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ABSTRACT  
 
The issue of retail banking is extremely important and topical.  Across the globe, 
retail lending has been a spectacular innovation in the commercial banking 
sector in recent years.  The growth of retail lending, especially, in emerging 
economies is attributable to the rapid advances in information technology, the 
evolving macroeconomic environment, financial market reform, and several 
micro-level demand and supply side factors. India too experienced a surge in 
retail banking.  There are various pointers towards this.  Retail loan is estimated 
to have accounted for nearly one-fifth of all bank credit.  Housing sector is 
experiencing a boom in its credit.   The retail loan market has decisively got 
transformed from a sellers’ market to a buyers’ market.  Gone are the days where 
getting a retail loan was somewhat cumbersome.  All these emphasise the 
momentum that retail banking is experiencing in the Indian economy in recent 
years.  

 
Only satisfied customers will become loyal customers but satisfaction in service 
industry like banking is determined by various factors. This study has taken 
dimensions of service quality for measuring the satisfaction level of customers of 
different banks and different products.  It found that satisfaction with different 
dimensions is not same in all three products considered and also varied among 
customers of different banks.  This finding may help bankers to identify the 
dimensions in which they lack and improve in the same.   

 
 

INTRODUCTION 

The issue of retail banking is extremely 
important and topical. Across the globe, 
retail lending has been a spectacular 
innovation in the commercial banking 
sectors in recent years. Retail banking in 
India is not a new phenomenon.  It has 
always been prevalent in India in various 

forms.  For the last few years it has 
become synonymous with mainstream 
banking for many banks.  The typical 
products offered in the Indian retail 
banking segment are housing loans, 
consumption loans for purchase of 
durables, auto loans, credit cards and 
educational loans.  The loans are marketed 
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under attractive brand names to 
differentiate the products offered by 
different banks 

 While new generation private, 
foreign sector banks have been able to 
create a niche in this regard, the public 
sector banks have not lagged behind.  
Leveraging their vast branch network and 
outreach, public sector banks have 
aggressively forayed to garner a larger 
slice of the retail pie.  By international 
standards, however, there is still much 
scope for retail banking in India.  After all, 
retail loans constitute less than 8.1 per cent 
of GDP India vis-à-vis about 35 per cent 
for other.  Asian economies – South Korea 
(55 per cent), Taiwan (52 Per cent), 
Malaysia (33 per cent) and Thailand (18 
per cent).  As retail banking in India is still 
growing from a modest base, there is a 
likelihood that the growth numbers seem 
to get somewhat exaggerated.  One, thus, 
has to exercise caution in interpreting the 
growth of retail banking in India. 

OPPORTUNITIES AND 
CHALLENGES OF RETAIL 
BANKING IN INDIA 

Retail banking has immense opportunities 
in a growing economy like India.  As the 
growth story gets unfolded in India, retail 
banking is going to emerge as a major 
driver.  How does the world view us? I 
have already referred to the BRIC report 
taking India as an economic superpower.  
A T Kearney, a global management 
consulting firm, recently identified India 
as the “second most attractive retail 
destination” of 30 emergent markets. 

 The rise of the Indian middle class 
is an important contributory factor in this 
regard.  The percentage of middle to high 
income Indian households is expected to 
continue rising.  The younger population 
not only wields increasing purchasing 
power, but as far as acquiring personal 

debt is concerned, they are perhaps more 
comfortable than previous generations.  
Improving consumer purchasing power, 
coupled with more liberal attitudes toward 
personal debt, is contributing to India’s 
retail banking segment. 

 The combination of the above 
factors promises substantial growth in the 
retail sector, which at present is in the 
nascent stage. Due to bundling of services 
and  delivery channels, the areas of 
potential conflicts of interest tend to 
increase in universal banks and financial 
conglomerates.  Some of the key policy 
issues relevant to the retail banking sector 
are: financial inclusion, responsible 
lending, access to finance, long-term 
savings, financial capability, consumer 
protection, regulation and financial crime 
prevention.  What are the challenges for 
the industry and its stakeholders? 

 First, retention of customers is 
going to be a major challenge.  According 
to a research by Reichheld and Sasser in 
the Harvard Business review, 5 per cent 
increase in customer retention can increase 
profitability by 35 per cent in banking 
business, 50 per cent in insurance and 
brokerage, and 125 per cent in the 
consumer credit card market.  Thus, banks 
need to emphasize retaining customers and 
increasing market share. 

