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ABSTRACT

Service quality plays an important role in the success of any organization generally

but especially in the banking sector. This importance increased after a link was found

between service quality and customer satisfaction, customer loyalty and financial

performance.

The Libyan banking sector i1s one of the most important sectors in the Libyan
economic. The importance of this sector increased after the lifting of the United
Nations sanctions in 2004 which resulted in the entry of numerous domestic and
multinational firms to engage in this sector. However, these banks still suffer from a
low level of service quality. Therefore, the main purpose of this study is to examine
and compare the service quality provided by Libyan commercial public and private
banks from the standpoint of customers, employees and managers in order to help
these banks to differentiate themselves from their competitors in the market place and

to helps these banks to attain a high level of customer satisfaction as well as to attract

new customers.

After an extensive review of the extant literature related to the Parasurman, Berry and
Zeithaml (1985) Gap Model and the use of the SERVQUAL instrument to measure
service quality, this study found that there was a gap in the literature regarding
empirical research using the extended Gap Model to evaluate service quality in the
banking sector. Therefore, the extended Gap Model has been used to examine service

quality in Libyan commercial banks and SERVQUAL used to measure the service
gaps.

The main findings of the research indicated that there are differences from customers’
and bankers’ standpoints with regard to levels of service quality provided by both
public and private banks. It revealed that customers’ expectations and perceptions of

service quality in private banks are higher than in public banks.

With regard to the relative importance of the five SERVQUAL dimensions, unlike
previous studies, the results of this study indicated that the tangibles dimension was
more prominent. Therefore, further research in this area should be important to
investigate whether or not the Libyan context has caused tangibles to be so prominent

compared to previous studies.
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CHAPTER ONE
INTRODUCTION

1.1 Introduction

This chapter aims to explain the rationale for conducting this study and to provide a
general introduction to the thesis. Section 1.2 provides a background to the study.
Section 1.3 provides importance of this study. Section 1.4 presents the focus and
justification for the study. The purpose and hypotheses of the study are presented in
section 1.5. Section 1.6 highlights the research methodology of the current study.

Finally, section 1.7 presents the structure of the thesis.

1.2 Background

Successful service organisations are making a great effort to achieve service excellence.
Service excellence has become an important organizational response through which
organizations differentiate, compete and win (Berry et al., 1994; Treacy and Wiersema,
1993). Service industries play an important role in the world economy. Therefore,

concern about service quality issues has increased in all types of service organizations
(Zeithaml and Bitner, 1996).

Unlike product quality, the quality of services is an ambiguous and complex concept
because the characteristics of services are heterogeneous, intangible, and perishable
being both simultaneously produced and consumed (Parasuraman et al., 1985; LeBlanc
and Nguyen, 1988). Therefore there is no consensus concerning the definition and
measurement of service quality. As a result of this ambiguity in the quality of service,
initiatives in service quality have been widespread across all of the economy and many
organizations have started using multifarious approaches to improve the quality of their
services (Sureshchandar et al, 2001). Moreover, a number of researchers and

practitioners have indicated the importance of the concept and measurement of service

quality in various studies and research in different sectors (Shahin, 2006).

Libya is competing with other nations for an increasing share of world markets. Libya
has strongly registered 1its prosperity performance over the last few years and has
displayed solid growth, outpacing a number of comparable countries in the region
(Porter and Yergin, 2006). Therefore, improving the quality of Libyan goods and

services is quickly becoming a pressing national concern. Effectively, responding to

1




changes in global service environments requires an understanding of the complexity of

applying service quality concepts and assessment instruments.

Over the past few years Libya’s economy has witnessed significant changes (Porter and

Yergin, 2006). These have included economic reforms, review and also the
implementation a set of policies and measures aimed at restructuring the national
economy in order to provide a favourable environment and investment climate to
promote domestic and foreign investments to contribute in the development of
infrastructure and diversification of the economy (Libyan Central Bank of Libya, 2008).
Within this framework, a series of measures have evolved for promoting investment and
attracting foreign capital to ensure their contribution in implementing investment
projects, production and service. Also underway is the development and updating of the
banking system with open competition wherein commercial banks occupy a vital place
in the national economy as a store of savings and major source of economic activity.
These efforts resulted in the improvement of the productive economic activities and
service components of the Libyan economy which in 2008 showed a marked
improvement in growth rates that were close to 6.1 compared with 5.6, 5.9 during 2007

and 2006 respectively (Central Bank of Libya, 2008).

The banking and financial sectors play an increasingly significant role in the Libyan
economy. They have become relatively competitive in recent years because the
government has started a gradual removal of the industry from state-ownership towards
one of privatization. In addition, a liberalization policy has been followed by a
government aim of encouraging international players to engage in the sector.
Commercial banks are the main axis of the financial and banking sector in Libya. As a
result of such policies to increase the number of domestic and foreign investors,
commercial banks seeking to appear strongly in the marketplace in which there are
increasing growth rates over the past few years (for example the increasing growth rate
in 2008 to 82.9 % compared with 2007). This is the best evidence for the direction of
future growth (Central Bank of Libya, 2008). The management of these commercial
banks tended also to differentiate themselves from their competitors through their
service quality though overall such banks still suffer from low levels of service quality

provided to their customers (Wali, 2004; Shehoumi and Toumi, 2007; Abdelmalek,
2008 and Kumati, 2008).




1.3 Importance of the study

Service quality 1s generally understood as the gap between consumers’ expectations
about a service and their subsequent perception of service performance (Gronroos, 1984;
Parasuraman et al., 1985; Zeithaml et al, 1990; Lehtinen and Lehtinen, 1991 and
Williams, 1999).

Most service organizations today realize that delivering excellent service is important to
the success of their business. Research interest in service quality has been ongoing for
more than two decades (Webb, 2000), and has resulted in having a literature rich in a
variety of studies dealing with this crucial issue from different perspectives (e.g. Briggs
et al., 2007; Parasuraman et al., 1985, 1988; Gronroos, 1982, 1984; Cronin and Taylor,
1992,1994; Saleh and Ryan, 1991).

Service quality is important to marketers because a customer’s evaluation of service
quality and the resulting level of satisfaction determines the probability of repurchase
and ultimately influences outcome measures of business success. Employees, managers
and customers also play an important role in improvement of service quality
programmes (Waite and Stites-Doe, 2000). Moreover, managers in the financial
services sector are aware that competitive advantage and corporate profitability lie in
increased attention to service quality (Petridou et al,, 2007). Therefore it is important
for bank managements and individuals to understand the constituents of service quality

together with its definition, and how it can be measured (Lewis, 1989; Bowen and

Hedges 1993 and Asubonteng ef al., 1996).

Several other researchers have indicated that quality has been found to provide
significant performance related advantages such as customer loyalty, responsiveness to
demand, customer satisfaction, customer retention, market share growth and
productivity (Berry et al., 1985; Reichheld and Sasser, 1990; Capon et al., 1990; Bolton
and Drew, 1991; Berry and Parasuraman, 1991; Anderson et al., 1994; Rust et al., 1995;

Barnes and Cumby, 19935; Lassar et al., 2000; Roberts ef al,, 2003 and Jabnoun and Al-
Tamimi, 2003).

There have been many studies that confirmed the huge benefits can be achieved through

improvements in service quality. Woldie and Dogan (1996), summarised such benefits

as enhancing customer retention rates, 1.e. customer loyalty, attraction of new customers,
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higher market share, improved employee morale, lower staff turnover, fewer mistakes,
insulation from price competition, lower advertising and promotion costs, lower

operating costs, increased productivity, improved financial performance and increased

profitability.

Today’s banking sector directs their efforts for improvement of service quality by
focusing on the customer (Lynn et al, 2000) because service organisations must
organize quality through the service delivery process to avoid or reform any

shortcomings that poor quality service might have on the business (LeBlans and
Nguyen, 1988).

The topic of service quality in the banking sector has been considered obviously
important over the years and has gained more attention possibly as the result of a
reduced customer base resulting in a decreased market share so affecting a portion of
the banking industry (Bowen and Hedges, 1993).They showed also that this attention
may contribute substantially to improving the decrease in market share that banks might

be experiencing. Hence, achieving superior service quality levels is a major purpose for

retail banking operations.

From a research standpoint, the present study is important because it includes all users
of the banks being the customers and also the employees (i.e. the bank employees and
managers) of Libyan commercial banks and offers measures to improve the service
quality in these banks. Brown and Swartz (1989) state “. . . from a marketing
perspective, both management and customers are very important and must be
considered if a more thorough understanding of service quality is to be gained. . . . the
provider (management) would design, develop, and deliver the service offering on the
basis of his or her perceptions of customers’ expectations”. Hence, this research
attempts to show the importance of service quality management for providing better
service in banks to the customers, based on customers and managers points of view. The
benefits of offering higher service quality have a positive influence for both the banking
sector and for their customers. Some of these advantages include competitive
advantages, productivity improvement, work development, reducing costs and
increasing profits, employees’ satisfaction and increase in their working value, customer
satisfaction and customer loyalty. The benefit of these resources has influence on the

banking sector and customers, and innovation is an important contributing of this study.
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1.4 Focus and justification for the study

The research issues in respect of service quality have been extensively researched in
developed economies, however, there is limited knowledge concerning financial service
quality for developing economies of which Libya is one (Angur et al, 1999;
Sureshchandar et al, 2002; Sureshchandar ef al, 2003 and Yavas et al, 1997).
Therefore, the first motivation for this study is stimulated by the lack of any useful
empirical study to measure and evaluate service quality in the Libyan banking sector in
general. In particular, it seeks to assist the commercial banks to improve their service
quality. This motivation proceeded from recommendations of some researchers and
practitioners of service quality who have noted how weak and low level of service
quality provided by these banks is and emphasised the need for more research in the

measurements that would lead to an improvement in the service quality provided by

these banks (Abdelmalek, 2008; Kumati, 2008; Shehoumi and Toumi, 2007 and Wali,
2004)

A close examination of the service quality literature revealed that little, if any,
information is available concerning the measurements used by the bankers (i.e. by the
managers and employees) perceptions of either the specific expectations of their
customers’ expectations or event the general customer expectations. It was noted by
Bexley (2005) that there are no studies that considered service quality from bankers’
standpoints. Therefore, the second motivation for this study is initiated by a lack of
research measurement offering the managers’ and employees’ perceptions of customers

expectations and actual customers expectations.

