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Abstract 
Main purpose of this research is to assess the service quality of public 

and private banks in Lahore, Pakistan. Convenience sampling 

technique has been employed to collect the data from two public banks 

and two banks from private sector. Furthermore, 500 survey 

questionnaires based on modified SERVQUAL instrument were 

distributed among the employees of selected banks, and a total of 312 

were received back. To analyze the data, descriptive statistics and t-test 

have been used. Results indicate that in contrast to public banks, 

private banks have greater satisfactory perception in terms of service 

quality whereas; customers of private banks are more satisfied. Firstly, 

the findings of this research will help policy makers of banking sector 

to set customer oriented policies. Secondly, it will aid banks in 

customer retention, which would lead these financial institutions to 

survive in competitive market. 
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I. Introduction 
 Service sector plays an imperative role in the creation of wealth and economic 

development of a nation (Daniel and Harrington, 2007). It remains dominant in most of 

the countries with strong economies (Ostrom et al., 2010).With regard to the banking 

industry in Pakistan, intense competition has lead both foreign and local stakeholders to 

actively participate. As a result, this sector has been continuously expanding and 
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customized services have been offered (Khalid and Irshad, 2010).Moreover, emergence 

of modern technology has also played an important part in establishing the prevailing 

competitive environment, where the nature of competition has now shifted to service 

quality (Al-Eisa and Alhemoud, 2009). 

 

 Service quality is considered a competitive weapon for banks, because there is no 

noticeable differentiation among the banking products or services (Stafford, 1996). 

However, services with high quality can outmatch a bank from its competitors. In 

addition, factors such as customer retention and revenue are highly related with the 

quality of services (Bennett and Higgins, 1988), and vitally increase the market share 

(Bowen and Hedges, 1993). Therefore, financial institutions have recognized service 

quality as a key tool to achieve and maintain competitive advantage (Zeithaml et al., 

1996; Boltan and Drew, 1991). 

 

 During past few decades, after the privatization of banking sector, customer’s 

expectations from financial institutions are becoming high and can be fulfilled by 

continuous improvements in the quality of service. Moreover, public and private banks 

are two major domains of banking sector in Pakistan. Hence, maintenance of service 

quality has become a crucial issue, where it is need of the hour to analyze this quality of 

banks over time in order to enhance performance and meet customer’s expectations. 

Furthermore, perceived service quality can be used as an instrument to compare the 

performance of public and private banks of Pakistan (Hossain and Leo, 2009). In this 

regard, Berndt (2009) highlights that due to the increase in competition and variation of 

customer demands from time to time or from place to place, the satisfaction level of 

customers can be measured by perceived service quality. Therefore, it is necessary for 

banks to asses this aspect of their services. 

 

A. Objectives 

 Purpose of this research is to identify and compare the gap between service quality 

of public and private banks of Pakistan. It further pin points the areas for improvement, 

which need to be evaluated for getting advantage from competitor’s position. Findings of 

this paper will help the management of banks to understand its competitors, and implicate 

from outcomes to draw their service strategies in terms of current competitive 

environment. In this manner, result and conclusion will contribute to the existing 

literature of service quality in Pakistani banking sector. 

 

II. Literature Review 
 Service quality is a widely discussed topic in services marketing literature, and is 

considered an overall assessment of service provided (Al-Hawari, 2008). Concept of 

service quality is extracted from literature of consumer behaviour as well as confirmation 

and disconfirmation model. This model compares the before and after usage quality of 

services provided to customers with their expectations, which present the satisfaction or 

dissatisfaction level of customers with products or services (Gronroos, 2007).  

 

 The term quality has been defined by various researchers in multiple ways, such as 

a value (Feizenbaum, 1951), conformance to requirements (Crosby, 1979), and fitness for 

use (Juran et al., 1974). Correspondingly, service quality is defined as the general level of 

a service required to meet the customers’ needs or expectation (Asubonteng et al., 1996). 

