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Abstract

The aim of this study is to investigate and compare the main determinants of Banking Loyalty for
Business Banking customers in an offline and online environment. The results showed that the major
driver of Banking Loyalty in an offline environment is Perceived Service Quality. Satisfaction and
Image overlap the last construct and business customers do not perceive Switching Costs. In an online
context E-Banking Service Quality affects E-Banking Loyalty, E-Satisfaction and Image overlap the
last construct, E-Banking Service Quality has a strong impact on E-Trust and Perceived Switching Costs

has a strong impact on E-Banking Loyalty.
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Determinants of Loyalty in Business Banking: an offline and online
comparison

1-Introduction

There have been a large number of studies that focused on analyzing the determinants of Bank Loyalty
in retail banking, research in business banking, especially for medium/large banking customers have
remained limited. This study investigates the main determinants of Banking Loyalty for this important
and profitable bank segment, because despite the fact of a low percentage of large companies in Portugal
they are responsible for a big percentage of the turnover generated in the country (about 42, 1% of the
total turnover). An important issue is also that substantial differences exist between the banks interaction
with smaller companies or large companies. The high competence and specified advance needs of the
larger companies characterize the exchange with banks. The movement of customers from traditional
branch banking to stand-alone forms of banking via the Internet, telephone and mobile phones means a
shift from personal relationships and face-to-face contacts to faceless digital relationships. The high cost
of acquiring new e-customers can lead to unprofitable customer relationship for up to three years. As a
consequence, it is critical for online companies to create a customer loyal base, as well as monitor the
profitability of each segment. According to what was discussed before few were the studies who
investigated and compared the determinants of Banking Loyalty in a traditional face-to-face and online

banking, with a sample of medium/large customers.

2- The concept of Loyalty and E-Loyalty in Business Banking

Loyalty in financial services has been viewed in relation to the length of time a customer has been with
a provider, number of services used and frequency of service use. A definition of the term which
incorporates all the dimensions that have been found in the literature should include long —term
intentional repurchase of services, high degree of customer preference, customer’s recommendations
and advocacy, customers price indifference , low like wood of switching and high potential of increasing
volume of product use. Thus a combination of cognitive, affective, conative and behavioural loyalty
(Lewis and Sourely, 2006).

Meidan (1996) argues that the degree of loyalty in banking can be gauged by “traking customer accounts
over a defined time period and noting the degree of continuity in is patronage”.

Bloemer et al. (1998) defines bank loyalty as the biased (i.e. non random) behavioural response (i.e.
revisit), expressed over a period of time, by some decision-making unit with respect to one bank out of
a set of banks, which is a function of psychological (decision-making and evaluative process resulting

in brand commitment).



Loyalty for business customers has been relatively neglected in research studies, perhaps due to the
complexity of decision-making processes by organizational buyers (Lam and Burton, 2006). While there
are studies that have reviewed the extent of banks understanding of their business customers needs
(Nielsen et al., 1995, 1998; Zineldin, 1995) and the relationship between customer participation and
retention (Ennew and Binks, 1999), studies investigating the drivers of bank loyalty by business
customers are almost completely lacking in the bank marketing literature. Corporate banking is
traditionally considered a complex function since it involves relationships between corporate firms and
financial institutions (Athanassopoulos and Labroukos, 1999). With respect to corporate banking there
are differences between the nature of the relationship between a bank and its business customers
depending on the size of the customers business (Butler and Durkin, 1998), as companies grow, their
financial needs increase in complexity, as does their bargaining power in the bank customer relationship
(Moriarty et al., 1983).

For the banks, the large corporate market segment provides the possibility for high, volume rated
margins, and it’s therefore important to win lead bank status as this ensures the largest slice of the
corporate banking business.

However, the larger the corporate, the grater the number of banks used (Tyler y Stanley, 1999). This
means that the competition between banks in this segment of large companies is very big and that is a
great challenge for banks to provide high standards of service quality to assure customer loyalty.

With the exception of some studies that used samples of the segment of small and medium companies,
few has been investigated to understand the behaviour of the large corporate business customers. The
studies that analyzed the relations between banks and large companies are scarce and old:

Turnbull (1983) for instance examined the relation between 44 corporate clients in United Kingdom and
its bankers and found that the size plays an important role in the behaviour of split banks. Rosenblatt et
al. (1988) found that the determinants that influenced the decision making of selection were banks with
better networks of branches and that offer services of quality.

Turnbul and Gibbs (1989), in an empirical study focused on the banking behaviour of large corporate
customers in South Africa, investigated the selection of banks and bank services and the most important
factors in selection were found to be quality of service, quality of staff, the nature of relationships with
managers, and price of services. Further, although most of responding companies had split banking
arrangements, strong loyalty existed between organizations and their lead commercial banks. Tyler and
Stanley (1999), also investigated the large corporate expectations of service delivery from their banks,
and identified some elements of operational quality service: reliability, assurance, empathy,
responsiveness and proactivity. Athanassopoulos and Labroukos (1999), examined the corporate
behaviour towards financial services with a sample of the largest and profitable Greek companies, and
found that some firms prefer to collaborate with the same bank for all their products while some others

are not tied to one supplier and prefer a more open relationship.



