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A SURVEY OF CUSTOMER RETENTION  

IN THE NEW ZEALAND BANKING INDUSTRY 

Christopher Gan*, David Cohen**, Mike Clemes***, Esther Chong****

Abstract

Previous banking studies on customer retention focused narrowly on customer loyalty and cus-
tomer satisfaction without attempting to link them in a model to further explore or explain cus-
tomer retention.  If retention criteria are not well managed, customers may still leave their banks, 
regardless of how hard bankers try to retain them. This study empirically examines the potential 
constructs in customer retention by investigating the chain of effects of retention from customer 
satisfaction, customer value, corporate image, switching barriers to competitive advantage. In gen-
eral, all of the hypotheses tested were supported except for higher levels of customer satisfaction 
do not necessary lead to customer loyalty. Customers can be highly satisfied but still leave their 
current banks.  It is assumed that when the customer is completely satisfied, then loyalty towards 
the bank is strengthened. 

Key words: customer satisfaction, customer loyalty, customer retention. 
JEL classification: G20, M30. 

1. Introduction 

The competitiveness in the banking industry has increased significantly in recent years due to de-
regulation and globalization. Since the products and services offered by banks can often be easily 
duplicated, banks are not only competing with each other but also with other non-banks financial 
institutions (Hull, 2002). When banks provide nearly identical services, they can only distinguish 
themselves on the basis of price and quality.   

Banks in New Zealand are mainly foreign-owned and they are not very diversified. As a result, the 
New Zealand banking industry has reached saturation and has become commoditized since banks 
offer nearly identical products. Such evidence suggests that banks in New Zealand have reached 
the maturity phase of the product lifecycle. This carries the danger of creating a downward spiral 
of perpetual discounting – fighting for customer share (Mendzela, 1999). Thus, it is essential for 
bank management to try their best to retain as many customers in order to remain viable. 

From a cost perspective, retaining an existing bank customer costs less than creating a new one. 
The cost of creating a new customer has been estimated to be five times more than that of retaining 
an existing customer (Reichheld, 1996). Banks seek to achieve a zero defection rate of profitable 
customers, to minimize the customer churn; the acquisition and subsequent loss of customers (Far-
quhar, 2004). In addition, longer-term customers buy more and, if satisfied, may generate positive 
word-of-mouth promotion for the banks (Reichheld & Kenny, 1990). Furthermore, long-term cus-
tomers also take less of the bank’s time and are less sensitive to price (Healy, 1999).  As a conse-
quence, retaining customers becomes a priority and there are compelling arguments for bank man-
agers to more carefully consider the factors that might increase customer retention rates. 

Previous researches have also shown that longevity does not automatically lead to profitability 
(Colgate, Stewart, & Kinsella, 1996). A bank cannot claim to have loyal clients, unless customers 
express their future commitment to use the bank’s services and their willingness to consider the 
bank’s new financial strategies and services. In addition, loyal clients will also show their 
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resistance to competitors’ enticements and be willing to give their current bank both solicited and 
unsolicited referrals.  

Previous banking studies on customer retention focused narrowly on customer loyalty and cus-
tomer satisfaction without attempting to link them in a model to further explore or explain cus-
tomer retention.  If retention criteria are not well managed, customers may still leave their banks, 
regardless of how hard bankers try to retain them. This study empirically examines the potential 
constructs in customer retention by investigating the chain of effects of retention from customer 
satisfaction, customer value, corporate image, switching barriers to competitive advantage. The 
links between these constructs are tested to determine if the results are consistent with previous 
claims about the factors that impact retention. These factors include: 1) the links between customer 
satisfaction, customer value and bank image, 2) the links between competitive advantage, cus-
tomer satisfaction, customer value, bank image and the switching barriers with regard to consum-
ers’ behavioural intentions and customer loyalty, and 3) the links between consumers’ behavioural 
intentions and customer loyalty with regard to customer retention.   

The remainder of this paper is organized as follows. Section 2 presents a review of the customer 
retention literature and presents testable hypotheses. Section 3 outlines the research methodology. 
The results and discussions are then presented in Section 4. Section 5 concludes the paper. 

2. Literature Review 

Previous studies have identified the benefits that customer retention delivers to an organisation 
(see Colgate et al., 1996; Reichheld and Sasser, 1990). For example, the longer a customer stays 
with an organisation the more utility the customer generates.  This utility is an outcome of a num-
ber of factors relating to the time the customer spends with the organisation, including the higher 
initial costs of introducing and attracting a new customer; an increase in the value of purchases; an 
increase in the number of purchases; the customer's better understanding of the organisation and 
positive word-of-mouth promotion. 

Apart from the benefits that longevity of customers creates, researchers also suggest that the costs 
of customer retention activities are less than the costs of acquiring new customers. For example, 
Rust and Zahorik (1993) argue that the financial implications of attracting new customers may be 
five times as costly as keeping existing customers. However, maintaining high levels of satisfac-
tion does not ensure all customers remain loyal. Banks lose some satisfied customers who have 
moved, retired, or no longer need certain services.  