1.5 Purpose and hypotheses of the study

As mentioned earlier, there is a scarcity of research conducted in developing countries

in general and Libya in particular. Therefore, the purpose of this study 1s to examine and
compare expectations and perceptions from customers and bankers regarding service
quality provided by the commercial public and private banks in Libya and to evaluate
the relative importance of the service quality dimensions and identify the most

important among them. The following paragraphs offer specific summaries of the aims and

objectives of the study. This study sets the following aims and objectives as following:



The first aim of this is to examine and compare service quality in the Libyan

commercial public and private banks by using the SERVQUAL questionnaire from
customers’ (received service) standpoints. In order to achieve this aim of the study,

three objectives are formulated.:-

e To examine customers’ expectations of service quality between Libyan

commercial public and private banks.

e To assess customers’ perceptions of service quality between Libyan commercial

public and private banks.

e To analyse differences in customers’ expectations and perceptions’ of service

quality between Libyan commercial public and private banks.

To make recommendations on how to improve service quality in these Libyan banks

based on the findings of this study the following hypotheses were formulated.

HO1. There are no significant differences in customers’ expectations of service quality

between Libyan commercial public and private banks.

Hal. There are significant differences in customers’ expectations of service quality

between Libyan commercial public and private banks.

HO02. There are no significant differences in customers’ perceptions of service quality

between Libyan commercial public and private banks.

Ha2. There are significant differences in customers’ perceptions of service quality

between Libyan commercial public and private banks.

HO03. There are no significant differences in customers’ expectations and perceptions’ of

service quality between Libyan commercial public and private banks.

Ha3. There are significant differences in customers’ expectations and perceptions’ of

service quality between Libyan commercial public and private banks.

The second aim of this study 1s to assess and compare service quality in the Libyan

commercial public and private banks by using the SERVQUAL questionnaire from




managers and employees (provided service) standpoints. In order to achieve the aim of

the study, three objectives are formulated:-

e To examine managers perceptions of customers® expectations and actual

customers’ expectations in both Libyan commercial public and private banks.

e To assess employees perceptions of customers’ expectations and actual

customers’ expectations in both Libyan commercial public and private banks.

e To analyse and compare differences in the perceptions of customers’
expectations between managers and employees and actual customers’

expectations in both Libyan commercial public and private banks.
In order to test these objectives the following hypotheses were formulated.

HO1: There are no significant differences in customers’ expectations of service quality

and managers’ perception of these expectations between public and private banks.

Hal: There are significant differences in customers’ expectations of service quality and

managers’ perception of these expectations between public and private banks.

HO2: There are no significant differences in customers’ expectations of service quality

and employees’ perception of these expectations between public and private banks.

Ha2: There are significant differences in customers’ expectations of service quality and

employees’ perception of these expectations between public and private banks.

HO3: There are no significant differences in the perceptions of customers’ expectations

between managers and employees of public and private banks.

Ha3: There are significant differences in the perceptions of customers’ expectations

between managers and employees of public and private banks.

The third aim of this 1s to assess and compare the relative importance of the five
SERVQUAL dimensions from both customers’ and bankers’ viewpoints in the Libyan
commercial public and private banks. This is intended to help Libyan commercial banks

assess and improve their service quality. It will enable these banks to know the



significant service quality dimensions and identify the most important among them. In

order to achieve this aim of the study, three objectives are formulated:-

e To examine the relative importance of these five dimensions between customers

of both commercial banks.

e To assess the relative importance of these five dimensions between managers of

both commercial banks.

e To analyse the relative importance of these five dimensions between employees

of both commercial banks.
In order to test these objectives the following hypotheses were formulated.

HO1. There is no difference in the ranked order of the five dimensions of service quality

for customers of Libyan commercial public and private banks.

Hal. There is a difference in the ranked order of the five dimensions of service quality

for customers of Libyan commercial public and private banks.

HO02. There is no difference in the ranked order of the five dimensions of service quality

dimensions for managers of Libyan commercial public and private banks.

Ha2. There is a difference in the ranked order of the five dimensions of service quality

dimensions for managers of Libyan commercial public and private banks.

HO3. There is no difference in the ranked order of the five dimensions of service quality

dimensions for employees of Libyan commercial public and private banks.

Ha3. There 1s a difference in the ranked order of the five dimensions of service quality

dimensions for employees of Libyan commercial public and private banks.

1.6 Research methodology

This study assesses and compares the perceived level of bank service quality in Libyan
commercial public and private banks and investigates the dimensions of quality of
banking service in the two sectors. Chapter 5 discusses the research philosophy and

design that has been adopted by this study. It also explains the procedures employed to

collect and analyse the data. This chapter discusses the methodology used in the study
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that utilises a questionnaire based on SERVQUAL to measure customers’ and bankers’
expectations and perceptions of service quality in the context of the Libyan commercial
banks. In addition, this study intends to assess the relative importance of the
SERVQUAL dimensions from both customers’ and bankers’ views. Central Bank of

Libya (2005) comprises of the Libyan commercial banking sector which includes
commercial public banks which consist of five banks (Gumhouria bank; National

Commercial Bank; Sahara Bank; AL Umma Bank and Wahda Bank) and commercial
private banks (Commerce and Development Bank; Aman Bank For Commerce and
Investment; Al-Wafa Bank; Alejmaa Alarabi Bank). A random sample was selected
from customers and bankers of these Libyan commercial banks. This led to the
distribution of 600 questionnaires shared equally between commercial public and
private customer’s banks, 260 questionnaires shared equally between commercial public
and private employee’s banks and 120 questionnaires shared equally in commercial
public and private manager’s banks. To increase the return rate, all questionnaires were

delivered and collected personally. Following analysis of the data a comprehensive

discussion and interpretation of the results will follow.

1.7 Stricture of the thesis

This thesis is organised into eight chapters Table 1.1 below displays the stricture of the

study. The following is a brief description of each chapter:

Chapter One: An introduction to the study. It focuses on providing an overview of the
study’s development and supplies the background of the thesis. It highlights the aims
and objectives of the study. It sets also the hypotheses put forward by this study.

Chapter Two provides a detailed overview of the Libyan financial sector; particularly
the Libyan banking sector which is the focus of this study. This chapter covers such
issues as, the Libyan economy and banking history, and revolution of the banking

system; moreover it provides a brief background to all banks currently operating in the

Libya is given.

Chapter Three analyses the first part of the literature review of this study. It provides

relevant literature from several fields and provides an overview of the importance and

definition of quality and service quality, the relationship between service quality and



customer satisfaction, and discussion of the conceptualization of service quality

including dimensions and models of service quality.

Chapter Four achieves the second part of the literature review. It includes a thorough
review of the relevant literature related to service quality in the banking sector. The
chapter begins by discussing the importance and definition of service quality in the
banking sector. It examines literature in the areas of customers’ expectations and
perceptions of service quality especially in the banking sector and bankers’ perceptions

of customers’ expectations versus actual customers’ expectations.

Chapter Five provides detailed discussion and explanation of the research
methodology. It analyses the research design and methodology and identifies specific
1ssues with which the researcher needs to be aware. It also explains the reasons for

selecting methods for data collection, and describes the design of data collection

instrument.

Chapter Six and Seven analyses of the quantitative data obtained from the customers

and bankers surveys.

Chapter Eight provides a comprehensive discussion of the quantitative findings

presented in chapters Six and Seven.

Chapter Nine presents conclusions and recommendations of the research Furthermore,

the limitations and the contributions of the study are discussed, and suggestions made

for several directions for future research.

Table 1.1 Organization of the study

Chapter One
Chapier Two
Chaptr Thres
Chaptr Fou
Chapter Five
Chaptr S
Chapier Sever
Chapte Figh
ChapierNin
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1.8 Summary

This chapter introduced the research, topic by describing the background of the study.
The importance of the study is discussed and is followed by the focus and justification
for the study. The purpose and hypothesis of the study was discussed. Next, the
methodology adopted for this study was then briefly discussed, followed by an outline

of the structure of the thesis. The next two chapters provide a review of the relevant

literature upon which this thesis is built.
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CHAPTER TWO
COMMERCIAL BANKS OF LIBYA AND CONTEXTUAL BACKGROUND

2.1 Introduction

The banking industry in both developed and developing countries plays a crucial role in
enhancing economic and financial stability. The purpose of this chapter is to describe
the historical and current state of the Libyan economy in general and especially its
banking industry in which the empirical work of this research was carried out. This
chapter starts by highlighting the general aspects of the Libyan geography and follows
with a description of its population, history and politics, these being important aspects
and the cornerstone to understanding the different phases that shaped the economy of
Libya. Then it provides a review of the Libyan banking institutions and concentrates
upon the commercial banks which represent the main objective of this study. Finally,
this chapter concludes a brief explanation concerning the most important Libyan non-

bank financial institutions that play a key role in the Libyan economy as well.
2.2 Historical, Political and Economic Background

This section is deemed to be relevant in order to gain a better understanding of the

economic, social and political environment in which the Libyan banking sector operates.

2.2.1 Geography and Population

Libya is located in the northern part of Africa. It is one of the largest countries in Africa
and thus ranks fourth in terms of area for the countries of Africa covering an area of
1,759,540 square kilometres-equal to nearly one-half of the size of Europe or one-
quarter the stze of the United States. It is bordered in the North by the Mediterranean
Sea, in the East by Egypt, in the South-East by the Republic of Sudan, in the South by
Chad and Niger, in the West by Algeria, and in the North-West by Tunisia and Libya
extends between longitudes 9 ° and 25 © east and latitudes 18 25 © and 33 ° north. Libya
is an important bridge linking Africa and Europe. More than 90 per cent of Libya is

desert and the remaining land is used for grazing (9%) and agriculture (1%) activities
(United Nations, 1991).

Libya is a large country with only a small population, being recorded at the 1954 census

as 1.1 million. Libya’s population in 1980 was 3.2 million and increasing to 4.250
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million in 1989, to 5.660 million in 2003 and 6.1 million in 2005. The urban areas are
home to 86% of the population especially in the capital of Libya (Tripoli) and Benghazi,

while 14% still live in the countryside with more than two thirds living in the more
densely settled coastal areas. The low growth rate in 1954 was due to lack of hygiene

and other health services. However, following the oil discovery, this picture completely
changed, and the population growth rate in Libya has become one of the highest in the
world (Kezeir1 and Lawless, 1987).