E-loyalty is the customer’s favourable attitude toward an electronic business, resulting in repeat
purchasing behaviour (Anderson y Srinivasan, 2003). In order to enhance customer loyalty portals are
required to put a stronger emphasis on their customers quality demands, which are steadily increasing
over time due to the growing competition in the Internet banking Industry, most important, loyalty has
been recognized as a key path to long-term profitability ( Bauer, Hammerschmidt & Falk, 2005). The
physical separation of the bank branch and the customer, and that of the customer and the financial
advisor, and the overall environment of perceived insecurity on the Internet provide unique challenges
to Internet banks to find ways in which to initiate and develop e-business relationships, in spite of these
limitations, the bank must develop a trustworthy relationship on the Internet and foster customer loyalty
(Mukherjee y Nath, 2003). In order to investigate the importance of e-loyalty, the identification of
variables influencing repeat purchasing behaviour and worth-of-mouth recommendation is crucial area
of research (Srinivasan et al. 2002).The widespread adoption of online banking services calls for
research investigating those factors which are responsible for keeping customers loyalty. The perceived

service quality of the website has been discussed as the principal antecedent of E-banking Loyalty.

Sathye (1999), for instance have developed a study about the adoption of Internet banking by Australian,
with a sample of individual residents and business firms, and showed that security concerns and lack of
awareness about Internet banking and its benefits stand out as being the obstacles to the adoption of
Internet Banking in Australia.

Rotchanakitumnuai and Speece (2003) based on a survey of bank corporate clients in Singapore,
investigated the impact of satisfaction, trust and use of electronic banking on commitment towards
current banks and found that trust was the key factor influencing the adoption of electronic banking.
Perceived customer satisfaction with the bank only impacted indirectly on the adoption of electronic
banking. Customer satisfaction, trust and the use of electronic banking were found to have a positive
impact on the corporate client’s commitment towards their bank.

Rexha, Kingshott & Aw (2003), in their study shown that the satisfaction of corporate clients with their
banks does not impact directly on the propensity to use electronic banking by the corporate client
However , as satisfaction has a significant impact on both trust and commitment, and both of these
constructs impact on the corporate clients propensity to use electronic banking, and they conclude that
satisfaction indirectly impacts a customer’s inclination toward the use of electronic banking.

Siriluck and Speece (2005), examined the impact of the benefits and barriers on the overall customer
relationship to the bank and switching cost. The results of this study showed that web benefits do
enhance relationships, whereas barriers have no significant impact and that the benefits of information

accessibility and information quality lower switching costs.



3-Literature review and formulation of hypothesis

Perceived service quality has been described to have a positive association with customer loyalty, and
it’s defined as a function of expected quality (generated from market communication, image, worth-of-
mouth and customer needs) and experienced quality (generated from functional and technical quality)
(Veloutsou el al., 2004).

Service quality has also been found to have a profound input on customer’s satisfaction and loyalty as a
whole and is defined as the result of the comparisons that customers make between their expectations
about a service and their perception of the way the service has been performed (Caruana, 2002). In
various studies the relationship between service quality and customer preference loyalty had been
examined (Boulding, Kalra, Staelin, & Zeithaml, 1993; Cronin & Taylor, 1992). In their study Cronin
and Taylor (1992) focused solely on repurchase intentions, whereas Boulding et al. (1993) focused on
the elements of repurchasing as well as the willingness to recommend. In the study by Cronin and Taylor
service quality did not appear to have a significant (positive) effect on repurchase intentions (in contrast
to the significant positive impact of satisfaction on repurchase intention), whereas Boulding et al. (1993)
found positive relationships between service quality and repurchase intentions and willingness to
recommend. Rust and Zahorick (1993) related service quality perceptions to consumer loyalty in
banking. Ruyter et al. (1998), also found a positive relationship between perceived service quality and
preference loyalty and price indifference loyalty.

In a study conducted by Bahia & Nantel (2000) and Oppewal & Vriens (2000), proposed alternative
models of perceived service quality in traditional banks.

Lewis and Soureli (2006), in a study about the antecedents of customer loyalty in retail banking, found
that Service Quality, together with perceived value, service attributes satisfaction and trust were
important antecedents to loyalty. Next we will briefly describe the six quality dimensions considered in
the proposed model:

a) Tangibles. In a study conducted by Veloutsou et al. (2004), perceived quality was determined
by quality tangibles, that if the physical branch of the bank is functional and comfortable and if
the existence of a physical branch of the bank near the company is important.

b) Responsiveness. It concerns the willingness or readiness of employees to provide service
(Parasuraman, 1985).

c) Product Variety has also been described as a driver of perceived service quality; it concerns the
variety of products and services provided by the bank and their importance to the needs of the
company.

d) Price conditions. If the bank has competitive interest rates.

e) Reliability. ITn many investigations, reliability was an important construct to determine
perceived service quality. Parasuraman (1985) defined reliability as the company’s ability to

perform the service right first time and honour its promises. For Tyler and Stanley (1999), this



construct has four principal aspects - minimal mistakes, efficient mistake handling, not needing
to chase and consistent service between all bank contacts.

f) Interpersonal Relationships is the impact on business banking loyalty trough the extent of
interpersonal relationships between the banks key personnel and the decision maker of the
company. The personnel relationship can contribute to building durable B2B relationships witch
make customers perceive the service as differentiated from other service providers (Berry,
1995).

