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Abstract

Today, many businesses considered the laying-off employees as a mean to improve their productivity
and ultimately to achieve higher profits. However, in services oriented business it may not work well
as customer satisfaction can be at stake. Fewer no. of employees have to handle more customers
thereby customer satisfaction may be hampered. The aim of this paper is to investigate the same that
whether there exists a trade off between productivity and customer satisfaction or not and how the
simultaneous change in both affect the profits of the business. To conduct this research, data is taken
from the banking industry of Pakistan. The regression analysis is used to find out the results. The
findings suggested that there exists a trade of between customer satisfaction and productivity as both
of these have a significant negative association. Further, it is explored that both of these a positively
associated with the profits however their combine affects on profitability found to be negative.
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Introduction
The world is growing fast as well as businesses are growing and it is essential for the
companies to create substantial difference from each other to increase their profitability and also full

fill customer satisfaction. Firms always believe to have higher rate of productivity as well as customer
satisfaction but compatibility between these two variables is uncertain. Customer satisfaction and
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productivity may sometimes show the inverse relationship between them because if a company
isfocusing on having less employees which can improve the productivity, but the quality of the
product or services could be at the stake. On the other hand, if companies want to have higher rate of
employee at their operation, will decrease the productivity of the company. But may increase the
customer satisfaction,so it could be revealed that there is always a trade of in the level of productivity
and customer satisfaction.

Profitability of any organization is depending upon the customer satisfaction and
productivity. It is obvious that happy customers will retain for a longer period of time and will always
have positive mouth of word and will buy product several time. From the investigator point of view
that is defiantly a positive relationship among profitability of organization and customer satisfaction
level.

According to Hoyer and Maclnnis (2001) gratified customers makes the standing foundation
of any prosperous business, as a happy and satisfied customer will may make a reappearance and may
will repeatedly buy a product, that will show a positive attitude of customers towards the product and
will speak positively and also recommend to others. Contemporary to this if a firm increases its
productivity then it may will decreases its cost of production and input cost making profits for the
company in short run but this will may decreases the customer satisfaction in long run.

This research paper has focus upon the inspect and explore the core and vital relationship
among the customer satisfaction, productivity and profitability of the organizations by using the data
of the companies which are using different strategies to augment their profits, so this exploration tends
to examine the effects of productivity (whether increases or decreases), on company’s profitability
and its customer satisfaction. Hence it will be very helpful for the companies to understand this trade
off between the productivity and customer satisfaction, which if not handled correctly can hamper the
profits of the companies. The study is also significant in a way that very few researcher has explore
this association between the variables earlier and in Pakistan no efforts has yet been put forth to
examine this relationship between customer satisfaction, productivity and profitability. Hence the
research work will add lots of contribution to the existing literature.

Next part of the research include link between all three variables, it include the relationship
between profitability and customer satisfaction then relationship between profitability and
productivity and also link between productivity and satisfaction of the customers. Further then
objectives, literature review and methodology will be discussed.
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Employee Productivity and Customer Satisfaction
Customer satisfaction

Today in the business world clients are central focus of every business and they always prefer
what customer wants and how customer wants it. the procedures, plan faction and development of
strategies are developed according to the need of potential customers. Today in the modern world and
in era of marketing the focus of business is towards the need of customer and their satisfaction.
Business has acknowledged the significance of the customer. Zairi (2002) said “Customers are the
purpose of what we do and rather than depending on us, we are very much depend on them. The
customer is not a source of problem; we should not perhaps make a wish that customers should go
away, because our future and security will be put in jeopardy”. Customer satisfaction is a sense of
achievement and also the strategies focused by money businesses to increase their profit. The word
customer satisfaction can be classified as the fulfillment of the need of the customer through the use
of the product of that company. Kolter (2000) demarcated the term as “anindividual emotions of
gratification or displeasure is resultant from comparing a product’s supposed performance in relation
to his or her understanding”.

It is quite obvious that if customers expectation willmeet with the performance of products
and services of any company, they will ultimately satisfied and will show positive response for the
company, on the other hand if the expected outcome is not fulfilled, the customer will not wished to
use that products or services thereafter, which will harm in losing the potential customer. Thus, a
gratified consumer can make proceeds for the business although and disappointed one can hinder
company’s sales. Thereafter, it can be concluded that taking in accordance the other factor,
satisfaction of the consumer is connected with effectiveness and profitability of the company it is
quite vital have to notify that product and services are important factor but there are certain other
factors that distort level of customer satisfaction. According to Hackanson (1995) the factor that can
affect the customer satisfaction generally are responsive employees, educated employees, cooperative
employees, well-mannered employees bills are formed accurately. Billing relevance and on time,
competitive pricing ,quality of the product and services, excellence of goods and swift services from
this we can conclude that employees can play vital role in the satisfaction of the customer.