Likewise, practitioners describe service quality in terms of key dimensions that customers 
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use while evaluating service (Ganguli and Roy, 2011).It has become more essential, 

because it has a direct relationship with financial performance, customer retention and 

satisfaction (Ali et al., 2012; Aslam et al., 2011; Al-Hawari, 2008). Moreover, service 

quality has also been recognized as a crucial factor in success of any business 

(Parauraman et al., 1988). Thus, it is widely used to evaluate performance of banking 

services (Cowling and Newman, 1995). Consequently, financial institutions are well 

aware that customer loyalty can only be established by providing better service quality as 

compared to competitors (Dawes and Swailes, 1999). Furthermore, high profits and better 

market share are also attained if concerned banks position themselves better than their 

competitors (Davies et al., 1995; Gounaris, et al., 2003). Therefore, it has been 

recommended by Chaoprasert and Elsey (2004) that banks should adopt and implement 

the concept of service quality as a core competitive strategy. 

 

 Perception of service quality and trust in services provider derives the level of 

customer satisfaction (Ismail et al., 2006; Aydin and Özer, 2005). With respect to this 

effect, Parasuraman et al., (1988) developed SERVQUAL model, the most widely used 

measure of pre and post use perception of service quality. Other than service quality, it 

has also assessed the reliability and validity of its measures in a positive way (Babakus 

and Boller, 1992; Brensinger and Lambert, 1990; and Finn & Lamb, 1991). A number of 

researchers such as (Crompton &Machay, 1989; Webster, 1989; Woodside et al., 1989; 

Johnson, 1988) have used the same technique in their work. Hence, SERVQUAL model 

categorizes and measures service quality in various dimensions, five of these are listed 

below with a brief explanation: 

 

A. Tangibility 

 This dimension includes things which can be touched, seen and has a physical 

appearance, for instance response of bank employees, equipments, and materials 

associated with services etc (Guo et al., 2008). Moreover, from the point of view of 

service providers, tangible things are important (Kumar and Kee, 2009; Jabnoun, 2003).  

 

B. Reliability  

 Reliability is defined as the sincerity or interest of banks as well as its employees 

in resolving the issues and complaints of customers while providing them promised 

services with honestly and ethics (Parasurman et al., 1985). Characteristics of reliability 

include fulfilling the commitments, assurances, completing contracts without any hidden 

or ambiguous clauses, having error-free record, providing and updating the required 

information to customers, offering on-time emergency services and additionally out of 

hour’s availability of services (Nantel and Bahia, 2000). 

 

C. Assurance 

 Assurance has a vital position in ensuring high quality of service in banks (Kumar 

and Kee, 2009; Nantel and Bahia, 2000). It is defined as the level of courtesy and 

knowledge showed by bank employees to customers during service provision (Blery et 

al., 2009). In the same way, assurance is also transferred to customers by showing 

admiration, courtesy, kindness and through neat appearance of employees (Kumar and 

Kee, 2009; Nantel and Bahia, 2000). 
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D. Responsiveness  

 This dimension refers to level of employees’ concern and their involvement in 

making available the required help for customers. It embraces the knowledge of 

customers’ needs and wants. Furthermore, it also incorporates an employee’s individual 

attention towards customers, to their problems, and keeping of security in their 

transactions (Kumar and Kee, 2009).  

 

E. Empathy  

 Empathy determines the strength of relationship between customers and 

employees. It comprises of personalization and importance given to customers by bank 

employees. Additionally, it includes convenient bank operating hours, locations, brand 

names and parking facilities (Kumar and Kee, 2009; Sureshchandar et al., 2002). 

 

III. Methodology 
 Aim of this study was to compare the perceived service quality of public and 

private banks as well as to identify gaps between their performances. For this purpose, 

convenient sampling technique was applied and data were collected via self-administered 

questionnaires distributed among customers of banks. Out of the total 500 surveyed 

customers, 312 responded back with completely filled questionnaires (166 from private 

banks and 146 from public banks of Lahore, Pakistan).Five service quality dimensions 

proposed by Parasuraman et al. (1988) and Wong et al., (2008) were considered in 

formulating the survey instrument for this research. In addition, a new dimension named 

“Technology” proposed by Ganguli and Roy (2011) and Ibrahim et al., (2006) was also 

added in theoretical framework.  

