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ABSTRACT

The objective of this study was to examine the effect of Relationship Quality on customer
loyalty in the context of Commercial Bank of Ethiopia Addis Ababa.

The study used quantitative research approach to achieve the associated objectives. A survey
was made by taking 100 samples of CBE private current account holders as respondents
through conveniencesamplingmethod techniques to distribute structured questionnaire and
finally analysis and conclusion were made based on the data obtained from these

respondents.

The findings show that relationship quality dimensions have impact on customer loyalty. All
the independent variables are positively and directly related to customer loyalty particularly
in Commercial bank of Ethiopia. The relationship between customer satisfactions,
communication, and trust and customer loyalty is significant. The results indicate that
communication is the most determinant of customer loyalty among relationship quality
dimensions, thus affecting the firm’s relationship quality leading to customer intention

through effective communication with customers.

Key words: Relationship quality, Customer loyalty, Trust, Communication,

Commitment and Customer satisfaction
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CHAPTER ONE
INTRODUCTION

1.1. Background of the Study

As the competitive environment becomes more unsettled, the most important issue the sellers
face is no longer to provide excellent, good quality products or services, but also to keep
loyal customers who will contribute long-term profit to organizations (Tseng, 2007). To
compete in such overcrowded and interactive marketplace, marketers are forced to look
beyond the traditional 4Ps of marketing strategy, which are no longer enough to be

implemented for achieving competitive advantage.

Therefore, relationship marketing has become an alternative means for organizations to build
strong, ongoing associations with their customers. As a part of marketing strategy,
relationship marketing seek to acquire and retain customers by providing good quality
customer services, and therefore has become one of the keys to success in acquiring strong
competitiveness in the present markets, because of its implications for access to markets,
generation of repeat purchase, creation of exit barriers, and the view that it benefits all parties
(Andaleeb, 1996).

Relationship quality it is usually used to assess the effectiveness of relationship marketing
tactics. According to (Susanta et al., 2013) relationship quality and managing it properly has
become the core activity of marketing. Quality products and services into a common standard
in many industries and is no longer a major source of competitive advantage, organizations

adopt a relationship marketing as a means to differentiate themselves.

The literature on relationship quality suggests that the quality of relationship between the

parties involved is an important determinant of loyalty (Leverin & Liljander 2006) it is also



considered to be antecedent of achieving customer loyalty. Customersatisfaction and trust are
two basic components for measuring relationship quality. Higher level of relationship quality

is reflected by higher level of customer satisfaction and trust.

Customer loyalty was defined by (Oliver 1997,) as deeply held commitment to rebury or
patronize a preferred product or service consistently in the future, thereby causing repetitive
same-brand or same brand-set purchasing, despite situational influences and marketing
efforts have the potential to cause switching behavior. Customer loyalty is thought to be the
final goal that a firm applies relationship marketing tactics, by building long-term mutual

relationship with customers.

Relationship qualityis the overall appraisal tool relationship intensity and the degree to which
a relationship encounter the requirements and expectations between the service provider and
customer, based on a history of effective or ineffective encounters or events (Crosby et al,
1990).

Chakrabarty et al (2007) and Shwu-Ing& Pei-Chi (2011) concluded that the relationship
quality is formed by satisfaction, trust, communication and commitment. Therefore, in this
study, four variables of trust, communication, satisfaction and commitment are considered to

be variables related to relationship quality.

The researcher was conducting a thesis on the effect of customer relationship quality on
customer loyalty in the case of commercial bank of Ethiopia Addis Ababa. The banking
industry is chosen as the industry sector for this research as it presents rich information for
relationship practices. Even though several researches are undertaken in the subject area the
concept of customer relationship quality is an emerging thought for CBE and the study will
point out its effects on maintaining customer loyalty. Therefore according to the researcher it

becomes fascinating researchable area.



1.2. Statement of the Problem

Relationship marketing has emerged over the years as an exciting area of marketing that
focuses on building long-term relationships with customers and other parties. Relationship
marketing is particularly important to service industries because of the intangible nature of

service and high level of interaction with customers.

In the banking industry, offering quality services is very important to create closer
relationship with the entire customers. Quality of services has the power to create customer
satisfaction. On the other hand poor quality of services results in customer dissatisfaction and
customer defection by going to other competitors.

Sustainable and continuous survival of an organization mainly depends on its business
relation with its customers. When business firms direct their resources and all their efforts for
better accomplishment of their intended purposes, growth and profitability is entirely

influenced by the quality and reliability of their services.

Relationship Quality is one of the important outcomes of relationship marketing activity and
it is a critical success factor that influences the competitiveness of an organization. However,
very little attention had been paid to the concept of customer relationship quality in the
context of Commercial Bank of Ethiopia according to Customer service manager of CBE
Sengatera branch. This may be due to the fact that the effect of relationship quality to
customer loyalty is an emerging phenomenon to CBE. Therefore, these have left a huge gap
in literature concerning customer relationship quality and its effect on customer loyalty in the

banking industry of Ethiopia.

In addition most of the published studies like Mesay (2012) conducted in the banking
industry touched on the subject area of service quality and not relationship quality.

Therefore, this research seeks to make a contribution towards filling the knowledge gap



regarding the customer relationship quality in CBE by examining the role it plays in

developing loyal customers.

1.3. Research Questions

The followings are research questions are addressed by this study:

o~ D P

How does relationship quality influence customer loyalty of CBE?

How does relationship gualitydimensionsinfluence customer loyalty of CBE?

Which relationship quality dimension extremely affects customer loyalty?

How is relationship quality practiced in CBE to maintain loyalty of CBE customers?
Is there significant relationship between relationship quality dimensions and customer

loyalty?

1.4.  Objective of the Study

A. General Objective

The main objective of this study was to examine the effects Relationship qualityon Customer
Loyalty in CBE branches in Addis Ababa.

B. Specific Objective

To assess the influence of relationship quality on customer loyalty.

To examine how relationship quality is practiced in the CBE.

To examine the influence of customer satisfaction, trust, commitment and
communication to loyalty.

To assess the most determinant of customer loyalty among the relationship quality
dimensions used for this study.

To determine the significant effect of relationship quality dimensions on customer

loyalty.



1.5. Hypothesis of the Study

This section discusses the related hypothesis based on the literature review and the related

previous works by researchers. Therefore the study presents the following hypothesis:

H1: Trust significantly and positively affect customer loyalty.
H2: Commitment significantly and positively affects customer loyalty.
H3: Communication significantly and positively affects customer loyalty.

H4: Customer Satisfaction significantly and positively affects customer loyalty.

1.6. Definition of Terms
Relationship Quality:
Relationship Quality refers to the overall assessment of the strength of relationship between
two parties.
Trust:
Trust is defined as the customers’ willingness to rely on the banks for conducting various
banking activities and transactions.
Commitment:
Commitment is customers’ future intention to return, indicating that the relationship exists
over time to predict the continuity of the relationship with the banks.
Satisfaction:
Satisfaction is an affective or emotional state toward a relationship, typically evaluated
cumulatively over the history of the exchange.
Communication:
Communication implies maintaining relationship with valuable clients; supplying timely and
reliable information on services provided.
Customer loyalty:
Customer loyalty is a buyer’s overall attachment or deep commitment to a product, service,

brand, or organization.



1.7. Significance of the Study

The study primarily serves as a base for other studies into the field of relationship marketing
in Ethiopia, especially for the banking industry. It is hoped that information collected by the

researcher, would be of benefit to corporate bodies, academia and researchers.

The study would be significant in that it assess the effects of relationship quality oncustomer
loyalty; in turn it benefits the management and employees of CBE, the opportunity to
critically evaluate their relationship quality strategy and make the necessary changes to it. In

addition it provides customers the opportunity to see themselves as partners of the bank.

In general the finding of the research could contribute a lot to the banking service providers
on how to implement strategies that will meet their customer’s needs and ultimately win their

loyalty.
1.8. Scope of the Study

The study is delimited as both geographically and methodologically.
> Geographically, it is delineated on Commercial Bank of Ethiopia, grade four
branches, in Addis Ababa city.

» Methodologically, it is delimited to private (other than saving and government

accounts) current account holders.



CHAPTER TWO
REVIEW OF RELATED LITERATURE

This chapter discusses the theoretical framework, review of empirical studies and conceptual

framework of the study.

2.1. Theoretical Framework

The concept of relationship quality arises from theory and research in the field of relationship
marketing. Due to the importance of relationship marketing in today’s businesses,
relationship quality is essential for the assessment of relationship strength and satisfied

degree of customer needs and expectations (Crosby et al., 1990; Smith, 1998).

Relationship quality is defined as when the customers are able to rely on the salesperson’s
integrity and has confidence in the salesperson’s future performance because the level of past
performance has been consistently satisfactory (Crosby et al., 1990). In some service
contexts, since service is invisible and heterogeneous, customers would feel high uncertainty
and risk in the transaction (Li & Ho, 2008). Whereas, good relationship quality could reduce
service uncertainty and risk for the purpose of increasing customers’ reliability to develop
long-term relationships (Crosby et al., 1990; Li & Ho, 2008). In other words, higher quality
of relationship creates association between service providers and customers, and fosters long-

term stable exchanges where both parties can gain mutual benefits (Singh, 2008).

