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ABSTRACT 

There are some factors that the commercial banks need to identify that affect the bank

selection desicions of both existing customer and the potencial customers. The commercial

banks must plan a strategy for keeping present customers and attracting new ones. The

emprical study was conducted on 200 people that are having relationship with any bank. The

study focuses on examining bank selection criteria for public in various cities of Northern

Cyprus. The findings shows that the factors determining customers' bank selection are:

"people/media influences", "secure feeling", "financial benefits", "services provision",

"parking and employee/customer interaction", "convenience of ATMs", "hours of

operations", "duration of wait".
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SECTION 1 

INTRODUCTION

In banking today, banks have to know the answer of the question "how the customers choose

the banks to work with". Todays banking world there is a huge competition araund the world

and in North Cyprus so it is.

1.1 AIM OF THE STUDY 

The main aim of this study is to show the factors that affect peoples' bank selection decisions

in Norhtern Cyprus. In this study I explain the bank selection criteria that are affected by

people expectations which are different from each other.

1.2 BROAD PROBLEM AREA 

There are many banks in North Cyprus. The most important problem that banks face is ,they

can not understand their customers needs and wants and can not satisfy those needs as their

customer expects. There are few criteria that makes people to choose a bank for business.If

banks know those criteria and try to satisfy them somehow, the productivity and the

percentage of customers that are choosing their bank will rapidly increase. Because people

want to work with banks that are satisfying their wants and expectations.
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1.3 METHODOLOGY 

The current study, conducted in 2008 in the North Cyprus, to quantify the selection criteria

used by people living in the country when choosing banks. The sample was selected to be

representative of the working proportion of North Cyprus consumers. Questionnaires were

distrubuted and collected by me. Of these, there were 200 usable questionnaires.

In this study I use the factor analysis. Factor analysis is a data reduction tecnique uses to

reduce a large number of variables to a smaller set of underlying factors that summarize the

essential information contained in the variable

1.4 STRUCTURE OF STUDY 
In this project, I would like to explain factors which effect peoples' seletion criteria when

electing which bank to work with. I showed the aim of the project and I mentioned the broad

problem area in banking sector. Section two included the literature reviews where I gave

some information abaut old studies and a table that shows the factors of the studiesand their

eigenvalues that included in them. In third section , I started to explain the data analyses,

methodology and than the SPSS output. In the last section I incuded the conclusion,

implications and recommendations.
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SECTION 2 

LITERETURE REVIEW 

2. Articles on bank selection criteria by public 

2.1.1 Sudin Haron, Norafifah Ahmad and Sandra L. Planisek 

(1994) 

The purpose of this study is to determine the pertinent factors which Muslims and non­

Muslims perceive as germane to their selection of banks. The most significantfact revealed by

this study is that there is no significant difference in the selection criteria. In other words, both

Muslims and non-Muslims who patronized commercial banks have a common perception in

selecting their banks. With this information, the Islamic bank should not over emphasize, and

rely on, the religion factor as a strategy in its effort to attract more customers. The Islamic

bankshould also be aware that only 40 per cent of Muslims believe that religion is the main

factor in why people maintain an account with Islamic bank

A sample of 301 Muslim and non-Muslim commercial bank customers in Alor Setar, Sungai

Petani, and Kangar towns was surveyed. The population for each town is about 100,000 and

half of the population in each town comprises Muslims. The selection of the samples was

based onconvenience and these customers did not have any banking relationship with the

Islamic bank. These towns were chosen because they represented a competitive banking

environment compared with other towns in the states. Customers had a wide range of banks

and other non-bank financial institutions from which to choose. The data for this study were

collected through selfadministered questionnaires distributed by student workers. The

questionnaire contained three sections: the first section was designed to gather information

about the sample's personal, demographic and economic characteristics. In the second section

of the questionnaire, the respondents were asked to indicate, on a five-point Likert-type scale,

ranging from "very important" to "not important at all", how they viewed a series of factors in

selecting acommercial bank. The final section of the questionnaire was designed to generate

data concerning the usefulness of products or services offered by the commercial banks for

3



their customers. The perceived level of usefulness of these products or services was also

measured on a five-point Likert scale. The scale ranged from "used all the time" to "never

being used". The questions which measure the perception of respondents towards the Islamic

bank were placed inthis section.