Beckett et al. (2000) draw tentative conclusions as to why consumers appear to remain loyal to the 
same financial provider, even though, in many instances, they hold less favourable views toward 
their service providers. For example, consumers appear to perceive little differentiation between 
financial providers. They may be motivated by convenience or inertia. Finally, many consumers 
associate high switching costs in terms of the potential sacrifice and effort involved with changing 
banks. 

Stum and Thiry (1991) argue that retained customers do demonstrate immunity to competitive 
pull. This is supported by Strandvik and Liljander (1994) in an exploratory study of customer rela-
tionship strength in retail banking in Finland. They found that if the bank-customer relationships 
were strong and that customers did not pay attention to competitors’ advertising or make compari-
son to other banks. These findings are similar to Christopher et al.’s (1991) study that suggested 
prospective customers become actual customers and move along the “ladder of customer loyalty” 
to become clients, then supporters and, finally, advocates. 

Customer satisfaction has for many years been a key determinant in explaning why customers 
leave or stay with an organisation.  Every organisation needs to know how to retain their custom-
ers, even if they appear to be satisfied. Reichheld (1996b) suggests that some unsatisfied custom-
ers may choose not to defect, because they do not expect to receive better service elsewhere and 
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that some satisfied customers may look for other providers if they believe they can get better ser-
vices elsewhere. Customer satisfaction is viewed an important indicator of customer retention but 
customer satisfaction is not always an assurance of customer retention. Retaining customers is also 
dependent on a number of other factors such as choices, conveniences, prices, and incomes (see 
Richards, 1996; Jones and Sasser, 1995). 

Customer retention is thought to improve profitability, principally by reducing costs incurred in 
acquiring new customers; the prime objective being “zero defections of profitable customers” 
(Reichheld, 1996b). There is, however, a distinction between customers who are retained and those 
who are loyal. The inertia prevalent within the industry of financial services implies that customers 
may be retained may not necessarily be loyal. True loyal customers are usually portrayed as being 
less price-sensitive and more inclined to increase the number and/or frequency of purchases. They 
may become advocates of the organisation concerned and either directly or indirectly influence the 
decision making of their peers or family. 

The links between customer loyalty and organisational profitability have been also demonstrated, 
suggesting that an organisation with loyal customers enjoys considerable competitive advantage 
(Reichheld, 1996b). Loyal customers have a positive effect on customer retention but customer 
loyalty is not customer retention. Loyalty is only a valid concept in situations where customers 
have options to choose from. The main issue is that retention should not be taken as a substitute 
for loyalty and this suggests that banks need to understand why their consumers choose to stay and 
should not assume that it is a positive conscious choice (Colgate et al., 1996). 

Similarly, repurchase alone is not an indicator of loyalty. In financial services, continued customer 
support, which might even include extending the range of purchases, can often be an indication of 
inertia. Behavioural patterns form only one component of loyalty and if the consumer does not 
demonstrate a favourable attitude towards a brand or company, there is an increased chance of 
switching. Customers may be lured away by attractive offers made by competitors when they ex-
perience dissatisfying incidents (Jones and Farquhar, 2003). 

Clearly, there are compelling arguments for bank management to carefully consider the range of 
factors that increase customer retention rates. To date, there is a wealth of research advocating the 
importance of customer retention in the banking industry (see Fisher, 2001; Marple and Zimmer-
man, 1999). However, there has been little empirical research undertaken to investigate the con-
structs that lead to customer retention in the banking industry. Previous empirical work has fo-
cused on identifying some of the constructs that are thought to be precursors to customer retention 
and other studies have focused on developing a measure of customer satisfaction, customer value 
and customer loyalty without, examining other potential constructs (such as competitive advan-
tage, customer satisfaction, switching barriers, corporate image and behavioural intentions) and 
their link to customer retention.  

2.1. Customer Retention  

Most of the research in customer retention and customer exit investigates the processes separately 
without linking the two processes together (Colgate and Norris, 2001). Based on the previous lit-
erature, this study developed a customer retention model linking several major constructs that are 
proposed to impact a customer’s decision to stay with, or leave, his or her current bank (see Figure 
1). The literature suggests that there is a positive relationship between consumers’ behavioural 
intentions and customer loyalty and customer retention in banks. Furthermore, there is a positive 
relationship between customer satisfaction and customer value and consumers’ behavioural inten-
tions and customer retention. Similarly, there is a positive relationship between competitive advan-
tage, customer satisfaction, customer value, corporate image, switching barriers, customer loyalty, 
and customer retention.  
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Fig. 1.  Research Model of the Relationships between Constructs Impacting Customer Retention 

2.1.1. Relationship between Customer Satisfaction and Customer Value  

Many banks choose not to engage in price wars however service can be an effective competitive 
tool. Varki and Colgate (2001) argued that nothing can replace quality service. Quality service, as 
perceived by the customer, has an effect on the perceived value of the service rendered. The rela-
tionships between the service events, the customer’s prior and post perceptions, and perceived and 
actual quality of delivered service all jointly determine the success or failure of generating value 
(Grot and Dye, 1999). Woodruff (1997) argues that the concept of customer value suggests a 
strong link to customer satisfaction. Both concepts describe evaluative judgments about products, 
and both place special importance on the use situation.  