Relationship quality is the overall evaluation of the strength of relationship and its
conceptualization as a composite and multidimensional structure. To achieve a better
understanding of the relationship quality is important for several reasons:
1. The relationship quality represents a tool for diagnosing problems in establishing and
maintaining relationships with customers,
2. The relationship quality can be used as an efficient and useful tool in solving similar

problems and



3. The relationship quality is considered as a key element of customer value; which is
an important part of information when deciding in the field of investments (Kim et al,
2011).
Relationship quality does not have a widely accepted definition and measures (Singh, 2008).
Relationship quality had been regarded as a higher-order construct and critical role in the
customer decision-making or post-purchase process in marketing concept (Morgan &Hunt,
1994; Croshy et al., 1990). It has been viewed as one of the critical indicators that measure

the strength of the customer relationship (Garbarino& Johnson, 1999).

Crosby et al., (1990) thought that relationship quality is the main factor that affects
customers’ repurchasing behavior. High relationship quality means that the customers are
consistently satisfied with the performance provide by firms in the past consumption

experience.

Various dimensions have been used to measure relationship quality within marketing
researches. One attempt to conceptualize relationship quality has been proposed by (Crosby
etal., 1990) who viewed relationship quality as a high-order construct and should contain at
least two dimensions: trust and satisfaction. Morgan & Hunt (1994) drew the commitment-
trust theory by proposing that trust and commitment are two basic constructs for measuring
relationship quality. By integrating different research viewpoint, (Chakrabarty et al., 2007)
discussed that relationship quality is measured in terms of trust, commitment, and

communication.

Especially in the context of service markets, high relationship quality perceived by customers
is achieved through customer trusts and customer satisfaction, which are two key points for
service providers to consolidate stable long-term relationship with their customers, and in

turn achieve customer retention and loyalty behavior.



Although there are no consensuses regarding the components that form up relationship
quality, the study accepted that trust, satisfaction, commitment and communication are

significant factors for measuring relationship quality from customers’ perspectives.

2.1.1. Dimensions of Relationship Quality

a. Commitment

Goodman & Dion (2001)state that commitment takes place when a company wishes to
continue and strengthen relationship with the other party. (Shwu-Ing& Pei-Chi Li, 2011)
stated that commitment includes willingness to establish a stable relationship, willingness to
short term sacrifice in relationship duration and ensure a stable relationship. (Haghighinasab

et al., 2010) define commitment as the strongest sign to loyalty and continue the relationship.

Relationship marketing theory has extensively considered the roles of relationship
commitment in customer relationships. Morgan & Hunt (1994) define relational commitment
as existing when an exchange partner believes that an ongoing relationship with another is
sufficiently important to warrant maximum efforts at maintaining the relationship.
Commitment reflects the consumer’s voluntary willingness to remain in and make efforts

towards maintaining a relationship (De Waulf, et al., 2001).

Relationship commitment is an important component of relational exchanges. Research
shows that relationship commitment is at the core of all successful working relationship and
it is an essential ingredient for successful long-term relationships because committed
customers are the basis for business continuity and bring future value or benefits to those
they are committed to (Lemon et al., 2001). Committed customers feel loyal to the service
provider and are willing to put extra efforts or even sacrifice short-term benefits to maintain

the relationship. They are also more tolerant of minor errors from the service provider.

Two dimensions have been assigned to commitment in the marketing literature: credible and

attitudinal.



¢ Credible commitment is behavioral in nature and comprises the investments and
actions that keep parties attached.

< Attitudinal is the attachment bond itself, independent of past actions. Attitudinal

commitment can take two forms: an emotional, social sentiment (loyalty) and a

rational, economic calculation (calculative) (Gilliland & Bello, 2002).

Committed customers are positive in both attitude and behavior and they are described as
delighted with the brand. They can be depended up on continuing purchases and to engage in
positive word-of-mouth exchanges with other potential customers; this contribution is
particularly important in service settings in which customer-to-customer interaction is

significant element of the service experience (Rowyel, 2005).

b. Customer Satisfaction

Customer satisfaction has been paid much attention among theoretical literatures and
practical researches. It is also an expected outcome of implementing marketing activities, as
providing satisfying products or services to customers relates to success achieved in today’s
tensely competitive world of business. Fornell (1992) defined satisfaction as an overall
evaluation dependent on the total purchase and consumption experience of the target product
or service performance compared with repurchase expectations over time. Oliver (1997,
1999) reviewed satisfaction as pleasurable fulfillment which is sensed by customers in the
consumption. It means that “the consumer senses that consumption fulfills some need, desire,

goal, or so forth and that this fulfillment is pleasurable”.

In relationship marketing literatures, customer satisfaction has also been thought to be a key
performance indicator for evaluating the quality of a relationship between service provider
and customers. Customers’ expectations regarding costs and benefits of the relationship
mainly depend on past experience, and satisfying experiences increase the motivation and the
likelihood that an individual stays in the relationship (Mouri, 2005).

10



Customer perception to products or services has been widely used to measure customer
satisfaction. According to Li (2008), five emotions perceived by customers as below are
satisfactory:

(1) Satisfaction: the products can be accepted or tolerated;

(2) Content: the products bring people with a positive and happy experience;

(3) Relieved: the products remove people’s negative state;

(4) Novelty: the products bring people with freshness and exciting;

(5) Surprise: the products make customer unexpectedly pleased.

Most studies (Kotler & Armestrong ,2011) show that higher levels of customer satisfaction
lead to greater customer loyalty, which in turn results in better company performance.
In general, customer satisfaction enhances the quality of relationship between customers and

service providers, and increases the repeat purchase behavior.

c. Trust
Trust is generally regarded as a fundamental element for the success of relationship
marketing. Relationships between consumers and companies require trust to become a long-

term relationship (Berry and Parasuraman, 1991).

(Morgan & Hunt, 1994) define trust as an expectation or willingness to believe that an
organization can be relied upon to do what it has promised. The nature of trust in an
organizational relationship is the knowledge that the seller will not act in a risky manner that
is considered a threat by the buyer (Koeszegi, 2004).

(Ganesan,1994) states that trust is multidimensional in nature in that it can be attained (or
lost) by the seller’s keeping (or not keeping) promises to the buyer (credibility) or from not
behaving (or behaving) in opportunistic ways that harm the buyer (benevolence). In other
words credibility refers to the belief that a partner has the expertise and capabilities to meet

the expectations of the other partner in the relationship, so such partner’s promises can be

11



relied on. Benevolence refers to a firm’s confidence that the exchange partner will act in the
best interest of the firm and will not act opportunistically.

Trust or distrust often takes place with a relationship built up. As a supplier actively makes
relationship efforts, it provides evidence to customers that the supplier can be trusted,
concerns about the customers’ interests and is willing to make sacrifices for satisfying

customers’ needs in the relationship (Liang & Wang, 2008).

Investing in long-term relationship with customers thus helps to develop customer trusts and
improve the effective quality of a relationship in order to obtain mutual interests (Anderson
&Weitz, 1989). Customers with trusts in service providers’ capability would probably be
willing to commit to a service relationship for meeting their expectations (Morgan & Hunt,
1994).Even when the environment is changing, the customers would believe that the service
provider will take customers’ interests into account instead of doing anything harmful to the

development of relationship (Liet al., 2008).

In practical business activities, therefore, the development of trust is considered to be a
critical result of establishing a long-term successful relationship between all the parties
involved. In face of complicated service markets, customers tend to behave and make
purchasing decision depending on their previous consuming experiences. Investing in long-
term relationship with customers helps to develop customer trusts and improve the effective

quality of a relationship in order to obtain mutual interests.

Thus, Trust is considered so important to long-term relationships and enhancing customer
loyalty. Many researches have suggested that customers’ trust is a significant role in building

long-term relationship and achieving customer loyalty (Bowen & Shoemaker, 2003).

d. Communication
Communication is the basic component of business relationship initiation and development,

besides it is a variable that is frequently measured in order to estimate relationship

12



development (Andersen, 2001). In the context of relationship marketing, communication
implies maintaining relationship with valuable clients; supplying timely and reliable
information on services provided or planned changes and alterations of services as well as

proactive collaboration when problems occurs.

The goal of communication is formation of mutual understanding in early phases of
relationships, development of client loyalty and encouragement of desired client decisions
(Ndubisi, and Chan, 2005). Clients should feel that company demonstrates genuine interest in
the clients themselves as well as in their demands, requirements, and value systems and in
persuasive way introduce products, services or any other elements of general offer.
Furthermore, they should apparently see that company appreciates feedback and makes

adequate decisions (Gronroos, 2004).