For the offline environments it is a common knowledge that quality of services and products is a key
determinant of customer Satisfaction and customer Loyalty, recent empirical evidence shows that,
meanwhile, this holds true also for electronic providers.

The most important step in providing a sophisticated level of service through e-banking portals is to
identify and measure the dimensions of portal quality. Customer loyalty is considered important because
of its positive effects on long-term profitability of a company (Ribbick et al., 2004). According to
Reichheld et al.,(2002) the high cost of acquiring new e-customers can lead to unprofitable customer
relationship for up to three years. As a consequence, it is critical for online companies to create customer
loyalty base, as well as monitor the profitability of each segment (Reinartz & Kumar, 2002). However,
few companies seem to succeed in creating customer e-loyalty and little is also known about the
mechanism of generating customer loyalty on the Internet (Ribbick et al., 2004). In business banking a
major determinant of E-Banking Loyalty is the perception of the service provided by the web site of the
bank.

E-banking Service Quality is defined as overall customer evaluations and judgments regarding the
excellence and quality that influences consumption decisions in the context of electronic banking (Jun
& Cai, 2001).

There are a lot of studies who examine the dimensions of e- banking service quality for the private e-
banking customers (Joseph et al.,1999; Jayawardhena Y Foley,2000; Jun Y Cai ,2001); Liao Y Cheung,
2002;Waite Y Harrison, 2002; Flavian, Torres & Guinaliu, 2004; Yang, Jun Y Peterson,2004 ; Bauer,
Hammerschmidt y Falk, 2005); and others examine the dimensions of e-banking service quality with
samples of corporate customers (Sathye 1999; Rotchanakitumnuai Y Speece ,2003; Rexha, Kingshott
& Aw ,2003; Ibbotson & Moran, 2003; Siriluk & Speece, 2005). As yet there isn’t any consensus on the
exact number of quality dimensions that customers consider when evaluating e-services (Ribbink, Riel,
Liljander & Streukens, 2004).

For this study we considered seven e-banking quality dimensions for the business customers. These
dimensions will be briefly discussed:

a) Product variety. Online customers are more inclined to patronize firms which offer a substantial
variety of services. The primary reason for this choice is that is more likely that their diverse
needs can be fulfilled (Yang, Jun y Peterson, 2004). Many authors have identified the “Product

variety” as one of the key dimensions that influences the perceived e-banking service quality
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(Jun & Cai, 2001).Yang, Jun & Peterson (2004) described the “Product Portfolio” as a range
and depth of products/services, and with free service offerings.

b) Assurance. Is defined as the customer’s perceived security and privacy when using the e-tailers
services. Security and privacy are of serious concern to e-service customers. Security concerns
the risk of third parties obtaining critical information about the customer, whereas privacy
relates to the concern about the potential misuse of personal information by marketers (Ribbink,
Riel, Liljander and Streuken,2004).

¢) Responsiveness. Is one of the dimensions with more statistical significance in many studies and
it’s defined as the speed, timeliness, and convenience of service delivery (Jun & Cai, 2001);
Customers expect online stores to respond to their inquires promptly (Liao & Cheung, 2002).

d) Accuracy. Means operational precision (Liao & Cheung, 2002), making the content and the
interface of the bank’s web site, and online transactions free of error (Jun & Cai, 2001).

e) Reliability. s the ability of the Internet bank to perform the promised service dependably and
accurately (Zeithaml et al., 1990; Jun & Cai, 2001), and the ability of the web site to fulfil orders
correctly, deliver promptly and keep personal information secure (Lee y Lin, 2005).

f) Convenience. Since individuals can e-bank over the Internet at any time in any properly
equipped location, the quality attribute of time and location convenience is likely to be
significant in differentiating it from traditional retail banking (Liao and Cheung, 2002).

According to what discussed before we propose the following hypothesis:

HAT1: Banking Service Quality positively affects Banking Loyalty for Business Customers
HB1: E-Banking Service Quality positively affects E-Banking Loyalty for Business Customers.

Customer satisfaction is a function of customer expectations levels and service quality level provided
by the organization (Rexha, Kingsshott and Aw , 2003).

In a context of e-banking, Jayawardhena and Foley (2000) also suggested that service quality feature in
Internet Banking Websites are critical to enhance customer satisfaction. In Internet Banking unlimited
access to variety of financial transaction and quality levels of bank products are becoming a key driving
force in attracting new customers and enhancing customer satisfaction (Mols, 2000). In a study
conducted by Floh & Treinblmaier (2006), overall satisfaction was positively affected by Web site
Quality and Service Quality. Preference and favourable attitudes presume customer satisfaction, which
is considered a major driver of loyalty and since it is considered difficult to gain loyal customers on the
Internet, satisfaction with the merchant and their services may be even more important online than
offline (Ribbink et al., 2004). Thus we propose the following hypothesis for both offline and online
banking.



