3. Profitability data: The individual customers' data were combined with bank data 
regarding the average profitability of each one of the relevant activities, for clients with the 
same assigned service level, and with a similar level of financial holdings in the bank at the 
beginning of the year.  

4. Perceptions and behavioral intentions: In another part of the research program, a 
separate data set, based on an extensive telephone survey of service quality perceptions, 
attitudes, and behavioral intentions, conducted among 1000 retail banking clients, was used 
to analyze the relative contribution of main service factors to customer satisfaction with the 
bank. Evaluations regarding 11 specific service factors were investigated (10-point scale): 

• Reliability – promises are kept, no mistakes  
• Understanding and conforming to the client's needs 
• Personal treatment by managers and clerks 
• Speed of service and length of queues 
• Fees and interest the bank charges, compared to interest it pays 
• Quality of advice, regarding investments and credit 
• Breadth of options presented to the customer 
• Novel services of direct banking and advanced technology 
• Solidity and financial stability 
• International standing 

 In addition, 5 behavioral intentions directly affecting bank revenues were measured: 

• Probability of  retention of the account, for the next year 
• Propensity to use the bank for savings 
• Propensity to use the bank for loans 
• Propensity to use the bank for capital-market operations 
• Propensity to recommend the bank to friends 

Analysis 
1. Segmentation schemes: The combined data set was analyzed, using cluster 

analysis and other statistical methods, to develop relatively homogenous groups for the 
analyses described below, and for managerial actions. The analysis revealed that the most 
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appropriate segmentations of customers, for analytic and managerial purposes, were either 
into 9 tiers of financial holdings in the bank, or into 6 tiers of assigned service levels. 

2. Antecedents of customer satisfaction, by type of account: The relationships 
among the telephone survey data regarding perceptions of the 11 service factors in the client's 
bank, overall satisfaction with the bank, and the 5 behavioral intentions regarding the bank, 
were analyzed through stepwise linear regressions and path analysis (using RAMONA), to 
provide estimates of the effects of specific service components on satisfaction and intentions. 
Separate analyses were made for the effects for customers of a single bank (the respondent 
stated he doesn't own accounts in secondary banks), a "main" bank (the respondent also used 
one or more secondary bank), and a "secondary" bank.   

3. Behavioral effects and their financial implications, by customer segment: The 
value chain, over time, was analyzed, for each of the segments developed in 1 above, on the 
basis of the banking behavior data set. Quantitative relationships were developed, between 
satisfaction with the service, and changes in revenue-affecting banking behavior (account 
closings, and incidence of performance of indicative banking activities), in the quarter service 
quality was measured, and in the following quarter, compared to the quarter before 
measurement. 

4. Effects of changes in satisfaction level on revenues: The value chain was 
analyzed further, to provide detailed estimates of the change in the expected value of 
revenues from a customer, by segment, associated with one scale-point change in satisfaction 
level. 

 
Findings 

 

Relationships between service quality factors and behavioral intentions 
As mentioned above, these relationships were analyzed separately for customers of a 

"single" bank, a "main" bank, and a "secondary" bank. Only the findings for "single" bank 
customers (the largest segment), will be reported here, for the sake of brevity and to preserve 
confidentiality of proprietary data. Only significant relationships are shown in the path below. 
To facilitate managerial interpretation, the reported coefficients are not normalized. Findings 
for the other segments were similar, though averages and coefficients differ.  

Figure 1: Effects of service quality components,  
On overall satisfaction and account retention probability 

Personal treatment by managers & clerks 

Understanding of client's needs 

Reliability– promises kept, no mistakes                                Satisfaction w/bank                            Acct. retention prob.  

Quality of investment & credit advice  

Fees & interest charged, vs. interest paid 

 

As could be expected, the linear effects of the service factors on overall satisfaction 
are very strong. Five service factors "explain" 61% of the variance in overall satisfaction, and 
the interpersonal factors are more important than the "economic" ones.  

0.044
 

 

0.143
 

 

ARsq = 0.608 N=377 

0.099
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0.159
 

 

0.168
 

 

 

 

 

ARsq = 0.297 N=496 
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Satisfaction, in turn, significantly affects perceived probability of retention – on the 
average, a drop of one scale point in satisfaction, would presumably lead 4.4% of the bank 
customers to consider account closure within a year. In fact, further analysis revealed that the 
relationship between satisfaction and perceived probability of retention is stronger than is 
implied by the adjusted R-square of 0.297, but it is non-linear: the marginal negative effects 
of dissatisfaction rise with the level of dissatisfaction. A drop of one point in satisfaction at 
the lowest level, from 2 to 1 (very dissatisfied), reduces the expected perceived likelihood of  
account retention for the next year, 6 times as much as  a drop of 1 scale point, from the 
maximum level of 7 (very satisfied) to 6! The path analysis did not reveal additional direct 
effects of service factors on the account retention probability, beyond the effects contained in 
overall satisfaction. 