Productivity
The conversion of raw material input into valuable goods output can be defined as the term
productivity. A firm productivity supposed to be greater if a firm consumes minimum input to

generate the maximum output possible or a firm uses similarly level of inputs to generate the
maximum level of output.
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Here we can conclude that productivity is a ratio of specific type of input to output. We can
take specified in put as our firms employees decreasing the number of work force might diminishes
the cost, as increasing the profit for the organization such that reduce in cost will grow the
productivity of organization. The result of the rise in productivity will directly affect the satisfaction
level of the consumer as discussed earlier there are plenty of factors that distrust the satisfaction level
of the consumer and many of these reason are directly related to the employees of the organization
such that responsive employ, expert employees, supportive employees, well mannered employees etc.

On the other hand decreasing the quantity of employees to increase productivity means every
employee of the organization has additional responsibilities under a lot of pressure, burden and
responsibilities. So the managing of work can be difficult for the employees which ultimately effect
the behavior of the employee, he or she can be less friendly, less helpful to his/her customer. The result
of additional responsibility may affect his work regarding the work environment, replies to the e-mail,
he may not handle complaints and concerned of his customer, ultimately reducing the satisfaction
level of the customer which leads toward unsatisfied customer. Result of this could be upon the sales
and profit such that they might reduce.

It can be concluded that there is positive relationship among satisfaction of the customer and
productivity of organization .investigation and studies have shown great variance among the bounds
of customer satisfaction and productivity of organization.

Reichheld and Sasser (1990) claim that decreasing faults, primes to increasing level of loyalty, which
had positive effect on productivity decreasing the cost of transactions, positive word of mouth. In
comparison to economic point of view this relationship is studied as to be negative.

Research Objectives

The objectives of this study are:

« To examine the relationship between customer satisfaction and productivity

- To investigate the association between customer satisfaction and profitability

« To analyze the relationship between productivity and profitability

« To explore the simultaneous affect of productivity and customer satisfaction on profitability

Research Questions
1. What relationship exists between productivity and customer satisfaction?
2. What is the association between profitability and productivity?

3. How customer satisfaction and profitability relates?
4. What is the instantaneous affect of employee productivity and customer satisfaction on profitability?
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Hypothesis:

HO: There is no relationship between employee productivity and customer satisfaction.

Ha: There is negative relationship between employee productivity and customer satisfaction.
HO: There is no relationship between employee productivity and profitability.

Ha: There is positive relationship between employee productivity and profitability.

HO: There is no relationship between customer satisfaction and profitability.
Ha: There is positive relationship between customer satisfaction and profitability.

HO: Productivity, will not mediate the association between Customer Satisfaction and Profitability
Ha: Productivity, will mediate the association between Customer Satisfaction and Profitability.

Literature Review

There are numerous studies concluded earlier to show the inter-dependence of profitability
on the satisfaction level of customer and also interdependence of productivity and profitability. There
have been little amount of research conducted and exist which shows the relationship between these
three variables productivity, profitability and level of customer satisfaction instantaneously. The prior
studies related to relationship of level of customer satisfaction and profitability and productivity with
profitability are very rare in numbers.

Roger (1996) focused on connections and relations among the level of customer satisfaction,
loyalty of the customers and profitability related to them. Data of approx. 12000 retail-bank customers
is collected by roger to study relationship between these variables. To analyze and study the influence
of level of customer satisfaction, profitability and loyalty OLS regression analysis is used. The outcome
recommended that there is a constructive relation among level of customer satisfaction and loyalty of
customer and further more positive relation among profitability and level of customer satisfaction.

According to Timothy et al. (1996) data of institutional securities industry of North America
is used to study and analyze the relation among satisfaction of customers and profitability of the firm.
Statistical tool of correlation is used to analyze variables and concluded that negative correlation
occurs among profitability and level of customers satisfaction for the customers who are un-profitable
for firm and positive correlation occurs among level of customer’s satisfaction and customers who are
profitable for the organization.

Bernhardt et al. (2000) concluded relation among level of customer satisfaction and
organizations profitability. He exhibited it and analyzed that there is no substantial correlation among
the variables but instead of that these variables are tested upon time-series basis then there would be
positive relation of correlation among customer satisfaction and profitability. His study further
concluded that latitudinal analysis is not affective to demonstrate the true and vital relations among these variables.
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According to Gyu-Chang et al. (2006) Korean firms are used to study the effect of less level
of employee/workers on productivity of the firm and its financial performances. In the years 1997 to
2000 listed Korean companies are used and data of 250 companies is collected and analyzed. To study
the relation among the number of employees, productivity and profitability of the organization
multiple regression method is used. On the basis of results, it is concluded there exist a positive
relationship between the no. of employee and profitability and there is no existence of relationship
among productivity and numbers of employees.

Study indicates that relation of customer satisfaction and changing productivity is different
for goods and services. Research indicated that relation is positive between satisfaction of customers
and productivity for goods while negative for the services (Eugene Anderson, 1997).