Sharma & Patterson (1999) state that communication efficiency increases commitment in
respect to relationship. This justified Morgan & Hunt (1994) proposition that ensuring easy
communication flow is an important feature of strong relationship. Therefore, efficient
communication between institution and clients determine better relationship and client
loyalty (Ndubisi, 2007).

2.1.2. Customer Loyalty

Customer loyalty is the most important goal of implementing relationship marketing
activities. (Oliver, 1997) defined customer loyalty as a deeply held commitment to rebury or
patronize a preferred product or service consistently in the future, thereby causing repetitive
same-brand or same brand-set purchasing, despite situational influences and marketing

efforts having the potential to cause switching behavior .

Customers are the driving force for profitable growth and customer loyalty can lead to
profitability (Hayes, 2008). Loyal customers are less likely to switch to a competitor solely
because of price, and they even make more purchases than non-loyal customers (Bowen and
Shoemaker, 2003).

13



It is thus essential for vendors to keep loyal customers who will contribute long-term profit to
the business organizations (Tseng, 2007). Attempt to make existing customers increase their
purchases is one way to strengthen the financial growth of a company (Hayes, 2008). The
main theme in customer relationship marketing is to gain and retain customers (Gronroos,

1995) Because of the positive influence that customer loyalty has on profitability.

(Hennig-Thurau et al., 2002) state that customer loyalty is the “primary goal” of relationship
marketing. Development of customer loyalty has become an important focus for research
marketing strategy in recent years (McMullan, 2005).

According (Olorunniwo et al., 2006) loyal customers’ affects profitability and overall success
of the organization in three ways. First, repeat customer purchases generate revenue for the
company, second, organizations can reduce the financial commitment in retaining customers
than to recruit new customers and third, loyal and satisfied customers are spreading the good

news and recommend the service to others.

Nowadays researchers define Loyalty in relation to different marketing features such as
service loyalty, product loyalty, chain or store loyalty and brand loyalty (Rauyruen & miller,
2007). The service market and consumer context are two important aspects of Loyalty which
have been studied by investigators (Rauyruen & miller, 2007). Repeat purchase behavior was
the first view of Loyalty which started in past and was extended by comprise consequences,
factors and antecedents. Loyalty has a direct effect on company performance (Zineldin,
2006).

To understand Loyalty concept provides the firms with a better management of their
relationship with customers or consumers in order to develop long-term investment and
profitability (Zineldin, 2006). According to literature review, there are three principal areas

of Loyalty: Behavioral loyalty, Attitudinal Loyalty and Composite Loyalty.

14



a. Behavioral Loyalty
(Rauyruen & Miller 2007) stated that behavioral loyalty can be defined as the tendency of
average client to repeat the purchase of the goods and products or services, and retain a
relationship with company. Behavioral loyalty studies have focused on interpreting patterns
of repeat purchasing as a manifestation of loyalty. The emphasis is on past rather than on
future actions (Zins, 2001).

b. Attitudinal Loyalty
Attitudinal loyalty, in contrast to behavioral loyalty, is distinguished from repeat Buying.
(Zins, 2001) mentioned that the customers’ emotional and intellectual process is affected by
stimuli and responses. (Reuyruen& Miller, 2007) identified attitudinal loyalty as the degree
of clients’ psychological attachments and attitudinal advocacy into company. Attitude
determines the grade to which a customer's position towards a product or service is desirable.
Variables of attitudinal loyalty include recommendation of the service to others, positive

word of mouth, and commitment to a preferred firm (Reuyruen&Miller, 2007).

Several researchers reported that in the attitudinal approach, loyalty has three phases:
cognitive, affective and conative (Oliver, 1997).

1. Cognitive loyalty- is considered to be the first phase in the loyalty formation process.
Cognitive loyalty is based on belief and consists of prior knowledge or recent
experience, including product or service features such as price;

2. Affective loyalty- it is characterized by emotional preferences for products and is
represented by a liking or positive attitude towards the brand, which can emerge from
satisfaction and

3. Conative loyalty, which is considered to be a behavioral intention. It characterized by

repeat purchase and brand specific commitment.

15



c. Composite Loyalty
Composite loyalty is a merger of behavioral and attitudinal loyalty, and is expected to have a
better anticipative power (Reuyruen& Miller, 2007; Zins, 2001). (Dick &Basu, 1994)
suggested that loyalty status can be assessed in terms of the strength of the relationship
between relative attitude and repeat patronage, which could be compared with competing
offerings. The composite definitions suggest that loyalty should always comprise favorable

attitudes, intentions and repeat-purchase.

2.1.3 Customer loyalty in the service provider organizations

Customers remain loyal, not because of promotions and marketing programs, but because of
the value they receive (Payne et al., 1995). Key findings of Gee et al (2008) indicates that
organizations must understand what drives both value and delight for their customers and
adopting a customer centric vision enables an organization understand their customers,
deliver customer delight and drive for loyalty. They also pointed out different customers have
different requirements and will be delighted in different ways and appropriate monitoring of
customers is important to ensure that customer defections are not masked by customer
acquisitions. This is essential for the sustainable growth of an organization. Analysis of
defecting customers allows an Organization to profile at risk customers where appropriate
preventive measures can be put in place to reduce customer defection (Gee et al., 2008).

According to Huseyinet al (2005) findings, it is more expensive to find and attract a new
customer than it is to retain an existing one and banks need to redefine their corporate image
to one that emphasizes service quality by introducing standards for service excellence to
make loyal. The study conducted by Huseyinet al (2005) has shown that customers are
looking for banks that keep their promises, instill confidence in the customer about the way
they handle transactions, provide prompt service and have employees that are competent and
always willing to help the customer. They also argued that due to the highly interactive
nature of the employee-customer relationship, including input from employees on what

constitutes service excellence would be beneficial for banks and need to reassess what
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customers expect from them in terms of products and services and thus, provide client

specific services is very important.

As Balakrishnan and Els (2008) states service initiates aimed at customer relationship
management often look at four areas such as satisfaction, retention, loyalty and lifetime
profitability. They also suggest a fundamental criterion for the success of customer initiative
schemes is making sure that customer perceived value is met or better still, whether it is
exceeded and organizations should evaluate future service schemes with respect to cost and
results. They also pointed out that in a competitive environment where the customer has
myriad choices and few switching costs, loyalty could from the organization point of view

decrease costs and increase revenues.

According to Gee et al., (2008) the need for businesses to retain customers is an important
issue in today’s global marketplace. They also suggested that to retain customers, a business
must build long-term relationships with profitable customers. Good communication in
service organizations should affect all aspects of the relationship, but largely trust,
satisfaction, and loyalty (Ball et al., 2004). Interactions between the customer and the service
organization lie at the heart of service delivery and people who deliver the service are of key
importance to both the customer they serve and the employer they represent (Huseyinet al.,
2005). They also indicated that bank customers want a high degree of interaction with bank

staff that are sensitive to their needs and expect personalized service.

The findings of Ndubisi (2007) suggested that the greater the trust in the bank, the higher the
level of the bank’s commitment, the more reliable and timely its communications and the
more satisfactorily it handles conflicts, the more loyal its customers will tend to be. Effective
communication affects customers to stay with a provider of banking services. Loyalty can be
nurtured by providing timely and reliable information, for example about the uses and
benefits of new banking services or about the status of transactions. It can also be reinforced
by the provision of honest information on what the bank is doing about existing problems

and what it does to anticipate potential ones.
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2.1.4. Components of Customer Loyalty

A. Word-of- Mouth Communication
Word of mouth evaluates the effectiveness of products and services offered by the company
based on available customer recommendations to the potential customer (Shwu-Ing et al.,
2011). Word of mouth is to talk about products and services between those who offer a
product or service independent of the company. This could take the form of bilateral talks or
just unilateral recommendations and suggestions. But the main point is that these
conversations take place among people who are thought to have little benefit in encouraging

others to use the product (Sweeny et al., 2007).

Consumer’s response probability to the proposal of a friend, colleague or trusted advisor is
much more than the reaction to a commercial message and this reaction are not solely limited
to data collection but often results in purchasing the product. Consumers trust to all
comments from friends, family and acquaintances, because these comments are sincerely and

without prejudice (Podoshen, 2008).

Effectiveness power of other’s recommendations comes from three key factors:

« First, how to communicate verbally is a key factor in advertising. Most of arguments
with family or friends lead to build support for them to perform certain behaviors.

s Second, unlike the one-way communication, such as commercials, advertising,
customers’ word of mouth applies a two-way flow. Power of two-way
communication flow comes from the fact that a person can ask questions, receive
comments and follow useful results.

% Third, customer’s verbal advertising has the vicarious experience characteristic which
means that the people who are talking with each other about products and services,
they have experienced that product or service. Verbal advertising is even more
important in the final stages of the buying process, since it causes assurance of

consumer (Ranjbaran et al, 2011).
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B. Re-Purchase Intention
Repurchase intentions simply refer to the likelihood of using a brand again in the future
(Fornell, 1992) the concept of repurchase and the factors influencing it has been investigated

by many scholars.

