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INTRODUCTION 
 
Globalization has led to many changes in the business 
environment and the financial sector is one of the sectors 
affected by this trend (Rehman and Ahmed, 2008). The last 
few decades have witnessed internationalization of the 
financial sector (Herrero and Simon (2006) and evidenced by 
many of major banks having expanded their business into the 
international market place and cross border operations. The 
key reasons of expanding operations into the international 
market are to achieve competitive advantage, ef
geographical risk diversification. In order to survive in this 
competitive market, banks have to differentiate themselves 
from their competitors as a means of attracting customers 
(Blankson et al., 2007). Customer loyalty has been defined by
Oliver (1997) as a deeply held commitment to patronize or 
purchase a preferred good or service consistently in the future, 
despite situational influences and marketing efforts with the 
potential to cause switching behavior. Consequently, loyalty 
includes behavioral, as well as cognitive and attitudinal 
elements (Jones and Taylor, 2007; Taylor, Hunter and 
Longfellow, 2007). The behavioral perspective appears to be a 
more short-term and sales-directed perspective. Conversely, 
the combined attitudinal-cognitive loyalty can be characterized 
as a more defensive alternative that presupposes the efficacy of 
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ABSTRACT 

The main aim of this study is to determine the influence perceived customer value on  customer 
loyalty in retail banking in Kenya. It examines the relationship between perceived customer value 
attributes and customer loyalty. To achieve this purpose, data was collected from a sample of 384 
current customers of commercial banks on perceived customer benefits and perce

onetary and non monetary costs. A questionnaire was used to gather data
regression analyses were used to determine the relationship between perceived 
The results indicate that customer perceived value has a positive and significant influence on 

tomer loyalty in retail banking. This finding reinforces the need for bank managers to put 
emphasis on the attributes that create favorable customer perceptions of value in order to build and  
maintain customer loyalty  
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customer-relationship management initiatives (Taylor 
2007). Loyalty in service businesses refers to the customer’s 
commitment to do business with a particular organization, 
purchasing their products repeatedly and recommending others 
to the organization’s products. Anderson and Jacobson (2000) 
say that customer loyalty is actually the result of an 
organization creating a benefit for customer so that they will 
maintain or increase their purchases from the organization. 
They indicate that true loyalty
becomes an advocate for the organization without incentives. 
The need for creating and maintaining customer loyalty is 
based on fact that it costs 25 % more to acquire new customers 
than to retain existing loyal customers (Par
Grewal, 2000; Bansal et al
behavioral and attitudinal dimensions. The behavioral 
repurchase consists of repeated purchase of product while 
attitudinal loyalty refers to attitudinal commitment or favorable 
attitude toward a product resulting in repeat purchasing 
behavior. It is a biased purchase response resulting from an 
evaluative attitude favoring the purchase. Loyalty is thus 
viewed as the customer’s demonstration of faithful adherence 
to an organization despite its 
services. Dick and Basu (1994) conceptualize loyalty as the 
strength between repeat patronage and relative attitude which 
results from comparing a particular brand with competing 
brands. Customer loyalty is strong when a hi
leads to repeat buying. A low relative attitude leads to low 
repeat purchase which equals no loyalty.
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The marketing literature is embracing customer relationship–
based research due to the overwhelming evidence that the 
acquisition of new customers is a far more expensive process 
than retaining current customers (Berry, 1995). Service firms 
and in particular, commercial banks are interested in building 
and maintaining long-term relationships with their customers 
(Gwinner et al, 1998). In addition, strong customer 
relationships are shown to lead to increased sales, lower 
operating expenses and predictable profit streams (Reichheld, 
1996). The literature identifies several behavioral and 
attitudinal outcome behaviors firms can attain by having loyal 
customers. These loyalty outcomes include repurchase , less 
switching intentions and actions, positive word of mouth or 
recommendations, identification with service providers 
through exclusive affiliation, a willingness to pay a premium 
price for a given service, customer citizenship behavior, co-
production by customers, social benefits to other customers in 
the form of friendships, mentoring other less experienced 
customers by helping them to understand explicitly or 
implicitly stated rules of conduct (Bolton and Lemon, 1999, 
Dick and Basu, 1994, Rust and Zahorik, 1993, Gruen, 1995, 
Goodwin and Gremler, 1996,  Zeithaml et al., 1996). Loyalty 
can be of substantial value to both customers and the firm. 
Customers are willing to invest their loyalty in business that 
can deliver superior value relative to the offerings of 
competitors (Reichheld, 1996). When they are loyal to a firm, 
consumers may minimize time expended in searching and in 
locating and evaluating purchase alternatives. Also, customers 
can avoid the learning process that may consume the time and 
effort needed to become accustomed to a new vendor. Loyal 
customers often will, over time, bring in substantial revenues 
and demand less time and attention from the firms they 
patronize. Many customers are inclined to forgive customer-
service mishaps, display decreasing sensitivity to price, and 
disseminate positive word-of-mouth about the business to 
others. As a result, customer loyalty can be a major source of 
sustained growth and profit and a strong asset (E.W. Anderson 
and Mittal, 2000). 
 
