| T“g 000095

TAN SRI ABDUL MAJID LIBRARY

INTI INTERNATIONAL UNIVERSITY

MASTER OF BUSINESS ADMINISTRATION

THANK HEAVENS FOR COMPLAINERS:
IMPACT OF EFFECTIVE SERVICE RECOVERY ON CUSTOMER SATISFACTION
AND POST-BEHAVIOURAL INTENTION IN MALAYSIAN BANKING INDUSTRY

N\
Author : Goh Guann Tyng =\
Student No : 107005829 2
Supervisor : Dr. Shaheen Mansori

Submission Date : 14" December 2012
Ethics Number : INBS381

Final Word Count : 13,869 words HD

Faculty of Business, Communications and Law



Abstract

The commercial banks are among the service organizations that face intense
competition all over the world. The competition has permitted customers to
behave in a more demanding manner in their dealings with service providers
since there are plenty of choices available in the market. In response, banks are
implementing plans and strategies which can enhance customer satisfaction
and post-behavioural intention through improved service quality. Unfortunately,
service failures are unavoidable even for the best bank. Thus, an effective
service recovery, the successful actions a service provider engages in response
to a service breakdown could result in the difference between customer
retention and defectlon In brief, this research aims to contribute to a growmg
body of service recovery knowledge by examining the relative impact of service
recovery (perceived justice) on customer satisfaction as well as the
relationships between customer satisfaction and post-behavioural intention
(perceived trust, word of mouth and continue of service intention) in Malaysian
commercial banking environment. Based on the reseérch findings from 300
respondents, the impact of perceived interactional justice on customer
satisfaction appears to be stronger than that of perceived procedural justice or
perceived distributive justice. The findings also indicate that the effect of
customer satisfaction on perceived trust is significant and positive. Lastly, the
significant and positive effect of customer satisfaction on word of mouth as well
as continue of service intention confirms again service recovery attempts after a
service failure could ultimately enhance the post-behavioural intention of

customers.

Keywords:

Service recovery, perceived distributive justice, perceived procedural justice,
perceived interactional justice, customer satisfaction, perceived trust, word of

mouth, continue of service intention, Malaysian banking industry.

INTI International University (2012)



Acknowledgement

Thanks to INTI International University, | am honoured to produce my very first
research paper. Taking this opportunity, | would like to convey my sincere

gratitude to many people who have contributed in this dissertation.

First of all, | would like to thank my supervisor, Dr. Shaheen Mansori, for all his
guidance, support, inspiration, encouragement and constructive advises
throughout the process of completing this dissertation. | have developed my
critical thinking, proper research techniques and marketing concepts by doing

this research work.

Apart from that, | also would like to express my gratitude to Dr. Mudiarasan
Kuppusamy for the valuable insights and ideas on my dissertation. Furthermore,
special thanks to all the lecturers who have taught me in my Bachelor Degree
and Master Degree. Without them, | would not be able to learn both academic

and industrial knowledge.

Lastly, | would like to thank my family members, friends and classmates for all

the encouragement and support throughout my postgraduate study.

Gote Guann Tyng

10" December 2012

INTI International University (2012)



iii

Declaration

“I hereby declare that this research project is of my own effort except for those

summaries and information of which the sources are clearly specified.”

10™ December 2012 Goh Guann Tyng

INTI International University (2012)