Repurchase is defined as a consumer’s actual behavior resulting in the purchase of the same
product or service on more than one occasion. The majority of consumers’ purchases are
potential repeat purchases (Peyrot & Van Doren, 1994). Customers buy similar products
repeatedly from similar sellers, and most purchases represent a series of events rather than a
single isolated event. While repurchase is the actual action, repurchase intent is defined as the
customer’s decision to engage in future activities with the retailer or supplier (Hume et al.,
2007). Two forms of repurchase are identified: the intention to re-buy (repurchase), and the
intention to engage in positive word-of-mouth and recommendation (referral) (Zeithaml et
al., 1996).

2.2. Review of Empirical Studies

Theoretical literature review shows that several studies on this topic have been carried in
which each of them have looked over the subject of relationship quality from a special

insight and have examined it in different aspects and the following are some of them.

(McDonnell et al., 2011) in a study showed that the relationship quality has a positive impact
on customer loyalty. Key factors related to the relationship quality in (Wei- Ming et al.,
2011) include satisfaction, trust and commitment and customers with higher relationship

quality have more loyalty to the company.

Research conducted (Majid et al., 2012) aims to evaluate the effect of relationship quality on
lifetime value of bank customer. Research findings show that the studied Banks are at a fairly
good level in relationship quality and good level in customer lifetime value. Also by
examining the study hypothesis and test of the model, the positive effect of relationship

quality on customer loyalty is confirmed.
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(Mousavi, 2012) the main aim of this study is to describe the main components of
Relationship Quality and Loyalty, also their importance in success of companies. The study
concludes that there is a strong positive correlation between customer satisfaction, trust,
commitment and customer loyalty, thus the major dimensions of Relationship Quality

influence customer loyalty.

(Vuuren et al., 2012) following the research findings, customer satisfaction seems to have the
largest influence on customer loyalty. In addition to customer satisfaction, the other two
variables investigated (trust and commitment), as the analysis of the empirical results showed
that, consistent with the literature review, they too could have an impact on the loyalty of

customers.

In general, the above empirical findings of previous researches help us to aware and
understand the relationship between relationship quality customer value and customer
loyalty.

2.3.  Conceptual framework and Hypothesis development

The chart below shows the proposed framework that was used in this research project. The
proposed framework is adapted from the study of Roberts et al. (2003) and Rauyruen and
Miller (2007). The purpose of this study is to examine the effect of relationship quality on
customer loyalty. There arefour independent variables that would be used to study the effect
of relationship quality on customer loyalty. The independent variables are trust, satisfaction,
commitment and communication. Dependent variable is customer loyalty that is measured by
customers’ willingness to share information, say positive things to others, recommend the
service providers to friends, continue purchasing the service, purchase additional services

and test new services.

The framework was developed as a result of thorough reviewed and analysis of past studies

grounded on the issue of relationship quality and customer loyalty. The purpose of this
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framework is to serve as a guidance which governs the research towards achieving its
objectives. The previous model suggested by Roberts et al. (2003) and Rauyruen and Miller
(2007) was being modified to adapt and fit in the nature of banking industry which intended
to study. This is due to the possibility that the relationship among constructs stated in the
framework might differ from one industry to another industry as a result of different business
nature.

In this framework, there are four hypotheses identified to test the relationship between

variables that will be discussed further in hypotheses development.

Figure 1: Conceptual framework

Independent Variable

Dependent
(V) Variable
Relationship Quality (DV)

Satisfaction

Communication

\ Customer

Commitment

Source: Developed for research

Hypotheses Development

a. The Relationship between Trust and Customer Loyalty.
Numerous studies indicated that trust has a significant positive relationship with customer
loyalty (Roberts et al., 2003; Rauyruen & Miller, 2007).
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Based on several studies reviewed earlier, the fundamental and core component of
establishing as well as maintaining a long-term relationship with the individual or business
customers is trust (Morgan & Hunt, 1994; Wong &Sohal, 2002; Roberts et. al., 2003).

In addition, trust builds up the confidence of parties that engaging in a relationship and result
in extended benefit for both parties (Roberts et al., 2003). Therefore the following hypothesis
is developed and proposed in the research based on the review of past studies conducted by
various researchers.

H1: Trust significantly and positively affect customer loyalty of CBE customers.

b. The Relationship between Satisfaction and Customer Loyalty.
A negligible variation in customer satisfaction can result in a significant alteration in
customer loyalty towards the relationship between themselves with the service provider
(Oliva, Oliver & MacMillan, 1992). Customers are expected to have little engagement in
loyal actions when they are not satisfied with the services provided by the firm. Dissatisfied
customer who have little engagement in loyal conduct is a signal to dissolution of

relationship between the customer and the service provider (Butcher et al., 2001).

Based on past researches conducted by multiple researchers, a sense of satisfaction by
customer during and after the service delivery process with the service provider would
directly and positively influence their loyalty towards the company. Besides that, past
research also shows that customer satisfaction will influence customer loyalty significantly
(Butcher et al., 2001; Rauyruen & Miller, 2007).

The hypothesis below is developed and proposed in the research based on reviewed of past
studies conducted by several researchers.

H2: Customer Satisfaction significantly and positively affects customer loyalty of CBE

customers.
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c. The Relationship between Commitment and Customer Loyalty.
Commitment is shown to have positive impact on customer loyalty and their loyal behavior
including repurchases based on a number of past studies conducted by various researchers
(Morgan & Hunt, 1994; Rauyruen & Miller, 2007). Customer’s willingness to continue
actively involved in developing and maintaining relationship with its service provider play an
essential role in influencing relationship performance (Morgan & Hunt, 1994). It is because
loyalty that the customers have towards in a business relation is parallel to their commitment
they have towards their relationship with the firms (Morgan & Hunt, 1994). A hypothesis is
developed on the relationship between customer commitment and their loyalty as shown is
various past researches.
H3: Commitment significantly and positively affects customer loyalty of CBE
customers.

d. The Relationship between Communication and Customer Loyalty.
Studies revealed that communication is also an important dimension of relationship quality
and it is positively and directly related to the creation of customer loyalty (Meng& Elliott,
2008; Alrubaiee& Al-Nazer, 2010). Perceived risk of services can be reduced when
customers are well-informed by their service providers and so customers are more likely to
engage in enduring relationship with the organization (Ndubisi, 2007).Timely and truthful
information that is communicated to the customers also helps to develop and sustain an
enduring relationship with customers (Alrubaiee& Al-Nazer, 2010).
The hypothesis below is formed and proposed in our research after the review of past studies.
H4:Communication significantly and positively affects customer loyalty of CBE

customers.
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CHAPTER THREE
RESEARCH METHODOLOGY

This chapter covers the research design, population and sampling techniques, type of data,
instruments of data collection, procedures of data procedures and methods of data analysis of
the study.

3.1. Research Design
This study was conducted on deductive approaches because there are available literatures that
describe relationship quality and customer loyalty, so this helps the researcher to develop

easier way based on the solid theoretical backgrounds.

The theme of the research was based on quantitative approaches to collect and analyze the
data having quantitative nature. Quantitative approach was used for the data collected from

respondents through structured questionnaire.

As this study aims to examine the impact of relationship quality on customer loyalty of banks
from the viewpoints of banking clients, thus it targets to measure relationships between

variables, a combination of descriptive and explanatory type of research were used.

> Descriptive type of research was used because it involves investigation which
provides detailed picture of the situation and detail description of the findings
displayed in tables and charts as well as to develop inferences on the relationship
between Relationship Quality and Customer loyalty.

> Explanatory type of researchwas also applied since it enriches and Support the

previous theories through comparing our findings with research questions.
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3.2. Population and Sampling Techniques
A. Population of the Study

The population of the study encompassed private current account holders’ of commercial
bank of Ethiopia grade four branches in Addis Ababa which are twenty two in numbers (MIS
of CBE at march, 2015); The population is a composition of varied background

characteristics in terms of sex, ages, level of education and experiences.

B. Sampling Techniques

The sample units for this study are private current account holders of grade four branches
under Addis Ababa city constituting sample of eight branches were selected each of two from
the four districts. Accordingly

v Sengatera and Finfine were selected from south Addis district;

v Addis Ababa and Bole branches were selected from east Addis Ababa districts;

v Mehal Gebeya and Addis ketema were selected from west Addis Ababa district and

v Arada Georges and Gulele branches selected from north Addis Ababa district.
The sample size of private current account customers of the branches was determined by

using estimation method given by Yamane (1967) cited in Israel (2003) as:

Yamane’s formula:

n=N/1+N (e)?