Spreng et al. (1996) suggested that customers create a set of objectives, learned from past and pre-
sent experiences, about what value they desire in the process of making an evaluation. The cus-
tomer value hierarchy suggests that desired value is composed of a preference for specific and 
measurable dimensions; the attributes, attribute performances, and consequences linked to goals 
for use situations. Desired value, in turn, guides customers when they form perceptions of how 
well or poorly a product has performed in the use situation. That is, they evaluate use experiences 
on the same attributes, attribute performance, and consequences constructed in their desired value 
hierarchies.  Further, Siles et al. (1994) reported that customers have always been reluctant to 
switch banks, but impersonal, unfriendly service will still drive them away.  

Five dimensions of service quality are employed in this study. These include convenience, reliabil-
ity, features and facilities, staff who deliver the service, and tangibles. The support element is con-
cerned with all aspects of how service quality can be provided to add value (Devlin, 2001). Hence, 
customers’ satisfaction is affected by their perceived value and vice versa. For example, Varki and 
Colgate’s (2001) demonstrated that customer value impacts customer satisfaction and there is an 
inter-linkage between perceived service value and customer satisfaction evaluation. The following 
hypothesis is proposed: 

H1: There is a positive relationship between the level of perceived service 
value and the level of customer satisfaction.  

2.1.2. Relationship between Corporate Image and Customer Value 

Image is viewed as a cumulative construct that is updated each time the customer experiences the 
service. As for the influence of perceived service value on corporate image, Barich and Kotler 
(1991) propose that a company will have a strong image if customers believe that they are getting 
high value when they make a purchase. Accordingly, a number of factors such as quality products, 
quality services and reasonable prices are deemed to influence value judgement. 
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Gronroos (1984) argues that corporate image is built mainly by technical quality, i.e. what the cus-
tomer receives from the service experience, the functional quality, and the manner in which the 
service is delivered. Bitner (1990) proposes that cues from the physical environment are instru-
mental in communicating the firm’s purpose and image. Baker (1993) contends that a positive 
ambiance has considerable influence on employee motivation and the quality of the service en-
counter. 

Interestingly, physical environment and contact personnel are integral parts of service quality iden-
tified by Parasuraman et al. (1988). The assumption is that customers who perceive service quality 
over repeated service encounters have an overall favourable image of the firm. Similarly, since 
customer satisfaction is described as a judgement made on the basis of a specific service encounter 
(Cronin and Taylor, 1992), satisfaction levels derived from each service encounter are viewed as 
having an effect on image assessments. 

The overall image of the service firm is influenced by perceived service quality, customer satisfac-
tion, and by perceived service value. These links have also been tested by Ngu and LeBlanc (1998). 
The authors argue that corporate image remains in the minds of consumers in the form of attitude and 
behavioural intentions. Corporate image can then provide added value to consumers (Devlin, 2001). 
Further, corporate image is also seen as a competitive advantage, which has the ability to create and 
maintain superior “customer value”. Bankers therefore must create a brand environment in which the 
personnel, the physical layout, the use of technology and the banking products collaborate to serve 
and support a customer experience of value (Bachman, 2001). 

Having outlined the existing literature relevant to these constructs, it is reasonable to argue that 
creation of corporate image and perceived service value are mutually moderating. Indeed, under-
standing the role of corporate image in the customer retention decision both as an antecedent and 
consequence is a key issue that has received little attention in the banking industry arena. The fol-
lowing hypothesis is proposed: 

H2: There is a positive relationship between the level of corporate image 
creation and the level of customer assessments of perceived value. 

2.1.3. Relationship between Customer Satisfaction and Consumers’ Behavioural Inten-
tions

Parasuraman et al. (1994) propose a transaction-specific conceptual model that views a customer’s 
overall satisfaction with a transaction to be a function of service quality, product quality, and price. 
The role of price, as an attribute of performance, has been examined in several satisfaction studies. 
By managing the comparative price perceptions of their customers, managers could simultane-
ously influence overall customer satisfaction and behavioural intentions, because of comparative 
price perception’s direct effect on these constructs. 

Customer satisfaction presumably has a positive effect on consumers’ behavioural intentions. La-
Barbera and Mazursky (1983), building on Oliver’s (1980) cognitive model, provide empirical 
evidence that satisfaction mediates the difference between previous intentions and revised inten-
tions, to produce a relationship which is stronger than simply the direct effect of previous period 
intentions on present periods. This evidence would lead to the expectation that satisfaction will 
lead to higher repurchase intentions. Indeed, Anderson and Sullivan (1993) found that intentions 
were positively influenced by the level of satisfaction. Those firms with higher satisfaction levels 
tended to have lower retention elasticity. This conclusion is based on strong evidence in the litera-
ture of a relationship between satisfaction levels and behavioural intentions. The following hy-
pothesis is proposed: 

