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Companies
Jitendra Prasad Upadhyay, Pitri Raj Adhikari
Abstract: This paper attempts to examine the impact of service
quality on customer satisfaction and firm performance in
Nepalese life insurance companies. Data are collected through
structured and self-administered questionnaire from 350
respondents of 19 life insurance companies which are based on
SERVQAL model. Descriptive and causal-comparative research
design have used to achieve the objectives and descriptive
statistics, correlation, as well as multiple regression models, have
been used to analyze the data. It is observed that reliability,
responsiveness, assurance, empathy, and tangibles have a
positive and significant impact on customer satisfaction and firm
performance. It is also found that responsiveness shows the
highest positive correlation with customer satisfaction and
performance in terms of ROA and assurance demonstrates the
least positive correlation with customer satisfaction and ROA
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I.

INTRODUCTION

Customer

satisfaction and firm performance are the
researchable issues for practitioners and researchers for the
last few decades. Prior research has linked customer
satisfaction and firm performance with different predictors.
Among them, service quality is one of the important
predictors which is one of the most attractive areas for
researchers over the last decade in the insurance sector. The
increased emphasis on quality improvement has led firms to
emphasize customer service. The premise of service quality
is key for achieving competitive advantage and lead in a
market-driven system has been well recognized by the
financial institutions. Various research states that insurance
companies must consider various antecedents of service
quality i.e. reliability, responsiveness, assurance, empathy
and tangibility to have delighted customers and to enhance
their performance and profitability. The satisfaction level of
customers depends on their perception of service quality and
trust in the service provider. Kandampully (1998) stated
customers are becoming increasingly critical of the quality
of service they experience. Concept of service quality
management is important to cope up with these fashionable
competitive challenges one approach which has gained
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momentum in the service industry is the concept of quality
and quality management. According to Berry (1987) and
Kim (2011), service quality has become a great
differentiator and the most powerful competitive weapon
with many leading service organizations possess. Customer
satisfaction is positively affected by service quality factors
(Lau et al., 2013; Maharjan, 2014; Khanal, 2015; Akhtar et
al., 2016; Desai and Kahar, 2017; Shah, 2018; Shrestha,
2018, Myo et al., 2019; Ali et al., 2020). Similarly, Shah et
al. (2018) observed that service attributes have a significant
optimistic effect on customer satisfaction and Sari (2020)
also revealed that the service quality variable has a
significant effect on customer satisfaction. However, service
assurance was found significantly negative predictor of
customer satisfaction. Das and Jannat (2018) stated that
among various dimensions of service quality, customers
give more preference on reliability, assurance and
tangibility. According to Stiakakis and Georgiadis (2009),
reliability is a fundamental criterion of service quality and
customers expect the services providers can perform the
desired service dependably, accurately and consistently.
Similarly, Ibáñez et al. (2006) examined a significant
relationship between reliability of services and customers’
satisfaction level. Likewise, Khan and Fasih (2014) found
that reliability, tangibles, assurance have a positive and
significant association with customer satisfaction that leads
to better firms’ performance. Responsiveness is the timely
reaction towards the customers’ need (Munusamy et al.,
2010) and it is the only significant dimension of service
quality which positively affects the satisfaction of customers
(Demong et al., 2018; Ravichandran et al., 2010). Similarly,
Khan (2010) stated that there is a positive relationship
between responsiveness and customer satisfaction.
Likewise, Greenberg (1990) revealed a positive and
significant relationship of assurance, responsiveness,
tangibility and empathy with customer satisfaction and
firms’ performance. Assurance is defined as employee’s
knowledge, courtesy and the ability of the firm’s to inspire
trust and confidence to the customers (Iwaarden et al., 2003)
and it is positively related with customer satisfaction
(Demong et al., 2018; Prakash and Sugumaran, 2014;
Munusamy et al. 2010; Asubonteng et al., 1996). Empathy
indicates the individualized attention that firms provide to
their customers. Empathy can change the behaviour of
customer ultimately and that had the highest influence on
customer satisfaction (Lo et al., 2010). According to Iglesias
and Guillen (2004),
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there is a positive and significant relationship of empathy
with customer satisfaction. Similarly, tangibles such as
customer impressions of tangible factors in terms of
physical facilities, equipment and appearance of personnel
had a positive influence on customer satisfaction
(Lau et al., 2013; Osman & Sentosa, 2014). According to
Irfan et al. (2014), service quality such as tangibility,
empathy, assurance had positively influenced the
profitability of an entity.
Service quality is one of the critical success factors that
influence the service sectors, especially in insurance. An
insurance company can differentiate itself from competitors
by providing quality services at the promised time and there
will be a positive impact on performance. Lohani and K. C.
(2018) found the gap between expectation and perceptions
of consumers in the Nepalese insurance sector. Moreover,
research has been done regarding the issues in the western
context, however, some research has been conducted in the
context of Nepal. Hence, this paper attempts to examine the
linkage of service quality with customer satisfaction and
firm performance in Nepalese life insurance companies.