Where, N= total number of customers/employees in the selected eight branches

n=stands for the sample size which will be drawn

e= level of precision or sometimes called sampling error (is ranges in which the true value of
the population would be estimated. the study was used 10% level of precision because the
target population is homogeneous, as suggested by Kish (1965), cited in Israel, 2003).
Accordingly Sample Size of the customers using the Formula is:

n=N/1+N (e)
n=19,689/1+19,689(0.1)°
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=99.49=99.5=100 customers were respondents of the questionnaire

Therefore the following table shows the number of private current account customer in eight

branches in the four Addis Ababa districts.

Table 3.1.List of branches and number of private account holders

Name of districts

Name of Branches

Number of

private current

account holders | percentage Sample size
South Addis o
o Finfine branch 2,931
Ababa district 14.87 15
Sengatera branch 1,599
8.12 9
West Addis
o Addis ketema 1,739
Ababa district 8.83 9
Mehal Gebeya 2,258
11.47 11
East Addis Ababa
o Bole 2,178
district 11.10 11
Addis Ababa 6,674
33.89 33
Arada Georges 1,498
7.60 8
North Addis
o Gulele 812
Ababa district 4.12 4
Total 19,689
100 100

Source: MIS of CBE, at March, 2015
Therefore, the unit of analysis was 100 private current account holders in the selected

branches, 15 from Finfine, 8 from Arada Giorgis, 9 each from Sengatera and Addis ketema,
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11 each from Mehal Gebeya and bole and 4 from Gulele branch were selected as a

respondent.

Non-Probability sampling technique was used as a sampling technique in which some units
of the population have zerochance of selection or where the probability of selection cannot be
accurately determined. Thus, the study used convenience sampling method to survey the
effect of relationship quality on customer loyalty from the perception of CBE private current
account holders as the samples are accessible to the researcher,expecting that the researcher
would get the necessary data.
3.3. Type of Data and Instruments of Data Collection

The researcher was used quantitative type of data. Data obtained through questionnaire, data
that describes numerical figures such as number of clients in different branches, total number
of grade four branches in Addis Ababa and the like obtained from MIS of CBE etc. were
quantitative data types that were used in this research,
Quantitative data were collected from primary and secondary source of data.
The primary source of data was:

» Respondents (selected customers) that were willingly filled and returned the

questionnaire

The secondary source of data was:

» MIS department of commercial bank of Ethiopia providing valuable data for this

study.

» Company manuals and brushers.

In addition to the primary and secondary data sources, other sources through reviewing

recent and relevant literatures from online sources especially journal articles.
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3.4. Procedures of Data Collection
Two categories of data collection techniques used in scientific research are quantitative or a
qualitative research design. However for this study quantitative designwas intended to collect

primarily quantitative data such as numeric scores and metrics.

The research instruments was structured questionnaires, designed relevant to the problem
statement, related research objectives and hypotheses which was distributed to private current
account holders’ clients in order to identify the impact of relationship quality on customer

loyalty from the client viewpoint.

Section one of the questionnaires gathered demographic data of the banking clients. Section
two gathered the perceptions of banking clients on the four relationship quality dimensions
(trust, commitment, customer satisfaction and communication) and customer loyalty,

specifically in terms of the selected independent variables and dependent variables.

A 5-point Likert-type scale designed by Rensis Likert; this is a very popular rating scale for
measuring ordinal data in social science research. This scale includes Likert items that are
simply-worded statements to which respondents can indicate their extent of agreement or
disagreement on a five or seven-point scale ranging from “strongly disagree” to “strongly
agree. A 5-point Likert-type scale was used as this form of scale is generally regarded as the
most suitable for respondents.

The relevant data were also collected from different data sources that help to fill the
knowledge gap and understand the concepts, definitions, theories and empirical results

through reviewing various relevant journals articles from internet sources.

The questionnaires were designed from the literature review.

% To measure Trust, Ulaga and Eggert (2004); Morgan and Hunt (1994); Crosby et al.
(1990); Wong and Sohal (2002).
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s To measure commitment Adapted from Ulaga and Eggert (2004); Morgan and Hunt
(1994); Wongand Sohal (2002).

% To measure customer satisfaction, the researcher used a scale, which was a
modification of the one developed by Morgan and Hunt(1994)

%+ To measure communication adapted from Sharma and Patterson (1999).

% To measure loyalty the statements were adapted from Sharma and Patterson (1999);
Palaima and Auruskeviciene (2007) and

+«+ To measure customer value were adapted from (Khan, Kadir and Wahab, 2010) and

(Anguelov and Hilgert, 2004).

3.5. Methods of Data Analysis
After the data have been collected, then the researcher made post coding so as to minimize
the complexity of data entry. The data entry method was done by using statistical process for

social science (SPSS, version 16.0).

After the accomplishment of this all process, the analysis of data was started to draw
important conclusions that reflect the researcher’s interest of inquiry stated right at the
beginning of the study (Arega, 2007).

Quantitative analysis techniques were employed to demonstrate processed data in absolute
terms through the use of descriptive statistical tools such as frequency, mean and standard
deviation of results with the help of statistical process for social science (SPSS). The
researcher was also used correlation and regression method of analysis to identify and

examine the link between basic variables.

3.6. Reliability and Validity
Reliability and Validity are the two important characteristics of every measure of materials
such as questionnaire. Reliability is defined as be fundamentally concerned with issues of
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consistency of measures. (Bryman&Bell, 2003) Reliability analysis involves ascertaining the
extent to which measurements of a particular test are repeatable.

Validity is defined as how much any measuring instrument measures what it is intended to
measure. Bryman& Bell (2003) also suggested that the important issue of measurement
validity relates to whether measures of concepts really measure the concept. Content validity
in this study would be ensured as most of the scales employed would be adopted from

established scales that have been already subjected to content validity tests or analyses.

Before analyzing the collected data the reliability of the main items of the questionnaire was

tested by using Cronbach’s alpha.

Table 3.2.Reliability statistics of the five point Likert scale questions

Reliability Statistics

Cronbach's Alpha Based on
Cronbach's Alpha Standardized Items No. of Items
.886 .89 20

Source: own survey, 2015

Therefore, the reliability of 20 items that are critical to measure the effect of relationship
quality and customer value on customer loyalty has been tested by using Cronbach’s
alpha.

Reliability coefficient which are more than or equal to 70 % (A> 0.7) is acceptable. So,
Reliability of the question was evaluated and the result Cronbach’s Alpha was used to
test the reliability of the materials used in this research. Thus, the reliability coefficient
of the above item is above 70% and/or the overall reliability test for the item is

89%.This implies that the item were reliable and understandable to the respondents.
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CHAPTER FOUR

RESULTS AND DISCUSSIONS

This chapter deals with the results and discussion of data collected through questionnaire in
the study.It includes descriptive statistics, correlation, multicollinearity analysis, multiple

regressions and summary of hypothesis testing.

4.1. Demographic profile of Respondents

I.  Gender of Respondents
Based on the findings in table 4.1, males were 59% out of the total respondents while the
females were 41%. Therefore, the majority of respondents were males. It can therefore be

said that majority of the bank’s private current account holdersin Addis Ababa are males.

Table 4.1: Gender of Respondents

ltems | £ requency Percent Cumulative Percent

Male 59 59.0 59.0
Female 41 41.0 100.0

Total 100 100.0

Source: own Survey, 2015

Il.  Age of Respondents
Based on Table 4.2, 100 respondents are involved in this survey. The respondents who are
aged between 18and 25 made up of 31% (31 respondents) of the total respondents, those
whose age in the range of 26 to 35 years oldwhich formed the highest age group constitute
38% (38 respondents) of the total respondents, 36 to 45 years old comprises 14% (14
respondents) of the total respondents, followed by 46 to 55 years old constitute 11% (11

respondents) of the total respondents and 6% of respondents (6 respondents) are represented
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by those whose aged of 56 and above.. This implies that the bank has youthful and very

energetic customers.

Table 4.2: Age of Respondents

Items Frequency | Percent Cumulative Percent
18-25 31 31.0 31.0
26-35 38 38.0 69.0
36-45 14 14.0 83.0
46-55 11 11.0 94.0
56 and above 6 6.0 100.0
Total 100 100.0

Source: own Survey, 2015

I11.  Educational Background of Respondents

Table 4.3 displays 5% of the respondents had basic educational background, 6% had
professional certificate, Respondents with college diploma recorded as of 23%. Those who
have first degree or more share 66% of the respondents. Therefore, it is possible to say that,
the majority of private current account holder clients in CBE at Addis Ababa have high
educational backgrounds, so their business know how and understanding might be
satisfactory.