Except for a few differences in terms of order of importance, both the Muslims and non­

Muslims valued the same traits when selecting their banks. The most important factor

onsidered by Muslims when selecting their financial institutions is "fast and efficient

ervice" andthis factor was ranked second by non-Muslims. "Friendliness of bank personnel",

onsidered as the most important factor by non-Muslims, is ranked third by Muslim

customers. Non-Muslims considered "reputation and image of bank" and "reception received

at the bank" asthird and sixth important factors respectively, but Muslims ranked these factors

as seventh and fourteenth, respectively. The list of score and rank of all factors is At-test was

used to test the statistical differences between the means for selection factors between Muslim

and non-Muslim customers and significant difference occurred for some of the factors. At the

O.Ol level, factors of which both samples had variation were "interior comfort", "offer service

on financial counselling", "internal appearance of bank", "impression of manager", "hours of

operations", "awide range of service offered", "fast and efficient service", "able to fulfil

individual and personal needs", "speed of transactions" and "overdraft privileges". At the 0.05

ignificant level, there were variations for factors "reception received at the bank", "lower

ervice charges" ,and "inter-branch facilities". There are many similarities and differences

between the findings of this research and the findings of earlier research. Seven factors

emerged from theanalysis for the Muslim customers. Factor 1 can be labelled as bank product

and services. This can be used as an indicator of Muslim customers' concern about the

facilities offered by their bank, which include type of products and services, and the

availability of inter-branch facilities. Factor 2 concerns the image of the bank. The image

indicators include appearance of the bank, both internal and external, and the mode of

information carriers. Recommendation by friends and mass advertising were grouped in this

cluster. Factor 3 deals with staff quality involving the friendliness of the bank personnel, their

efficiency and effectiveness in handling any transaction. Factor 4 concerns the financial

charges imposed by the bank. Factor 5 comprises both bank image and staff quality whereas

factor 6 relates to the salient features of the bank and factor 7 deals with locality. For non­

Muslims, the first factor can be labelled as image. Factor 2 is a combination of facility and
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staff quality. Factor 3 deals with services offered by the bank. Charges imposed by the bank

can be assigned to factor 4. Factors Sand 6 are for bank image while factor 7 is about

convenience. Factor 8 is concerned with the size of bank. allmost 100 per cent of the Muslim

population was aware of the existence of the Islamic bank; the sources of knowledge are

mainly newspapers and magazines, television and radio, and family members. Many of the

Muslim respondents visit the bank's branch and seek information about the bank services and

operations on their own initiative. For non-Muslims, about75 per cent of the respondents

know of the existence of the Islamic bank from information derived mainly from newspapers

and magazines. Results of factor analysis of selection factors fornon-muslims are as

follows.There is one additional factor comparing with muslims ; Factor 1 External appearance

of bank Factor 2 Confidentiality of bank Factor 3 Offer services on financial counselling

Factor 4 Lower service charges Factor 5 Knowledgeable about your business Factor 6

Reception received at the bank Factor 7 Convenience of location Factor 8 Size of bank

Other sources of information are not so effective for the non-Muslims .. Another interesting

finding from this study is that both Muslims and non-Muslims value their time highly and

expect their banking transactions to be completed as quickly as possible. The inefficiency

indicators such as long queues in the banking hall, temporary shut-downs in ATM service,

unoperational counters during banking hours, unattended enquiries, and delays in making

decisions should be addressed immediately. In practice, both conventional and Islamic banks

have not given appropriate emphasis to these issues. Beautification of bank premises and the

providing of interior comfort seem to have been accorded top priority by the banks although

these efforts, according to this study, are not appreciated much by the customers. To be

competitive in attracting customers, commercial banks are willing to invest in a large amount

of money for advertising, despite the uncertainty of its returns. Another important issue which

requires attention is the way bank personnel handle their customers, which definitely involves

quality of service. Quality of service here means more than a smile or a passing greeting to

customers. The dress code, customer relations, and the technique of answering the telephone

are some of the areas to be emphasized.

We can see the factors of this study at the Table I on page 39.
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2.1.2. William L. Boyd, Myron Leonard and Charles White 

(1994) 

In the past, the function of financial intermediation in the USA had fairly well-defined

boundary lines for various institutions and services. The moving of funds from savings

surplus units to savings deficit units was mostly routine and regulated by the federal

government, various state governments or both. Banks solicited funds from local customers

and primarily made loans in the commercial area or of a short-term nature. In most financial

institutions, the original emphasis was on managing the asset side of the balancesheet. Little

emphasis was given to the depositors. In the last two decades, the emphasis has shifted first to

the liability side of the balance-sheet, then to the concept of liquidity management, and, most

recently, to managing the creditworthiness of borrowers. With the current trend towards bank

closures, mergers, acquisitions, and low interest on deposits, it appears more and more as if

the emphasis must once again change. The typical customer can no longer differentiate

between one intermediary and another. Now we find that all institutions are all things to all

people. The competition for customers, both savers and borrowers, could become fierce. The

institutions must now, more than ever, be cognizant of the customers' needs and desires.