H3: Higher levels of customer satisfaction lead to favourable customer’s be-
havioural intentions. 
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2.1.4. Relationship between Customer Value and Consumers’ Behavioural Intentions 

Although price is traditionally viewed as relatively unimportant in financial services, the potential 
to use a low price to add value has been acknowledged. Devlin (2001) proposed that adding value 
may be used to achieve competitive advantage which, in turn, could increase consumers’ positive 
behavioural intentions. Higher levels of customer value will lead to higher levels of customer satis-
faction. Given the positive relationship between customer satisfaction and customer value, it is 
hypothesized that customer value will also influence consumers’ behavioural intentions. The fol-
lowing hypothesis is proposed: 

H4: Higher levels of customer value lead to favourable customer’s behav-
ioural intentions. 

2.1.5. Relationship between Competitive Advantage and Customer Loyalty 

In today’s competitive environment, banks need to keep up with current and potential customers if 
they are to survive, grow and continue to prosper (Mohebi and Hechter, 1993). This finding is 
supported by Holliday (1996) where the banking industry is vulnerable to a changing environment 
for example loyal customers can be stolen away through an aggressive marketing campaign. Thus, 
product and service differentiation and marketing campaigns are important factors to sustain com-
petitive advantage in the industry. This is supported by Mylonakis et al.’s (1998) findings that 
showed that banks today are focusing most of their competitive efforts on physical presence (such 
as branch network development in very attractive locations) and promotion, as well as offering 
supplementary services to differentiate themselves from others (Mylonakis et al., 1998). 

The homogeneity of services offered and competition within the banking industry have put added 
pressure on banks to achieve competitive differentiation, which has led to an emphasis on service 
quality. Banks use service quality as a means of gaining competitive advantage. This practice is 
perceived to be a prerequisite for achieving high quality customer service, which is seen as the 
only mechanism for achieving differentiation and retaining customers in a highly competitive and 
homogenous industry (Ioanna, 2002). 

Chang et al. (1997) further identified a need for bank managers to look into the quality aspects of 
their products and to establish quality control systems for providing services that are consistent 
and at levels exceeding customers’ expectations. The authors conclude that a bank should extend 
its product quality beyond the core service and expected service with additional and potential ser-
vice features to be remembered and distinguished by customers.  The following hypothesis is pro-
posed: 

H5: Perceived competitive advantage has a positive effect on customer loy-
alty.

2.1.6. Relationship between Customer Satisfaction and Customer Loyalty 

Chong et al. (1997) found that both customer satisfaction and customer perceptions of service 
quality were important predictors of attitudinal loyalty, but that satisfaction had the strongest rela-
tionship with the loyalty construct. Thus, satisfaction is only of value to firms if it elicits some 
kind of positive financial outcome.  Furthermore, Colgate and Danaher (2000) examined the ef-
fects that implementation of a relationship strategy can have on overall customer satisfaction and 
loyalty. Indeed, it was found that service organisation employees form particularly close relation-
ships with customers because employees and customers often work together in the creation of 
many services, where services are produced by employees and consumed by customers simultane-
ously (Lovelock, 1981; Berry, 1980). In addition, because of the intangibility of services, custom-
ers often rely on employees’ behaviour in forming opinions about the service offering (Gronroos, 
1984; Shostack, 1977). Because of these functions, employees actually become part of the service 
in the customer’s eyes (Lovelock, 1981). 
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Similarly, Anderson and Sullivan (1993) found that repurchase intentions were positively influ-
enced by satisfaction across product categories, and that customers were more likely to be retained 
as satisfaction increased. The positive effect of customer satisfaction on brand loyalty is also noted 
by LaBarbera and Mazursky (1983) and Kasper (1988). Oliver (1999) found that when satisfaction 
with services went above a critical point, customer loyalty also increased. To achieve customer 
loyalty, the author maintains that all service encounters offer an opportunity to provide superior 
service and to distinguish the firm from its competitors. Consequently, customer satisfaction is 
considered to be an antecedent to service loyalty. The following hypothesis is proposed: 

H6: Higher levels of customer satisfaction lead to higher levels of customer 
loyalty.

2.1.7. Relationship between Customer Value and Customer Loyalty 

The major approach to predict customer loyalty draws from the evaluative judgement of variables, 
especially the satisfaction-loyalty model (Loveman, 1998). This standard approach posits that in-
creased loyalty results from higher levels of customer satisfaction. While some authors claim that 
customer satisfaction is not enough to drive customer loyalty, other scholars argue that the solution 
is to add value to the transaction (Stum and Thiry, 1991). Customer loyalty is earned by consis-
tently delivering superior value (Reichheld, 1993). Few studies have been conducted that link 
value for money with service outcomes. However, in a retail service, Sweeney et al. (1997) found 
that value for money had a significant and positive effect on the customer’s willingness to buy an 
electrical appliance. 