Customer perceived value  
 
Customer perceived value can be defined as the customer’s 
overall assessment of the utility of a product based on 
perceptions of what is received and what is given (Zeithaml, 
19988). Customer perceived value has also been defined as the 
difference between the prospective customers' evaluation of all 
the benefits and costs of an offering versus perceived 
alternatives (Kotler and Keller, 2006), and also as perceived 
quality compared with perceived sacrifice (Storbacka, 
Strandvik and Gronroos, 1994). Thus customer perceived 
value (CPV) is the difference between the prospective 
customer’s evaluation of all the benefits and all the costs of an 
offering and the perceived alternatives. Total customer value is 
the perceived monetary value of the bundle of economic, 
functional, and psychological benefits customers expect from a 
given market offering because of the products, services, 
personnel, and image involved. Total customer cost is the 
perceived bundle of costs that customers expect to incur in 
evaluating, obtaining, using, and disposing of the given market 
offering, including monetary, time, energy, and psychic costs. 
For the extended-service experience, consumers are motivated 

by the realization of values, which in turn, affects patronage 
decisions (de Ruyter and Bloemer, 1999). This 
conceptualization suggests that customers have a “give and 
get” mentality when it comes to perceptions of value. 
Zeithaml’s (1988) seminal research further alludes to 
perceived service value as being the difference between the 
benefits received from using a service and the monetary and 
nonmonetary cost of receiving the service. Perceived value is 
thus viewed as a summary evaluation of costs versus benefits. 
This means that perceived value resembles equity, where 
perceived value increases positively if the imbalance favors 
benefits and negatively if the imbalance favors cost. Likewise, 
perceived value is the degree to which perceived benefits 
exceed sacrifices when purchasing a product (Mazumdar, 
1993). Perceived value concept has its root in equity theory, 
which considers the ratio of the consumer’s outcome/input to 
that of the service provider’s outcome/input (Oliver and 
DeSarbo, 1988). The equity concept refers to customer 
evaluation of what is fair, right, or deserved for the perceived 
cost of the offering (Bolton and Lemon, 1999). Perceived costs 
include monetary payments and nonmonetary sacrifices such 
as time consumption, energy consumption, and stress 
experienced by consumers. In turn, customer-perceived value 
results from an evaluation of the relative rewards and sacrifices 
associated with the offering. Customers are inclined to feel 
equitably treated if they perceive that the ratio of their outcome 
to inputs is comparable to the ratio of outcome to inputs 
experienced by the company (Oliver and DeSarbo, 1988). And 
customers often measure a company’s ratio of outcome to 
inputs by making comparisons with its competitors’ offerings. 
 
Customer value is “the fundamental basis for all marketing 
activity” (Holbrook, 1994). And high value is one primary 
motivation for customer patronage. In this regard, 
Sirdeshmukh, Singh, and Sabol (2002) argue that customer 
value is a superordinate goal and customer loyalty is a 
subordinate goal, as it is a behavioral intention. According to 
goal and action identity theories, a superordinate goal is likely 
to regulate subordinate goals. Thus, customer value regulates 
“behavioral intentions of loyalty toward the service provider as 
long as such relational exchanges provide superior value” 
(Sirdeshmukh et al., 2002). Prior empirical research has 
identified perceived value as a major determinant of customer 
loyalty in such settings as telephone services (Bolton and 
Drew, 1991), airline travel, and retailing services 
(Sirdeshmukh et al., 2002). Chang and Wildt (1994) report that 
customer-perceived value has been found to be a major 
contributor to purchase intention. In light of the preceding 
discussion and findings, it is proposed that: Favorable 
perceived value can lead to positive behaviors such as loyalty 
that will be demonstrated by word of mouth, increased 
purchase, willingness to pay more for products and 
recommending others to the firm (Butz and Goodstein, 1996, 
Zeithaml, 1988). Bolton and Drew (1991) find a link between 
perceived value and behavioral intentions that ultimately 
trigger service loyalty outcome behaviors such as more 
spending. Perceived value is a more viable element than 
customer satisfaction because it includes not only the usual 
benefits that most banks focus on but also a consideration of 
the price that a customer pays. Perceived  value must be 
properly managed but customer satisfaction is merely a 
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response to the value proposition offered in specific products 
(Reichheld, 1995). Perceived value may be key to enhancing 
customer loyalty (Lam et al., 2004, Neal, 1999, Zeithaml, 
1988). However, studies have not focused on how customers 
define value and how organizations can provide added value 
services. In this study customer perceived value has been 
conceptualized as consisting of: Monetary value, emotional 
value, customization value and relational value. The 
components are explained below:  
 
The first component of customer perceived value is monetary 
value. Monetary value is “a form of perceived value that is 
measurable in terms of the monetary benefits and costs 
involved in purchasing or using products and services” (Lee et 
al., 2007, p. 20). Monetary benefit is regarded as the perceived 
monetary savings in the form of price reduction when 
purchasing a product or service, while monetary cost is 
considered as a type of sacrifice, that is, all the costs the 
consumers have to bear in exchange for the product or service 
acquisition (Alsheikh and Bojei, 2012; Gwinner et al., 1998; 
Zeithaml, 1988). When monetary benefit exceeds monetary 
cost, monetary value is perceived as high. In contrast, when 
monetary cost exceeds monetary benefit, monetary value is 
perceived as low (Matzler et al., 2006).  
 
Generally, any attempt to improve customer relationships 
should be implemented with the purpose of increasing 
customer loyalty. Loyal customers buy more, are willing to 
spend more, are easier to reach, and act as advocates of the 
firm (Harris and Goode, 2004). Therefore, loyalty is the most 
important outcome of relationship marketing efforts. The 
second component of customer perceived value is emotional 
value. Emotional value may be viewed as “the utility derived 
from the affective states that a product or service generates” 
(Wang et al., 2004). Similarly, Lai (1995) described emotional 
value as “the perceptual benefit acquired from a product’s 
capacity to arouse feelings or affective states”. Based on a 
synthesis of previous definitions, the present study defines 
emotional value in retail banking as “the customer perception 
of enjoyment, pleasure, and fun gained by doing business a 
particular service provider” (developed from Gummerus and 
Pihlström, 2011; Turel et al., 2007). 
 