HAI1: Banking Service Quality has a positive and indirect effect on Banking Loyalty, trough the
mediating effect of Satisfaction.
HB2: E-Banking Service Quality has a positive and indirect effect on E-Banking Loyalty, trough the

mediating effect of E-Satisfaction.

Trust has been identified as key to e-commerce, because it’s crucial wherever risk, uncertainty and
interdependence exist. Customers are reluctant to adopt e-banking because of security and privacy
concerns and trust related issues. Thus, the lack of customers trust both in the attributes of the bank and
in the overall on-line environment has been and remains an obstacle in the widespread adoption of e-
banking (Yousafzai et al. 2005). Bryant et al. (2002) stated that trust is an important consideration in the
development and fostering of e-commerce relations in the context of knowledge —based economy.
Lowering perceived risks associated with online transactions as well as maintaining transaction trust is
vital keys to attracting and retaining customers (Verhagen and Tan, 2004). The quality elements of the
e-service are expected to affect e-trust directly (Gronrods et al., 2000), because they represent trust cues
that convey the trustworthiness of the site and the system to customers (Corritore et al., 2003). Therefore,

we propose the next Hypothesis:

H3: E-Banking Quality has a positive and indirect effect on E-Banking Loyalty, trough the mediating
effect of E-Trust.

The exact relationship between Image and Loyalty has remained a matter of debate by many previous
investigations. Lai et al. (2009) demonstrated an integrative model to examine the relations among
service quality, value, image, satisfaction, and loyalty in China and revealed that service quality directly
influences both perceived value and image perceptions, that value and image influence satisfaction,
that corporate image influences value, and that both customer satisfaction and value are significant
determinants of loyalty

Few were the studies who try to measure the influence of Image in internet banking. Flavian et al.
(2004) investigated the corporate image in internet banking and identified four dimensions of Image:
services offered, access to services, perceived security and the reputation of the financial institution. In
this study corporate Image refers to customers affective preconceptions towards the service provider,
created by continuous service experiences. Based on what was discussed before, we propose the next

Hypothesis:

HAA4: Banking Service Quality has a positive and indirect effect on Banking Loyalty, trough the
mediating effect of Image.
HB4: E-Banking Quality has a positive and indirect effect on E-Banking Loyalty, trough the mediating

effect of Image.



Corporate image is believed to create a halo effect on customers” satisfaction judgment. When customers
are satisfied with the services rendered, their attitude towards the company is improved. This attitude
will then affect the consumers” satisfaction with the company (Andreassen and Lindestad, 1997). Thus,

we propose the next Hypothesis:

HAS: Image has a positive and indirect effect on Banking Loyalty, trough the mediating effect of
Satisfaction.
HBS5: Image has a positive and indirect effect on E-Banking Loyalty, trough the mediating effect of E-

Satisfaction.

Dick and Basu (1994) discussed Switching Costs related to time, monetary and psychological effort
involved in confronting the uncertainty of dealing with a new service provider.

According to Colgate and Hedge (2001), in banking, customers tend to switch mainly because of service
failure. Bank customers perceive negative consequences if they switch service providers, related to
psychological issues and financial consequences. Lee and Sohn (2004) also investigated trust and
switching costs as a way to build e-loyalty in Internet markets. Yang and Peterson (2004) investigated
the moderating effects of switching costs on customer loyalty through both satisfaction and perceived-
value measures. The results, evoked from a Web-based survey of online service users, indicate that
companies that strive for customer loyalty should focus primarily on satisfaction and perceived value.
The moderating effects of switching costs on the association of customer loyalty and customer
satisfaction and perceived value are significant only when the level of customer satisfaction or perceived
value is above average. Chang and Chen (2009) findings confirm that customer interface quality,
including customization, interaction, convenience and character, contributes to generating e-loyalty.
Particularly, the results show that convenience directly enhances e-loyalty. Additionally, this study finds
that customer interface quality positively influences switching costs for customers with higher Internet

experience. According to what was discussed before we propose the next Hypothesis:
HAG6: Banking Service Quality has a positive and indirect effect on Banking Loyalty, trough the
mediating effect of Perceived Switching Costs.

HB6: E-Banking Service Quality has a positive and indirect effect on E-Banking Loyalty, trough the

mediating effect of Perceived Switching Costs.

In Figures 1 and 2 we present the proposed models to be estimated in both an online and offline context.
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Figure 1- Proposed Model A for an offline environment
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Figure 2- Proposed Model B for an online environment
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3- Methodology and Design

A comprehensive pretest, including qualitative interviews with the decision maker of five large
companies, was carried out to ensure the understandably of the items. With the main purpose of testing
the proposed model, it was conducted a questionnaire to medium /large corporate customers of the main
Portuguese banks. We selected randomly some of the 220 major companies in Portugal and then mail
the questionnaire with some previous calls to assure they would answer and obtained 72 valid responses.
The sample was randomly selected from a data base of Dun & Bradstreet and is representative of the
medium/large companies in Portugal, 60% of the companies in our sample work with more than 250
employees and for about 80% have an annual turnover superior to 50 million Euros.