 Second, rising indebtedness could 
turn out to be a cause for concern in the 
future.  India’s position, of course, is not 
comparable to that of the developed world 
where household debt as a proportion of 
disposable income is much higher.  Such a 
scenario creates high uncertainty.  
Expressing concerns about the high growth 
witnessed in the consumer credit segments 
the Reserve Bank has, as a temporary 
measure, put in place risk containment 
measures and increased the risk weight 
from 100 per cent to 125 per cent in the 
case of consumer credit including personal 
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loans and credit cards (Mid-term Review 
of Annual Policy 2010-11)  

 Third, information technology 
poses both opportunities and challenges.  
Even with ATM machines and Internet 
Banking, consumers may still prefer the 
personal touch of their neighborhood 
branch bank.  Technology has made it 
possible to deliver services throughout the 
branch bank network, providing instant 
updates to checking accounts and rapid 
movement of money for stock transfers.  
However, this dependency on the network 
has brought IT departments’ additional 
responsibilities and challenges in 
managing, maintaining and optimizing the 
performance of retail banking networks. 

 Fourth, KYC issues and money 
laundering risk in retail banking are also 
important.  Retail lending is often regarded 
as a low risk area for money laundering 
because of the perception for clients  may 
also led to KYC procedures being waived 
in the bid for new business.  Banks must 
also consider seriously the type of 
identification documents they will accept 
and other processes to be completed.   

FACTORS UNDERLINING 
CUSTOMER BEHAVIOUR  

The pioneer in the study of service 
quality determinates are Parasuraman and 
colleagues in USA and Johnston and 
colleagues in UK.  The list of determinates 
states by Parasuraman et al. (1985) were 
access, communication, competence, 
courtesy, credibility, reliability, 
responsiveness, security, understanding 
and tangibles.  The number of 
determinants was reduced subsequently 
from ten to five in view of strong 
correlation among some of the 
determinants. Sureshchander et al (2003) 
analyzed the discriminating factors of 
satisfaction among customer of public 
sector, Private sector and foreign sector 

banks in India.  The factors considered as 
critical were core service, human elements 
of service delivery, systematization of 
service, tangibles of services and social 
responsibility. The study has been carried 
out to find out the level of awareness of 
customers on various banking services are  

1. Tangibles – Appearance of 
Physical facilities, equipment, 
personnel and communication 
materials , 
 

2. Reliability – ability to perform 
the promised service 
dependably and accurately 
 

3. Responsiveness – willingness 
to help customers and provide 
prompt service. 
 

4. Competence – possession of 
the required skills and 
knowledge to perform service  
 

5. Courtesy – politeness, respect, 
consideration and friendliness 
of contact personnel 
 

6. Credibility -   trustworthiness, 
believability and honesty of   
the service providers  
 

7. Security – freedom from 
danger, risk and doubt  
 

8. Access – approachability and 
ease of conduct 
 

9. Communication – keeping 
customers informed in 
language they can understand 
and listen to and  
 

10. Empathy – making the effort to 
know customers and their 
needs.  
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PROFILE OF RESPONDENTS     

 Primary data had been collected 
from 300 customers of Four Commercial 
Bank in Three Districts of Andhra 
Pradesh.  Data had been collected by 
administering, a structured interview 
schedule. 

 Secondary data had been collected 
from textbooks, periodicals, newspapers, 
research journals, hypertext etc. 

SELECTION OF SAMPLES 

 The study is conducted in coastal 
Andhra Pradesh. There are eight districts 
in Coastal Andhra Pradesh.  Out of eight 
districts, three districts viz., 
Visakhapatnam, East Godavari and Guntur 
have been selected for the present study.  
For the purpose of the study, 
Visakhapatnam District has been selected 
because it is an industrially developed 
district in Coastal Andhra.  The East 
Godavari District has been selected as it is 
a developed district in Agriculture sector 

and hailed as the “Rice Bowl” of Andhra 
Pradesh.  The Guntur District has been 
selected as it is the flourishing centre of 
Trade and Business.   

 More than half of the total 
respondents belong to thirty-five to sixty 
age groups followed by below thirty-five 
age group and remaining respondents ‘fall 
in the category of age group of above fifty. 
65 per cent of total respondents is male 
and 34.2 percent is female.  Nearly four 
fifth of respondents is married.  Forty 
percent of respondents are employees.  
Around one fourth of the sample size is 
contributed professional and business 
people each.  More than half of the sample 
size is made up of respondents earning less 
than Fifteen thousand rupees income per 
month and thirty percent of sample size is 
selected from income class of twenty 
thousand to thirty thousand rupees per 
month and reaming respondents are from 
above thirty thousand income class.  Very 
few respondents have family income of 
less than one lakh. 