In the customer-centric era, the competitive battleground of 
differentiator is gradually shifting from the physical attributes 
of the product to render customers an exceptional experience 
through enhancing the emotional aspect of value (Mascarenhas 
et al., 2006; Sandström et al., 2008). This is because the 
emotional bonds formed between companies and customers are 
difficult for competitors to emulate. Thus, firms nowadays are 
striving to achieve sustainable competitive advantage by 
adding emotional value to their core offerings (Freemantle, 
1999;  Mascarenhas et al., 2006).Previous studies in retail 
banking have demonstrated that emotional value has a 
significant effect on customer loyalty (e.g. Deng et al., 2010; 
Kumar and Lim, 2008; Lim et al., 2006). A recent study by 
Karjaluoto et al. (2012) showed that emotional value has a 
positive effect on trust, which, in turn, results in customer 
loyalty in the service industry. The third component of 
customer perceived value is customization value. 
Customization value is defined as the benefits customers attain 

from the tailored-made products or services that can fulfill 
their particular needs and preferences (Gwinner et al., 1998; 
Thirumalai and Sinham, 2011). Providing a customized 
product or service to the marketplace is increasingly being 
perceived as a key competitive differentiator and an important 
source of switching costs. This is because the product or 
service is designed specifically to meet the particular needs of 
customer, and, hence, cannot be easily duplicated by rivals 
(Duray and Milligan, 1999; Lee, 1998, Piller et al., 2004). 
 
Driven by the fast-evolving business environment and 
increasing demands of customers for personalized products 
and services, most of the marketing strategies of service firms 
are becoming more customer-orientated, and they start looking 
for a way to introduce, provide, and deliver customized 
products or services that can meet the specific needs and 
preferences of customers perfectly. In general, products can be 
customized by firms following one of two options: (i) they can 
offer a purely customized product that meets the specific needs 
of the customers, or (ii) they can offer a standard but 
customizable product that can be altered by the customers 
themselves (Logman, 1997). A host of scholars (Gilmore and 
Pine, 1997; Riihimaa et al., 2004; Sigala, 2006; Simonson, 
2005) remarked that firms that pursue the customization 
strategy and deliver tailor-made products or services will lead 
to greater customer perceived value, because customized 
products or services can serve the unique needs of customers 
better than the standard products or services.  
 
In response to the intense competition, the dynamic change of 
the market condition, and the heterogeneity of customer needs, 
banks have begun to incorporate some elements of 
customization into the design of products, and offered various 
standard but customizable products that can be chosen flexibly 
by customers based on their usage preferences. In the context 
of this study, customization value is defined as “the value 
customers derive from the product that is tailored to their 
individual needs” (developed from Gwinner et al., 1998; 
Thirumalai and Shinha, 2011). According to Coelho and 
Henseler (2012), customization (value) is positively related to 
customer loyalty in the banking and cable TV industries. This 
is because a highly customized product or service will create 
switching costs and diminish the attractiveness of competing 
alternatives, which, in turn, foster greater customer loyalty. 
The final component of customer perceived value is relational 
value. Relational value is regarded as “the benefits customers 
receive beyond the core offering of the company and that are 
derived from an established, long-term relationship with their 
regular service providers” (Dimitriadis, 2010, p. 298). 
Relational value has been an important subject for marketing, 
which aims at establishing, developing, maintaining successful 
relationships (Grönroos, 1994; Morgan and Hun, 1994; Weng 
et al., 2010). 
 
In today’s marketplace, `most firms are unable to build and 
protect a strong competitive position, because most 
components of their core offerings can be easily and rapidly 
imitated by their rivals (Pihlström, 2008). In addition to the 
core benefits being provided, customers are expected to 
receive additional benefits as a result of engaging in long-term 
relational exchanges with their service providers (Kim et al., 
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2011; Martin-Consuegra et al., 2006). These relationship 
exchanges can create value (hereafter termed as relational 
value), and, therefore, assist firms in building an 
insurmountable competitive edge (Marzo-Navarro et al., 2004; 
Su et al., 2009). In fact, relational value has been viewed as an 
important constituent of switching barrier, because all benefits 
accruing to regular customers will be lost once they switch to a 
new service provider (Chang and Chen, 2007). In a broad 
spectrum of service industries, Gwinner et al. (1998) found 
that relational value is positively associated with customer 
loyalty. Despite the fact that the nature of relational value can 
vary considerably across service industries (Chang and Chen, 
2007), there has hitherto been no study that investigates the 
influence of relational value on customer loyalty in retail 
banking in Nakuru, Kenya.  
 
Customer perceived value and loyalty 
 
Perceived value has an enormous influence on customer 
behaviour, because it influences his decisions on product 
choice, purchase intentions and repeat purchasing. . There is a 
strong support for the positive relationship between customer 
perceptions of value and customer loyalty (Cronin et al, 2000). 
Sweeney and Soutar (2001) in a study, find a significant 
relationship between customer value and attitudinal and 
behavioral intentions in retail context. More recently in a 
tourism based setting, Duman and Mattila (2005) find that 
perceived value is a strong predictor of behavioral intentions 
when measuring the holistic service experience for cruise 
vacation travelers. Hansen et al. (2008) indicated customer 
perceived value had a positive effect on search for alternatives 
(loyalty measures) in business-to-business context.  
 