A 7-point Lickert scale was used to measure all items. Empirically validated scales were adapted to the
context of the study and used to measure the respective constructs. All items are listed in Tables 1 and

2. The same data was used to answer questions for both models in an offline and online environment.

The empirical validation of the measurement models were performed by exploratory and confirmatory
factor analysis as well as reliability analyses. In view of the explorative nature of our body, we first
factor analysed the set of items with the help of principal component analysis to test our a priori
assumptions about the underlying factor structure. We then calculated Cronbach Alpha’s for each
obtained factor to ensure satisfactory levels of internal consistency and to select the best items for each
facet. Scale purification was conducted by eliminating items and led to a significant reduction in the
number of items. The development of the final measurement model follows the respecification

guidelines suggested by Anderson and Gerbing (1988).

The practical reespecification process followed two steps. First, the study considered a item removable
if it demonstrated one of the following characteristics:

- Loaded on the wrong factor or cross loaded; or

- Exhibited large standardized residuals.

- Then if the questionable item was considered to be represented by another indicator, it was

removed from the analysis.

We established a removing routine procedure until all items were considered necessary, either
theoretically or empirically (Yang, Jun and Peterson, 2004).
As the result of this procedure, five items were reduced from the original 12 items to measurement of
Perceived Service for the business banking clients.
A second exploratory factor analysis carried out with the remaining items resulted in the extraction of
the same factor structure. We then conducted a factor analysis of second order, which led to a further
reduction of the quality factors to five fundamental quality dimensions. It was obtained a multiple-item

scale for the construct Perceived Service Quality with the following items: Product Variety (with two
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items, PV1 and PV2), Interpersonal Relationships (one item IPR4), Reliability (with two items, REL 1
and REL2).

In the online model, five items were reduced from the original 15 items to measurement of E-Banking
Quality for the business banking clients. They include Assurance (AS1), Reliability (REL1 and REL 2),
Convenience (CON 2) and Overall E-Banking Quality.

The same procedure was conducted for the other constructs. On the first sight, the dimensionality of the
construct Perceived Service Quality and E-Banking Quality, seems to be different to the one proposed.
However considering the categorization of service elements resulting in a evaluation made by business
customers, and not that from private customers, who were mainly used in previous scales to measure
Service Quality in the banking industry. But even in previous investigations conducted in retail banking
a single factor multiple-item scale was used, for instance Lewis and Soureli (2006) measured Perceived
Quality the same way ( the model had a single factor multiple-item scale with the following items :up-
to-date facilities and equipment, individual attention, prompt service, knowledge and kindness of

employees, and accuracy).

We also tested for the reliability and validity and in order to assure valid construct measurements, the
GFI and the AGF], the Variance Extracted and the Chi-Square test as overall fit measures were used in

the following to evaluate the dimensions of each construct.

In addition to Cronbach’s Alpha, the local fit indices — indicator reliability, Variance Extracted, factor
reliability and total variance explained- were employed to test the validity of the obtained factor.

We also test the Composite Reliability, the Variance extracted and Discriminant validity for each
construct.
After this analysis, we estimated the final structural models with Amos 18.0.

Table 1 —The survey measures for the model A

Construct Survey Measures
Customer CS1 I am satisfied with the bank overall.
satisfaction CS2 The bank meets my expectations in servicing my request.

Banking Loyalty | We will probably still be working with this bank in the future.
Loyalty

Perceived PSC1 It would be risky for the company if we switched to another bank.
Switching PSC2 This bank provides services that cannot be easily replaced by other banks.
Costs

Image 1 Overall, I have a good impression of the main bank who works with the company.
Image Image 2 | The bank provides friendly service.
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TANI1 % The physical branch of the bank is functional and comfortable.
TAN2 ) I value the existence of a physical branch of the bank near the company.
8
RES1 o In general, I don’t wait too long to solve my request.
Z
o)
2,
8
~
PV1 The bank offers products and services according to the needs of the
. g 5 company.
= o 5
é%/ PV2 A > The bank offers a wide range of services.
2
> %)
g Price ° g The bank has competitive interest rates.
SPR=
o0 oS
g A %
é S
aa)
&
REL1 = The bank assures their services with a minimum of errors.
fla}
<
REL2 E I value that the bank quickly resolves the existing errors.
IPR1 The bank has competent employees who demonstrate the necessary
3 & banking skills.
g 5
IPR2 E ,§ The bank employees understand the needs of my company.
g =
IPR3 E 2 The bank employees are trustworthy and sincere.
I have a good relation with the business manager of the bank.
IPR4
Table 2- The survey measures for the model B
Item Description
PV1 All the needs of products and services by the company are included in the
2 options of the online bank.
Tg Product PV2 The online bank suggests products and services according with the needs of the
o variety PV3 company.
8 The online bank has competitive interest rates.
>
Q
‘fﬁ AS1 I consider that the risk in electronic transactions with the bank is high.
,E Assurance AS2 The online bank is trustworthy.
=
m? RES1 I receive rapid and prompt responses, by email or telephone, when i request it
M Responsiveness RES2 in the website of the bank.

The online bank answerer’s quickly to my demands.
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ACl1 The electronic transactions are free of errors in the interface.