Butcher et al. (2001) support the efficacy of customer satisfaction as the major predictor of service 
loyalty. More importantly, their study shows that satisfaction with a single service encounter is 
critical to loyalty formation. However, friendship between customers and particular service em-
ployees also has a major influence on the development of loyalty. It also appears that value for 
relationship and service quality are the major variables in forming customer loyalty. The following 
hypothesis is proposed: 

H7: Higher levels of customer value lead to higher levels of customer loyalty. 

2.1.8. Relationship between Corporate Image and Customer Loyalty 

Many financial institutions agree that building brand awareness and positive perception of brands 
are cumulative and sometimes painstaking processes. Every brand should be looked at as a prom-
ise of certain provider attributes and values such as promise of quality, level of service and per-
formance to be expected (Alvarez, 2001). Furthermore, branding is a customer-focused activity. 
Brands exist to help consumers make choices among several products or services. A well-managed 
brand with a strong image can increase customers and build a more loyal franchise (Bergstrom and 
Bresnahan, 1996).  The following hypothesis is proposed: 

H8: Higher levels of corporate image lead to higher levels of customer loy-
alty.

2.1.9. Relationship between Switching Barriers and Customer Loyalty 

Marple and Zimmerman (1999) have suggested that the cross-selling of banking services is more 
important today than before. Many bankers pointed out that their retention rates have increased in 
parallel with the rate at which customers begin using more products (Daniell, 2000). Noe (1996) 
further discovered that customers who have several accounts with a bank are much more likely to 
remain loyal. Colgate and Norris (2001) found that barriers to exit include the amount of time and 
inconvenience it would take to switch banks, having to get new cheque books, to transfer funds, 
and having to learn a new cash management system. The amount of paperwork involved, issues 
with existing loans and guarantees, and a good history and rapport with their current bank also 
seemed to be factors inhibiting complaints.  
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Butcher et al.’s (2001) study highlights that loyalty construction precludes changing service pro-
viders.  This has been expressed as the bonding to another when it seems contrary to self-interest 
(Gilmore and Czepiel, 1987) or demonstrates a resistance to the pull of the competition (Stum and 
Thiry, 1991). This theme is also supported by Oliver (1997), who expressed loyalty as a commit-
ment to repurchase against the odds and costs. Fisher (2001) further identified that some people 
see little advantage to be gained in switching bank accounts. They therefore prefer to stay with 
their current banks, although they might not be satisfied with the offerings. The following hy-
pothesis is proposed: 

H9: Higher levels of switching barriers lead to higher levels of customer loy-
alty.

2.1.10. Relationship between Consumers’ Behavioural Intentions and Customer Reten-
tion

Changing customer preferences and spending patterns will influence consumers’ behaviour.  For 
example, Beckett et al. (2000) found that consumers transferred their accounts to alternative pro-
viders because of lifestyle changes, such as marriage, or moving house. Abratt and Russell (1999) 
have shown that price is the most important criterion in the selection of a private bank. This is fol-
lowed by trust, service quality and the bank being available at a time of crisis. The authors also 
show that customers are more likely to be retained by the bank when they have a personal banker 
or financial consultant. In contrast, Rigall (1980) confirmed that the convenience factor is the most 
important for bank customers, followed by friends’ suggestions and low service charges. Lewis 
(1991) found that convenience and recommendations by friends and family were the most decisive 
bank selection criteria.  

Many factors influence the choice of a bank. Previous studies have concluded that the most impor-
tant factors are convenience, bank reputation or image, quality of services, range of products of-
fered, interest rates and fees (prices), as well as responsiveness to consumers’ needs (Mylonakis et 
al., 1998).  Therefore, the factors that might infleunce consumers’ behavioural intentions in this 
study include locations, bank’s image, service quality, a variety of products, price and bank’s abil-
ity to meet consumers’ changing needs. The following hypothesis is proposed: 

H10: Favourable consumers’ behavioural intentions will have a positive effect 
on customer retention. 

2.1.11. Relationship between Customer Loyalty and Customer Retention 

Loyal clients are believed to be less price-sensitive (Clark et al., 1995) but this conflicts with 
Abratt and Russell (1999) findings where the authors found that reasonable prices are rated as an 
important requirement for consumers to stay loyal. This is also supported by Fisher (2001), who 
identified that a key factor in loyalty to any brand is price. As consumers are given more choices, 
they appear to be more willing to try new brands, especially if they do not feel ‘rewarded’ for re-
maining loyal, and they perceive many brands to be equal in terms of quality and value received 
(Schriver, 1997). 

To address the problem of customer defection, loyalty programmes have been implemented to 
encourage multiple product sales (Healy, 1999). These include discounted rates for credit products, 
improved rates for deposit products, discounts for rental vehicles, frequent flyer programmes, re-
tirement plans, insurance, and others. Ennew and Binks (1996) found that loyal clients enjoy a 
better relationship with the bank. By building relationships with clients, banks get to know the 
needs of their clients better and meet (or exceed) their expectations. Personal friendship between a 
customer and an individual service employee has also been modeled to influence customer loyalty 
(Bove and Johnson, 2000). Price and Arnould (1999) found that customer loyalty may be culti-
vated or strengthened, as customers find entertainment value or highly satisfying personal relation-
ships in their interaction with the service provider. 
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Apart from personal relationships, a service recovery effort is also necessary, where a service pro-
vider is notified that a problem has occurred (Trubik and Smith, 2000).  A service recovery proc-
esses encompasses all the actions taken to get a disappointed customer back to a state of satisfac-
tion. The plethora of literature on service recovery, both managerial and academic suggests that 
service recovery is the most important factor in driving a customer to exit or stay after a service 
failure. As a result, switching behaviour can increase, as do complaints, cynicism toward the con-
cept of loyalty, and litigious activities (Schriver, 1997). 