2.2.2 History and Politics

Libya was under foreign occupation and administration for around 3000 years occupied
by the Phoenicians, Greeks, the Romans, Arabs, Spanish (1530-1550), and the Turkish
Ottoman Empire (1551-1911), Italians (1911-1943) and British and French (1944-1951)
(Kezeiri and Lawless, 1987). On 24 December 1951, the United Nations declared Libya

to be an independent state. Libya became a monarchy for a period of 20 years after
Libya’s independence in 1954 until 1969. In 1969 the Libyan political regime was
changed by Colonel Muammar Gaddafi’s Revolution. A new constitution was adopted

in 1977 by the General People’s Congress (GPC) who changed the official name of
Libya to the Socialist People’s Libyan Arab Jamahiriya (SPLAJ)

2.2.3 Economy

2.2.3.1 Libya’s economy during the period of Italian occupation

Before the Italian colonial rule, agriculture had been the backbone of the Libyan
economy, where barley, wheat and palm date constituted the main products and the

main source of food which depended on the fluctuations of rainfall Ghanem (1982).

The Italian government started their commercial activities in Tripoli and Benghazi. It
opened more than eighteen branches of the bank of Banco Di Roma that started its
operation of lending money to agriculture, light industry, mineral projects and shipping.
As a result, the Italian banks played an important role in the subsequent occupation, for

example collecting colonial information and financing purchasing land (Ghanem, 1982).

The Italian occupation caused little change in the economic conditions of Libya.

According to published statistics, the Italians invested nearly 2 billion lire in Libya

during the occupation. These investments focused on agricultural development and land
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reclamation 68 per cent of Italian expenditure from 1936 to 1942 was spent on this
(Ghanem, 1982).

2.2.3.2 Libya’s economy during the period of the British occupation

When the British Military set up its control over Libya in 1942, the Libyan economy
was suffering from severe recession. The annual per-capita income was barely £15;
there was little trade, high unemployment, and all the Italian banks had been closed
(Wright, 1982). A branch of Barclays Bank was the only bank still open, which played
the role of a central bank for the military administration. Libyan exports in this period
primarily depended on the agricultural sector, consisting of wheat, barley, olive o1l and

tobacco; whereas fuel, sugar, and grain constituted the bulk of the imported goods.

In addition Libya suffered severe financial problems directly resulting from the Second

World War. The United Nations suggested that Libya should be in receipt of greater
help. Moreover, UN resolution No. 289 / IU in 1949 declared Libya an independent

state by the unification of Tripolitania, Cyrenaica and the Fezzan.
2.2.3.3 Libya’s economy after the discovery of oil

Prior to the discovery of oil in 1959, Libya was one of the poorest and most
underdeveloped countries in the world; per capita revenue was estimated at no more
than $40 per year (Higgins, 1968; Kilani, 1988). Most Libyans were engaged in
agriculture, fisheries and animal husbandry (Higgins, 1968). Libya depended almost

entirely on domestic income along with foreign grants and aid for public expenditure
funding (Kilani, 1988).

The discovery of oil in the late 1950s effected a profound change in the economy,
particularly after 1961, when the nation started producing and exporting oil in
significant quantities. The country was transformed from being in deficit, dependent on
foreign grants and aids, to a state of surplus and being able to attract significant foreign
investment. By 1968, Libya had become the second largest oil producer in the Arab
World; per capita income increased from below $40 in 1951 to $1,250 in 1967 and to

$10,985 in 1980. These increases reflected oil production increases.

In less than one decade, Libya became one of the largest exporters of crude oil, enjoying

sustained growth rates of more than 20% annually during the 1960s (Ghanem, 1987).
14



After independence, the government published the Minerals Law in 1953, allowing
eleven international o1l companies and geological surveyers to commence work in
Libya (Wright, 1982). In June 1961, Libya joined the Organization of Petroleum
Exporting Countries (OPEC). At the end of 1967, a dynamic and nationalist movement

led to the establishment of the Libya General Petroleum Corporation (Lipetco), which
officially commenced its activities in April 1968 (Wright, 1982).

Oil exploration and exportation have made a number of important changes in the Libyan

economy, including the dominance of the oil sector, the relative growth of imports, and
the dependence on foreign markets. Furthermore, the oil revenues were under the direct

control of the government, and therefore the government had to look for the best way to
spend them (Ghanem, 1987).

Prior to 1963, Libya did not have a national economic development plan. The economic
planning during the period between 1952 and 1960 produced very little results (E1-
Maihub, 1981). Allocating 70 per cent of oil revenues for development and
modernization of national infrastructure characterized the first plan in 1963, when the
government announced a five-year economic and social development plan from 1963 to
1968. The total amount of LD 169 million (about $500 million) was to be spent on
vartous sectors of the economy. The plan was extended for one more year until 1969 in
order to complete unfinished projects. The total actual expenditure on the development
projects from 1963 to 1969 was LD 551 million with the main emphasis on housing

(30%), transport and communication (17%), agriculture (12%) and electricity (10%)
(EI-Maihub, 1981)

2.2.3.4 Libyan economy in the era of September Revolution

At the beginning of 1970s, the Libyan government’s economic philosophy changed
from capitalism to socialism; Libyan companies and banks were nationalised and
private and foreign investment started to disappear (Kilani, 1988). By the end of the

1970s’ most of the Libyan economic system was controlled by the Libyan Government

via State ownership.

By the end of 1969 the allotment of funds for the first plan had reached LD 625 million
(about $1700) which aimed at spending on agriculture and industry and on improving

the living standards of the people, and improving public services such as transportation,
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communication, and electricity for the purpose of conducting research and feasibility
studies on certain projects which were regarded as the most important for the country.

These plans together absorbed about 43 per cent of the total budget of the plan (Ghanem,
1987; El- Fatahly, 1977).

Among the basic motives which led to the 1969 September revolution, were the

liberation of the national economy from foreign control and the achievement of

integrated development in all sectors of the economy. To meet this fundamental goal the

new government took a series of initiatives aimed basically at improving the economic

sector in general and particularly the banking sector.

The economic goals of the revolutionary government were as follows (El-Fathaly and
Palmer, 1980):

e Industrialization and substitution of industrial production for oil production as
the foundation of the Libyan economy;

e Involvement of Libyans in the production economy in order to break down the

rentier state pattern;

e The development of a viable economic infrastructure;
e Agrarian self-sufficiency and

¢ Reduced dependence on foreign labour

The first plan, a tripartite programme (1973-5), allowed about $6.6 billion for overall

spending as shown in table 2.9. As El-Fathaly, (1977) reported; the three-year plan had
three fundamental objectives:

e Build regime support by redistributing Libya’s oil wealth as fairly as possible

among Libya's populace;
e Improve the productive capacity of the Libyan economy and

e Reduce dependency on the oil sector

After the United Nations lifted sanctions which included an banning any dealing with

Libyan banks in 1999 and 2000 respectively which had remained for 12 years, affecting
the Libyan economy negatively (Shaglapo, 2006), the Libyan government has attempted
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to have a higher profile on the global political stage and encourage foreign investors in
oil and gas and other sectors of the Libyan economy. These economic shifts could help
foreign banks to apply to open high-tech branches in Libya as long as there is
reciprocity in their home market. These changes are expected to prompt other banks to

seek ways to improve their efficiency (Arab Data Net, 2005).

This policy shift resulted in Libya’s GDP growing by 2% (from $34.5 billion in 1995 to
$45.5 billion) in 2000. Post sanction-lifting growth has continued, with GDP reaching
$54.5 billion in 2005. Table 2.1 illustrates Libyan GDP (and growth rates) in 2004,

2005 and 2006 across economic sectors, while Table 2.2 shows per capita GDP 1n 2003,
2004, 2005 and 2006.

Table 2.1 Libyan GDP from 2004 to 2006 (LD million)

Building and Constructions 1495.3 | 1803.0 1718.0 14.9

Trade, Restaurants And Hotels 2392.6 | 2892.0 27979 17.0
Transport, Storage and Communication 1663.6 | 2013.0 1947.5 17.1

Financing, In‘surance and Business Services 47895 | 579.0 560.1 17.0
(except Housing)

CT N ) et e
2006
“Agriculture, Foresr and Fishing | 14393 | 15540 | 15545 | 80
1953
761.1
3344 5793
s
1o

O | W
N o0

5916 611 .
16824 :
TomlGDP__ 415768 | se570 | Seossa | 347

Source: Central Bank of Libya (2006)

The Libyan Foreign Investment Board (LFIB) said that while the country's oil and gas
sector attracts the most interest from outside, delegates and potential investors should
not ignore the opportunities available in other sectors such as banking, tourism,
agriculture and infrastructure (Libya Investment, 2005). The framework for foreign

investors wanting to do business in Libya is governed by Law No 5 of 1997: aims to

promote and encourage Foreign Capital Investment.
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Table 2.2 Per Capita GDP from 2003 to 2006

GDP (LD million) Population (thousand

2003 31731.6 2027
2004 40307.0 5119

2005 54537.6
2006 56025.2 6212

Source: Central Bank of Libya (2006)

Per Capita (LD)
6312
7854
8927
10749

In line with these important polices, continued efforts of the Libyan government in the
development of the economic sector through the issuance of certain laws to attract
foreign investment. For example in 1999, the government issued the Foreign Currency
Investment Law which includes the former tax incentives and allows for the transfer of
project ownership, the re-export of employed capital, and the hiring of foreign workers,
while also creating a specialised agency to promote and monitor the application of the
law. Moreover, it issued the Free Trade Act 1999 which enables the establishment of
otfshore free-trade zones in order to enhance exports, revenue, training; and technology
in land, water, energy, telecommunications, and manufacturing facilities. As result of
these efforts, the World Bank (WB) is eager to invest in Libya. At a meeting in Tripoli
in 2004, attended by the Secretary of GPC of Manpower, Training and Operation, the
WB delegation expressed WB’s readiness to participate in the development of economic
investment particularly in maritime, air and land infra-structure; as well as the provision

of technical consultancy to upgrade the efficiency of the local private banks (Libyan
Investment, 2005).

2.3 The Libyan Banking Sector

The banking sector in Libya is one of the most important sectors in the Libyan economy,
especially after the Libyan government decided to apply privatization in 1993,
Nowadays, the banking sector in Libya plays an important role in the economy in terms
of both contributions to GDP and providing employment for the nation’s 6 million
people (Central Bank of Libya, 2006). According to the objectives of this study, the

next sub-section aims to present background of the Libyan banking sector in general

and especially on the Libyan commercial banks.
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The Libyan Central Bank has divided the Libyan banking sector into four different
categories called: The Central Bank of Libya, Commercial Banks, Specialized Banks,
the Libyan Arab Foreign Bank (Central Bank of Libya, 2006). The next section

intfroduces a summary of these different banking institutions, especially commercial

banks which represents the main thrust of this study.