Accuracy AC2 The electronic transactions are free of errors in the content.
AC3 The electronic transactions are accurate.
Reliability REL1 The online bank keeps the records of the company with accuracy.

REL2 The online bank performs the service correctly at first time.

Convenience CONI1 I value the fact that we can use the online bank from any location.
CON2 | The use of online banking saves me time.

Overall E- OEBQ | In general the quality of the services of the online bank is good.
Banking Quality
EBS1 We are generally pleased with this online bank services.
E-Banking EBS2 The web site of this bank is enjoyable.
Satisfaction EBS3 So far, the online bank as exceeded our expectations of service.
E-Banking EBT1 We believe that the bank does not give our private information’s to other
Trust EBT2 entities.

EBT3 Online banks implement security measures to protect the users.
This bank as a good reputation in the market.

Image IMAGE!1 | Overall, I have a good impression of the main bank who works with the

IMAGE2 | company.
The bank provides friendly service.

Perceived PSC1 This online bank provides services that cannot be easily replaced by other
Switching PSC2 banks.
Costs PSC3 My company may increase the risk of receiving bad services if we change to

another bank.
It would be a major inconvenience to change to another bank.

EBLI1 Is my intention continuing using this online bank.
E-Banking EBL2 I prefer this online bank above others.

Loyalty EBL3 Is my intention to increase the use of this online bank in the future.
EBL4 I recommend this online bank to third parties.

4-Findings

We concluded that companies have split bank arrangements, with 68, 6% working with more than 5
offline banks (Table 3) and 42, 9% working with more than 4 online banks. We found that the larger the
size of the corporate segment, the greater the number of banks used, with the larger companies using the
services of four or more banks on average (Figure 3), although strong loyalty exists between companies
and their lead commercial bank. The same conclusion was obtained in a previous study conducted by
Farinha, L. (1999, Banco de Portugal) with data from Portugal, the average number of banks in this
study was 1.4 for very small firms (with less than 10 employees) and 5 for those with over 200 workers.
Most of the latter borrowed from 4 banks. Although most of the responding companies use the services
of four or more banks, strong loyalty existed between organizations and their lead commercial bank, as
discussed in the previous study conducted by Turnbull and Gibbs (1989). The data showed that 73% of
the companies have been working with their lead bank offline for more than 10 years, while 50% have
been working with the main online bank for about 4 to 6 year
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Table 3- Univariate Analysis of the number of banks used

N. of banks Category Frequency Valid percent
used

1 1 1,4
Offline 2 9 12,9
3 6 8,6
4 6 8,6
>=5 48 68,6
Online 1 3 4,3
2or3 24 34,3
4to 6 30 42,9
>=7 13 18,6

Figure 3- Average number of banks according to firm size
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In Figure 4 and 5 we present the final structural models with the accepted hypothesis and in Tables 4

and 5 the results of the exploratory and confirmatory analysis.
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Our results suggest that the determinants with major impact on Banking Service Quality (BSQ) were
referred to the importance of the offer of products and services according to the needs of the company
(PV1, PV2), the importance of the good relations generated between the decision-maker of the company
and the bank’s business manager (IPR4) and the reliability of the services (REL 1, REL2). We found a
significant positive direct effect of 0,38 between BSQ and Banking Loyalty, consistent with the
proposed hypothesis HA1. In online banking five main quality dimensions for the e-banking portals
were identified in this investigation: Assurance (AS2), Reliability (REL1,REL2), Convenience (CON)
and Overall E-Banking Quality (OEB) judgments by the decision makers of the company. Our results
also confirm that E-Banking Loyalty is directly affected by E-Banking Service Quality (EBQ)
perceptions of the managers of client firms with a total effect of 0,59, thus confirming the proposed
hypothesis HB1. This suggests that Service Quality in online banking has a bigger impact on Banking
Loyalty than that obtained in traditional banking, suggesting that bank managers should be more
attempt and efficient in providing high quality services provided by the bank website, to assure retention
and profitability in this important segment. We found a strong impact between BSQ and Customer
Satisfaction with a total effect of 0,91, indicating high correlation between the two constructs. The same
results were obtained in an online environment, we found a very high correlation between EBQ and E-
Satisfaction, with a total effect of 0,92, but in both cases we found no empirical evidence to suggest
that Satisfaction is a mediating construct between Perceived Service Quality and Banking Loyalty
because of lack of discriminant validity. According to Dabholkar (1995) these two constructs may
overlap when a long term relation is created, there may not be much difference between Customer
Satisfaction and Service Quality perceptions because the affective aspect of evaluation will dissipate
overtime. In fact a bigger percentage of respondents in our sample have been working with the main
bank for many years. A strong impact was also found in the relation between BSQ and and Image with
a total effect of 0,92 , indicating high correlation between the two constructs, although no discriminant
validity was found, also suggesting that business respondents evaluate the two measures as being part
of the same quality judgments. In online banking the results were similar, indicated high correlation of
0,807 between the constructs. We also couldn’t prove discriminant validity between Image and E-
Banking Quality. We also found that Image affects E-Satisfaction with a total effect of 0,85 in an online
environment. In traditional banking we found no evidence to support this relation because no
discriminant validity was found between Image and Customer Satisfaction.