variables that affect customer satisfaction and firms’
performance which scale ranges from 1 (Strongly agree) to 5
(Strongly disagree). Customer satisfaction and firms’
performances are dependent variables and reliability,
responsiveness, assurance, empathy and tangibles are
independent variables. Multiple regression models are used
to analyze the interrelationship between service quality,
customers’ satisfaction and firms’ performance. The paper
has used the following multiple regression models:
Model 1:

Model 2:

Where, CS = Customer Satisfaction, FP = Firm
Performance, REL= Reliability, RES = Responsiveness,
ASS= Assurance, EMP= Empathy, TAN= Tangibles, =
error term, = intercept of dependent variable, β1, ,
and β5 are the beta coefficient of explanatory variables to
be estimated.
Data Analysis

II.

RESEARCH HYPOTHESES

This paper has set the following alternative hypotheses:
: There is a positive relationship of reliability with
customer satisfaction and firms’ performance.
: There is a positive relationship between responsiveness
with customer satisfaction and firms’ performance.
: There is a positive relationship of assurance with
customer satisfaction and firms’ performance.
: There is a positive relationship of empathy with
customer satisfaction and firms’ performance.
: There is a positive relationship between tangibles with
customer satisfaction and firms’ performance.
III.

RESEARCH METHODS

Descriptive research design, a process of accumulating facts
and describes the phenomenon as it exists, has used for factfinding and identifies adequate information that affects
service quality on customer satisfaction and firms’
performance in Nepalese life insurance companies. It has
also adopted the causal-comparative research design to
identify the cause and effect relationship of service quality
on customer satisfaction and firms’ performance. Data are
collected
through
a
structured,
self-administered
questionnaire based on convenience sampling method of
350 respondents where the questionnaire was distributed to
570 respondents (response rate is 61.40 per cent) of 19 life
insurance companies of Nepal and the questionnaire has
divided into two sections where the first section is related
with basic information of respondents and the next section is
about Likert type questions regarding service quality
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Descriptive statistics
The mean value of the reliability in terms of customer
satisfaction ranges from a minimum value of 1.69 to the
maximum value of 1.98 and the weighted average is 1.78
that indicates Nepalese life insurance companies can satisfy
the customers through reliability service. Similarly, the
mean value of responsiveness ranges from the minimum
value of 1.71 to the maximum value of 1.96 and the
weighted average is 1.85 that means life insurance
companies can satisfy the customers through responsiveness
services. Likewise, the mean value of assurance ranges from
the minimum value of 1.78 to the maximum value of 1.95
and the weighted average is 1.88 that states life insurance
companies can satisfy the customers through assurance
service. The mean value of the empathy ranges from the
minimum value of 1.74 to a maximum value of 1.97 and the
weighted average is 1.85 that states life insurance companies
can satisfy the customers through empathy service.
Additionally, the mean value of tangibles ranges from the
minimum value of 1.76 to a maximum value of 1.91 and the
weighted average is 1.86 which reveals life insurance
companies can satisfy the customers through tangibles
service. Furthermore, the mean value of customer
satisfaction ranges from the minimum value of 1.74 to a
maximum value of 2.02 and the weighted average is
1.91that indicates life insurance companies can satisfy the
customers through service quality.
Correlation analysis
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Table 1
Correlation Matrix
The table presents correlation coefficients based on 350 observations. The dependent variables are customer satisfaction and
firm performance as indicated by return on assets. Reliability, responsiveness, assurance, empathy and tangibles are the
independent variables.
Mean
REL