H11: Favourable customer loyalty will have a positive effect on customer re-
tention.

3. Methodology and Data 

Data for this analysis was obtained through a mail survey sent to 1,920 respondents in Christ-
church.  Respondents were asked to identify their preferences, loyalty and other factors they 
thought would influence their bank evaluation. The mail survey was designed and implemented 
according to the Dillman Total Design Method (1978), which has proven to result in improved 
response rates and data quality.  The questions were phrased in the form of statements scored on a 
5-point Likert-type scale, where 1 = "strongly disagree", 3 = "neither disagree nor agree", and 5 = 
“strongly agree".   

The names and addresses for the mail survey were systematically drawn from the 2004 Christchurch 
Telephone Book.  The sampling procedures were based on Malhotra (1999) and Proctor (1997) rec-
ommendations. From the 140,462 listings in the 2004 Christchurch Telephone Book, every 73rd 
(140,462/1,920) potential participants were selected accordingly.  A total of 514 useable surveys 
were returned from the 1,920 mailed out surveys resulting in a useable response rate of 28%. 

The purpose of this study is to determine the nature and extent of relationships between the con-
structs identified as factors influencing customer retention. Multiple regressions are used to test the 
hypothesized relationships among the identified constructs. 

4. Results and Discussions 

4.1. Descriptive Statistics 

A profile of sampled respondents is presented in Table 1. From the total of 514 useable question-
naires, the sample respondents are comprised of 51.8% males and 48.2% females, and 50.1% of 
the respondents have a diploma. The majority of the survey respondents were between 31 to 40 
years (24.23%) and 41 to 50 years (24.23%) a bi-modal distribution. Panel D illustrates the per-
sonal income of respondents ranged from ‘less than $10,000’ to ‘more than $120,000’ earnings 
p.a. before tax. This suggests that income of respondents is not normally distributed. The mode of 
the sample earnings is between $30,000-$39,999 p.a. 

According to Table 2, 78.9% of respondents have been banking with their banks for more than five 
years. Westpac has the highest 5-year retention rate of 33.3%, followed by ANZ/National Bank at 
26.2%. However, this does indicate that Westpac is the most efficient in retaining its customers. 
When surveyed on likelihood of staying with their service provider (see Table 3), it was found that 
Westpac has the lowest mean score of 3.59, suggesting that Westpac’s customers might be some-
what more willing to switch to other service providers.  

On the other hand, banks with lower retention rate such as ASB Bank (5.9%), Kiwibank (0%) and 
banks under ‘other’ categories (2.2%) have higher mean scores of 4.09, 4.22 and 4.38, respectively 
(see Table 3). This suggests that the respondents who bank with ASB, Kiwibank and ‘other’ banks 
are more likely to stay with their bank and to continue purchasing the services and products from 
these providers.  
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Table 4 provides a summary of a mean response for each of the constructs. The mean responses 
are calculated based on the average response of each questions attributed to a particular construct 
in the questionnaire. For example, customer satisfaction was measured using a nine-item index. 
The respondents had a mean score of perceived satisfaction of 4.02. The accuracy of banking re-
cords and of transactions yielded the highest satisfaction scores by the respondents. The lowest 
mean score for the satisfaction construct was pricing. 