Recently, single product providers who can operate on a national, or even international, basis

achieve massive economies of scale, control cost, achieve a pricing advantage, and deliver

high levels of customer service, are eroding the traditional banks' hold on some of their more

lucrative lines of business. This development is especially evident with credit card, mutual

fund, and mortgage companies which have taken advantage of new technologies, direct

marketing, and a higher level of sophistication of service users to overcome banks' historical

advantages . Recently, we have seen General Motors, Ford, General Electric and others offer

new and innovative services through credit card usage. This will further erode the traditional

base of bank users. With rapid change and more sophisticated customers, it has become very

important that financial institutions determine the factors which are pertinent to the

customers' selection process. With the advent of interstate and international banking, the

trend towards larger bank holding companies, and innovations in the marketplace, the

customers have greater and greater difficulty determining one institution from another.

Therefore the current problem for the financial services industry is to determine the basis on
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which customers, both depositors and borrowers, make their selection process for financial

ervices. With the need to differentiate in mind, the research on which this study is based was

undertaken to: determine the relative strengths of factors used in this selection process, and

identify the orientation of potential customers relative to those factors and corresponding

behavioural and demographic characteristics.

Using a telephone survey, ten selection criteria were provided relative to various demographic

characteristics of 188 randomly selected households in a medium-sized southeastern city of

the USA. Characteristics included, marital status, size of household, age of children,

occupation of head of household, household income, age and gender of household head. In an

article appearing in the Journal of Marketing, a study was undertaken in which the service­

oriented and the convenience-oriented elements of banks' marketing programmes were

examined and ranked by a sample of customers and non-customers. A list of over 50 bank

selection elements was developed and submitted to the sample members. A ranking procedure

was performed and the top ten of those criteria are those used in this present study. The

customer demographic and socioeconomic characteristics chosen for this study were slight

revisions of those criteria found to be statistically significant in an earlier study. "Household"

was substituted for "family" and "household size", "age of children", "occupation", and "age

of household head" were derived from "the family life cycle" data. Gender was included

because women seemed to be having greater impact on bank selection decisions as they

achieved greater social liberation In this study, the respondents were asked to rank, from the

selected list of ten criteria, the five they perceived as most important for selecting a financial

institution, with one being the most important and five being the least important of those

chosen. To evaluate the overall significance of the ranked choices, a weighting system,

described below, was used and then converted to a decimal scale. The importance of the

criteria relative to marital statu, shows most groups placing emphasis on reputation, interest

charged on loans, interest on savings accounts and quick service. The divorced respondents

placed more importance on availability of urgent accounts, quick service, drive-in service, and

hours of operation than did their single, married, or widowed counterparts. They also

indicated much less concern for reputation. It appears that this group, consisting of many

single parents, is pressurized by time constraints and, as a result is more interested in making

the visit to its financial institution as short as possible. The age of dependent children

reporting younger-aged children placing a greater emphasis on interest charged on loans and

quick service, with less emphasis on location in city. Those with children in the 13-19 age
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group wanted low interest loans, but to a lesser extent than those with younger children. They

did, however, attach a greater importance to location in the city. Those with children over 35

also placed an emphasis on savings account interest along with friendliness of employees, and

hours of operation. While those with young children were interested in borrowing and prompt

service for their fastpaced families, older households with adult children were searching more

for convenience and greater returns on their savings. white-collar households indicating

greater importance for reputation, modern facilities, and location in city. In contrast to their

white-collar counterparts, blue-collar households placed a greater emphasis on availability of

current accounts and drive-in service. It appears that while white-collar workers are more

conscious of a financial institution's image, blue-collar workers are more convenience­

minded. The importance of criterion in relation to household income is that the heaviest

emphasis on reputation was attributed to the $10,000- $20,000 group. Lower-income families

who may lack the expertise to select a quality financial institution often choose to rely on

favourable publicity or word of mouth. While it was difficult to establish trends in income, it

appeared that certain low-income categories were more interested in modern facilities,