TABLE 1. RESPONDENTS DEMOGRAPHIC PROFILE 

Age No % Occupation No % 

Below 35 92 30.6 Agriculturists  26 8.6 

35 – 60 172 57.5 Employees  114 37.9 

Above 60 36 12.0 Business Peoples  75 24.9 

Gender   Professionals (SSI) 85 28.6 

Male 198 65.8 Income   

Female 102 34.2 Below 15000 163 54.2 

Marital    15000 - 30000 87 29.2 

Single 60 20 Above 30000 50 16.6 

Married 240 80 First person to avail 
loan from bank 

185 61.46 
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SATISFACTION LEVEL OF 
RESPONDENTS WITH SERVICE 
QUALITY DIMENSIONS  

  The satisfaction level of 
respondents were measured with five point 

likert scale  ranging from highly 
dissatisfied to highly satisfied and assigned 
weight from 1 to 5 respectively.  The 
following table exhibits the mean value of 
score each dimensions of satisfaction got. 

 

TABLE- 2. RESPONDENTS’ SATISFACTION LEVELS WITH DIFFERENT 
DIMENSIONS 

Dimensions Mean Std. Deviation Rank 

Tangible 3.60 1.023 I 

Credibility 3.13 .990 V 

Reliability 2.98 .974 X 

Security 3.38 1.047 III 

Courtesy 3.05 .994 VII 

Accessibility 3.00 .978 IX 

Competence  3.10 1.059 VI 

Responsiveness 3.04 1.072 VIII 

Communication 3.34 1.160 IV 

Empathy  3.43 1.180 II 

 

The table reveals that among dimension, 
tangible scored highest level of satisfaction 
followed by empathy and Security.  The 
least score  is received by reliability and 
accessibility.  It is obvious that all 
dimensions expect reliability secured the 
positive side of satisfaction.  However, 
none of the dimensions possessed the level 
of highest satisfaction that is the mean 
level of more than four. Most of the 
dimensions scored the mean value of just 
above three it shows that customers of 
retail lending are indifferent as far as 
satisfaction level is concerned. 

 As far as deviation shown by 
customers in rating satisfaction level of 

dimension is concerned, it is relatively 
more in the case of tangibility, credibility, 
courtesy, competency and empathy in the 
packing order.  In other cases deviation is 
comparatively less.        

SATISFACTION LEVEL AMONG 
DIFFERENT TYPES OF BANK 
CUSTOMERS 

The banks are classified based on 
ownership namely public sector banks, 
private sector banks and foreign sector 
banks.  One-way ANOVA method was 
applied to understand whether there is any 
significant difference in satisfaction level 
of customers of different types of banks at 
various dimensions of satisfaction. 
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TABLE 3 TYPES OF BANKS CUSTOMERS AND THEIR SATISFACTION LEVELS 
WITH VARIOUS DIMENSIONS 

Dimensions Mean F value Sig 

Public Private Foreign 

Tangible 3.38 3.58 3.94 8.137 .000 

Credibility 3.01 3.17 3.25 1.659 .149 

Reliability 3.03 2.71 3.18 5.874 .003 

Security 3.88 2.68 3.42 43.557 .000 

Courtesy 3.04 2.93 3.18 1.401 .248 

Accessibility 3.04 2.61 3.36 14.797 .000 

Competence 3.27 2.64 3.33 13.326 .000 

Responsiveness 2.99 3.21 2.92 1.788 .169 

Communication 3.04 3.21 3.90 16.296 .000 

Empathy 3.69 2.98 3.52 10.697 .000 

 

POST HOC ANALYSIS BONFERRONI METHOD 

Tangible Public         Private* Public         Foreign Private       Foreign* 

Credibility Public          Private Public        Foreign* Private       Foreign* 

Reliability Public         Private* Public         Foreign Private       Foreign* 

Security Public         Private* Public         Foreign Private       Foreign* 

Accessibility Public         Private* Public        Foreign* Private       Foreign* 

Competence Public         Private* Public        Foreign* Private       Foreign* 

Empathy Public          Private Public        Foreign* Private        Foreign 

*- Significant at 0.05 

The above table shows that there 
are significant differences among 
customers belonging to different types of 
banks in almost all dimensions of 
satisfaction except courtesy, 
responsiveness and communication.  In 
order to find out the difference between 

each pair, Bonferroni post hoc method was 
used.  

It is obvious that in the case of 
tangibles, the mean value of satisfaction of 
public sector banks and foreign sector 
banks are more or less same where as 
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mean satisfaction value of customers 
belonging to private sector banks is less.  
Satisfaction level of credibility exhibits no 
difference between customers of public 
and private sector banks. Regarding 
reliability, on average customers of foreign 
banks are satisfied more comparing to 
private sector banks customers but the 
difference with public sector banks is 
insignificant. The average satisfaction of 
customers of public and private sector 
banks with security dimension are 
significantly higher than that of private 
sector banks. However, in both 
accessibility and competence dimension, 
significant differences are found between 
all three sets of combinations and in both 
dimensions, customers of private sector 
banks scored least mean satisfaction.  As 

far as satisfaction with empathy is 
concerned, significant difference is found 
only between customers of public sector 
and foreign sector banks.    