Table 1 

Demographics of Respondents 

Demographic Frequency Valid Percent Cumulative Percent 

Panel A: Age Group    

18-30 years old 43 8.4 8.4 

31-40 years old 92 17.9 26.3 

41-50 years old 124 24.2 50.5 

51-60 years old 124 24.2 74.7 

61-70 years old 66 12.9 87.5 

71 years old and above 64 12.5 100 

Total 513 100   

Panel B: Gender    

Male 265 51.8 51.8 

Female 249 48.2 100 

Total 512 100   

Panel C: Education Level    

Postgraduate Degrees 60 12.5 12.5 

Bachelor Degree 100 20.9 33.4 

Diploma 80 16.7 50.1 

Trade Qualification 72 15.0 65.1 

High School Qualification 167 34.9 100 

Total 511 100   

Panel D: Income Level    

Less than $10,000 49 9.8 9.8 

$10,000-$19,999 79 15.9 25.7 

$20,000-$29,999 61 12.2 38.0 

$30,000-$39,999 81 16.3 54.2 

$40,000-$49,999 76 15.3 69.5 

$50,000-$59,999 40 8.0 77.5 

$60,000-$69,999 27 5.4 82.9 

$70,000-$79,999 27 5.4 88.4 

$80,000-$89,999 7 1.4 89.8 

$90,000-$99,999 7 1.4 91.2 

$100,000-$120,000 21 4.2 95.4 

$120,000 + 23 4.6 100 

Total 498 100   
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Table 2

Bank of Respondents 

RESPONDENT’S BANK 

Length

of stay  ASB ANZ/National BNZ Kiwibank Westpac Other Total 

< 1 year 4 .8% 5 1% 5 .2% 2 .4% 2 .4% 1 .2% 15 3% 

1-2 years 1 .2% 5 1% 3 .6% 7 1.4% 3 .6% 2 .4% 21 4.1% 

2-3 years 3 .6% 12 2.4% 6 1.2% 4 .8% 4 .8% 2 .4% 31 6.1% 

3-4 years 5 1% 5 1% 4 .8% 0 0% 1 .2% 1 .2% 16 3.1% 

4-5 years 8 1.6% 11 2.2% 3 .6% 0 0% 0 0% 2 .4% 24 4.7% 

> 5 years 30 5.9% 133 26.2% 58 11.4% 0 0% 169 33.3% 11 2.2% 401 78.9% 

Total  51 10% 171 33.7% 75 14.8% 13 2.6% 179 35.2% 19 3.7% 508 100% 

Table 3 

Mean Retention Rate by Banks 

Bank Number Mean Std. Deviation 

ASB 51 4.09 .694 

ANZ/National Bank 171 3.74 .731 

BNZ 75 3.97 .698 

Kiwibank 13 4.22 .759 

Westpac 179 3.59 .684 

Other 19 4.38 .813 

Total 508 3.79 .738 

Table 4  

Respondents’ Mean Responses to the Main Constructs 

CONSTRUCTS No. 
Mean Re-
sponses

Std. Devia-
tion

No. of 
Items Alpha Value 

Customer Satisfaction 514 4.02 .644 9 .851 

Customer Value 514 3.54 .730 8 .838 

Corporate Image 514 3.90 .691 7 .865 

Competitive Advantage 514 3.43 .787 5 .850 

Switching Barriers 514 3.79 .758 7 .819 

Consumers’ Behavioural Intentions 512 3.58 .779 6 .846 

Customer Loyalty 513 3.35 .735 6 .766 

4.2. Analysis of Hypothesized Relationships  

4.2.1. Reciprocal Model (H1 and H2) 

Table 5 presents the results of the influence of customer satisfaction (SATISFACTION) and cor-
porate image (IMAGE) on customers’ perceived value (VALUE).  The results show customer sat-



Banks and Bank Systems / Volume 1, Issue 4, 2006   94

isfaction and customers’ perceived image of the bank had a significant effect on consumers’ per-
ceived value. The results are consistent with previous findings in the literature, which have sug-
gested that customer’s satisfaction level is closely connected to perceived value (Spreng et al., 
1996; Woodruff, 1997). Barich and Kotler (1991) acknowledged that there is integration of con-
sumers’ perceived value and perceived image. This indicates customers will build a strong image 
of their bank if they perceive that they are receiving high value from what they purchase.  

Table 5 

Regression of Satisfaction and Image against Perceived Value 

Dependent Variable is Perceived Value    

Variables Coefficients ( ) t-Values Sig Outcome 

Constant     -.767 .443  

Satisfaction (+) .508  12.997 .000   H1 Supported 

Image (+)  .323    8.276 .000   H2 Supported 

     

Adjusted R
2
 = .587 F = 365.985; p = .000 DW Statistic = 1.894

1

MODEL: Value =  + 1SATISFACTION + 2IMAGE + 

4.2.2. Intentions Model (H3 and H4)  

Table 6 shows the results of the influence of customer satisfaction (SATISFACTION) and cus-
tomer value (VALUE) on customer’s behaviorial intention (INTENT).  The results show a signifi-
cant positive relationship between customer satisfaction and customer perceived value and con-
sumer’s behavioural intentions, supporting H3 & H4. These findings imply that the respondents 
will produce revised intentions of continuity of patronage if they received valued products or ser-
vices and they are satisfied with the bank’s performance. The results are consistent with Anderson 
and Sullivan (1993) findings.  Such findings are important because repurchase intentions will lead 
to a higher possibility of customer retention, which was proposed in H10 and supported by the 
analysis.