Service factors and satisfaction were found to have significant effects on four other 
important revenue-affecting behavioral intentions, as well:  

• propensity to use the bank for savings,  
• propensity to use the bank for loans,  
• propensity to use the bank or brokerage operations,  
• and propensity to recommend the bank to friends. 

 

Relationships between satisfaction and revenue-affecting behavior, by segment 
The analysis above reflects the relationships between service quality factors, overall 

satisfaction, and behavioral intentions. The question remains, however, to what extent the 
intentions actually lead to revenue-affecting behavior. This question was investigated through 
analysis of the large combined data set, described above. 

Account closings: The analysis showed that customers who were dissatisfied with the 
service (4 or less on a 7-point scale),  were twice as likely to close their accounts in the bank, 
in the 3 months following the branch service quality survey, than customers who were 
reasonably satisfied (rating of 5 or above). The ratio among customers with larger financial 
holdings (who contribute more to bank profitability, and thus are sought after by competing 
banks), was even significantly higher.  

But, closing the account is a rather dramatic response to dissatisfaction, and involves 
significant problems and difficulties for the consumer. The majority of customers do no 
hasten to do it, even when dissatisfied.  

Therefore, we analyzed the relationships, among customers who kept their accounts 
open, between level of satisfaction, and 2 major revenue-generating activities: significant 
increases in the financial holdings in the bank, and significant increases in loans. Separate 
analyses were conducted by customer segment, to avoid contamination by the bank's 
willingness to grant credit.  

Increases in loans: The analysis showed that relatively satisfied customers (5 or 
above) were twice as likely as relatively dissatisfied ones to take a loan from the bank. 

Increases in financial holdings: In addition, relatively satisfied customers were 1.5 
times as likely as relatively dissatisfied ones, to significantly increase their financial holdings 
in the bank, in the calendar quarter following the survey. 
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Expected change in revenues, by segment: Finally, expected losses in annual 
contribution from a customer in each assigned service class, due to a drop of one point in 
his/her satisfaction, were calculated. Expected losses comprised: 

• The change in probability that the account will be closed, times the average annual 
contribution from a customer in this class, plus 

• The probability that the account will be retained, times the change in annual expected 
contribution, due to lower satisfaction.  

Detailed dollar results are, of course, proprietary, but they the revenue implications in 
most of the segments were material and significant, from a managerial standpoint.  

Furthermore, the results showed that analysis of the service-profit chain by segment, as 
proposed by Zeithaml et al [20] is essential, and the required number of tiers is far larger than 
the 2 tiers discussed in their example: the six tiers of assigned service level in our analysis, 
differed very significantly in the expected contribution of a rise in customer satisfaction, to 
revenue.  

In fact, the segment with the highest expected contribution of a change in satisfaction to 
bank revenues, exhibited almost 3 times the average change in revenue per customer, and 
about 20 times the expected change in contribution per customer that was presented by the 
segment with the lowest effects. 

  
Conclusions and managerial implications 

 
A full mapping of the SPC for a bank, requires analysis of both sides of the profit 

equation – the revenue side, as contained in the exposition above, as well as the cost side, i.e. 
"what are the costs involved in raising the perceived service quality/ satisfaction – or its 
antecedents – by one scale point?".  

On the revenue side, the study presented here has shown that while Zeithaml et al 
(2006), were certainly correct in asserting that "consumer satisfaction cannot completely 
explain or predict behavior", and that "some satisfied customers defect", modeling on the 
basis of satisfaction can still be managerially useful: generating satisfied customers does 
translate directly into company-preferred customer behaviors and consequently revenues.  

At least in a banking context, where extensive data on the financial behavior of each 
customer are readily available, elaborate analysis of a combined data set – perception and 
customer satisfaction data (that many well-managed banks collect on a regular basis), 
together with actual banking data – can provide a good foundation for assessing the revenue 
implications of changes in service quality, and assist in strategic decision-making.  

In fact, since a model based on the combined data set has been shown to provide 
reasonable predictions of customers' revenue-producing behaviors in the period following 
measurement, the perceptual metric of customer satisfaction cannot be regarded as merely a 
"rear-view mirror". 

As for the cost side, the managerial tools and means for achieving improvements in 
perceived service quality are well known, and may include some or all of the following:  

• Investments in human resource management (number of service personnel assigned, 
selection, training, motivational compensation plans)  
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• Investments in technology that will reduce the requirements for face to face contact 
and thus, queues and waiting times  

• Pricing policy decisions 
• Leadership involvement and internal marketing 

Some of the costs associated with the use of the tools under consideration can be 
estimated directly, while the costs of other tools, and particularly the cost/effectiveness ratios, 
require accumulation of experience. In a multi-branch bank, much of the necessary data can 
be efficiently developed through judicious experimentation.      

Last but not least, the study showed that customer segments differ markedly in the 
changes in expected revenue that are associated with a given change in satisfaction. 
Therefore, the revenue side of the SPC must be analyzed by customer segment. Clearly, the 
cost side should be analyzed with the same segmentation scheme, as needs and costs differ in 
different segments, and managerial decisions as well as practical application would 
necessarily be done by customer segment. 
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