Table of Contents

Abstract......c.cccccooe.... e s R n R A A i SRR S S o eman i
Vol aTe b o (1 (1 o O — e ii
Declaration................ M — iii
TADIE OF CONIEHILS .. .x rens snsomrsnmsammemmmnrsmmms it niEs s S e bbb inmns sash so p bl s AR 58 i iv
[ o) = o) = PSSR vii
LISk OF FIgUNe s mmorsmsmmses sosmssmsavsommsssissaiss s s s s SR S S Vii
LESEOF ADDTOVIEION. ...t s 5557555 5 A A S 0 S P S B S i viii
List of Appendices..........coovvviieeereenreeennnen. PR ix
BT T aor cvmsmnosmmsmmmsssnmmnssipesmmssio v s s s S S B S 1
IPEVEIENCANOTD ... oo soms s w555 1 R S SR S SR S A 1
1.0 Chapter SUMIMAIY .....evieeeeeeeeeee ettt e e ettt e e e e e e e e e e e e esennae 1
1.1 Research Background..........cococeumimimeiioioiiiieeecer e 1
1.1.1 Service Failure and Service Recovery ..........ccc....... oSS 1
1.1.2 Malaysian Banking INdustry. ......commmamsmmmmnmsnunasnsasmmsasimss 4
1.2 Problem Definition ..o 5
1.3 Resedarch Objectives ......ccuaicismmannn T —— 6
1.4 Significance of the Research.............. O —— T
1.5 Besearch ASSUMPUONIS. , ,.-aunseeseseressssssssmmes i ssmm s v sm s s isss sniivoimimsy 4
1.6 Research Limitations........ooooveeiiee e 8
1.7 SCOPE OF STUAY .....eveeieeeie ettt ettt ebe e 8
IR 011y el oo | o ) T ———— 8
KERVEDIEET TT] ..o movemn s menmn e son s s msmes s e SR A5 0§ A A S SR B B RA S B A H 10
Literature REVIEW .........o ettt e e 10
2.0 Chapler SUMIMIATY cus s vvasm s sase s s e st cubes 5500 6655 0 menicossssses 10
2.1 Perceived Justice with Service RECOVETY......ccicoviviiiinineniininiicninsienraniine.s 10
2.1.1 Distributive JUSHICE .........ueieeee e e e e e e e e e e 15
2.1.2 Procedural JUSHICE.......coooieieeeeeeeee ettt 15
2.1.3 Inleractional JUSHEE ......sususisumssissssnmnimms s oo yassupssaan 16
2.2 Perceived Justice and Customer Satisfaction with the Recovery............... 16

INTI International University (2012)



2.3 Customer Satisfaction and Perceived Trust ... 17
2.4 Customer Satisfaction and Word of Mouth........cooii 18
2.5 Customer Satisfaction and Continue of Service Intention ........................ 19
2.6 Proposed Research Framework.....................ooooooo 20
e 249
IRESOUICH NSHIOUORIGY. e v 1555555520 r00rnpoeni s sS558 e e 21
3.0 Chapter SUMMAry ..............cocoeeeesoimeeoneeioe 21
3.1 Research Design Framework..........c..cc.cooooooo 21
32 Types of ReS€AICh ..............ooooeovocceeeiiio 22
3.2.1 Descriptive ReSearch ..............ccocccoocovvo 22
3.2.2 Causal ReS€arch..............oooocooeeeveooooiiieoooo 23
3.3 Research Reasoning Approach ... 23
3.3.1 Deductive Reasoning ..............ccooooovceoooo 23
3.4 Research Strategy................oooocoooeeemoooooooooooooo 24
3.4.1 Quantitative Research............ccccccooomoveeioovc 24
3.5 Data Collection..................ooooooovevoccemmnoee 24
S0 PHMANY DA .csasgsesscsssssenssssssessssemsmsnss sssssssismiEsms s oesemeesees e 25
3:5.2 Secondary Data.............ocooeoeooeeeeseri 25
3.6 Target Population....................cccooeeeemmmmmmeeioooeeo 26
3.7 SAMPIE SIZE.....oooereevvesreeceecsesssssssest e ssessoeeees oo eeeeeeoee 26
3.8 Sampling Method ................oooooooveeveeemmmmeemeoeoesooeoooooo 27
3.8.1 Non-probability SAMPING ..o 27
3:9 TIME HOMZON...oocoore oot 28
3.9.1 Cross-sectional Research.......cccccoovvroooooveveee 28
3.10 Data Collection Procedures.............oovverooovvivor 28
3.11 Operationalization of Variables .................cccooo 29
3.12 Questionnaire Development ..o 31
3.13 Data Analysis Method ..........ccccccccrroeesooceroeooo 35
L 36
Findings and DiSCUSSIONS.............cccccceecerriiroo 36
4.0 Chapter Summary ........_....ccoooocccmmemmii 36
4.1 Summary of Respondents’ Profile..............o 36

INTI International University (2012)