S.D

1.78

REL

RES

TAN

1

0.603

0.689

**

1

0.712

**

0.703

**

1

**

0.701

**

**

1

ASS
1.88

EMP

0.568

RES
1.85

ASS

0.588

EMP

ROA

1.85

0.568

0.722

1.86

0.652

0.711**

0.647**

0.678**

0.708**

1

1.91

0.582

0.668**

0.689**

0.637**

0.681**

0.668**

1

0.251

*

0.182

*

*

0.094

0.129*

TAN
CS
ROA
0.49

0.138

0.684

CS

0.091

0.122

1

Notes: The asterisk signs (**) indicates that the results are significant at the 1 per cent level.
Table 1 reveals that customer satisfaction is positively
correlated with all independent variables that indicate higher
the reliability, higher would be the customer satisfaction;
increase in prompt response to the customer problem leads
to increase in customer satisfaction; higher the assurance,
higher would be the customer satisfaction; more the
employees give personal or individual attention to the
customer problem, higher would be the customer
satisfaction; and better the tangibles, higher would be the
customer satisfaction of Nepalese life insurance companies.
Similarly, return on assets (firm performance) is positively

correlated with all independent variables that show that
higher the reliability, higher would be the firm performance;
increase in prompt response to the customer problem, higher
would be the firm performance; higher the assurance, higher
would be the firm performance; more the employees give
personal or individual attention to the customer problem,
higher would be the firm performance; more the tangibility
of services, higher would be the firm performance in the
context of Nepalese life insurance companies.
IV.

REGRESSION ANALYSIS

Table 2
Regression Results of reliability, responsiveness, assurance, empathy and tangibles on customer satisfaction
The table presents regression results based on the model:
where, CS = Customer Satisfaction, REL= Reliability, RES = Responsiveness, ASS= Assurance, EMP= Empathy, TAN=
Tangibles, = error term, = intercept of dependent variable, β1, ,
and β5 are the beta coefficient of explanatory
variables to be estimated.
Regression coefficient of
Adj.
F
Model Intercept REL
RES
ASS
EMP
TAN
R2
SEE
value
1
2
3
4
5
6
7
8
9

0.512
(4.762)**
0.654
(6.299)**
0.615
(6.543)**
0.487
(5.387)**
0.703
(8.234)**
0.411
(3.891)**
0.287
(3.432)**
0.421
(2.876)**
0.313
(3.543)**

0.896
(17.675)**
0.875
(17.761)**
0.981
(17.824)**
0.892
(18.654)**
0.731
(16.287)**
0.448
(6.543)**
0.435
(4.653)**
0.209
(2.876)**
0.314
(3.143)**
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0.638
(6.861)**
0.243
(4.456)**
0.615
(3.961)**
0.271
(4.141)**

0.451
(3.781)**
0.321
(2.981)**
0.312
(3.002)**

112

0.315
(3.613)**
0.371
(3.774)**

0.871

0.423

316.891

0.79

0.402

316.986

0.891

0.366

300.324

0.871

0.445

335.98

0.751

0.432

259.879

0.765

0.414

216.802

0.743

0.234

159.987

0.981

0.421

129.751

0.723

0.421

130.981
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0.268
(2.912)**

0.231
(2.312)*

0.239
(3.636)**

0.211

0.201

(2.518)*

Notes:
Figures in parenthesis are t-values
* and ** represent the results are significant at 5 per
cent and 1 per cent level respectively.
iii.
Customer satisfaction is the dependent variable.
The table 2 states that positive and significant beta for
reliability indicates customer satisfaction is positively
affected by the reliability and this finding is similar to the
findings of Stiakakis and Georgiadis (2009); Khan and Fasih
(2014); and Iberahim et al. (2016). Similarly, the positive
and significant beta for responsiveness with customer
satisfaction reveals that responsiveness has a positive impact
on customer satisfaction and this result is consistent to the
findings of Khan (2010); Ravichandran et al.
i.
ii.