Our results indicate that there is no statistical significance to prove that there is an indirect and positive
effect between BSQ and Banking Loyalty via Perceived Switching Costs (PSC), on traditional banking,
this means that business respondents do not perceive high costs of switching banks. The bigger
companies have a great variety and complexity in their transactions, which may explain the fact that
they prefer to benefit from the advantages of having relations with several banks and dont perceive risk
in changing to another bank when they need to develop a new transaction. In the online environment the

results were somewhat different, we also didn’t find evidence to support the fact that the perceptions of
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E-banking Quality may affect the perceived switching costs, but we found a strong impact of 0,73 in the
relation between Perceived Switching Costs and E-Loyalty. For business customers PSC do affect the
creation of long term relations and retention with the services provided by the web site of the bank.

Finally we also tested the relation between BSQ and EBQ, and the results showed that these two
constructs have high levels of correlation (0,877), with lack of discriminant validty, this means that the

perceptions of quality in an offline and online environment are similar in the banking industry.

Figure 4- Offline Structural Equation- Model A
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Figure 5- Online Structural Equation -Model B
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The results show a significant impact (0, 75) of E-Banking Quality in E-Banking Trust (EBT). The Web

—site quality of the bank is a strong factor in the perceptions of trustworthiness, the performance of the

online bank in terms of dependably, accuracy, fulfil orders correctly, and the security and privacy

concerns have strong impact in assuring EBT, to business customers. The results also showed that EBT

impacts on EBL with a total effect of 0,26 and has a mediating effect.

Table 4- Exploratory and confirmatory analyses for model A

Constructs Item Indicator Total Cronbach Composite Variance Global Fit
Name Reliability Explained Alpha Reliability Extracted
Variance
PV2 0,74 X°=94
Banking Service IPR4 0,82 62,8% 0,85 0,87 0,55 df=9
Quality PV1 0,85 GFI = 0,955
(BSQ) REL1 0,75 CFI = 0,981
REL2 0,61 TLI= 0,968
RMSEA= 0,026
AGFI = 0,894
Table 5-Exploratory and confirmatory analyses for model B
Item Indicator Total Cronbach  Composite Variance Global Fit
Constructs Name Reliability  Explained Alpha Reliability  Extracted
Variance
AS2 0,76
E-Banking Service REL1 0,90
Quality CON2 0,67 66,32% 0,86 0,38 0,59 X’= 58
REL2 0,71 df=42
OEBQ 0,77 CFI = 0,959
RMSEA = 0,072
E-banking Etrust2 0,959 TLI =0,946
Trust Etrust3 0,959 92% 0,84 0,96 0,92 GFI =0,876
AGFI =0,806
Perceived PSC1 0,808
Switching PSC2 0.882 68,9% 0.77 0.89 0,70
Costs PSC3 0,798

In table 6 we present the comparisons between the results in the two environments and in table 7 we

present the comparisons between our results and conclusions in previous investigations.
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Table 6- Offline and online banking results comparisons

Relations Offline Online Statistical Observations
Banking Banking Significance
Both have a positive relation with
BSQ -> Loyalty 0,38 0,59 v loyalty, but we found a higher
correlation in Online banking.
The results were similar in both
BSQ - >Satisfaction 0,91 0,92 v contexts. No discriminate validity was
found between the two constructs. The
concepts overlap.
Satisfaction ->Loyalty 0,39%* 0,25 - No statistical significance was found
in traditional banking.

BSQ ->Image 0,92 0,81 v Strong impact was found in both
contexts. No discriminate validity was
found.

Image->Loyalty 0,41 0,31 Both have significant impact.
Image ->Satisfaction 0,93 0,85 No discriminant validity was found in
traditional banking.
BSQ->PSC -0,09* 0,09%* - No significant impact was found.
No statistical significance was found

PSC->Loyalty 0,05%* 0,73 - in traditional banking, but on the
contrary strong impact exists in online
banking.

BSQ->E-Trust - 0,75 Strong impact.

E-Trust->E-Loyalty - 0,26 Significant impact.

*Statistical significance was not found

Table 7- Comparisons between our results and previous investigations

Conclusions in this study

Conclusions in other investigations

The bigger the company, the bigger the number of
banks used, with the largest companies using the
services in average of 4.5 banks.

73% of the companies of the sample have been working

with their lead bank for more than 10 years.

The perceived quality is the main determinant of

loyalty.

The concepts of Satisfaction and Image overlap with
the construct Perceived Service Quality by the

corporate clients.

Farinha, L. (1999) also concluded that the companies
more than 200 employees work in average with 5 banks.
Turnbull and Gibs (1989) concluded that the big
companies use the services of 4 or but banks in average,
nevertheless a strong loyalty exists between the
companies and their main bank.

These authors also conclude that for the corporate
customers the quality of service was the most important
determinant to establish a relation.

For Dabholcar (1995) these constructs can overlap in
the long term. For Spreng and Singh (1993) no
discriminant validity was found between Satisfaction

and Quality.
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The business customers do not perceived switching

COSts.

E-quality has a strong impact in E-Loyalty via the

mediating effect of E-Trust.