Table 4.3. Educational Background of Respondents

Valid Cumulative
Frequency |Percent [Percent Percent
\Valid basic education 5 50 50 50
professional 6 6.0 6.0 11.0
certificate
college diploma 23 23.0 23.0 34.0
first degree or more |66 66.0 66.0 100.0
Total 100 100.0 100.0

Source: own Survey, 2015
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IV. CBE Branches in which customers have account

Figure 4.1: List of Branches

9.0% name of branch in
which customers have
account

B acdis ababa

M acidis ketema

O arada giorgis
bole

O gulele

W finfine

B mehal gebeya

O sengatera

10.0%

Source: own Survey, 2015

Form the data presented in figure 4.1; 33% of the respondents were from Addis Ababa
branch, 15% were from Finfine branch 11% were from Mehal Gebeya, 10% of them from
bole branch, 9% of the respondents were each from Addis ketema and Sengatera and the
remaining 8% and 5% from Arada Giorgis and Gulele respectively. From this the study
concludes that Addis Ababa branch has large number of private current account holder

customers comparatively to other branches.
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V.  Number of Year Spent as a Client of Commercial Bank of Ethiopia
The number of years spent as a client of CBE was considered to determine the longevity of
relationships existed between CBE and CBE customers. The findings were exhibited in the

chart below.

Figure 4.2: Years Spent as a Client

20.0% -

15.0% ]

10.0%= 7

Percent

5.0%

" ....H.ﬂﬂ.mﬂﬂmmﬂmmmﬂﬂ

L
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number of years customers spent as customer of che

Source: own Survey, 2015

The above figure shows that majority of the respondents spent 1-5 years as customer of CBE
and the others spent 6- 37 years as customers of CBE. According to the figure above there
are few customers who spent longer period of time with the bank.

4.2. Descriptive statistics of Relationship Quality Dimensions and
customer loyalty

This section illustrates the descriptive statistics for each main constructs and its dimensions
using Mean and Standard deviation.
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Relationship quality, the main variable was measured by (30) items divided in to (4)
dimensions: Trust which measured by (6) statements, Customer satisfaction, Commitment
and Communication each measured by (8) statements within the questionnaire. The other
variable, which wascustomer loyalty measured by (9) statements within the questionnaire

respectively.

Trust is related to the customers’” willingness to rely on CBE. Accordingly the above table
4.4 shows (mean value = between 3.92 & 4.07 with std. deviation=between 0.983 &1.119).
Therefore, for most of respondents, agree on the trustworthiness of CBE and “Reliability”
appears to be the attribute for trust which has the highest mean value of 4.07. On the other
hand, the statement “trust the bank” is the attribute which has the lowest mean with a value
of 3.92.

Table 4.4: Descriptive Statistics for Trust Dimensions

n Mean Std. Deviation

Items Statistic  [Statistic ~ |Statistic
The bank is trustworthy on important 100 4.02 1119
things
| trust the bank on anything | ask of 100 392 1041
them
the bank's relationship has made us 100 305 1.009
trust each other
ch%ness of _bank staff makes you 100 401 1.030
continue trusting the bank
| feel mor? conflden_t when | 100 4.06 933
purchase services from this bank
according to our past business
relationship, I think CBE is a reliable|100 4.07 1.008
bank
Valid N (list wise) 100

Source: own Survey, 2015
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Satisfaction is related to the customers' positive emotional state resulting from utilizing
services that are provided by CBE. Thus, Table 4.5 shows that majority of the respondents
were satisfied by commercial bank of Ethiopia as the mean value ranges between 3.62 and
3.96 with standard deviation ranges between 0.989 and 1.129.In addition Based on the
statistical result displayed in the table “comfortable relationship” is the statement under the
independent variable of satisfaction which has the highest mean with a value of 3.96. In

opposition to the statement “comfortable relationship”, “quickly solve problems” appears to

be the statement which has the lowest mean of 3.62.

Table 4.5: Descriptive statistics for Customer Satisfaction Dimensions

N Mean Std. Deviation
items Statistic  |Statistic Statistic

Generally, I am satisfied with the

services of this bank 100 3.17 1.062

| am very pleased with what this

bank has done for me over time 100 3.74 1.001

I am comfortable about the
relationship with CBE

The bank quickly solves my
problems

99 3.96 .989

100 3.62 1.062

I will always choose this bank over

100 3.72 1.129
any other banks

I made the right decision when I

decided to use this bank 100 3.87 1.107

| always feel satisfied in the
relationship with CBE

The personnel of the bank are
courteous and friendly

Valid N (list wise) 99
Source: own Survey, 2015

100 3.74 1.021

100 3.92 1.032
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The table below demonstrates perceptions of respondents on the following selected
commitment items such as customers’ commitment to maintain and develop strong
relationship with CBE. The findings were represented at mean score of each items with
corresponding standard deviation based on the five point Likert scale with strongly disagree
as minimum score and strongly agree as a maximum score.

Commitment is related to the customers' future intention to return indicating that the
relationship exists over time to predict the continuity of the relationship with CBE. The result
from the above table revealed that mean value ranges between 3.70 & 3.96 with SD between
0.963 &1.150.Therefore, Table 4.6 indicates, there is high commitment between the
customers and CBE to build long term relationship for the mutual benefit of the two parties.

Table 4.6: Descriptive Statistics for Commitment Dimensions

N Mean Std. Deviation
Items Statistic  [Statistic Statistic
I have strong commitment with CBE |100 3.70 1.150

I have intention to maintain and

develop strong relationship with CBE 100 3.77 1.081

This relationship requires a lot of

] 98 3.73 1.099
efforts and involvement

CBE spends enough efforts to keep

quality  relationship ~ with  its|100 3.82 1.009
customers

Bank employees are willing to help

customers and to provide quick|100 3.96 .963
services

| feel the staff of CBE have

commitment towards my needs 100 385 1.029

| expect my relationship with CBE to

. . 100 3.95 1.067
continue for a very long time

| want to remain a customer of this

bank because, I genuinely enjoy my|100 3.80 .964
relationship with them
Valid N (list wise) 98

Source: own Survey, 2015
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Communication is formation of mutual understanding between the bank and its customers.
Therefore from Table 4.7 above, (mean= between 3.60 & 3.78; SD between 0.95 & 1.112).
According to the respondents’ perception, there is good communication between the
customers and the bank. The highest means score (3.78) is for the item “I freely express my
opinions to the staff of this bank “which implies customers could freely express their
dissatisfaction towards the staff of CBE through effective communication.

Table 4.7: Descriptive statistics for communication Dimensions

N Mean Std. Deviation
Items Statistic  [Statistic Statistic
The bank gives me sincere and
detailed information about all the|100 3.71 1.047

condition of the service

I can show my discontent towards the

staff of CBE through communication %9 3.4 1112

Employees devote enough time to
customers to be able to answer|100 3.71 1.038
his/her questions

The staff in CBE frequently

communicate to me 100 365 1132
The bank keeps in touch constantly 100 3.60 1.005
| freely express my opinions to the
staff 012/ thispbank o 100 3.78 905
When there is a change in any
relevant issue, the staff in the bank|100 3.72 1.092

communicate to me in time

Adequate and timely information
gives you confidence to continue

using the services offered by the 100 317 983
bank
Valid N (list wise) 99

Source: own Survey, 2015
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Customer loyalty is related to customers’ attitude to the bank to re-purchase services and
would recommend to others through word-of mouth. From the table displayed below the
mean value ranges between 3.50 and 3.89 whereas, Standard deviation between 0.992 and
1.086. Among the items of customer loyalty “I will recommend this bank to friends and
family members” has the highest mean score (3.89).Therefore, the researcher realize that
majority of the respondents are loyal to CBE and provide positive word of mouth to others

like friends and families. Furthermore they wish to stay with the bank for the future.

Table 4.8.Descriptive Statistics for Customer Loyalty Dimensions

N Mean Std. Deviation

Items Statistic  [Statistic  |Statistic
I will encourage friends and relatives
to open bank account with CBE 100 3.8 1018
| do not intend leaving this bank in 100 367 1111
the future
As cor_npar_ed t_o other banks, m 100 3.84 992
loyalty is with this bank
| find it difficult to switch to other
banks because of what | get from this|100 3.55 1.086
bank
if | have to open a different account,
it will be with this bank 100 350 1.059
| consider myself to be a loyal
customer of this bank 100 375 999
I will re.commend this bank to friends 99 389 968
and family members
I am confident of giving positive
word of mouth testimonies to others|100 3.78 1.050
about this bank
I expect_ to sta){ with this bank for a 100 3.6 1015
long period of time
Valid N (list wise) 99

Source: own Survey, 2015
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4.3. Correlation Analysis

The statistical treatment of the study included the determination of correlation between
relationship quality dimensions and Customer Loyalty. These were carried out using
Pearson’s coefficient to determine the level of association. Pearson Correlation analysis is
used to examine the degree of linear relationship between two quantitative variables.
Strength and direction of the relationship existing between the two variables can be
determined through the computation of Pearson Correlation.

Correlation ranges from -1 to +1 in which the value of 0 indicates no linear relationship, a
value of +1 shows positive relationship and the value of -1 means perfect negative
relationship. The closer the r to 1, the stronger is the relationship between X and Y. If r is

equal to zero, then there is no correlation between X and Y.