The value construct can help explain different areas of 
consumer behaviour: product choice, purchase intention and 
repeat purchasing. Value is very often related to customer 
loyalty (Parasurman, Grewal, 2000). As Neal (1999) said, 
value predicts choice, thus loyalty. Buyers who are considering 
a purchase in a particular product or service category scan their 
product/service options and develop a consideration set. 
Within the consideration set, they develop a hierarchy of 
products based on their assessment of value. They can choose 
the product at the top of their value hierarchy, if available. This 
may be a conscious, cognitive process or a subconscious 
process with some emotional elements. If one can accurately 
measure a purchaser’s relative value structure for product or 
service category, then one can accurately predict that purchas-
er’s choice among a set of competing products/services or 
brands in that category (Neal, 1999). Oliver and DeSarbo 
(1998) state that customers are motivated to feel justifiably 
treated if they perceive that the ratio of their outcome to input 
is comparable to the ratio of outcome to input experienced by 
the company. In the other words, customers often measure a 
company’s ratio of outcome to input by making comparisons 
with its competitors’ offers in the market. Holbrook (1994) 
states customer value as the fundamental basis for all 
marketing activities.  
 

The higher the customer value, the higher the chances of a 
customer repurchasing the product or services because a high 
perceived value is one of the primary motivations for 
patronage.  

Theoretical Foundations 
 
The study on the relationship between customer perceived 
value and loyalty in retail banking was based on two theories. 
The first theoretical  foundation that explained the relationship 
between customer loyalty and perceived value was drawn from 
the social exchange theory. The theoretical model adopted for 
this study was derived from the social exchange theory 
(Homans, 1958), which posits that all human relationships are 
formed by the use of cost-benefit analysis and comparisons of 
alternatives. Homans suggested that when an individual 
perceives the cost of a relationship outweighs the perceived 
benefits, then the person will choose to leave the relationship. 
The Theory further states that persons that give much to others 
try to get much from them, and persons that get much from 
others are under pressure to give much to them. The social 
exchange relationships between two parties develop through a 
series of mutual exchanges that yield a pattern of reciprocal 
obligations to each party. Social exchange theory indicates that 
individuals are willing to maintain relationships because of the 
expectation that to do so will be rewarding. Individuals 
voluntarily sacrifice their self- benefits and contribute these 
benefits to other individuals with the expectation for more 
future gains. Thibaut and Kelly (1959) propose that whether an 
individual retains a relationship with another one depends on 
the comparison of current relationship, past experience and 
potential alternatives. The constant comparison of social and 
economic outcomes between a series of interactions with 
current partners and available alternatives determines the 
degree of an individual’s commitment to the current 
relationship. 
 
The theory was appropriate for this study because service 
encounters can be viewed as social exchanges with the 
interaction between the service provider and customer being a 
crucial component of satisfaction and providing a strong 
reason for continuing a relationship (Barnes, 2002). Social 
exchange theory attempts to account for the development, 
growth and even dissolution of social as well as business 
relationships. In other words, people (or business firms) 
evaluate their reward - cost ratio when deciding whether or not 
to maintain a relationship. Rewards and costs have been 
defined in terms of interpersonal (e.g. liking, familiarity, 
influence), personal (gratification linked to self esteem, ego, 
personality) and situational factors (aspects of the 
psychological environment such as a relationship formed to 
accomplish some task).  In a services context, considering the 
level of interpersonal contact needed to produce services, there 
is a range of psychological, relational and financial 
considerations that might act as a disincentive for a hypothetic 
change of service providers. The second theory that the study 
was based on was known as equity theory. Perceived value has 
its root in equity theory, which considers the ratio of the 
consumer’s outcome/input to that of the service provider’s 
outcome/input (Oliver and DeSarbo, 1988). The equity concept 
refers to customer evaluation of what is fair, right, or deserved 
for the perceived cost of the offering (Bolton and Lemon, 
1999). Perceived costs include monetary payments and 
nonmonetary sacrifices such as time consumption, energy 
consumption, and stress experienced by consumers. In turn, 
customer-perceived value results from an evaluation of the 
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relative rewards and sacrifices associated with the offering. 
Customers are inclined to feel equitably treated if they 
perceive that the ratio of their outcome to inputs is comparable 
to the ratio of outcome to inputs experienced by the company 
(Oliver and DeSarbo, 1988). And customers often measure a 
company’s ratio of outcome to inputs by making comparisons 
with its competitors’ offerings. 
 

Statement of the problem 
 
Financial institutions are continually experiencing pressure to 
increase their profitability as a result of low growth and strong 
competition in the market. This aggressive competition has 
weakened the relationships between the customers and the 
financial institutions. Hence, offensive strategies for acquiring 
new customers and defensive strategies in strengthening 
customer loyalty become important (Miles, 1994). It is crucial 
to develop and maintain customer loyalty in the service 
industry because loyalty has a strong correlation with increased 
sales and profit through repeat patronage of the services or 
products, positive word-of-mouth to the public and less price 
sensitivity (Thomas et al., 2009). Banks have introduced 
Automated Teller Machines (ATMs), internet banking and 
other e-banking services as well as customer care services in 
order to create a competitive edge. However, these changes are 
easily imitated by other banks and thus no differential 
advantage.  It is thus of paramount importance for the banks to 
develop and sustain customer loyalty in order to create and 
maintain a competitive advantage.  
 