Lewis and Soureli (2006) also found the lowest
factorial loadings for switching costs, indicating that the
clients do not perceive costs change in changing bank.
According to Ribbink et al. (2004) the dimension
Security of E-Quality, that is, the confidence in the
retailer, influences E-loyalty via E-Trust and E-
satisfaction.

Some authors (Gronroos, 1983) discussed that there is a

significant overlap between quality and satisfaction,

The constructs E-Satisfaction and Image overlap with and thus, they can alternatively be used.

E-Quality.
A strong direct impact was found between Switching E-Loyalty.

Costs and E-Loyalty for business customers.

5. Managerial implications and future research

A large and growing literature in finance shows that firms benefit by borrowing from banks that they
have existing relationships with (Petersen and Rajan ,1994); Berger and Udell, 1995). Given the benefits
of strong exclusive banking relationships, it is not clear why firms switch to non-relationship banks for
their repeat credit needs, and in many cases choose to maintain multiple banking relationships (Ongena
and Smith ,2000, 2001), Houston and James ,2001).

This is also the major problem in our conclusions, business customer’s don’t perceive high switching
costs when changing to another bank, besides the fact that they do maintain long-term relationships with
the main bank. The business customers in our sample also choose to maintain multiple relations with
several banks.

This means that competition in this segment is fierce and banks have built aggressive strategies to retain
their big volume customers.

Commitment between the company and the bank allows for intertemporal transfers because it introduces
a long-term perspective for the bank. If the company cannot switch to another financier easily, then the
bank can expect to earn rents in future periods. These rents may in turn offset losses at other stages of
the business.

All of these benefits have implications for two crucial issues: credit availability in general, and credit
availability when borrowers face financial distress.

Despite this, large companies prefer to benefit from multiple relations with several banks simultaneously
and seem to don’t recognize financial and psychological constraints if they have to switch to another

bank.
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This problem can reduce bargaining power to banks, indeed to assure the continuance of the relationship
with this important customer, banks have to reduce their prices.

Two related papers that examine the question of why firms switch banks are Farinha and Santos (2002)
and lIoannidou and Ongena (2006). Using the monthly credit reports led by Portuguese banks with their
central bank, Farinha and Santos (2002) found that firms with more growth opportunities and poorly
performing firms are more likely to prefer multiple bank relationships.

Our findings also suggest that constructs like Satisfaction and Image are highly correlated with
Perceived Service Quality, indicating that these measures overlap that of Perceived Service Quality in
business customers minds, especially because the long-term relationship generated between the
company and is first choice bank.

This suggests that for business customers Perceived service quality is the most important antecedent of
Bank Loyalty.

Further research should develop a bigger sample study, although many limitations were found to obtain
the collaboration of the decision makers of large companies.

It’s also urgent to further investigate ways of creating perceived switching costs, to assure commitment
and higher profitability in this segment.

The results in our data suggest that the quality perceptions of the online bank seem extremely important
in E-trust building. The preeminent importance of E-trust can be explained by both the core products of
the financial industry, which can be seen as the transmission and processing of highly confidential
information , and trust in the medium as such, which again stands for the banks capability to securely
transfer and store confidential personal information. Thus the banks must build high quality websites in
order to signal competence and trustworthiness to its business customers.

A practical implication for the bank industry is that the banks web site must communicate the procedures
for handling private information are performed within the framework of well-thought-out customer-
services policies, thus demonstrating reliability and credibility (Yousafzai et al. 2005).

The privacy and policy must be presented as manner that is obvious, accessible.

In our results Perceived Switching Costs are not affected by the perceptions of the quality of the bank
website. In the Internet market, the materialization of the Internet as a marketplace force has helped
reduce searching costs for price and quality information, and comparisons across online banks, has
diminished physical travel. It seems that for business online customers the quality attributes of the Bank
web site are not strong enough to create switching barriers.

Although our findings suggest that Switching costs have a strong impact in creating retention in the
banking online environment obtain substantial benefits by holding most of their banking business with
one bank. Switching barriers make it costly for the customer to switch to another supplier, the
implication for this preposition is a positive relationship between switching costs and customer loyalty,

therefore an increase in switching costs will lead to an increase in loyalty.
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Competition is, of course, just a click away in the Internet market, and various antiswitching barriers
have been embraced by online banks. Although a firm may institute switching costs for its offerings, its
competitors frequently erect various strategies and incentives to assist potential customers in
overcoming the barriers. For example, numerous online banks and retail brokerage firms afford cash
premiums to new customers as an incentive for switching service providers.

According to Siriluck and Speece (2005), customers Internet banking service need to integrate web —
based service in bank business strategy as a way to supplement and enhance the relationships because
delivery channels cannot replace the traditional face-to-face service. This means that customer
relationships cannot be ignored when implementing Internet banking. Banks have to work on other
relationship elements to perceive high switching costs from the service they are rendering.

The major limitation in this investigation was, like in previous chapters, to obtain a bigger sample of the
medium/large bank customer segment.

Future research should accomplish a bigger sample, and try to determine the drivers of creation
perceived switching costs. Since this investigation concluded that if they exist they have a strong impact

on retention of online business customers.
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