4.2 TRl NORIITBIIN ..o s oo 550 35 0 5 R ST N R SR RS R s 37
4.3 Reliability ANalYSiS. . .....uueueeeeeeeeeeeee et 39
TN e (o SRR —— 40
4.5 MultipleARegression PIVAINVEIS oo s smisssvs e s o R s 41
4.6 Linear Regression AnalysiS........ccccceeiivinreeininccinennens o e et e 45
Ehapler V sossasnssmammsarvasssssmsesssmss R —————-—. 54
Conclusions, Recommendations and Personal Reflections............c.cccceeeeeeeiei. 54
5.0 Chapter SUMMEIY ......oooveiieeeeeeiiee e e e e e e e e e e e e e e e e naeee s 54
5.1 CONCIUSIONS. ...ttt e cts s ae e e s e aeeaeeeseaseaaesnnssnssnansnsnnnnnnsnnes 54
5.2 Theorefical Implications. oocosmemomusmmmssmsmmsunses s 56
5.3 Managerial Implications and Recommendations................................. 56
5.4 Study LImitations .......ooooiiie e 58
5.5 Filure Stdies....couuvmmemmionesssms sasssssssosmspassssssims siapsssssssossamss 59
5.6 Parsona) RellECHONS ......nses semmessmsissimasmassmmsm i s o s 59
R (=TT o Te = 61
APPENICES ...cooiiiiiiiiiee e B A S R NRR 71

INTI International University (2012)



vii

List of Table
Table 2-1: Previous Studies on the Perceived Justice, Customer Satisfaction
and Relationship Outcome Variables .........ooooumuiiimieimiimeieeeeeeeee e 13
Table 3-1: Operationalization of Variables ....................... s e S e 29
Table 3-2: Variables and Corresponding HemSs ... 31
Table 3-3: Summary of Scale and Measurement for Every Variable................ 33

Table 4-1: Descriptive Statistics on the Summary of Respondents’ Profile...... 37

Table 4-2- Testfor NOMIAIRY... .. isvissmssmmmmnrnmmsissimms s e 38
Table 4-3: Summary of Reliability Test.....c.oooooi s 39
Table 4-4: Summary of Factor Analysis Results ................... 40
Table 4-5: Summary of Multiple Regression Analysis Results ......................... 42
Table 4-6: Research Objectives and Hypotheses for Multiple Regression

DIV EIINEI . oo e e s o R S T P T R B T S A B AR SR US55 45
Table 4-7: Summary of Linear Regression Analysis Results............................ 46
Table 4-8: Research Objective and Hypothesis for Linear Regression Analysis
........................................................................................................................ 48
Table 4-9: Summary of Linear Regression Analysis Results ............................ 48
Table 4-10: Research Objective and Hypothesis for Linear Regression Analysis
........................................................................................................................ 50
Table 4-11: Summary of Linear Regression Analysis Results ......................... 51
Table 4-12: Research Objective and Hypothesis for Linear Regression Analys:s
......... U USRI

List of Figure

Figure 1-1; Quiline of Every Chaplern. .. sesesnunnmansanmsssnasssyaas 9
Figure 2-1: Proposed Research Framework ...........c.cccocceeee. FOR—— 20
Figure 3-1: Research Design Framework............ccoviiiiiiiniciiiiiiceecceeen 22

INTI International University (2012)



cosl
EFA
PDJ
PIJ
PPJ
PT
SPSS
TARP
WOM

List of Abbreviation

Continue of Service Intention
Exploratory Factor Analysis

Perceived Distributive Justice

Perceived Interactional Justice
Perceived Procedural Justice

Perceived Trust

Statistical Package for Social Science
Technical Assistance Research Program

Word of Mouth

INTI International University (2012)

viii



4B

Appendix 1
Appendix 2
Appendix 3
Appendix 4
Appendix 5
Appendix 6
Appendix 7

Appendix 8

#

List of Appendices
Questionnaire
Sources for Measurement ltems
SPSS Output
Initial Research Paper Proposal
MBA Project Log
MBA Project Ethic Form
Turnitin Originality Report

Presentation Slides

INTI International University (2012)



Chapter |

| Introduction

1.0 Chapter Summary

Chapter one begins with the background of the research study. It basically gives
an overview of service failure, service recovery and Malaysian banking industry.
From here, various research gaps are identified and discussed. Subsequently,
they are followed by the research objectives. For the later part of this chapter,
significance of the research, assumptions, limitations and scope of study are

presented. Lastly, an outline of every chapter in this research paper is provided.