2.3.1 Historical background of the Libyan banking sector
2.3.1.1 The period before independence

During this period agriculture was the backbone of the Libyan economy which needed a
robust financial system that could serve further development. Therefore, the first
emergence of the banking sector related to agriculture activity by the agriculture bank in
1868 in Benghazi city followed by another agriculture bank in 1901 in Tripoli city
(Central Bank of Libya, 2006). After a short period of time other banks opened. A
summary of these banks is shown in table 2.3. The staffs of all these banks were Italians
and the Italian Lira was the only currency accepted in these banks, and for purchasing
and sales transactions. The services of these banks were current accounts and short-term

loans to support agriculture and Italian industries in Libya (Central Bank of Libya,
20006).

Table 2.3 Libyan banks in the period before independence

101 | AgriewtweBak | CiofTrpoll
1506
1507
1907
913
51

Source: Central Bank of Libya, 2006

After Italy was detfeated in the Second World War, Italian Banks (Rome Bank, Napoli
Bank and Sicily Bank) lost their dominance over the Libyan banking market and

suspended their activities in Libya. Libya then came under the British and French
military administration in which Barclays Bank opened two branches in Tripoli and
Benghazi. At the same time, Barclays Bank, in addition to its banking activities
developed the role of agent of the British Treasury, issuing Egyptian Pounds in the

eastern region of Libya and British Military Currency (Sterling) in the western region
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(El-Baiah, 1980). This period was marked by turbulence and instability in the financial
and banking systems due to the existence of three different currencies in Libya at that

time, the Pound Sterling was in Tripoli, Egyptian Pound used in Benghazi while in

Fazzan they used the French Franc (Central Bank of Libya, 2006).
2.3.1.2 The period between 1952 and 1969

After Libyan independence some of the Italian banks (e.g. Bank of Rome) continued to
provide their services for the Italian people who were resident in Libya (Al-Baih, 1970).
In addition there were foreign banks (such as the Tunisian-Algerian Real Estate Bank
and the Egypt Bank, the British Bank for Middle East and the F-America Bank and

Morgan Guarantee Bank) licensed to exercise their activities in Libya (Central Bank of
Libya, 2006).

The Libyan government established the first Libyan bank under the name of the Libyan
National Bank via Law No. 30 in 1955. The main function of this bank was the issuing

of banknotes and coins, besides maintaining monetary stability in Libya and playing the
role of the government's bank (Central Bank of Libya, 2006).

In 1963, Libya established a central bank under the name, Bank of Libya, formerly the
National Bank of Libya (EI-Shukri, 2007). It was responsible for maintaining monetary
stability and the external value of the Libyan currency and for regulating currency and
credit (Central Bank of Libya, 2001). The Bank of Libya issued law No 4 of 1963 to

organize and regulate the Libyan banking system which identified a commercial bank in

article (50) as:

“Any company that regularly accepts deposits in current
accounts that are payable when required or at an appointed
time, opens documentary credits, collects cheques, gives loans

and credit facilities and the other functions of the banking

business”.

The most important characteristic of this period is that the Libyan people had a weak

banking culture as a result of poverty and ignorance of these services (Al-Baih, 1970).
In addition, these banks still did not have full domination of the banking sector as a
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result of the presence of many foreign banks controlling most of these activities (El-
Shukri, 2007).

2.3.1.3 The period after 1969

When the new regime took over in September 1969, the new government issued many
policies and laws concerned with the reorganisation of the banking system in Libya (Al-
Arbah, 1985). The most important of these procedures was the Libyanization of banks
(means that Libyan nationals own more than 51 per cent of commercial banks’ stock).
Consequently, the Libyan government declared independence from the domination of

foreign countries and many actions were taken against the banks that disregarded the

Libyanization policy.

It bought 51 percent of the shares of these commercial banks. By July 1970, four of the
major banks with minority stakes in foreign ownership had been totally brought under
Libyan government ownership (El-Ghmati, 1979). In December 1970 the government
purchased the ownership of all banks that still had some foreign participation. Then,

these banks were merged to reduce the number of commercial banks to five.

The Libyan government issued a law on 13 November 1969 regarding Libyanisation of
the remaining foreign bank branches operating in Libya. According to this law
Libyanisation has been in two stages, the first stage was that branches of foreign banks
would be transferred to joint-stock company status and their capital divided into 51 per
cent for Libyans and 49% for foreigners. The next stage in December 1970 was that the
Libyan government purchased the ownership of all banks that still had some foreign

participation and issued Law No. 153, nationalising the shares of all foreign banks
(Central Bank of Libya, 2006).

Due to the mergers that occurred between some of the branches of foreign banks, the
new law divided existing commercial banks in to five banks. Three of these banks (the
Al-Umma Bank, the National Commercial Bank and the Gumhouria Bank) become
wholly owned by the State, while the Sahara Bank had a government stake of 83% and

the Wahda Bank had a government stake of 87% (El- Masri, 1984 and Central Bank of
Libya, 2006).
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According to Al-Arbah, (19835), these banks became state-owned commercial banks and
are named as follows: 1) Jamahiriya Bank, formerly Barclays Bank (British Bank), 2)
National Commercial Bank SAL formerly the Commercial banking division of CBL,
Istiklal Bank and Orouba Bank. 3) Sahara Bank which was formerly the Banco di

Sicilia (Italian Bank). 4) Umma Bank formerly the Bank of Rome (Italian Bank). 5)
Wahda bank, which was formed in 1970 from a merger of five other banks.

In 1972 the Libyan Foreign Bank was established under the law No. 18 of 1972 to

provide various financial and banking services abroad and to perform some of the

workers inside Libya.

In addition to these commercial banks, there are three specialised banks i.e. Agricultural

Bank, Savings and Real Estate Investment Bank, and Development Bank (Central Bank
of Libya, 2006). Summary of these banks and their respective capital structures and type

of ownership according to Law No. 153 of 1970 are shown in table 2.4 as below:

Table 2.4 List of banks after Libyan government purchased foreign banks in 1970

% of share
owned by LCB

100%

100%
100%
70.5%
78.3%

% of share owned Date of
by privet sector | establishing

1970
1970

Name of the bank Type of the bank

National Commercial Bank

Umma Bank

Jamahiriya Bank
Sahara Bank
Wahda Bank

Commercial Bank

Commercial Bank
Commercial Bank
Commercial Bank
Commercial Bank

29.5%
21.7%

1964
1970

Agricultural Bank Specialised bank 100% 1955
Savings and Real Estate Specialised bank 100% 1981
Investment Bank

Development Bank Specialised bank 100% — 1981
Libyan Arab Foreign Bank | Specialised bank 100% - 1972

Note. Constructed by researcher on the basis of data gathered from Central Bank of Libya (2006)

The situation outlined above continued without change until 1993 allowing for the first
appearance of the commercial private banks when the Central Bank of Libya issued
Law No. 1 of 1993 concerning banking, currency and credit which was then modified
by Law no. 1 2005. This law permitted foreign and private banks to operate in the

banking sector. It gave the private sector the opportunity to participate in the Libyan
banking system (El-Shukri, 2007) and to make a contribution to banking services,

funding economic activities and enhancing individuals’ banking knowledge (Masoud
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and Al-Shanf, 2002). The Development and Commerce Bank is the first private

commercial bank and was established in 1996 followed by Alaman bank in 2000;
Alajmaa Al-Arabi bank in 2003 and Alwafa bank in 2004 (Central Bank of Libya,
2006). A Summary of these private banks is shown in table 2.5 below:

Table 2.5 List of Libyan commercial banks as presented by Libyan Central of Bank (2006)

% of share % of share owned Date of
Name of the bank . .y
owned by LCB by privet sector establishing
Development and Commerce Bank 100% 1996

Alaman bank 100% 2000

Alajmaa Al-Arabi bank 100% -~ | 2003
Alwafa bank 21.4% 78.6% 2004

Note. Constructed by researcher on the basis of data gathered from Central Bank of Libya (2006)

2.3.2 The Central Bank of Libya

The Central Bank of Libya is the primary regulatory authority which controls all banks
and banking activities in Libya and supervises the banking system and regulates credit.

Under the National Bank Law, it was set up in 1955 by Law No. 30 of 1955 and began
operation in April 1956.

This bank had started with a capital of one million Libyan dinars. The capital of the
CBL has become one hundred million in 1981, and reached 500 million LYD in 2006.
Originally, the government was to have part ownership of the bank at a cost of 700,000
LYD while the public subscribed 300, 000 (LYD) for its shares (EI-Ghmati, 1979).
After that the CBL was completely under state ownership (100% state owned) and

represents the monetary authority in Libya and enjoys the status of an autonomous

institution.

The management of the general affairs of the bank within the policies of the country is
entrusted to a Board of Directors consisting of the Governor as Chairman who is
responsible for the implementation of the policy of the bank, the management of its
affairs, as well as representing the bank in all its relations with other parties. The Board
also consists of the Deputy Governor as Vice-Chairman, and six other members, who

usually represent other financial and economic interests (El-Ghumati, 1979 and CBL,

2000). The headquarters of the bank are located in Tripoli with three branches opened in
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Benghazi to serve the banks and the public in the Eastern area of Libya another located
in Sabha city to serve the banks and the public in the southern area of Libya with

another located in Sirte city to serve the banks and public in the central region area of

Libya (Central Bank of Libya, 2002).

Generally, the role of any central bank is to represent the government. Therefore, the
Libyan government paid particular attention to the CBL which plays an important role
in maintenance of monetary stability in Libya and promoting sustained growth in the
economy in accordance with the government’s general economic policy for the country,
drafting policies of the financial market and other banks in Libya. It is responsible for

issuing the rules and guidelines on how banks should conduct their business (Central
bank of Libyan, 2006).

In the beginning (1956) the roles of the National Bank (CBL) were the sole right to

issue currency, hold the deposits of the federal and provincial governments and oversee

ordinary commercial banking activities.

In 1993 the CBL issued Law No. (1), which identified the responsibilities of the Central
Bank and its functions in the banking system. The functions of the CBL include the
maintenance of international liquidity, note and coin issues and the regulation of
domestic money and credit expansion in line with government monetary policy. The
CBL is also required to help the government in achieving its economic development
objectives and to encourage the development of the banking industry in Libya. After
that, the CBL issued Law No.1 of 2005 (Article 5) which indicates that the bank shall

have the following duties and responsibilities:

1. Issue the Libyan currency and maintain its stability within Libya and abroad.

2. Manage the government’s reserves of gold and foreign exchange.

3. Regulate monetary policy and supervise currency conversion transactions within

Libya and abroad.