 

 The final questionnaire consisted of two sections: first part measured demographic 

information like education, age, occupation and gender, whereas second part measured 

the dimensions of service quality. Measures of all dimensions were adapted and then 

modified according to the contextual environment of Pakistan's banking industry. In 

order to assess the perception of customers, a five-point Likert scale ranging from 

1(strongly disagree) to 5 (strongly agree) was used. 

 

IV. Results and Discussions 
A. Respondents Profile 

 As discussed above, one part of questionnaire was designed to collect personal 

information of respondents; bank type, gender, age, education and occupation. These 

demographics are presented in Table 1, which shows respondent’s profile and depicts that 

46.8 % (146) respondents were from private banks and 53.2 % (166) were from public 

banks. Male respondents were 67 % (209) and females were 33 % (103). It further, 

evidences that 69.9 % (218) respondents were from age group of 18 to 27 years, 13.8 % 

(43) were between 28 to 37 years age, 5.4 % (17) belonged to age group of 38 to 47 

years, 5.8 % (18) were 48 to 55 years old and 5.1 % (16) were above 55 years.  

Table 1 also categorizes the respondents by their qualification. It illustrates that 40.7 % 

(127) customers were undergraduates, 21.5 % (67) were graduates, and 37.2 % (116) 

were post graduates and only 0.6 % (2) respondent’s fell in category of other education. 

Lastly, the frequencies of occupation prove that 37.2 % (116) customers were salaried, 

4.5 % (14) were self-employed people, 58 % (181) were students and 0.3 % (1) was 

found to be related with other professions. 
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Table 1: Respondent’s Profile 
Variables  Frequency 

(N = 312) 
Percentage 

(N= 312) 

Bank Private 146 46.8 

Public 166 53.2 

Gender Male 209 67.0 

Female 103 33.0 

Age 18-27 218 69.9 

28-37 43 13.8 

38-47 17 5.4 

48-55 18 5.8 

More than 55 16 5.1 

Education Undergraduate 127 40.7 

Graduate 67 21.5 

Post graduate 116 37.2 

Others 2 .6 

Occupation Salaried 116 37.2 

Self employed 14 4.5 

Student 181 58.0 

Others 1 .3 

 

B. Reliability Analysis 

 Reliability analysis was applied to assess the internal consistency of each measure. 

Table 2 gives the values of reliability coefficients (Cronbach Alpha) for each dimension. 

The statistics for all dimensions were considered very good as they lied above 0.6, which 

is the cut-off point representing internal consistency of all measures (Nunnally and 

Bernstein, 1994). 

 

Table 2: Reliability Analysis 
Variable Name Cronbach's Alpha N of Items 

Tangibility .701 4 

Reliability .715 4 

Assurance .738 3 

Responsiveness .709 3 

Empathy .768 5 

Technology .750 4 

 

C. Descriptive Statistics 

 Table 3 presents the descriptive statistics (mean scores and standard deviation 

values) of customer’s perception about service quality dimensions for both private and 

public banks. It demonstrates a significant difference in the scores for private banks (M = 

4.01, SD = .67) and public banks (M = 3.72, SD = .72; t = 3.63, p = .000, two-tailed). 

Perception of customers about tangibility of private banks is greater than that of public 

banks. Therefore, public banks should pay more attention on tangibles like physical 

facilities, waiting/parking spaces etc. Results of second dimension of service quality also 

show a significant difference in scores of private banks (M = 3.95, SD = .71) and public 

banks (M = 3.62, SD = .69; t = 4.07, p = .000, two-tailed). This proves that perception 

about reliability of private banks’ customers is better than the perception of public banks’ 
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customers. Thus, public banks can develop a positive perception of customers towards 

their reliability by ensuring the delivery of promised services. 