(2.489)*

0.265

0.813

0.432

108.871

(2.861)**

(2010); Hussen (2015), and Fida et al., (2020). Likewise, the
beta coefficients for the assurance with customer satisfaction
are positive and significant that means it has a positive
impact on customer satisfaction which is similar to the
results of Munusamy et al. (2010). Additionally, the positive
and significant beta for empathy with customer satisfaction
indicates that empathy has a positive impact on customer
satisfaction and these findings are consistent with the
findings of Iglesias and Guillén (2004); and Fida et al.
(2020). Moreover, the beta coefficient is positive and
significant for tangibles with customer satisfaction that
shows tangibles have a positive impact on customer
satisfaction and it is similar to the results of Osman and
Sentosa (2014).

Table 3: Estimated regression results of reliability, responsiveness, assurance, empathy and tangibles on firm
performance (ROA)
The table presents regression results based on the model: FP
where, FP = Firm Performance, REL= Reliability, RES = Responsiveness, ASS= Assurance, EMP= Empathy, TAN=
Tangibles, = error term, = intercept of dependent variable, β1, ,
and β5 are the beta coefficient of explanatory
variables to be estimated.
Regression coefficient
Model
Intercept REL
RES
ASS
EMP
TAN
Adj. R2
SEE
F value
1

0.611
(6.875)**

2

0.046

0.5

0.004

(8.632)**
3

0.054

0.561

0.053

0.571
(6.472)**

7

0.617
(6.801)**

8

0.612
(6.717)**

9

0.488
(6.718)**

10

0.452
(6.607)**

i.
ii.
iii.

0.072

0.324

0.043

0.291

0.322

2.967

0.168

0.322

2.837

0.09

0.322

1.423

0.008

0.322

1.578

0.033

0.321

2.794

0.031

0.321

2.405

0.03

0.32

2.017

0.03

0.32

1.822

-1.651

0.512

0.04

(8.314)**
6

2.411

-1.704

(6.934)**
5

0.322

-0.172

0.403
(7.252)**

4

0.211

-1.493

-1.134
0.014

0.042

-0.199

-0.841

0.059
-1.32
0.041
-0.686
0.067
-1.132
0.041
-0.812

-0.117
(-2.263)*
-0.131
(-2.422)*
-0.118
(-2.228)*
-0.128
(-2.392)*

0.11
-0.222
0.077

0.062

-1.391

-0.971

0.11

0.001

-1.688

-0.022

0.079

0.074

-1.417

-1.012

-0.017
(-0.302)*

Notes:
Figures in parenthesis are t-values
* and **represent the results are significant at 5 per cent and 1 per cent level respectively.
Firm performance (ROA) is the dependent variable.
The table 3 shows that positive beta for reliability with ROA positive with ROA that reveals empathy has a positive
means reliability has a positive impact on firm performance impact on firm performance and this finding is consistent
and this result is similar to the findings of Khan and Fasih with the findings of Al-Marri et al. (2007). Moreover, the
(2014). Similarly, the beta coefficients are positive for result shows that positive beta for tangibles with ROA
responsiveness with ROA that indicates responsiveness has concludes that tangibles have a positive impact on firm
a positive impact on firm performance and it is consistent performance and it is consistent with the results of Tax and
with the result Greenberg (1990). Likewise, the result shows Brown (1998).
that positive beta coefficient for the assurance with ROA
states assurance has a positive impact on firm performance
and this finding is similar to the study of Maria and Katerina
(2008). Additionally, beta coefficients for empathy are
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V.

CONCLUSION

It is found that reliability, responsiveness, assurance,
empathy, and tangibles are positively correlated with
customer satisfaction and firm performance which reveals
these variables have a positive and significant impact on
customer satisfaction and firm performance. Further, it is
observed that responsiveness shows the highest positive
correlation with customer satisfaction and performance in
terms of ROA and assurance demonstrates the least positive
correlation with customer satisfaction and ROA. Further
research can be conducted by using other variables such as
creditability, customer orientation and competence which
are related to service quality and customer satisfaction. In a
future study, data can also be analyzed by using other
techniques like structural equation modelling (SEM).
Last but not least, future research can also adopt customer
continuance intention as a result of service quality. It is
expected that the outcome of this paper will enable the life
insurance companies of Nepal to design better strategies to
satisfy the possible needs of customers to ensure that the
number of policyholders will continue with the current
policy they have purchased.
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