4. Regulate credit and banking policy and supervise its implementation within the

framework of the government’s general policy.

24



J. Achieve the goals of economic policy in terms of stabilizing the general level of

prices and maintaining the soundness of the banking system.

6. Manage the liquidity of the national economy.
7. Regulate and supervise the foreign exchange market.

8. Provide advice to the government on matters related to the general economic policy.

2.3.3 Libyan Arab Foreign Bank

The Libyan Foreign Bank was established under Law No. 18 of 1972 to support
international investments. This specified its capital at ten million Libyan dinars to be
fully owned by the Central Bank of Libya. This Bank implements the international
functions of the Central Bank by operating through subsidiaries or affiliates in
approximately 30 foreign countries. The capital of the bank, therefore, increased

continuously until it reached 2 billion U.S. dollars in 2009. The bank has various
investments in 23 African and Arab Banks in addition to its investment in some

European countries such as France, Italy, UK and Spain (Central Bank of Libya, 2006).

2.3.4 The Libyan Commercial Banks

The Libyan commercial banks play an increasingly significant role in the Libyan
economy by their provision of financial support and facilities to both individuals and to

organisations. A commercial bank was identified in Article (50) of the Libyan law No 4
of 1963 (see page 19).

On the other hand, article (65) of Law No 1 of 2005 defined that commercial banks as

being any company that ordinarily accepts deposits in current demand accounts or time

deposits, grants loans and credit facilities, and engages in any of the other banking

activities as following;:

1. The cashing of checks made out to and by customers.

2. Services relating to documentary credits, documents for collection and letters of
credit.

3. Issuance and management of instruments of payment including monetary drawings,

financial transfers, payment and credit cards, traveller’s checks, etc.
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4. Sale and purchase transactions involving monetary market instruments and capital

market instruments to the credit of the bank or its customers.

5. The purchase and sale of debt, with or without the right of recourse.

6. Lease financing operations.
7. Foreign exchange transactions in spot and forward exchange markets.

8. The management, coverage, distribution, and transaction of banknote issues.

9. The provision of investment and other services for investment portfolios, and the

provision of investment trustee services, including the management and investment of
funds for a third party.

10. Management and safekeeping of securities and valuables.
11. Provision of trustee or financial investor services.
12. Any other banking activities approved by the Central Bank of Libya.

The Central Bank of Libya divided the Libyan Commercial Banks to public and private
commercial banks (Central Bank of Libya, 2008). Further explanations on each bank

are given in the following sections:-

2.3.4.1 The Public Commercial Banks

The commercial banks of Libya encountered certain difficulties and barriers during their
transformation to Libyanization of all foreign banks. According to the Low N.153 of
1970 all banks operating in Libya became wholly owned by the State. This law divided
these banks in to five called the Al-Umma Bank, the National Commercial Bank, the
Gumbhouria Bank, the Sahara Bank and the Wahda Bank which serve both the members
of public and also organisations in Libya (Central Bank of Libya, 2006).

The Public commercial banks have more than 300 branches across the country. This has

lead to increased competition among these banks. The total capital of these banks is
1105.8 million Libyan dinar and total assets are 73405.1 million Libyan dinars in 2008
(Central Bank of Libya, 2008). Summary of these five banks is shown in table 2.6

below:
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Table 2.6 Libyan commercial public banks

Date of Branches

Name of Bank establishing number

Sources of funds Uses of funds

deposits, capital and | Loans and credit
reserve facilities
Deposits, capital Loans and credit
and reserve facilities
Deposits, capital Loans and credit
and reserve facilities
Deposits, capital Loans and credit
and reserve facilities
Deposits, capital Loans and credit
and reserve facilities

National Commercial Bank 1970 62

Umma Bank 57

Gumbhouria Bank 85

Sahara Bank

1964 33

Wahda Bank

1970 76

Note. Constructed by researcher on the basis of data gathered from Libyan Central of Bank (2006, 2007,
2008)

2.3.4.2 The Private Commercial Banks

Five public commercial banks worked in the field of banking in Libya until 1993, when
the Central Bank of Libya issued Law No. 1 of 1993. This gave the opportunity to the
private sector to establish commercial banks in order to develop a role for the domestic
sector in economic activity. The Bank of Commerce and Development, which began its
operations in 1994, was the first private commercial bank established in Libya. In
addition to this bank three other private banks that have been established. These banks

are the Alaman bank, the Alajmaa Al-Arabi bank and the Alwafa bank. Table 2.7 below
shows further details of these banks.

Table 2.7 Libyan commercial private banks

Date of Branches | Paid-up capi Capital and
N f the bank
Development and
Comecerie | 90| B

i
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2.3.5 Specialised Banks

In addition to commercial banks, the Libyan banking sector also has three specialized
banks which aim to support the development of key economic sectors. According to
article 65 of Libyan Banking Law No. 1 (2005) the main purpose of such specialized
banks is to finance and grant credit for specific activities where their basic activities do
not include the acceptance of demand deposits. The Libyan Central Bank divided the
specialised banks into three types (Agricultural Bank, Bank for Real Estate Investment
and Savings, Development Bank). As their titles indicate, they work in different fields
according to their type of activity to support the development of key economic sectors.
These banks supply the different sectors with loans needed for projects owned by the
Libyan Government or to private sector projects (Central Bank of Libya, 2006). A

summary of these banks is shown in table 2.8 below and the following sectors give a

brief explanation of these banks.

2.3.5.1 The Agricultural Bank

Prior to the oil discovery, the Libyan economy was dependent on agriculture. The
Agricultural Bank is one of the major tools of the agricultural revolution in the national
economy for more than 45 years. It was established in 1955 and started operations in
1957 with a capital of one million Libyan Dinars fully paid by the government. This
funding was increased to 450 million and 454 million Dinars in 2002 and 2005
respectively to support and improve the agricultural sector of the country through
offering agricultural credit and sustenance to fight plant disease, as well as to provide

assistance to cope with other agricultural problems (Libyan Central of Bank, 2006).

2.3.5.2 The Real Estate Saving and Investment Bank

The bank was established according to Law No. 2 of the year 1981 with an authorised
capital of 100 million dinar financed totally by the government (Central Bank of Libya,
2006). The law specified that half of the bank’s capital was to be invested in industrial
projects and the rest in construction projects (Otman and Karlberg, 2007). The bank

aims to support and improve the construction industry in Libya through offering

construction loans and issue of debentures and certificate investment, implementing and

managing construction projects for itself and others owning, constructing, and buying
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trust deeds of properties and establishing and owning construction companies or

participating in them (Central Bank of Libya, 2006).
2.3.5.3 The Development Bank

This bank was established according to Law No. 8 of 1981 and began operations in the
same year with an authorized capital of one hundred million dinars fully paid by Libyan
government (Otman and Karlberg, 2007). The bank offers loans to finance the
investments required for industrial and productive activities for supporting the process
of development in Libya and for building an industrial base to help increase and

diversify production.

Table 2.8 Libyan specialized banks “Million Libyan Dinars”

Name of Bank Date of Capital up to Branches
establishing 2006 activi Number
The Agricultural Bank 1955 454 Agricultural 4

S
The Real-Estate Saving 1981 1101.5 Real 37
and Investment Bank

The Development Bank 1981 628.8 Industrial

Note. Constructed by researcher on the basis of data gathered from Central Bank of Libya, (2006, 2007,
2008)
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2.4 Non-Bank Financial Institutions

Libyan Non-bank financial institutions are one of the components of the financial sector
in the Libyan economy (Central Bank of Libya, 2008). It is in the form of sovereign

wealth funds entrusted to investing surplus oil revenues. The following shows these

institutions:

2.4.1 The Libyan Stock Market

After many efforts and initiatives issued on 03 / 06 / 2006 the decision of General
People's Committee No. 134 established the Libyan stock market with a capital of 20

million Libyan dinars to facilitate the development of the (Central Bank of Libya, 2006)
financial and monetary institutions and their contribution to economic activity. Since

the establishment of this ten companies are listed (as of 31/03/2009); Table 2.9 below

provides more details of these companies.

29



Table 2.9 Companies Listed in the Libyan Stock Market as at the End of March 2009
Shares Nominal value

Name of compally Capital
Number h
PEr Sharc

Bakmgsecor
Wahda Bank 108,000,000 | 10,800,000 10

Sahara Bank 252,000,000 | 25,200,000
Development and Commerce Bank 50,000,000 5,000,000
Assaray Bank for Commerce and Investment 33,333,330 | 3,333,333

Jamahiriya Bank 200,000,000 | 20,000,000

Insurance Sector

Sahara Insurance Company 15,000,000
United Insurance Company 10,000,000 100,000

Libyan Insurance Company 70,000,000 | 7,000,000
Investment and Services Sector

Company of Libyan Stock Market 50,000,000 | 5,000,000 10

Industry Sector

1 | Ahlia Cement Company 600,000,000

Source: Libyan Stock Market Report (2009)

=z

ve

NN

1,500,000

60,000,000

2.4.2 Insurance Companies

The Libyan Company for Insurance was the first national insurance company registered
in Libya. It was established in 1964 with a capital of one hundred thousand Libyan
dinars. In recent years the insurance industry in Libya, backed by an open market and
foreign investments, has witnessed significant development so keeping pace with the
growth witnessed by national economy. The number of insurance companies practicing

in Libya up to 2006 totalled five companies. Table 2.10 below shows detailed data on

these companies.

Table 2.10: data about insurance companies practicing in Libya up to end-2006 “Million Libyan

Dinar”

Branches
Number

Ing
Data

1964

Employees

N
Company Name Number

Capital Insurance-Types

Libyan Company

Insurance

United Company

Insurance

African Company
Insurance

Sahara Company

Insurance

Libo Company
Insurance

Life, marine, car and fire
insurance

Life, car, fire, accident and
transport insurance

Life, transport, accident, ships and
airplanes, oil and fire insurance
Life, transportation, accident,
money and fire insurance

Life, car, fire, accident, transport,
money and insurance

Sources: Libyan Central of Bank (2007 and 2008)

50

O
o

1999 01

2004

2005

N
o0

2005

=)
~J

-
~J
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2.4.3 Social Security Fund

The Social Security Fund was established under Law No. 13 of 1980 on social security.
The main tasks of the fund focus on securing the basic needs of the insured person and

the members of his family and provided the insured with reassurance about their future
(Central Bank of Libya, 2006). In this regard, the law set this fund to achieve a number

of objectives using 16 branches and 57 offices spread all over the country, most

notably:-

e Ensure the basic needs of the insured and his family by providing a steady
income during the period of disruption of his/her capacity to work temporarily

or permanently.

e Sensitivity to the needs of the insured so they can be reassured of their future
and the future of his family in order to achieve stable employment for the

insured as catalyst for further constructive work.