The success of firm performance is affected by the level of 
customer loyalty because acquiring new customers is far more 
expensive that maintaining existing ones. Therefore, firms that 
desire to remain competitive need to build and enhance 
relationships with loyal customers because of its benefits that 
include profitability, business referral and publicity and 
competitive positioning (Hennigh-Thurau et al.., 2002). Given 
that it is increasingly becoming difficult to achieve customer 
loyalty in a competitive environment and that it remains 
ambiguous regarding its underlying determinants (Liang and 
Wang, 2005), researchers have attempted to develop models 
suited to investigate customer loyalty in a variety of contexts. 
In reviewing these models, it has been established that 
customer perceived value is one of the most critical variables 
in creating and maintaining customer loyalty (Gwinner et al.., 
1998, Kim and Cha, 2002, Liang and Wang, 2005, Palmatier et 
al., 2006). However, there is little agreement about which 
determinants explain the most effective way of creating and 
maintaining customer loyalty. Whilst there are a number of 
variables that could be useful as determinants of customer 
loyalty, researchers have considered customer  perceived value 
as the cornerstone in relational exchanges between service 
providers and customers (Lin et al., 2003, Hsieh et al., 2005, 
Liang and Wang 2005, Palmatier et al., 2006, Wang et al., 
2006). Despite the recognition that customer perceived value is 
an important determinant of customer loyalty, critical research 
gaps remain regarding its influence on customer loyalty in 
retail banking in Nakuru county. This study, therefore, sought 
to determine the extent to which customer perceived value 
contributed to the development and maintenance of customer 
loyalty in retail banking      

Research Objectives  
 
The general objective of the study was to determine the 
influence of customer perceived value on customer loyalty in 
retail banking in Kenya. The study was guided by the 
following specific objectives:  
 

 To determine the influence of monetary value on 
customer loyalty in retail banking in Kenya 

 To determine the influence of emotional value on 
customer loyalty in retail banking in Kenya 

 To determine the influence of customization value on  
customer loyalty in retail banking in Kenya 

 To determine the influence of relational value on 
customer loyalty in retail banking in Kenya’ 

 To determine the combined influence of monetary 
value, emotional value, customization value and 
relational value on customer loyalty in retail banking in  
Kenya. 
 

Research Hypotheses 
 
The study tested the following hypotheses:  
  

 HO1There is no significant relationship between 
monetary value and customer loyalty in retail banking 

 HO2There is no significant relationship between 
emotional value and customer loyalty in retail banking 

 HO3There is no significant influence between 
customization value and customer loyalty in retail 
banking   

 HO4There is no significant relationship between 
relational value and customer loyalty  

 HO5There is no significant relationship between 
monetary , emotional value , customization value and 
relational value and customer loyalty in retail banking  
 

MATERIALS AND METHODS 
 

Research Design  
 

A simple randomized ex-post facto design was used to 
determine the relationship between customer perceived value 
and customer loyalty (McMillan and Schumacher, 1989). Ex 
post facto design is a form of survey research where 
independent variables are selected rather than being 
manipulated and observations and analyses of relationships 
among the variables carried out in their natural settings. The 
method was preferred because it allows ascertaining wide 
spread opinions under natural conditions. The design also 
allows investigating possible relationships between variables. 
The design was chosen because other similar studies on 
customer service have successfully used in the past (Masinde, 
1986, and Mwendwa, 1987). Cross - sectional data were 
collected. 
 
Sample Size and Sampling Procedure 
 
The commercial banks for this study were purposively selected 
to capture three categories of ownership: public/state owned 
banks, private domestic banks and foreign–owned banks. This 
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categorization was to assist in investigating whether the type of 
bank influenced service quality, customer satisfaction, and 
customer value and customer loyalty. Drawing a sample from 
across these categories of commercial banks ensured adequate 
representativeness of the various characteristics Stratified 
random sampling was used to obtain the sample size. The 
sampling technique was selected because it ensures that all the 
groups (categories of banks) were adequately sampled and this 
facilitated comparison among the groups. The population was 
stratified according to ownership (public sector, private sector 
and foreign), market share and period of operation within the 
Municipality. A sub-sample size was determined for each 
stratum. The total sample size for the study was obtained using 
the following formula: 
 

 
 
Where 
 

S = Sample size required 
N = Number of people in the population 
P = preliminary estimate of percentage of people in the 
population who possess attributes of interest. The 
conservative estimate and one that is often used is 50%. 
(0.5 will be used in this formula) 
A= Accuracy (or precision) desired, expressed as a decimal 
(.05 for 5% is used in this formula) 
Z = The number of standard deviations of the sampling 
distribution (Z units) that corresponds to the desired  
confidence level ,  1.96 for 95% confidence level , 1.6449 
for 90% confidence level and 2.5758 for 99%. 

 
The total sample size of 381 respondents was determined. The 
sub-sample size for each bank was determined using the 
formula by Krejcie and Morgan (1970) given as: 
 

s=   pS 
       P 
 
Where 

 
s = Sub-sample size for each bank 
p = Sub population of customers in each bank 
S = Total sample size for the study 
P = Total population for all the banks 

 
The formula was also preferred for its acceptable level of 
accuracy in generating a representative sample size at 0.05 
level of confidence. After the population was stratified and the 
sample size for each stratum determined, individual 
respondents were selected through systematic sampling. This 
was achieved by picking the kth customer from each stratum 
coming to the bank, which is an acceptable method according 
to Zikmund (2003). This technique was preferred because it 
ensured representative coverage of all elements being 
considered in the study. The data collection period covered one 
month to ensure inclusiveness of customers who come to the 
bank on different dates of the month. 
 

Instrumentation 
 

Data were collected using a questionnaire. It was chosen 
because it was easy to administer in the on-the-spot- collection 
of information approach used in this study. The technique also 
facilitated confidentiality of customers’ personal information 
because they did not have to disclose their identity when filling 
out the questionnaire.  
 