Table 4.9Guideline for the Pearson Correlation Analysis

Pearson Correlation Strength of Correlation Relationship
r=0.10t0 0.29 or r = -0.1to -0.29 Weak

r=0.30to 0.49 or r =-0.30 to -0.49 Moderate

r=0.50to 1.00 orr =-0.50 to -1.00 Strong

Source: Sekaran, U., &Bougie, R. (2010). Research methods for business: A skill building approach.
(5th ed). United Kingdom: John Wiley & Son Ltd

In this study correlation analysis was used to examine the relationships among variables and
to identify variables that have strong correlation. In table 4.10 Table 4.13 shows the result of
correlation matrix which is used to measure the relationship between all the independent
variables towards dependent variable. Based on the result, all the four independent variables
(trust, satisfaction, commitment and communication) have positive relationship with
dependent variable (customer loyalty). Satisfaction has the strongest associationwith

customer loyalty than the other relationship quality dimensions which has displayed a
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correlation value, r=0.883.However among the relationship quality dimensions the
correlation between commitment and satisfaction (.889) is stronger than the other variables.
All independent variables are statistically significant with dependent variable as they show

the p-value of less than 0.05 levels.

Table 4.10: Correlations for RQ dimensions and Customer Loyalty

ITEM TRUST | Customer Commitment | communi | Customer
Satisfaction cation Loyalty

Trust Pearson 1 .819** .7190** .7105** 193**

correlation .000 .000 .000 .000

Sig.(2-tailed)

N 100 99 98 99 99
Customer Pearson 819** |1 .889** .843** .883**
Satisfaction correlation .000 .000 .000 .000

Sig.(2-tailed)

N 99 99 97 98 98
Commitment Pearson .790** | .889** 1 84T7** .825**

correlation .000 .000 .000 .000

Sig.(2-tailed)

N 98 97 98 97 98
Communication | Pearson .705%* | .843** 847** 1 .860**

correlation .000 .000 .000 .000

Sig.(2-tailed)

N 99 98 97 99 98
Customer Pearson 793** | .883** .825** .860** 1
Loyalty correlation .000 .000 .000 .000

Sig.(2-tailed)

N 99 98 98 98 99

** Correlation is significant at the 0.01 level (2-tailed)

Source: own Survey, 2015
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4.4. Regression Analysis

Regression analysis is a tactical process for estimating the relationships among variables. In
this study regression analysis was conducted to know by how much the independent variable
explains the dependent variable. It is also used to understand by how much each independent
variable (trust, commitment, customer satisfaction and communication) explains the

dependent variable that is customer’s loyalty.

4.4.1 Multicollinearity Analysis

Multicollinearity analysis is the computation that used to identify whether there is occurrence
of more than one variable in a multiple regression model that are found to be highly
interrelated (Zikmund et al., 2010).Multicollinearity can be assessed by examining the
tolerance and variance inflation factors (VIF) which are the two Collinearity diagnostics
factors.Table 4.12 indicates the multicollinearity of relationship quality dimensions.
Accordingly, VIFof customer satisfaction, communication and trust are less than ten (5.341,
3.400 and 3.089) and their tolerance is more than 0.1(0.187, 0.294 and 0.324) respectively.
This implies there is no multicollinearity problem among the three independent relationship
quality dimensions customer satisfaction, communication and trust.In addition commitment

is excluded as it has multicollinearity problemwith low tolerance and high VIF.

4.4.2 Multiple Regression Analysis

Multiple regression analysis is the computation that used to identify the relationship between
a dependent variable with more than one independent variable (Zikmund et al., 2010).

In this research, the relationship between a dependent variable (customer loyalty) and
multiple independent variables (Trust, Satisfaction, Commitment and Communication) is

determined using multiple regression analysis.

The result of multiple regression analysis shows that 84% of the variance (R? = 0.838) in
customer loyalty has been significantly explained by the independent variables (Trust,
Customer Satisfaction, and communication). Based on the statistical result shown in Table

4.16, the B-value of unstandardized coefficient in the regression model indicates that when
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one unit increase in Customer Satisfaction, Communication and Trust would affect an

increase of 0.393,0.443 and 0.313 units respectively in customer loyalty.

A change in communication results in greatest impact on customer loyalty. The result of the
regression analysis shows that the three independent variables; Satisfaction, communication
and Trustare significant at 0.05 levels since they have P value of less than 0.05 and the have
positive effect on customer loyalty with Beta value of 0.364, 0.400 and 0.219 respectively. In
addition Commitment is excluded as it is insignificant and has negative effect on the
dependent variable customer loyalty with the alpha value of 0.515 Beta value of -0.068.
Multiple regressions will be computed by adapting the formula of:

Y= a+b1X1+b2X2+b3X3+b4X4 in which “Y” represents the dependent variable, "a”
represents the intercept or constant, ”b” refers to the partial regression coefficients and “X”
represents the independent variable.

Therefore the following multiple regression equation is formed:
Multiple Regression Equation

CL=a+blT+b2SA+ b3CT+b4CM+b5SQ

Customer Loyalty = 1.240 + 0.313T** + 0.443CM**+ 0.393SA**
(t=2.977) (t=5.174) (t=3.754)

Whereby, ** = significant at 0.05 level

T = Trust

CM=Communication

SA = Satisfaction
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Table 4.11: Result of R Square

Model Summary

Adjusted R | Std. Error of
Model R R Square Square the Estimate
1 .880° 774 172 3.67896
2 907" .823 .819 3.27468
3 916° .838 .833 3.14442

a. Predictors: (Constant), customer satisfaction

b. Predictors: (Constant), customer satisfaction,

communication

c. Predictors: (Constant), customer satisfaction,
communication, trust
Source: own Survey, 2015

Table 4.12: Result of Multiple Regression and Multicollinearity

Coefficients 2

Unstandardized |Standardized | Collinearity
Coefficients Coefficients coefficients
Model B Std. Error Beta t Sig. [|Tolerance |VIF
1 (Constant) 4,982 1.647 3.025[ .003
Customer
satisfaction 951 053 880) 17.942) 000 1.000| 1.000|
2 (Constant) 2.805 1.528 1.836| .070
ga‘;si?ar:tel;n 581 087 538 6.685| 000 2941 3.396
communication 451 .089 A407| 5.064[ .000 .294| 3.396
3 (Constant) 1.240 1.559 795 428
ga‘:f:?ar:z;n 393 105 364 3.754] .000 187} 5341
communication 443 .086 A400( 5.174f .000 .294( 3.400
trust 313 105 2191 2977  .004 .324| 3.089

a. Dependent Variable: customer loyalty

Source: own Survey, 2015
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4.5. Summary of Hypothesis Testing

Table 4.13.Table summary of Hypothesis tests

Hypothesis | Statement of Hypothesis Method of analysis used | Result Support
H1 Trust significantly and positively | MultipleRegression Support
affects customer loyalty
H2 Commitment significantly and MultipleRegression Not support
positively affects customer
loyalty
H3 Communication significantly MultipleRegression Support
and positively affect customer
loyalty
H4 Customer Satisfaction MultipleRegression Support

significantly and positively

affect customer loyalty

Source: own Survey, 2015

45




CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDTIONS

This chapter focuses on thebasic findings, conclusions and recommendations based on the
analysis conducted.

5.1. Summary of Findings
The purpose of this study was examining the effect of relationship quality on Customer
loyalty on commercial bank of Ethiopia in Addis Ababa.Several findings emerged that
contributed to solve the study problem, gave logical answers to the study questions, and
interpreted the hypotheses. Therefore the results ofthe study can be summarized as follows:

Demaographic factors such as gender, age, education qualification, and length of time the

Customers’ uses the bank’s services have been used to know the general characteristics of the
respondents. Thus, the research used 59 % male and 41 % of female as respondents. In terms
of age, the majority of respondents were in between 26-35 years old which was accounted
38% and followed by 18-25 which constituted 31%. With regard to the education
qualification of respondents, the majority of the respondents were first degree holder with
66% which is followed by diploma holder which accounted 23%. In addition the study look
at the length of time customersuses the bank’s services; most of the customers used the

Bank’s services for 1-5 years.

Thestudy provides the evidence that relationship quality has relationship with customer
loyalty.This finding agrees with the study of (McDonnell et al., 2011) in a study showed that
the relationship quality has a positive impact on customer loyalty. Therefore, relationship
quality could enhance the mutual benefit of the parties involved in the relationship. Trust,
Communication, Commitment and Satisfaction are the main dimensions of relationship
Quality that have been used in most investigations including this study and have been

verified in different concepts.
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Based on the Pearson correlation testall the independent variables (trust, satisfaction,
commitment and communication) appear to have a positive relationship with the dependent
variable (customer loyalty). Among the independent variablescommunicationhas the
strongest positive correlation with the customer loyalty with the correlation value of
(r=0.860). Quality of communication is determined through several characteristics that
consist of accuracy, timeliness, completeness, adequacy and credibilityTherefore;
communication has power to determine the loyalty of customers. Efficient communication
between institution and clients determine better relationship and client loyalty (Ndubisi,
2007). In other words if CBE could maintain quality communication customers would be
loyal to their banks otherwise they will not be loyal to their banks.