Further information regarding the Libyan social security fund is shown in table 2.11

below

Table 2.11 Further information regarding the Libyan pension fund as at the End 2008

Number of branches | Number of Number of Number of beneficial | Received Income
and offices employees | Pensions security of Pension security pension
5246 334768 1252519000 1400000 1355036005

Note. Constructed by researcher on the basis of data gathered from Libyan Central of Bank (2006, 2007
and 2008) and pension fund (2008)

2.4.4 Foreign Exchange and Financial Services Company

Foreign Exchange and Financial Services Company is a joint stock Libyan company
established 1n accordance with the decision of the General Peoples’ Committee No. 611
of 1994 and the Secretary of the General People’s Committee for Economy and
Commerce decision No. 327 of 1994 with a capital of L.D. 7 million Libyan dinars. The
amount was paid in full and equally among the shareholders (Central Bank of Libya,
2006). It has seventeen branches and agencies in Libyan cities. The company started

operating officially on November 15, 1994. It undertakes financial services and foreign

exchange work inside Libya for example:
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1- Selling and buying of foreign currencies.
2- Issuing and marketing of traveller's cheques.

3- Issuing of credit cards and other means of payments.

4- Buying and selling of securities and shares and other banknotes.

5- Ownership of movable assets and real estate as company may need to carry out its
activity.

6- International and locally transfer money.

2.4.5 Libyan Arab Foreign Investment Company

This 1s a Libyan joint-stock company and was established under Law No. 6 of 1981
with a capital of 500 million Libyan dinars to run, control and manage Libyan
investment funds abroad in numerous sectors such as agriculture, tourism, industry,
marine fisheries and transportations (Central Bank of Libya, 2006). The company’s
investments until 31/12/2006 reached 1.885 billion Libyan dinars, divided between
long-term investments and investments of short-and medium-term. These investments
are distributed geographically in different regions of the world such as North Africa,

Europe, the Americas and Asia

2.4.6 Libyan Arab African Investment Company

This is a Libyan joint-stock company and was established by the provision of the
General People’s Committee No. 660 of 1990 for investment of Libyan funds in African
countries (except Arabic countries) (Central Bank of Libya, 2006). The company’s
provision now covers more than 25 African countries. The main goal of this company is
to generate revenues for the shareholders, to promote inter-African trade, to assist an
exchange of technology and to integrate the African countries economies, regionally

and globally in the sectors of agriculture, industry, mining, fishing and maritime

transport, trade and financial investments.

2.5 Summary

This chapter has provided an overview of Libya’s historical and economic background
and the development of the banking industry in Libya in an attempt to contextualise the
empirical evidence that follows later in the thesis. The chapter has examined the
historical development in Libyan economy in general and especially that of the banking

sector. This chapter has also provided a brief review of Libyan banking and non-

banking institutions.
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CHAPTER THREE
AN OVERVIEW OF SERVICE QUALITY

3.1 Introduction

>

There is substantial literature regarding service quality. Academic journals such as
International Journal of Bank Marketing, International Journal of Service Industry
Management, Managing Service Quality and Journal of Marketing and books such as
Service Management and Marketing by Gronroos, (1990, 2000) and Delivering Quality
Service - Balancing Customer Perceptions and Expectations by Zeithaml ef al., (1990)
and Services Marketing by Zeithaml and Bitner, (1996) are published. Moreover, there
are various overviews and ideas for definition and measurement of service quality.

Service quality is an important topic within this subject area and thus highly relevant to

this research.

The goal of this chapter is to provide a review of the principal literature relating to this
study, which is service quality. The study of the literature in this chapter focuses mainly
on the definition of quality and service quality, a brief review of the relationship
between service quality and customer satisfaction. Then, conceptualization of service
quality which included dimensions and models of service quality with concentration on

the SERVQUAL model as an instrument which will be used as the method for this
study.

3.2 Importance of service quality

Since the late 1970s, there has been a growing realization of the importance of services
in the world economy. Therefore, several researchers have repeatedly underlined the
importance of quality improvement initiatives in achieving a sustainable competitive
advantage (Zeithaml et al., 1990). Service industry companies play a growing role in
the global economy. These companies started using various approaches to improve and

provide superior quality of service to meet the needs of their customers (Sureshchandar

et al., 2001).

There have been studies that confirmed the huge benefits of service quality. They
showed that the provision of high quality service aids in achieving many benefits such

as: Buzzell and Gale, (1987) found a positive relationship between service quality and
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organization’ performance. They indicated high service quality led to higher market

share, higher return on investment and asset turnover.

Lewis, (1989) studied quality in the service sector and noted that service is considered a

key element of competition. Organizations, therefore, must concentrate on service

quality to understand what service quality consists of, its definition, and how it can be

measured (Iacobucci et al., 1994) and then to sort out itself from other organizations in

the market place (Morre, 1987).

In addition many researchers have proved the importance of service quality to customer
satisfaction and their influence on loyalty and market share, increased productivity,
improved financial performance, profitability and lower costs, improved employee
morale and lower staff turnover (Anderson et al., 1994; Berry et al., 1985; Bolton and
Drew, 1991; Caruana, 2002; Jabnoun and Al-Tamimi, 2003; Julian and Ramaseshan,
1994; Lewis 1989, 1991, 1993; Lassar et al., 2000; Lewis et al.,, 1994; Llosa et al., 1998;
Newman, 2001; Reichheld and Sasser, 1990; Wang et al., 2003).

3.3 Defining quality and service quality

Service quality is one of the most important topics of research in services. Nielsen and
Host (2000) points out the problem of the lack of common understanding of the
definition of service quality. Consequently it is essential and a prerequisite to

understanding the term of service quality.

3.3.1 Defining quality

Quality 1s often considered one of the keys to success. It is one of the main concerns of
firms and 1t is a strategic variable which affects production and marketing strategies in

many service companies. Thus, a key existing problem facing the banking industry is

the determination of a clear and precise definition of quality (Bowen and Hedges, 1993).

Although there i1s no consensus about the definition of quality, researchers have defined
quality in different ways. It has been defined by Crosby (1979) as conformity to needs,
excellence of anything (Chaplin, 1981), fitness for use (Juran et al, 1988), perceived

quality by the customers (Grdnroos, 1990), creation of value for the customer
(Edvardsson and Mattesson, 1993) and the importance and essence of customer’s

judgments (Zeithaml et al., 1993).
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Many researchers have suggested that quality is about focusing on meeting customer

needs and requirements (Crosby, 1979 and Yi, 1990). Quality is frequently defined as

meeting and exceeding customer expectations.

Crosby, (1979) defines quality as conformity to requirements which implies the setting
and achieving of standards across a range of criteria. Holbrook and Corfman, (1985)

suggest that quality i1s a global concept of value.

According to Olshavsky, (1985) quality is a type of over all evaluation of a product,

similar in many ways to attitude.

Quality is defined by Parasuraman et al., (1985) as meeting customers’ expectations.
This definition is supported by Lewis, (1993) who indicates that quality represents the

degree that service delivered matches customer’s expectations on a consistent basis.

Sahney ef al., (2004) suggest keeping it simple. They state that quality 1s derived from
the Latin word qualis, meaning, “what kind of”’. It has a wide variety of meanings and
connotations attached to it and is hence a slippery concept. There 1s therefore no

consensus definition. And quality has been defined from different perspectives and

orientations.

Quality occurs during service delivery, usually in an interaction between the customer

and contact personnel of the service firm (Zeithaml et al., 1988). Gilmore, (1974) on the
other hand, argues that the quality 1s the degree to which a specific product satisfies the

wants of a specific consumer.

Quality is considered an elusive or a nebulous construct because of the distinctive
features: intangibility, inseparability of production and consumption, heterogeneity and

perishability that differentiate services from physical goods (Zeithaml et al.,, 1985 and
Cronin and Taylor, 1994)

Parasuraman ef al, (1985: 42) indicated that research on services quality becomes
difficult owing to three characteristics that are inherent in services: intangibility,

heterogeneity and inseparability between production and consumption. They suggested

three underlying ideas after reviewing the previous studies on services:
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(1) Service quality is more difficult for the consumer to evaluate than goods quality,

(2) Service quality perceptions result from a comparison of consumer expectations with

actual service performance, and

(3) Quality evaluations are not made solely on the outcome of service; they also involve

evaluations of the process of service delivery.

International Organisation for Standardisation 9001 (ISO 9001) is the internationally
recognised standard for an organisation’s internal Quality Management. ISO 9001 1is

focused on meeting quality requirements as defined by customer needs. According to
this standard the standardized definition of quality refers to all those features of a

product (or service) which are required by the customer.

Gronroos, (2000) attempted to summarise the main differences between services and

physical goods characteristics. His effort is demonstrated in Table 3.1

Table 3.1 Differences between Services and Physical Goods

Tangible Intangible

Production and distribution separated from | Production and distribution and consumption
consumption simultaneous processes

A thing An activity or process
Core value produced in factory Core value produced in buyer-seller interactions

Customers do not (normally) participate in the production | Customers participate in production
process

Can be kept in stock Cannot be kept in stock
Transfer of ownership No transfer of ownership

Source: Gronroos (2000) P 28

Service specifications reflect intangibility, heterogeneity and inseparability and differ

from specifications of goods such as durability and number of defects. Service quality 1s

an indistinct construct that may be difficult to measure, (Parasuraman et al., 1988).
Consequently, service firms to compete successfully in the future have to develop their

service quality by defining how service quality is perceived by the customers and

determining in what ways service quality is influenced (Gronroos, 1984).
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3.3.2 Defining service quality

Service quality is a concept that has stimulated significant interest and debate in the
research literature because of the difficulties in both defining it and measuring it
(Wisniewski, 2001). A clear and precise definition of service quality is a key problem
facing the banking industry. Researchers therefore, have studied the concept of service
quality for several decades and focused on different aspects of service. There is no

consensus with respect to the conceptualization of service, (Cronin and Taylor, 1992;

Rust and Oliver, 1994 and Al —-Marri et al., 2007).