Table 6 

Regression of Satisfaction and Value against Intentions 

Dependent Variable is Intent    

Variables Coefficients ( ) t-Values Sig Outcome 

Constant  3.778 .000  

Satisfaction (+) .252 5.210 .000   H3 Supported 

Value (+) .460 9.514 .000   H4 Supported 

     

Adjusted R
2
 = .441 F = 202.775; p = .000 DW statistic = 2.143 

MODEL: Intent =  + 1SATISFACTION + 2VALUE + 

                                                          
1 Durbin-Watson Statistic’s successive residuals should be 1.7 < D < 2.3, n >100, with 95% confidence interval.  
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4.2.3. Loyalty Model (H5, H6, H7, H8 & H9) 

Table 7 shows the results on the relationship between customer loyalty and competitive advantage, 
customer satisfaction, customer value, corporate image and switching barriers. The results show 
positive relationships between the predictor and the outcome. However, customer satisfaction does 
not make a significant contribution to customer loyalty when other variables are taken into consid-
eration. Furthermore, the coefficient between customer satisfaction and customer loyalty was close 

to zero ( = .006) suggesting that customer satisfaction does not necessarily lead to customer loy-
alty in New Zealand’s banking industry. Thus, H6 is not supported. The results support Hotchkiss’s 
(1995) findings where consumers can be highly satisfied but still leave their service providers. The 
results also show that competitive advantage, customer value and switching barriers had a signifi-
cant impact on customer loyalty. Of the five dimensions evaluated, corporate image created by the 
service provider was the least important dimension.  

These results are consistent with Butcher et al., (2001); Noe (1996) and Oliver’s (1999) findings. 
As the financial services marketplace becomes increasingly competitive, with new banks pursuing 
profitable customers, customer loyalty will play a greater role in the success of established provid-
ers of financial services (Jones and Farquhar, 2003).  It is generally assumed that when the cus-
tomer is completely satisfied, then loyalty towards the bank is strengthened (Jones and Farquhar, 
2003). However, the results in this study showed that customer satisfaction is a non-significant 
contribution to customer loyalty. This means that customer satisfaction is not a major factor influ-
encing consumers’ decisions to stay loyal to their banks.  

Table 7 

 Regression of Satisfaction, Value, Image, Competitive Advantage and Switching
Barriers against Loyalty 

Dependent Variable is Loyal    

Variables Coefficients ( ) t-Values Sig Outcome 

Constant    1.140 .255  

Competitive (+) .181   3.694 .000   H5 Supported 

Satisfaction (+) .006     .134 .894   H6 Not supported 

Value (+) .184   3.737 .000   H7 Supported 

Image (+)  .093   1.967 .050   H8 Supported 

Barrier (+) .418 10.735 .000   H9 Supported 

     

Adjusted R
2
 = .580 F = 142.370; p = .000 DW statistic = 2.026 

MODEL: Loyal =  + 1SATISFACTION + 2VALUE + 3IMAGE + 4COMPETITIVE + 

5BARRIER +       

4.2.4. Retention Model (H10 & H11) 

Table 8 shows the results of the influence of customers’ behavioural intentions (INTENT) and 
customer loyalty (LOYAL) on customer retention.  The results show both consumers’ behavioural 
intentions and customer loyalty are significant predictors of customer retention. The results are 
consistent with prior expectations (Colgate and Norris, 2001; Healy, 1999), that both constructs 
would affect consumers’ likelihood to stay with or leave their bank in the future. Specifically, fa-
vourable behavioural intention was found to be a strong indicator of retaining banking consumers. 
This in turn suggests that consumers are more willing to stay with their providers if the banks are 
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proactive and are able to meet their changing demands rather than only satisfying consumers’ ba-
sic banking needs.  

However, it should be emphasised that these two constructs (consumers’ behavioural intentions 
and customer loyalty) can only explain 34% of the retention variance. Such a result is acceptable 
as demographic variables also contributed to the customer retention construct.  

Table 8 

Regression of Intentions and Loyalty against Retention 

Dependent Variable is Retention    

Variables Coefficients ( ) t-Values Sig Outcome 

Constant   12.151 .000  

Intent (+) .508   7.224 .000   H10 Supported 

Loyal (+)  .323   5.722 .000   H11 Supported 

     

Adjusted R
2
 = .336 F = 130.570; p = .000 DW Statistic = 2.043 

MODEL: Retention =  + 1INTENT + 2LOYAL + 

5. Conclusions 

In general, all of the hypotheses tested were supported except for higher levels of customer satis-
faction do not necessary lead to customer loyalty. This finding supports Hotchkiss’s (1995) study 
where the author found that consumers can be highly satisfied but still leave their service provid-
ers.  However, some customers do perceive that alternative banks provide the same (or a similar) 
services as their present banks and they feel they would be no better off from switching to other 
banks. The findings in this study provide strong support for the applications of customer retention 
model in New Zealand banking industry. It is imperative for banking executives to improve per-
formance on each construct that leads to customer retention to improve their competitiveness in 
the banking industry. Customer satisfaction does not necessarily lead to customers’ loyalty. It is 
assumed that when the customer is completely satisfied, then loyalty towards the bank is strength-
ened.  Furthermore, the results show the respondents in this study have a positive impression to-
wards their banks’ ability to meet their changing needs.  This demonstrates that the respondents 
would likely stay with their banks as long as their banks are able to satisfy their changing needs 
proactively.

New Zealand banks are not very diversified and retaining customers is one of the most important 
strategies available to New Zealand banks to remain competitive. Bank management should place 
more emphasis on customer retention than attracting new customers since it is less expensive to 
retain current customers than to bring in new ones. In addition, consumers’ banking behaviour has 
changed and contemporary consumers have higher propensities to switch banks every now and 
then.
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