Table 1. Sample Size Determination 

 
 No. Customers (Population Size) Sample Size 

Public Sector:   
Kenya Commercial Bank 8,000 64 
Co-Operative  Bank 10,000 79 
Private Domestic Sector :   
Equity Bank 20,000 158 
Trans-National Bank 1000 8 
Foreign Banks   
Standard Chartered Bank 4,0000 32 
Barclays Bank 5,0000 40 
Total 48,000 381 

 
The questionnaires were administered in January 2011 during 
working hours from 9a.m to 3 p.m., Monday through Friday. 
This is the period when the banks have peak traffic and hence 
it was easier to get customers to respond to the questionnaires. 
It is also the time when banks experience long queues and the 
respondents are likely to give more “true” and “rational” 
assessment of the quality of service received, level satisfaction 
and value for their money. The total number of items that 
measured the criterion (dependent) variable were 64 and were 
operationalized using a five – point likert scale, ranging from 
(1= strongly disagree) to (5 = strongly agree). The scale was 
useful in measuring the strength of the respondents’ responses 
on these items. The items were constructed based on the 
literature on service quality, satisfaction, perceived value, 
customer social capital and loyalty. Customer loyalty 
(dependent variable)  items were selected based on observable 
behavior characteristics that included repurchase, referrals, 
citizenship behavior, co-production, willingness to pay 
premium price, less switching behavior, mentoring other 
customers and advocacy or word of mouth. The selection of 
these items ensured completeness in covering all the key 
aspects of loyalty outcome behaviors. Three items were used to 
measure customer perceived value in terms of benefits and 
costs associated with the services they received.   
 
Validity and Reliability of the study 
 

The study attempted to ensure that the findings were both valid 
and reliable. Validity is the extent to which the test-items 
measure what they purport to do. The instrument’s content 
validity was assessed using expert judgment by four faculty 
academic staff experts in the Department of Business 
Administration, in Egerton University. Reliability refers to the 
consistence of a score from one occasion to the next. The 
relevance of the content used in the questionnaire in relation to 
the objectives of the study was assessed using a cross-bridge 
matrix where by the items in the questionnaire were checked 
against the objectives of the study to ensure adequate content 
coverage (Bosire, 2000). Through the expert judgment, 
construct validity was assessed to establish the extent to which 

 33708                                          Daniel Onwonga Auka, Customer perceived value and customer loyalty in retail banking in Kenya 

 



the instruments measured special respondent attributes like 
perceptions, attitudes and opinions towards the effect of 
service quality, customer satisfaction  and customer value on 
customer loyalty. Cronbach’s coefficient alpha was used to test 
reliability or to assess the quality of the measurement 
(Churchill, 1979). An acceptance level of .70 of Cronbach’s 
alpha tested for internal consistency for each of the constructs 
as recommended by McMillan (1992).  The internal reliability 
test results were for service quality (0.918) which was high 
enough to ensure the internal consistency as this was higher 
than the recommended 0.7 threshold (Hair et al., 2006). 
 
Data Collection Methods 
 
Data was collected using questionnaires that were administered 
by research assistants outside the entrance to the banks. The 
research assistants waited for the respondents to fill out the 
questionnaires. Before proceeding to the field, necessary letters 
of authority were obtained from. The participants were assured 
that any data collected was to be kept confidential and was to 
be used strictly for academic purposes only. 
 
Operationalization of the Study Variables 

 
Customer perceived value was operationalized in terms of 
monetary value, emotional value, customization value and 
relational value . Index values or averages were computed to 
represent each independent variable. Perceived value was 
measured in terms of the trade-off between the costs (monetary 
and nonmonetary) and benefits customers derived from their 
bank.  The dependent variable was customer loyalty and was 
measured in terms of outcome behaviors. The outcome 
behaviors  of loyal customer considered in this study were 
repurchase, advocacy (word-of-mouth), less switching 
behavior, citizenship behavior, mentoring other customers, 
willingness to pay more  and business referrals.  The individual 
measures were ordinal but were weighted to yield the total 
loyalty score or index, which represented a measure of loyalty 
on an interval scale. 
 

Data Analysis 
 
The study used both descriptive and inferential analyses. 
Descriptive analysis involved the computation of frequency 
distribution, mean, and standard deviation, which were useful 
to identify differences among groups. Inferential analysis 
assisted in understanding relationships between the study 
variables. In order to meet the research objectives of this study, 
all valid responses were assessed using a variety of statistical 
techniques: Pearson’s Correlation, analysis of variance and 
regression analysis.  
 
Pearson’s Correlation and regression analyses were used to 
establish the degree of relationship between perceived value 
and customer loyalty. Regression analysis describes the way in 
which a dependent variable is affected by a change in the value 
of one or more independent variable. This technique was 
preferred because it tests the relative contribution of the 
independent variables on customer loyalty was achieved 
through multiple regression. Regression helps to predict the 
value of a dependent variable using one or more independent 

variables (Kometa (2007) and is used for the investigation of 
relationships between variables (Sykes (1993). This analysis 
was also useful in quantifying the influence of various 
simultaneous effects on a single dependent variable (Sykes, 
1993).  In order to test the strength of the relationship between 
the dependent and independent variables, regression 
coefficients were used to evaluate the strength of the 
relationship between the independent variables and the 
dependent variable. Chu (2002) claims that the beta 
coefficients of the independent variables can be used to 
determine its derived importance to the dependent variable 
compared with other independent variables in the same model. 
Chu (2002) indicates that the beta coefficients of the 
independent variables can be used to determine their derived 
importance to the dependent variable compared with other 
independent variables in the same model. In general, the 
relationship of the independent variable with the dependent 
variable will be positive if the beta coefficient is positive. In 
contrast, if the beta coefficient is negative, the relationship 
between the independent and dependent variables will become 
negative. Of course, the beta coefficient equaling zero implies 
that there is no relationship between both of the independent 
and dependent variables. R2 was the multiple correlation, 
which represented the percent of variance in the dependent 
variable (customer loyalty) explained collectively by all of the 
independent variables (Garson, 2008). Thus the R2 value in the 
model provided a measure of the predictive ability of the 
model. The close the value to 1, the better the regression 
equation fit the data. The following study multiple linear 
regression model was tested  
 
CL = βo + β1MV + β2EV + β2CV+ β4RV+ e  
 

Where: 
βo = Intercept or constant 
β1 to β4 = Regression coefficients or slope of the regression 
line of the independent variables 1 to 4. They indicate the 
relationship between the independent variables and the 
dependent variable 
MV= Monetary value  
EV= Emotional value  
CV=Customization value  
RV= Relational value 
ε= Error or random term.  
 