Definitions of service quality revolve around the idea that it is the result of the
comparison between customer’s expectations about a service and their perception of the
way the service has been performed (Gronroos, 1984 and Parasuraman et al, 1985,
1988, 1991 and 1994). However, Cronin and Taylor, (1992) based on the idea that
“service quality should be measured as an attitude”, measured service quality through

concentration on 22 perceptions items of SERVQUAL scale without any consideration

of expectations.

On the other hand, there have been many researchers that defined service quality as a
discrepancy between customers’ service perceptions and expectations. If expectations
are greater than performance, then perceived quality is less than satisfactory and hence
customer dissatisfaction occurs, (see for example, Lewis and Booms, 1983; Gronroos,

1984; Lewis and Mitchell, 1990; Zeithaml et al., 1990; Boulding et al., 1993 and
Asubonteng et al., 1996).

Gronroos, (1984) define service quality as follows: ...... the perceived quality of a
given service will be the outcome of an evaluation process, where the consumer
compares his expectations with the service he perceives he has received, i.e., he puts the

perceived service against the expected service. The result of this process will be the

perceived quality of the service (Gronroos, 1984: 37).

Customer perceived service quality defined by Parasuraman et al., (1985) as a global

judgment or attitude, relating to superiority of excellence of service. And many

researchers in the service quality literature agree with this definition such as (Bitner,
1990; Bolton and Drew, 1991 and Cronin and Taylor, 1992) in which they claim the

construct of perceived quality as the difference between perceptions and expectations.
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Perceived service quality results from a comparison of customer’s expectations with
their perceptions of service delivered by the provider (Kagnis and Voukelatos, 1997).
Thus, in the banking sector perceived service quality results from the difference

between customers’ perceptions of the service offered and their expectations with

regard to the bank offering the expected service.

Customer satisfaction is depended on concepts such as individual wants, needs and
expectations. These concepts emerged from theories about consumer choice for goods
and services, which are sought to meet needs and wants. Moreover, Most researchers
agree that satisfaction is an attitude or evaluation that is formed by the customer
comparing their pre-purchase expectations of what they would receive from the product
to their subjective perceptions of the performance they actually did receive (Oliver,
1980). On the other hand, Zeithaml et al., (1993) stress that customer satisfaction 1s a

function of the customer’s assessment of service quality, product quality and price.

The disconfirmation theory is the primary foundation for satisfaction models. According
to this theory, satisfaction is determined by the discrepancy between perceived
performance and cognitive standards such as expectations and desires (Khalifa and Liu,
2002). This definition has been considered by some researchers such as Kotler, (2000).

They define customer satisfaction as the customers’ perceptions that a provider has met

or exceeded their expectations.

The above definitions have understood and confirmed the importance of the relationship
between service quality and customer satisfaction. This relationship is given further
importance to service providers to engender customer loyalty. The marketing literature
suggests that customer loyalty is seen in terms of attitude and behaviour (see for

example: Jacoby and Kyner, 1973 and Egan, 2004). Customer loyalty, therefore,

expresses an intended behaviour related to the service or the company.

Several authors have found a positive correlation between service quality; customer
satisfaction and loyalty (Grénroos, 1978, 1982; Parasuraman et al., 1985; Reichheld and

Sasser, 1990; Sewell and Brown, 1990; Jones and Sasser, 1995; Heskett ef al., 1997 and
Anderson and Mittal, 2000).
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3.4 Service quality and customer satisfaction

The relationship between service quality and customer satisfaction has attracted many
research studies. But the nature of the exact relationship between service quality and
customer satisfaction is still ambiguous (Sureshchandar et al.,, 2002). Thus, there have
been many researchers who examined the relationship between service quality and
customer’s satisfaction and they have shown that there is a link between all the service

quality dimensions and customer satisfaction (Cerchiaro and Ayrosa, 2006; Abdul
Razak and Chong, 2007).

Service quality and satisfaction are distinct constructs (Bolton and Drew,1991;
Parasuraman et al., 1988) in which perceived service quality is a form of global attitude
relating to the superiority of the service, whereas satisfaction is related to a specific
transaction. Parasuraman et al., (1988) showed that in measuring perceived service
quality the level of comparison is what a customer should expect, whereas 1in measures
of satisfaction the appropriate comparison is what a customer would expect. Therefore,
this distinction is important to researchers and managers because service providers need
to know whether their objective should be to have customers who are satisfied with

their performance or to deliver the maximum level of perceived serviced quality

(Cronin and Taylor, 1992).

3.4.1 Importance of the relationship between service quality and customer’s

satisfaction

Importance of service quality and customer satisfaction represent the ultimate goals of
service providers who should try to continuously improve both service quality and
customer satisfaction in order to enhance their business performance (Sureshchandar ef
al., 2002). Newman and Cowling, (1996) on the other hand, indicated that high levels of

customer satisfaction represent a key factor linking service quality and corporate

profitability.

Service quality has become an important research topic owing to its strong impact on

customer satisfaction (Bolton and Drew, 1991 and Boulding et al., 1993) and customer

loyalty (Caruana, 2002 and Koutouvalas and Siomkos, 2006).
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The relationship between customer satisfaction and service quality is an important topic
in the service quality literature because understanding the antecedents to and outcomes
of customer satisfaction is a critical issue for both bank marketers and academics that
are keen on accurately measuring service quality in order to better understand its
essential antecedents and consequences. Therefore, many studies have attempted to
establish the relationship between service quality, customer satisfaction and customer
loyalty (Gronroos, 1978, 1982; Parasuraman et al., 1985; Reichheld and Sasser, 1990;
Sewell and Brown, 1990; Jones and Sasser, 1995; Heskett et al., 1997 and Anderson
and Mittal, 2000). These studies acknowledged a strong positive relationship between
service quality and satisfaction and determined whether customer satisfaction influences
behavioural tendencies more than service quality does or the opposite prevails. More
specifically, Considerable debate exists regarding whether service quality precedes

satisfaction or in the alternative, does satisfaction precede service quality?

Some of these works interpret perception of service quality as an outcome of

satisfaction (see for example, Anderson and Sullivan, 1993; Bitner, 1990; Bolton; Drew,

1991 and Parasuraman ef al., 1988) and other works explain service quality as a vital

antecedent of customer satisfaction (see for example, Cronin and Taylor, 1992; Spreng
and Mackoy, 1996; Yaves, 1997).

As mentioned earlier, the relationship between customer satisfaction and service quality
1s given further importance to service providers to stimulate customer loyalty. Gremler
and Brown, (1996) therefore, argue that service quality and satisfaction are prerequisites
for customer loyalty. On the other hand, Taylor, (1997) found interactive effects

between customer satisfaction and service quality as predictive indicators of customer

loyalty.

Parasuraman and Grewal, (2000) indicate that perceived service value plays the key

role as a determinant of customer loyalty. Moreover, Caruana, (2002) found that service

quality is an important element to customer satisfaction which played a mediating role

in the effect of service quality on service loyalty
3.5 Customers’ expectations and perceptions of service quality

Many researchers have showed that service quality improvement is driven by customer

expectations and perceptions of this quality. In the last decade many researchers have
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attempted to measure service quality to provide signs to organizations and consumers
which may help them to better understand expectations and perceptions regarding
service quality. Lewis and Entwistle, (1990) note that increased customer expectations

and perceptions make it imperative for organizations to evaluate customer needs.

Customer’s expectations and perceptions of service quality have been considered as an
imperative instrument influencing consumer evaluations of service quality
(Parasuraman ef al., 1985). It is increasingly used to predict company profitability and
to improve market share and performance. Moreover, attraction of customers relies on
understanding service providers and researchers in consumers’ expectations and

perceptions of service quality (Pariseau and McDaniel, 1997).
3.5.1 Customers’ expectations of service quality

The importance of expectations in evaluations of service quality has been documented
in the service literature (Sweeney et al.,, 1992; Brown and Swartz, 1989). Expectations
of customers play a major role in the consumer decision making process (van Raaij,
1991 and Spring et al., 1993) which influence consumer decisions related to brand or
type of product or service. In the post purchase stage, expectations form the basis of

evaluations of service quality (Parasuraman et al., 1988 and Brown and Swartz, 1989)

and customer satisfaction (Oliver, 1980; Kurtz and Clow, 1998).

Perceived service quality has been defined as the consumer’s judgement about the
superiority or excellence of the service (See for example Parasuraman ef al., 1985; 1988
and Zeithaml, 1988). They have showed that perceived service quality results from
comparisons by consumers of expectations with their perceptions of service delivered

by the suppliers (Takeuchi and Quelch, 1983; Parasuraman et al., 1988; Zeithaml, 1988,;
Zeithaml et al., 1990 and Lewis et al., 1994).

According to Parasuraman et al., (1988) expectations of service quality are defined as
consumers’ desires or wants, i.e., what they feel a service provider should offer rather
than would offer. Carman, (1990) also suggests that service quality expectations involve
“norms” and that these “norms” are based on past experience. Teas, (1993) define

expectations as a set of beliefs held by users about a product or service performance. On

the other hand, Zeithaml et al., (1993) describe service expectations as beliefs about

41



service delivery that function as standards or reference points against which

performance 1s judged.

Oliver, (1980) stresses that customers will judge that quality is low if performance does
not meet their expectations and quality increases as performance exceeds expectations.

Hence, customers’ expectations serve as the foundation on which service quality will be

evaluated by customers.

On the other hand Zeithaml and Bitner, (1996) suggest that a variety of service
expectations are held by customers. The first factors that influence desired service,
called personal needs and lasting service intensifiers such as temporary and individual
needs relating to service present the five factors which influence adequate service

(temporary service intensifiers, perceived service alternatives, customer self-perceived

service role, situational factors, predicted service).

Researchers point out that consumer may use multiple types of expectations in their
satisfaction evaluation process (Cadotte ef al., 1987 and Tse et al., 1990). However,
most of these researchers referred to normative and predictive expectations. Normative
expectations are generally conceptualized as consumers’ ideal level of service which
can be referred to as desires. Predictive expectations are generally defined as customer

beliefs about the level of service that a specific service firm would be likely to offer.

These expectations are frequently used as a measure of reference against which

satisfaction judgments are made (Churchill and Surprenant, 1982).
3.5.2 Customers’ Perceptions of service quality

There are number of definitions that refer to the importance of the customer’s
perceptions of quality and which emphasise that the consumer’s attitudes or judgements
resulting from comparisons of consumers’ expectations of service with their perceptions
of actual service performance (Berry ef al, 1988). However, some other researchers

have showed that service quality was only influenced by perceptions (Carman, 1990;

Cronin and Taylor, 1992 and Babakus and Boller, 1992).