1.1 Research Background

1.1.1 Service Failure and Service Recovery

In services marketing, the best strategy to maintain excellent service quality and
productivity is do it right the first time (Lovelock & Wirtz, 2011). However, it is
hard to be achieved as most of the “moments of truth” in se;vice encounters are
vulnerable to failures and sometimes they happened for reasons beyond the
control of an organization. The intangible and inseparable nature of services

has made service providers even tougher to avoid service failures during

service delivery. Thus, Bitner, et al. has decided to build a service failure
classification model with the help of critical incident technique (Bitner,";et al.,
1990). Having various forms of service failures categorized into thréa basic
‘ groups, the service failure classification model is then widely adopted by other
researchers and practitioners as it allows them to have a better understanding
on customer reactions and construct feasible recovery strategies. According to
the model, service failures are classified as followed: (1) unavailable services,
(2) unreasonably slow services and (3) other core service failures. Unavailable

services refer to the absent services which usually present such as unavailable

INTI International University (2012)
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2

cheque-book at the counter when someone is asking for it. Unreasonably slow
services refer to the slow employee responses when dealing with customers.
Other core service failures occur when the employee behaviours are
unacceptable by the customers. In general, dissatisfied customers could
possibly take any of the following three courses of action after a service failure:
(1) take some form of public action (including complain to the service firm,
complain to a third party or take legal action to seek redress), (2) take some
form of private action (including switch provider or spread negative word of
mouth (WOM)) or (3) take no action (Lovelock & Wirtz, 2011).

Service recovery is deﬁhed as the systematic measures by a service firm to
rectify a mistake following a service failure and to retain a customer’s support
(Lovelock & Wirtz, 2011). Another definition for service recovery is actions that
engaged by a service firm to deal with the customer complaint in relation to a
perceived service failure (Gronroos, 1990). Service recovery attempts play an
important part in achieving customer satisfaction and customer loyalty. In fact,
the crucial test of a service firm’s commitment to satisfaction and loyalty is no
longer stop at fulfilling advertising promises; nonetheless, it has been extended
to include the firm’s responses when things go wrong for the customers (service
failures).

Stephen Tax and Stephen Brown have found out that the variation in the
customer satisfaction with a service recovery can be explained by three
dimensions of perceived fairness, namely distributive justice, procedural justice
and interactional justice (Tax & Browpz,"/i 998). Distributive justice refers to the
compensation a customer gets in consequence of the inconveniences and
losses that caused by a service failure. This includes compensation for not only
the failure but also time, effort and energy spent in the service recovery process.
Procedural justice involves policies and rules that any customer has to undergo
in seeking fairness. In order to portray this kind of justice, the service firm ought
to assume responsibility at the very beginning as well as provide a flexible,
convenient and responsive recovery process. Interactional justice involves
employees of the firm who deal with the service recovery and their behaviours

towards the customers. To demonstrate interactional justice, the employee
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should provide an appropriate explanation for the failure and make sure that all

3

recovery efforts are deemed as polite, honest and genuine.

Apart from that, managers should be grateful or have the “thank heavens for
complainers” attitude whenever they receive complaints from customers. This is
rather true as service firm is having the chance to rectify mistakes, restore
relationships with the complainer and improve overall customer satisfaction only
if the customers are willing to launch complaints. Furthermore, Simon Bell and
James Luddington have found out that well-trained and highly motivated
employees are more likely to view complaints as a potential source of
improvement and ready to go exira miles in assisting customers (Bell &
Luddington, 2006). Thus, the success in this area required firms to select the

right candidates and focus on employee training and motivation.