In regression analysis, the decision rule is: Reject null 
hypothesis if F calculated > F critical at α = 0.05 (5% level of 
significance). However, if F calculated < F critical, we do not 
reject the null hypothesis. Another way of drawing conclusion 
on the significance of the regression is that if the p-value 
(probability) calculated by the regression is less than our 
significance level (0.05) then it  
 

RESULUTS AND DISCUSSIONS 
 
Influence of customer perceived value on Customer 
Loyalty 
 

Customer perceived value was hypothesized to affect customer 
loyalty in retail banking. An index for each of the perceived 
value elements was calculated to represent all the items that 
were used to measure this construct. The customer loyalty 
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index and the perceived value dimension indices were used to 
test the relationship between them. Correlation analysis was 
used to test the relationship between perceived value 
dimensions and customer loyalty. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
HO1 There is no significant relationship between monetary 
value and customer loyalty in retail banking in Kenya.  
 
The result of Pearson correlation analysis provided in table 2 
shows that monetary value is significantly, positively 
correlated to customer loyalty. The result shows a coefficient 
of .086** at p =0.01 (r =. 086**, p< 0.01) which shows that the 

two constructs, customer perceived value and customer loyalty 
are positively related. Therefore, the hypothesis should be 
rejected. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
HO2 There is no significant relationship between emotional 
and customer loyalty in retail banking in Kenya  
 

The result of Pearson correlation analysis provided in table 2 
shows that emotional value is significantly, positively 
correlated to loyalty. The result shows a coefficient of .114** at 
p =0.01 (r =.  114**, p< 0.01) which shows that the two 
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Table 2. Correlation matrix for the customer perceived value and customer loyalty 
 

 Monvueindex Emovaluindex Custvalueinde Relatvalueind Loyindex 

Monvueindex Pearson 
Correlation 

1 .436** .737** .176** .086 

Sig. (2-tailed)  .000 .000 .002 .119 
N 333 319 328 312 333 

Emovaluindex Pearson 
Correlation 

.436** 1 .357** .281** .114* 

Sig. (2-tailed) .000  .000 .000 .033 
N 319 351 345 329 351 

Custvalueindex Pearson 
Correlation 

.737** .357** 1 .113* .022 

Sig. (2-tailed) .000 .000  .038 .670 
N 328 345 366 334 366 

Relatvalueindex Pearson 
Correlation 

.176** .281** .113* 1 .244** 

Sig. (2-tailed) .002 .000 .038  .000 
N 312 329 334 343 343 

Loyindex Pearson 
Correlation 

.086 .114* .022 .244** 1 

Sig. (2-tailed) .119 .033 .670 .000  
N 333 351 366 343 384 

**. Correlation is significant at the 0.01 level (2-tailed). 
*. Correlation is significant at the 0.05 level (2-tailed). 

 
Table 3. Regression results 

 
Model R R Square Adjusted R 

Square 
Std. Error of the 

Estimate 
Change Statistics Durbin-

Watson R Square Change F Change df1 df2 Sig. F Change 
1 .329a .109 .096 9.31754 .109 8.918 4 293 .000 1.917 

a. Predictors: (Constant), Relatvalueindex, custvalueindex, emovaluindex, monvueindex 
b. Dependent Variable: loyindex 
 

Table 4. Anova 

 
Model Sum of Squares Df Mean Square F Sig. 

1 Regression 3096.865 4 774.216 8.918 .000b 
Residual 25437.232 293 86.816   
Total 28534.097 297    

a.Dependent Variable: loyindex 
b.Predictors: (Constant), Relatvalueindex, custvalueindex, emovaluindex, monvueindex 
 

Table 5. Coefficientsa 

 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients t Sig. 

B Std. Error Beta 
1 (Constant) 16.036 4.276  3.750 .000 

monvueindex 2.096 1.205 .149 1.740 .083 
emovaluindex .221 1.051 .013 .210 .834 
custvalueindex -2.043 1.096 -.153 -1.865 .063 
Relatvalueindex 4.453 .857 .298 5.198 .000 

a. Dependent Variable: loyindex 
 



constructs, customer perceived value and customer loyalty are 
positively related. Therefore, the hypothesis should be rejected.  
 
HO3 There is no significant relationship between 
customization value and customer loyalty in retail banking in 
Kenya 
 
The result of Pearson correlation analysis provided in Table 2 
shows that customization value is significantly, positively 
correlated to loyalty. The result shows a coefficient of.244** at 
p =0.01 (r =. 244**, p< 0.01) which shows that the two 
constructs, customer perceived value and customer loyalty are 
positively related. Therefore, the hypothesis should be rejected. 
 
HO4 There is no significant relationship between relational 
value and customer loyalty in retail banking in Kenya 
 
The result of Pearson correlation analysis provided in Table 2 
show that relational value is significantly, positively correlated 
to loyalty. The result shows a coefficient of .022** at p =0.01  
(r =. 022**, p< 0.01) which shows that the two constructs, 
service quality and customer loyalty are positively related. 
Therefore, the hypothesis should be rejected. 
 