availability of current accounts, and location in city. This may be explained by the large

number of previously mentioned single, young, and retired households included in these

categories who have come to rely on the convenience and image aspects. Higher-income

households placed more importance on interest on savings accounts, hours of operation, and

friendliness of employees. These results appear to indicate that high-income customers are

interested in those operational aspects of financial institutions which will assure them of

having their social convenience, as well as security, needs taken care of. The criterion

importance in relation to age of household head is once again, all groups placing heavy

emphasis on reputation. In addition, similar importance levels were attached to quick service,

availability of current accounts, and interest on savings accounts. These criteria include

services which most customers have come to expect from their financial institution. Young

household heads placed a very high emphasis on hoursof operation and location in city.

These younger customers may be drawn to nearby financial institutions with hours which will

fit into their busy work, school, or social schedules. regarding sex of respondents, shows

males and females attaching similar importance levels to many of the criteria. Importance 

Relative to Gender, the only major differences occurred for males, who indicated more 

concern for quick service and location in city, as opposed to females, who placed a greater

emphasis on availability of current accounts and interest on savings accounts. The males

appear to be more interested in having their needs met quickly and conveniently, while

8



females are apparently more interested in longer-term aspects relating to organizing their

finances and becoming more financially secure.

The results of the study reveal that some criteria are viewed as having more importance than

other criteria. This is especially true of reputation, interest charged on loans, and interest on

savings accounts. Much less importance was attached to friendliness of employees, modern

facilities, and drive-in service. However, the strength of the study lies in its breakdown of the

criteria by market segments. A financial institution may cater to a single market segment,

uch as upper-income households. More likely, a financial institution will serve multiple

market segments, such as the preceding households plus young single people, newly married

ouples, etc. Financial institutions can use the information provided in the study to achieve a

better understanding of their customers' selection process and to develop programmes or

arve out niches for specific market segments. For example, married customers view interest

on savings accounts as a primary reason to select a financial institution, while single

ustomers place greater emphasis on friendliness of employees. Therefore, the selection of

ingle or married people as the primary focus will automatically determine the service

offering and promotional direction. This same process can be used for additional demographic

haracteristics of the target population. The major limitation of this study is that it is narrow in

cope. It should be understood that financial institution selection criteria importance might

hange from one geographic area to the next based on the demographic characteristics of the

populations being studied. For example, residents of retirement communities would have

different financial needs and outlooks than would residents of blue-collar working-class

ommunities. The study must therefore be repeated in different areas to gauge better the

unique demographic and behavioural compositions of local populations.
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_.1.3. Karin Holstius and Erdener Kaynak 

(1995) 

The purposes of this study were to determine the importance of selected patronage factors in

choosing national versus local banks in Finland, and to determinethe perceived usefulness of

several banking services to the customers.In spite of the problems Finnish banks are facing

cue to the downturn of the Finnish economy and their heavy indebtedness, little has been

.ıone by way of specialized marketing. Competing banks are offering the same range of

services instead of positioning themselves and introducing services to suit the needs of their

·arious target groups. Instead of being market-oriented in their pricing and in evaluating the

eeds of customer segments, it appears that Finnish commercial banks, as well as the co­

perative and savings banks, are disguising their service charges and offering accountrelated

service packages, which make it difficult for customers to compare the charges and the value

ıhey get for their money. This study was initiated with this in mind in order to determine the

ımportance of selected patronage factors used by Finnish consumers in choosing their bank

connection, and to determine the perceived usefulness of the services offered by Finnish

eposit banks. It is hoped that the information presented will provide Finnish bank

executives with insights into the kinds of service customers find most appropriate for their

anking needs. This, coupled with an understanding of the salient criteria used by customers

in choosing a bank, should help bankers to develop more precise marketing strategies to

ttract a larger number of customers. Without such knowledge, it is only wishful thinking that

the gap between the buyers and sellers of banking services will be closed.

Commercial banking in Finland has gone through quite a change during the past six or seven

., ears. In 1986, the Finnish government decided to end the regulation of interest rates on

loans. After this, competition between b~ks for private persons' accounts increased. Banks

concentrated on selling more loans to private persons and tried to achieve larger market

hares. They were simultaneously very active on the stock market and in real estate business.

During the last few years of economic depression in Finland, bank credit losses have risen

rapidly, and all major banks have shown negative results in their final accounts. They have all

had to get financial aid from the state in order to maintain their solvency ratio at the level
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