 

 Responsiveness refers to the willingness of employees to help customers and 

provide them quick services (Kumar and Kee, 2009). Statistics of responsiveness reveal a 

significant difference in scores of private banks (M = 3.99, SD = .77) and public banks 

(M = 3.44, SD = .77; t = 5.29, p = .000, two-tailed). This result represents that customers 

are more satisfied from the responsiveness of private banks. Moreover, satisfactory 

perception about responsiveness in public banks can be achieved by providing a quick 

response on request and prompt services to customers. Another important dimension of 

service quality is assurance, which refers to the ability of employees to inspire customers 

with knowledge, trust and confidence (Nantel and Bahia, 2000). Mean and standard 

deviation values of assurance show a significant difference in scores of private banks (M 

= 4.06, SD = .74) and public banks (M = 3.54, SD = .79; t = 5.94, p = .000, two-tailed). 

Furthermore, it depicts that perception of customers regarding assurance of private banks 

is better. Consequently, it is very important for bank employees to keep good 

relationships with their customers, which in turn will aid in retaining existing and 

attracting new customers.  

 

Table 3: Descriptive Statistics 
 Private Banks Public Banks T-test for 

equality 
of means 

p-value 

Mean SD Mean SD 

Tangibility 4.0171 .67381 3.7274 .72761 3.632 .000 

Reliability 3.9503 .71415 3.6250 .69290 4.079 .000 

Responsiveness 3.9155 .77490 3.4498 .77492 5.297 .000 

Assurance 4.0662 .74856 3.5442 .79586 5.944 .000 

Empathy 3.9356 .72242 3.5337 .71635 4.925 .000 

Technology 3.9983 .75515 3.7470 .74721 2.949 .003 

 

 Similarly, empathy is also considered an important dimension of service quality 

(Sureshchandar et al., 2002; Parasurman et al., 1985). Table 3 gives a significant 

difference in statistics of private banks (M = 3.93, SD = .72) and public banks (M = 3.53, 

SD = .71; t = 4.92, p = .000, two- tailed). This means that customers are more empathetic 

towards private banks. In the same way, values of technology, a dimension proposed by 

(Ganguli & Roy, 2011; Ibrahim et al., 2006) show a significant difference in scores of 

private banks (M = 3.99, SD = .75) than public banks (M = 3.74, SD = .74, t = 2.94, p = 

.003, two-tailed). According to results, private banks are ahead from public banks in 

gaining the satisfactory perception from customers. Therefore, public banks should 

provide better online and internet services in order to improve the perception of their 

customers about their technology. 

 

 From the above discussion, it is evident that private banks are providing better 

services as compared to public banks. Moreover, Sudesh (2007) also confirmed that lack 

of empathy and responsiveness are the reasons of poor service quality in public sector 

banks. However, on the other hand private sector banks are more reformed in these 

dimensions of service quality. Additionally, it is highlighted by Waqar ul Haq and 

Bakhtiar Muhammad (2012) that private banks exceed public banks in areas like 

performance, customer retention, satisfaction and customer loyalty. 
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V. Conclusion 
 Financial sector in Pakistan is continuously expanding from last few decades and 

an intense competition has been prevailing among public and private financial 

institutions. This research incorporates data of 312 respondents to identify the gap in 

performance of banks. A significant difference has been observed in perceptions of both 

categories of banks. Further outcomes reveal that perception of customers regarding all 

dimensions of service quality in private banks is more satisfactory and positive. 

Moreover, it is suggested that public banks should work on delivering improved services, 

retaining valuable human resources and run smooth processes. Literature review also 

proves that financial institutions like banks from all over the world have continuously 

been focusing on integration of technology with the objective of reducing their costs. 

Therefore, it is necessary for banks to provide enhanced and innovative services to make 

their customers satisfied by coming up to their expectations. Last but not least, this study 

will be helpful for managers to understand their competitors and develop suitable 

strategies. At the same time, there is still a need for larger scale prospective researches by 

increasing sample size in other cities of Pakistan, by adding mediating and moderating 

variables or extending the boundaries of research to by taking into account other 

industries.  
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