HO5 There is no significant combined influence of the 
dimensions of perceived value (monetary, emotional, 
customization and relational values) on customer loyalty in 
retail banking in Kenya 
 
The results of the regression analysis in table 3 indicate that R2 

was .109 or 10.9 %. This shows that the four independent 
variables of monetary value, emotional value, customization 
value and relational value explain only 10.9 % of the factors 
that influence customer loyalty in banking. The statistical F 
test is used to determine how well the regression equation fits 
the data. In this study, the F value of 8.918 was significant at 
the 1% level, indicating that at least one of the independent 
variables helped to explain some of the variation in customer 
loyalty. Further, the adjusted coefficient of determination 
revealed that 9.6% of the variance in loyalty was explained by 
the regression model. The result in the ANOVA table 4 also 
shows that there is a significant relationship between 
dimensions of the customer perceived value and customer 
loyalty in retail banking. 
 
Thus, the R2 in this regression model points to other factors not 
included in the model that account for loyalty in the bank. For 
instance, loyalty is affected by factors such as the bank’s 
image, complaint management capabilities, the quality of 
communication between the firm and the customer, and trust 
(Keaveney 1995; Ball et al., 2006), demographic factors such 
as age, gender, ethnicity, and income (Van Pham and Simpson 
2006), and prior experience with the service industry in general 
(Parasuraman et al., 1991; Gilbert and Veloutsou 2006) which 
are beyond the scope of this study. The value of the Beta 
coefficients in table 6 showed that relational value contributed 
the most (.298) to customer loyalty, followed by customization 
value (.153), monetary value (.149) and emotional value         
(-.013) respectively. Therefore, the hypothesis that no one 
significant factor influences customer loyalty is rejected. The 
study established that customer perceived value influences 

customer loyalty. This concurs with the finding by Reichheld 
(1996) that value creation is linked with customer loyalty. 
Lifetime value is the total return earned (after recruitment cost) 
over the length of time the customer stays with a company or 
balancing the long-term commitment against the period spent 
with the company. These findings are also consistent with 
those of Park et al. (2006) which find that in deciding whether 
to return to service provider or not, a consumer always 
considers the extent to which he received ‘value for money’. 
They concluded that customer perceived value is associated 
with the loyalty intention with regards to the services rendered 
by commercial banks. This means that loyalty is greatly 
dependent on customer value in the commercial banks. Hence, 
it was concluded that there is strong link between perceived 
value and future intention to stay with the bank. Previous 
studies by Jamal and Kamal (2004) also established that the 
level of satisfaction is always high when the customer gives 
minimum price and gets maximum of usage and profit and that 
dissatisfaction usually occurs when the pricing issues are not 
suiting the needs of the customers.  Fox and Poje (2002) found 
that when customers think that the charges are perceived to be 
higher, they churn or defect to other banks .If a customer is 
satisfied, then loyalty injects automatically and the customer 
remains with the current providers for a longer and longer 
period of time. 
 
Managerial Implication of Study 
 
This study established a direct and positive relationship 
between perceived value and customer loyalty. It was found 
that the extent to which customers perceive the fees charged as 
reasonable, fair and not expensive as well as giving good value 
for their money contributes to creating customer value. This 
implies that banks need to demystify their bank statements so 
that customers can see exactly what they are being charged for 
so as to create customer and consequently customer loyalty.  
ustomers have found it easy to open accounts and switching 
cost from one bank to another is minimal. All these are factors 
contribute to customers switching from the current bank. If a 
customer gets value for their money, then he/she will become 
satisfied and this injects loyalty automatically and the customer 
remains with the current providers for a longer and longer 
period of time. The study has among other things, looked at 
how the different dimensions of customer perceived value are 
related with customer loyalty. By taking this disaggregated 
approach focusing on how all four dimensions rather than just 
looking at how overall perceived value influences customer 
loyalty , the study has shown that not all fours antecedents of 
customer perceived value (monetary, emotional, customization 
and relational values ) contribute diversely to customer loyalty 
in retail banking customers in Kenya. This should provide a 
more useful and practical information for managers in 
improving customer perceived value that will eventually lead 
to customer loyalty (Wang et al., 2004). 
 
This study highlights that relational value contributes most to 
customer loyalty in retail banking in Kenya. Bank managers 
need to put a lot of emphasis on the attributes of relationship 
builsing and maintenance to create favourable customer 
perceived value that will which will eventually result in 
loyalty. The implication here is that there is the need for 
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management to take a look at strategies that emphasise 
relationship creation in service delivery which lead to stronger 
customer loyalty in retail banking. The study further shows 
that customers who perceive their bank staffs to give caring, 
customized service and  individualised attention) tend to be 
more loyal than those who perceive their banks to be investing 
more in tangibles. Put another way, providing customers with 
care and individualised attention is more important than 
providing a conducive business environment to the customer 
that appeals emotional aspects of the service experience. 
Therefore, bank managers would be well advised to focus on 
the employee training programmes so that they can offer 
personalized or customized service. This will result in the 
development and maintenance of a long-term relationship with 
the customers. Customer perceived value one of the critical 
success factors that influence the competitiveness of retail 
banking organizations. A bank can differentiate itself from 
competitors by providing high customer perceived value. The 
findings of the study showed that the dimensions of customer 
perceived value can be used by banks to attract and maintain 
their customers. To survive in the competitive banking 
industry, banks have to develop new strategies which will 
satisfy their customers. Since it is impossible to have product 
differentiation in a competitive environment like the banking 
industry (Ioanna, 2002) as all banks are delivering the same 
products, bank management should try to differentiate their 
firm from competitors through service delivery. Today’s 
customers have more choices for their financial needs than 
ever before (Harwood, 2002). 
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