SATISFACTION AMONG 
CUSTOMERS OF DIFFERENT 
TYPES OF RETAIL LOANS 

In this study, customers of three types of 
retail loans were taken into account for 
assessing satisfaction with different 
dimensions.  The loans included home 
loan, (agricultural loan & SSI loan), loan 
against consumer durable and personal 
loan. One way ANOVA was applied to 
ascertain the differences among customers 
of various loans in terms of satisfaction 
with different dimensions. 

 

TABLE 4 SATISFACTION OF DIFFERENT TYPES OF LOAN CUSTOMERS WITH 
VARIOUS DIMENSIONS 

Dimensions Mean F value Sig 

Home Loan Consumer 
durables 
loans 

(Ag & SSI) 

Personal loan

Tangible 3.42 3.02 2.99 5.716 004 

Credibility 3.68 3.26. 3.23 5.637 .004 

Reliability 3.13 3.20 2.56 14.077 .000 

Security 2.88 3.24 2.98 3.839 .023 

Courtesy 3.19 3.17 2.92 2.037 .132 

Accessibility 4.29 3.25 3.38 36.178 .000 

Competence 3.46 3.01 3.63 8.604 .000 

Responsiveness 3.24 2.98 2.91 2.553 .080 

Communication 3.35 3.97 2.83 29.287 .000 

Empathy 3.46 2.44 3.24 39.856 .000 
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POST HOC ANALYSIS BONFERRONI METHOD 

Tangible Home – durable* Home – personal*  Durable – personal* 

Credibility Home – durable* Home – personal  Durable – personal* 

Reliability Home – durable Home – personal * Durable – personal* 

Accessibility Home – durable* Home – personal  Durable – personal* 

Competence Home – durable* Home – personal * Durable - personal 

Responsiveness Home – durable* Home – personal  Durable - personal 

Communication Home – durable* Home – personal * Durable - personal 

Empathy Home – durable* Home – personal * Durable - personal 

*- Significant at 0.05 

The above ANOVA table shows 
that seven out of ten dimensions have 
significant differences in satisfaction level 
among customers of housing, consumer 
durable and personal loans.  Home loan 
customers are positively satisfied with all 
dimensions except with responsiveness 
where as customers of consumer durable 
loan are dissatisfied with courtesy and 
accessibility.  However, on average 
personal loan customers are dissatisfied 
with most of the dimensions. 

The post hoc result reveals that 
there is no significant difference between 

satisfaction level of home loan customers 
and of consumer durable loan customers 
only in reliability dimension.  Between 
satisfaction level of customers of home 
loan and of personal loan, there is no 
significant difference in creditability, 
accessibility and responsiveness.  
Whereas, significant variation is found in 
terms of level of satisfaction between 
customers of consumer durable and 
personal loans with tangible, credibility, 
reliability and accessibility.  In the case of 
courtesy and security, on an average, all 
customers have scored same level of 
satisfaction.  

TABLE 5 CUSTOMERS OF DIFFERENT TYPES OF BANK AND OF DIFFERENT 
TYPES OF LOAN 

Type of loan Type of bank Total 

Public  Private  Foreign  

Housing  44 24 22 90 

Consumer durable 42 44 29 115

Personal 34 24 37 95 

Total 120 92 88 300

Pearson chi-square value 10.916 significant at .028 
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The table illustrates respondent profile in 
terms of loans availed and banks with 
retail loans availed by them.  Of 300 
respondents, 115 respondents are 
customers of consumer durable loan 
followed by 95a personal loan customers 
and 90 housing loan customers.  In regard 
to banks, 120 respondents have availed 
their loan with public sector banks while 
92 respondents and 88 respondents have 
taken loans from private sector and foreign 
sector banks respectively.  For identifying 
association between types of loan and 
types of bank, chi-square was employed.  
Chi square value and significant value 
proves existence of association between 
customers of banks and customers of 
loans.   

CONCLUSION  

This study throws lights on the level of 
satifaction of customers in retail banking 
industry product wise. While retail 
banking offers phenomenal opportunities 
for growth, the challenges are equally 
daunting. How far the retail banking is 
able to lead growth of the banking industry 
in future would depend upon the capacity 
building of the banks top meet the 
challenges and make use of the 
opportunities profitably. The Bankers who 
specialize in specific product mentioned 
have to concentrate on improving 
satisfaction level in the dimensions where 
it is less or negative so that retention of 
customer possible. Moreover, as a result of 
loyalty, the profitability. However, the 
kind of technology used and the efficiency 
of operation would provide the much 
needed competitive edge for success in 
retail banking business.  Furthermore, in 
all these customers’ interest is of 
paramount importance.   
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