. In addition, it is always not easy to have effective service recovery in place as it
demands for comprehensive procedures for resolving conflicts and handling
aggrieved customers. This is a critical aspect as even a small service mistake
could possibly destroy a customer’s trust in a particular service firm. Zeithaml
and Bitner have suggested that an effective service recovery process should
encompass the following six components: (1) do it right the first time, (2)
welcome and encourage complaints, (3) act quickly, (4) treat customers fairly,
(5) learn from recovery experience and (6) learn from lost customers (Zeithami
& Bitner, 2000). Likewise, an effective service recovery system should include

the following functions: (1) conduct research, monitor complaints and develop

‘complaints as opportunity culture”, (2) develop an effective system of training
' for complaints handling and (3) conduct root-cause analysis (Lovelock & Wirtz,
2011). Despite its strategic relevance, service firms still tend to overlook the
importance of effective service recovery and corrective measures are usually
punitive. For some cases, those recovery efforts are poorly defined and they
lead to a double deviation effect. Such statement is supported by Michel and
Meuter as they have proven that only 30% of customers who lodge complaints
with a company are satisfied with the company’s complaint handling attempts
(Michel & Meuter, 2008).
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1.1.2 Malaysian Banking Industry

Banking industry is considered as the backbone of every nation. Under the
development of economies, commercial banks or retail banks are given the
significant responsibility to effectively allocate and mobilize the possible
resources. Malaysian banking industry has gorzle through  serious
transformations over the past few years and currently there are altogether 2,065
banks in Malaysia (The Association of Banks in Malaysia, 2012). Malayan
Banking Berhad is the biggest player as it has 395 branches in Malaysia. It is
followed by Hong Leong Bank Berhad (329 branches) and CIMB Bank Berhad
(325 branches). Substantial liberalization of the financial services sector has
forced every single bank to perform under competitive pressures and such
situation has in fact brought in the concept of marketing especially on the
dimension of customer satisfaction. Every bank understands the importance of
retaining its existing customer bases as the cost to acquire a new customer is
much higher than the cost of retaining an existing customer (Calciu, 2008).
Hence, knowing the customer needs has become the onlfl way to survive in the

fast changing retail banking industry.

Apart from that, one of the recent trends in Malaysian banking industry is the
shift of a product-focused view to a customer-focused approach. This is rather
true as banks are no longer stressing on product differentiation but constantly
focusing on strategies which can improve the overall service quality. For
example, an excellent bank normally provides superior services like queue
managemerit services, simplified account-opening processes, private/ wealth
management services, empathetic customer relationship management, remote
access by means of mobile and internet banking, staffing branches with more
specialized advisors and so on to the customers. Furthermore, almost 90% of

bank switching in the Asian banking market is due to pricing (interest rates,

credit rates, lending rates and other service charges), service quality and
inconvenience (Gerrard & Cunningham, 2004). Nonetheless, pricing is being
. regulated in Malaysia and this has made service quality becomes the major
factor in determining one’s preferred bank. In brief, excellent service

performance leads to higher customer satisfaction and positive word of mouth.
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On the other hand, service failures tend to have a negative impact on
satisfaction and word of mouth. Thus, it is always advisable for banks to apply

effective complaint handling and service recovery mechanisms.

1.2 Problem Definition

Service failures, scenarios when services fail to match with the customers
expectations, are unavoidable and usually take place in both the process and
the outcome of service delivery. Most of the firms will apply service recovery to
deal with the service failures. To add on, successful service recovery can
improve customers’ perceived quality of the services, lead to positive word of
mouth, enhance customer satisfaction and ultimately foster good customer
relationships and customer loyalty (Komunda & Osarenkhoe, 2012). On the
contrary, ineffective service recovery may lead to low confidence level in a firm
. and spread of negative word of mouth communication (Komunda & Osarenkhoe,
2012).

Technical Assistance Research Program (TARP) research has shown that
repurchase intentions for various types of products range from 9% to 37% when
customers are dissatisfied but do not complain (Lovelock & Wirtz, 2011). The
retention rate will increase from 9% to 19% if the customer files a complaint and
the company tries its very best but is still unable to resolve the problem. If the
complaint could be resolved to the satisfaction of the customer, the retention
rate will jump to 54%. The highest retention rate, 82%, will be achieved when

problems are fixed quickly on the spot. Lewis and Spyrakopoulos have

identified that more than 70% of customers who complain can be persuaded to
continue deal with the offending retailer, provided that some efforts are made to
: recover (Lewis & Spyrakopoulos, 2001). All these are rather similar to the
concept of service recovery paradox. On the other hand, research has shown
that the service recovery paradox is far from universal. For instance, a study of
repeated service failures in a retail banking context has showed that the service
recovery paradox exists after the first recovery attempt. However, the paradox
tends to disappear if there is a second service failure (Maxham & Netemeyer,
2002).
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