The multicollinearity analysis shows that all the independent variables are not highly
correlated among one another hence, there is no independent variable needed to be excluded
from this research.

Based on the result of multiple regression analysis, communication appears to be the
dimension in relationship quality that has strongest positive influence on customer loyalty
with the unstandardized coefficient value, f= 0.433 which implies a unit increase in
communication would increase customer loyalty by 43.3% units. Customer satisfaction is
ranked as second important independent variable as it has a regression coefficient of 0.393

and followed by Trust with regression coefficient of 0.313.

Trust, customer satisfaction, and communication are the variables that found to have
relationship with customer loyalty at 0.05 significant levels. In addition the multiple
regression analysis indicates that 83.8% of theVariance R square in customer’s loyalty has
been significantly explained by trust, communication and satisfaction.Commitment is the
only variable in multiple regression analysis which demonstrates the result of insignificant
with the alpha value of 0.515. The finding of Ndubisi (2007) showed that trust is an
important ingredient in firm-customer relationships and ultimately in the development of

loyalty. Satisfaction is found to be important as it will lead to increase cooperation between
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channel partners and fewer termination of relationship (Ganesan, 1994). By constantly
providing high value to customers, the customers are highly satisfied and lead to customer
loyalty (Innis &LalLonde, 1994). Communication is also an important dimension of
relationship quality and it is positively and directly related to the creation of customer loyalty
(Meng& Elliott, 2008; Alrubaiee& Al-Nazer, 2010).

5.2. Conclusions

Based on previous theories and researches conducted in the area of relationship quality this
study could show the clear links between relationship qualitydimensions and customer
loyalty. Relationship quality in the service industry has become a major objective of
relationship marketing in order to maintain loyalty of customers and improve company
performance. Relationship Quality dimensions is considered to be essential for building long-
term relationship with customers in order to achieve mutual benefits of all parties.

Therefore, this study was conducted to examine the effect of relationship quality dimensions
(trust, commitment customer satisfaction and communication) on customer loyalty within
CBE Addis Ababa branches.

The findings support the viewpoints that relationship quality dimensions can enhance the
quality of a buyer-seller relationship and in turn increase customer loyalty. Customer trust,
communication and customer satisfaction are not the only the desired outcomes of
relationship marketing but also the antecedents of customer loyalty.
The findings of the survey can be concluded based on CBE Addis Ababa customers’
perception on customer loyalty, relationship quality and its dimensions and it is presented as
follows.

» Relationship quality positively and significantly affects customer loyalty.

» Customer satisfaction positively and significantly affects customer loyalty.

» Communication significantly and positively influences customer loyalty.

> Trust positively and significantly influence customer loyalty.
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Commitment is the only variable which has found to be insignificant towards its relationship

with customer loyalty.

5.3. Recommendations
As discussed earlier in chapter two, relationship quality represents a tool for diagnosing
problems in establishing and maintaining relationships with customers. The study found that
quality of relationship between the parties involved is an important determinant of customer
loyalty. Thus according to the results, the researcher forward the following recommendations

as follows:

1. In addition to attracting new customers, CBE should focus on maintaining long term
relationships and keeping loyal customers in order to obtain the advantages of a
customer base loyal to the Bank. It is also necessary to develop strategies that prevent
loss of customers.

2. The main objective of CBE should be to satisfy its’ customers as the finding indicates
customer satisfaction significantly and positively affects customer loyalty and
customer value, satisfied customer is much more valuable to an organization of
service compared with dissatisfied customers When customers are satisfied, they may
participate in good behavior to the service providers, which is positive advertising
through word of mouth, willingness to recommend, intention to repurchasing.

3. CBE should have to offer personalized attention to clients who may so need. This will
bring a feel of belongingness which eventually builds long term relationships with
customers.

4. CBE should be emphasized on maintaining its relationship quality with customers to
enhance their loyalty.

5. Comprehensive programs undertaken should be which involve identifying customer
needs and tailoring services to meet their needs which in turn enhance the customer

value.
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In general, CBE should make the whole system on work with customers, not
inopposite of customers. As it is known, customers are the reason for the survival of
the bank. So,the bank is expected to invest more on attracting new customers and
retaining the existed ones.The bank should recognize the importance of relationship

quality in creating loyal customersand implement appropriately.

5.4. Limitations and Directions for Further Research
Every research could not be without limitation, so like any other researches this study was

faced with a number of limitations.

The practice of keeping quality relationship with customers to create and maintain loyal
customers in banking industry of Ethiopia has been dealt with in this study. However, the
researcher is not accessible to all branches and customer of CBE only a few branches eight in
number and private current account holders would be included for this study.

Thus, its representativeness would be in question. This imposes limitations on the
generalization of the results of the study to the CBE population as well as to the banking

industry of Ethiopia.

The other limitation of this research is regarding the measurement of relationship quality.
Relationship quality consists of many dimensions which represent the overall strength of the
relationship and in this research only on four dimensions were included trust, satisfaction,

commitment and communication.

In future, it is recommended that a study be conducted on a greater variety of banks, other
service industries and customers including other relationship quality dimensions.
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APPENDIX
Structured Questionnaire

ADDIS ABABA UNIVERSITY
SCHOOL OF COMMERCE
DEPARTMENT OF MARKETING MANAGEMENT

Dear respondent, | want to inform you that this questionnaire is designed for the partial
fulfillment of MA of marketing management. Thus, it is fully for academic purpose and all
the information provided will be treated with maximum caution and confidentiality. | thank
you in advance, for your concern and time.

Instruction for filling the questionnaire

Please read each statement carefully and put the tick (\) mark under the choice and write

your opinion on the blank space provided.

PART ONE

1. Demographic Data: (please tick () mark)

A.Gender [ ]male [ ]female
B.Age[ ]18-25 [ 126-35 [ ]136-45
[ 146-55 [ 156 and above

C. Educational Background

[ ] Basic Education [ ] college diploma

[ ] Professional Certificate [ ] first degree or more
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Others [ ] Please SPeCIfY......oovii i e

D. In which branch of CBE you are customer?

E. How long have you been a customer of the bank? Please state in

PART TWO

Please indicate the extent to which you agree with the following statement by ticking the

appropriate answer using the scale below:

Strongly agree (SA) =1, Agree (AG) =2, Neutral (NE) =3, Disagree (DA) =4, strongly

disagree (SD) =5

Please tick () appropriately

SA |AG [NE |DA |SD
NO | ITEMS M) 1@ Q) 1@ ()
TRUST

1 | The bank is trustworthy on important things.

2 | | trust the bank on anything | ask of them.

3 | The bank’s relationship has made us trust each other.

4 | Kindness of bank staff makes you Continue trusting the bank.

5 | | feel more confident when I purchase services from this bank.

. ﬁ\ccli)rding to our past business relationship, | think CBE is a reliable

ank.

Customer Satisfaction
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7 | Generally, | am satisfied with the services of this bank.
8 | I am very pleased with what this bank has done for me over time.
9 | I am comfortable about the relationship with CBE.
10 | The bank quickly solves my problems.
11 | I will always choose this bank over any other banks.
12 | I made the right decision when | decided to use this bank.
13 | I always feel satisfied in the relationship with CBE.
14 | The personnel of the bank are courteous and friendly.
Commitment
15 | I have strong commitment with CBE.
16 | | have intention to maintain and develop strong relationship with CBE.
17 | This relationship requires a lot of efforts and involvement.
CBE spends enough efforts to keep Quality relationship with its
18 | customers.
Bank employees are willing to help customers and to provide quick
19 | services.
20 | | feel the staff of CBE have commitment towards my needs.
21 | | expect my relationship with CBE to continue for a very long time.
| want to remain a customer of this bank because | genuinely enjoy my
22 | relationship with them.
Communication
23 The bank gives me sincere and detailed information about all the
conditions of the service.
I can show my discontent towards the staff of CBE through
24 | communication
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Employees devote enough time to customers to be able to answer his/her

25 | questions.
26 | The staffs in CBE frequently communicate to me.
27 | The bank keeps in touch constantly.
28 | | freely express my opinions to the staff of this bank.
When there is a change in any relevant issue, the staff in the bank
29 | communicates to me in time.
Adequate and timely information gives you confidence to continue using
30 | the services offered By the bank.
Customer loyalty
31
I will encourage friends and relatives to open bank account with CBE.
32 | 1 do not intend leaving this bank in the future.
33 | As compared to other banks, my loyalty is with this bank.
I find it difficult to switch to other banks because of what I get from this
34 | bank.
35 | If | have to open a different account, it will be with this bank.
36 | | consider myself to be a Loyal customer of this bank.
37 | 1 will recommend this bank to friends and family members.
I am confident of giving positive word of mouth testimonies to others
38 | about this bank.
39 | | expect to stay with this bank for a long period of time.

Please, give any other information that you feel relevant to this study.

Thank you!!!
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