Perceptions are defined also as consumers’ beliefs regarding the service received

(Parasuraman et al., 1985) or experienced service (Brown and Swartz, 1989).
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Other studies indicated that a perception of high service quality results in a high level of

purchase intentions (Boulding et al., 1993, Taylor and Baker 1994, Zeithaml et al.,
1990).

Four primary factors influence customer perceptions of service. These are service

encounters or “moments of truth”, evidence of service and image and price.

Price (important factor in formation of customers’ perceptions who expect that a higher

price will result in a higher quality and encourage them to continue with these

organisations)

Service encounters or “moments of truth” (tangible cues such as the equipment and
physical setting are important determinants of service quality), evidence of service
(often reflected in employees, process and physical evidence) and image is the set of
perceptions related to the associations held in the consumer’s memory and can be
specific (hours of operation and ease of access), or of an intangible nature

(trustworthiness, tradition, reliability) (Zeithaml and Bitner, 1996; Ugboma et al., 2004).

The relationship between perception and attitude in terms of definition, perceptions 1is
how you perceive the world (how you see it) and the attitude, is how you act towards it.
Furthermore perception is the human subjective experience of information provided by

the senses whereas Attitude is what the individual Thinks about the perception.

In other words the difference between these two psychological domains lies in the fact
that every single stimulus forms a perception, while attitude is a consequence of
learning about a product/brand, which in turn 1is the outcome of
perception(s). Consumers may have different needs for cognition. As such, consumer
learning comes from multiple stimuli leading to multiple perceptions. Thus Perception
is the method or way of thinking or point of view. Some people called it paradigm. It is
the filter of any input based on our beliefs. Whereas Attitude is what we act or react.

How we perform our thinking is our attitude. Our action is depending on our attitude

In a summary, consumers first perceive, learn from perception/s (on account of single or

multiple stimuli depending on their need for cognition) and then form attitudes, which

dictate their purchase decisions.
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Therefore SERVQUAL 1is about perception as it has been said that performance
perception will result in customer satisfaction and customer delight. In other words, it is
the importance of the customer’s perceptions of quality, that emphasise the consumer’s
attitudes or judgements resulting from comparisons of consumers’ expectations of

service with their perceptions of actual service performance.
3.6 Bankers’ perceptions of customers’ expectations

Delivering high levels of service quality becomes a crucial element for success. Since
customers’ perception of service quality depends on the interaction between the

customers and the employees (Wangenheim et al., 2007).

As mentioned earlier, there are many researchers who conceptualized service quality as
a gap between customers’ expectations and perceptions of service quality such as:
Lewis, (1991); Athanassopoulos, (1997); Kangis and Voukelatos, (1997); Sharma and
Mehta, (2005) and Petridou et al., (2007). There are a few studies also focused on the
measurement of service quality from customers and employees viewpoints and
examining the relationship between customers and employees perceptions (Seiders,
2009 and Young et al.,, 2009). Athanassopoulos, (1997) showed that the gap between
customers’ expectations and perceptions of the service quality may be insufficient to
capture the full potential of the service experience. The service quality and customers
satisfaction literature has focused on customers’ standpoints and has largely ignored the
standpoints of employees about service provision (Mindak and Folger, 1990 and
Athanassopoulos, 1997). Moreover, there are few researches carried out regarding
assessing the service providers’ understanding of the satisfaction of their customers
(Athanassopoulos, 1997). Therefore, some researchers indicated the necessity of
involving all parties concerned with the service process and not to rely exclusively on
customers’ views and comparing their expectations and perceptions of the service

quality provided (Bitner et al., 1990; Edvardsson et al., 1994 and Athanassopoulos,
1997).

Service quality researchers have noted the importance of examining attitudes of both

customers and employees when managing service quality (e.g., Schneider ef al., 1980).

Previous studies on the other hand, have concluded that employees are good sources of

information on customer attitudes (Schneider et al., 1980; Schneider and Bowen, 19835
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and Bitner et al.,, 1994). Therefore, a strong desire element is a prerequisite for good

service when choosing people to work in service occupations (Schneider et al., 1980) so
that they are able to assess and adjust their customer’s expectations and needs of service

quality and then their satisfaction in real time (Seiders, 2009).

Schneider et al., (1980) point out that data should be collected from both employees and
customers when evaluating service firms. Other researchers have argued that employees
are good sources of information on customer attitudes (Schneider et al., 1980;
Schneider and Bowen, 1985 and Bitner et al., 1994). Employees, on the other hand,
play a key role and influence the provision and delivery of services to customers
(Zeithaml et al., 1990; Congram and Friedman, 1991 and Johnson, 1996). Organizations
therefore, depend on their employees to collect information with respect to their
customer’s perceptions and attitudes about service quality delivered (Berry and
Parasuraman, 1997 and Young et al., 2009). Moreover, Schneider and Bowen, (1984)

argue that organisations should use information gathered from employees in making

strategic decisions.

Researchers stress that employees may differ in their expectations and perceptions of
service quality (e.g., Parasuraman et al., 1991 b; Young et al, 1996; Redfern and
Norman, 1999). Therefore, employees who have a longer time with their organization
may become more proficient in obtaining and interpreting essential information for
understanding and assessing their customers’ expectations (Young et al., 2008) who
will be wholly satisfied with the quality of service provided if the employees meet

consumer expectations accurately (Tse, Nicosia and Wilton, 1990).

Zeithaml et al., (1990) indicate that companies that provide high service quality to their
customers have expectations of service from their employees that are consistent with the
expectations of customers. These companies, therefore, design and improve service
delivery systems that are in line with customer expectations. Moreover, companies that
have high service quality might believe their employees have the abilities to meet

customers’ expectations, while low service quality would mean the opposite.
(Subramony et al., 2004)
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Gronroos, (1978) concludes that if firms wish to build stronger relationships with

customers, this 1s enabling integrated service provision processes across the entire

organization.

Silvestro and Johnston (1989) show that quality issues have to include all other
participants and not to rely exclusively on customers’ views. These findings was
supported by Edvardsson et al., (1994) who indicate including staff and owners in every
model as well as customers because this will draw on processes and methods.
Furthermore, Schneider and Bowen, (1995) support the important role of service

providers where corporate objectives and customers needs occur simultaneously.

Service quality performance depends on employees who are both willing (motivated)
and able (trained) to perform (Zeithaml ef al., 1990) but who are also available to build
and maintain relationships with customers. This will influence the delivery of quality of
services to customers as 1t impacts behaviour and thus performance (Zeithaml et al.,
1990). Therefore, organizations depend on their employees to collect information with
respect to their customer’s perceptions and attitudes about service quality delivered

(Berry and Parasuraman, 1997 and Young et al., 2009)

The successful provision of a service begins with the ability of management to assess

the customers’ expectations correctly. In a study of financial service Parasuraman et al.,

(1985: 44) found similar discrepancies between management perception and guests’

actual expectation, and concluded:

“In essence, service firms’ executives may not understand what features
connote high quality to consumers in advance, what features a service must

have in order to meet customer needs, and what levels of performance on those

features are needed to deliver high-quality service”

Lewis and Klein (1987) studied this gap by interviewing 23 upper-management staff
and 116 guests in the hotel sector. They concluded that management’s perception of
guests’ expectations were correct in 17 of 44 different hotel attributes. Parasuraman et
al, (1991) examined organizational barriers to delivering high-quality service
performance as measured by customer expectations and perceptions in five service
companies (i.e. a telephone company, two insurance companies, and two banks).

Results of this study showed also that the gap between management perceptions of
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customers’ expectations was consistently small, this means that managers had a
generally accurate understanding of customer expectation levels. These results support
many researchers who examine this gap and indicated that managers have a good
understanding of customer expectations (Nightingale, 1986; Lewis, 1987; Saleh and
Ryan, 1991; Rigotti and Pitt, (1992); Coyle and Dale, 1993; Nel and Pitt 1993; Zeithaml
and Bitner, (1996); Tsang and Qu, 2000 and Luk and Layton, 2002; Douglas and
Connor, 2003). The reason for this small difference may be due to little direct
interaction between employees with managers. Managers therefore, can enhance their
knowledge of customer’s expectations of the provided service through interacting with
those responsible for providing the service. Furthermore, these findings supported also
Choy et al., (1986) and Wel et al., (1989) studies which concluded that managers in the

hotel industry in China lacked an understanding of tourists.

Employees may also misunderstand exactly customers’ expectations (Mohr and Bitner,

1991). Hubbert et al. (1995) have found significant differences in this gap and that such

discrepancies can jeopardize the interactions between these two groups. On the other

hand, Klose and Finkle, (1995) examined the congruency of employees’ perceptions
and customer expectations of an electric utility in the western United States and showed

also that the electric utility employees had a good understanding of customer

expectations.

Some researchers believe that discrepancies in the perceptions of customer expectations
between management and employees have to take into account when assess the service
quality. For instance, Derrick et al. (1989) investigate the perceptions of quality across
three levels of employees, including senior management executives, middle

management staff, and front-line workers in a variety of industries. Findings of this
study reveal that although there was similarity in the perception of quality at each level

of employees, an agreement concerning the meaning of quality among them was lacking.

3.7 Conceptualization of service quality

Service quality has been the subject of considerable interest by both researchers and
practitioners of service quality in recent years. Today, the competitive environment of
the economy compels some companies to determine different ways to separate

themselves from their competitors (Parasuraman et al,, 1988). Since service quality
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appears to place the stage for these customer evaluations, many researchers and
practitioners have strived to define, measure, and manage service quality perceptions.
However, due to the intangible nature of services, many of these efforts have led to
differing definitions and measurements of service quality that for years have restrained
improvement in the services literature. Therefore, there are many researchers who have
tried to improve the efforts of the existing conceptualizations of service quality whether

through studying dimensions of service quality or improving models of this service.

3.7.1 Dimensions of service quality

Perceived service quality is a difficult concept to understand (Nielsen and Host, 2000).
Although, service quality is found to be built on multiple dimensions (Gronroos, 1982,

1990 and Parasuraman et al., 1985), there i1s no general agreement to the nature or

content of the service quality dimensions (Brady and Cronin, 2001).

Several studies have been conducted to find out service quality dimensions that
contribute most significantly to relevant quality assessments in service firms.
Determination of the service quality dimensions is a prerequisite for service firms so

that they are able to identify define, measure, and improve customer perceived service
quality (Johnston, 1997).

An appropriate understanding of the determinants of quality can be seen to have an
increasing interest for banks in the competitive environment. Therefore, there have been
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