Study focused on non-financial measures than can affect performance of organization. 2
years data of 78 enterprises was concluded and stated that there is positive relationship between
non-financial measure customer satisfaction and long term financial position of organization. There
would be increased profitability and sales if there would be higher satisfaction of customers (Zhang, 2009)

According to Mathew Yeung (2002), in today’s market customer satisfaction is beneficial for
the organization in two ways such that customer satisfaction creates strong loyal customers and positive
word of mouth created by customer’s and on the other hand increases the performance of the
organization while lift in profits. It can be predicted that there is positive linear relationship between
customer satisfaction and profitability. Data is used from (ASCI) American customer satisfaction index.

It is always difficult to find a relationship between customer satisfaction and profits of any
organization. The result of empirical data used shows that there exists a positive relation among these
two variables but existence of this relationship is not very strong. There always exist some factors
those effects the nature and existence of this relation such that sales, margin etc (Wiele, 2001).

A research conducted on government department in South Africa concluded that there exist
a positive relationship between different variable of customer satisfaction and organizational
performance. For this purpose methodology used was correlation and regression. Data was collected
from 272 customers (Mafini, 2013).

Study by Christiana and Geng (2009) was conducted for Hospitality Company and this
financial health and founded the direct relation among the financial performance and customer
satisfaction, among included indirect relation to the employee satisfaction. There exist a linear
relation among all three variables. Data was collected from 3 and 4 star hotel both from customers and
employees, further structural equation modeling with 2-step approach was used to analyze data.
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Methodology

The principal endeavor of this research work is to investigate the association between
productivity, customer satisfaction and profitability. For this purpose a sample of 23 commercial
banks listed at Karachi stock exchange, will be taken. The data related to productivity and profitability
will be taken from the financial statements of these banks while the data related to customer
satisfaction will be collected through questionnaire.

Sample and data set

The scheduled commercial banks of Pakistan, listed at Karachi stock exchange are chosen as
sample. Data set will be comprised of Secondary as well as primary data that will be drawn from the
financial statements of these banking companies and through questionnaire. Hence the study will be
cross-sectional where the data will be gathered one time from the chosen sample.

Variables

To measure the productivity, usually a ratio of output to a specific input is taken. Here it will
be measured through the ratio of total sales generated in a year to the total no. of labor used to produce
that output. The return on asset (ROI) will serve as proxy to measure the firm’s profitability. The main
reason to choose ROI is that, the net income can change due to change in the assets base (or
investments) therefore taking the absolute net profit or net profit margin can’t capture the true picture.
That is why ROI will be used by the researcher. It is calculated as a ratio of net profit available to
common shareholders to total assets.

Finally customer satisfaction will be measured through a questionnaire that will be filled by the
customers to determine their level of satisfaction. For, this purpose researcher will adopt the
methodology used by Zhang and Pan (2009). They measured the customer satisfaction through 10
detailed measures, including: (1) Product quality (2) Service quality, and any award if company has got
in recent three years in this regard (3) the warranty and guarantee system in the company, and rules
regulation related to that (4) techniques used to compare the standards a company with other national and
international industries (5) branding strategies, and product reputations (6) customers feedback regarding
the services and the record of complaints and compliments of customers (7) marketing campaign
strategies and sales record (8) services offered and delivered to the customers (9) pricing strategies, if the
prices are reasonable according to customers (10) after sale services quality and performance of product.
The researcher in this paper adopted the same way to measure the customer satisfaction and to analyze
the association between Customer Satisfaction, Productivity and Profitability.
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H1 H3

H4

Figure 1
The model H3

To examine the association among customer satisfaction, productivity and profitability,
correlation and regression analysis will be used. Following are the models that will be tested through
correlation and regression.
1st equation will investigate the association between productivity and customer satisfaction:

C.St:ﬁ() +ﬂ1E.PROD Ly T e (1)

The below stated equation will be then regressed to study the simultaneous affect of customer
satisfaction and productivity on profitability.

ROA;=Po + B1 ELPROD; + BrC.Si+ B3C.SH ELPROD, [l ceveeververeeutnueeensisuesiesuessensensensensensensensenseneenesnessenaens 2)

Where:

E.PROD = Employee Productivity
ROA = Return on Asset

C.S = Customer Satisfaction

| = error term

Analysis and Results
Testing the Hypothesis
HO: There is no relationship between employee productivity and customer satisfaction.
Ha: There is negative relationship between employee productivity and customer satisfaction.
The regression analysis showed the following results, indicating that there exists a trade off between

customer satisfaction and productivity. Hence, decreasing the productivity (in terms of more
employees to handle the few customers) means the customer satisfaction will improve and vice versa.
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Table 1

Estimation of equation: 1
Dependent Variable Coefficient
B E.PROD, -6.7%%
F-statistics 6.799**
R? 0.23

The 2nd, 3rd, and 4th hypotheses are tested using the equation 2. The finding suggested that
there exist a significant positive relationship between customer satisfaction and profitability that is
compatible with previous studies results. There is also a significant positive association between
productivity and profitability which means high productivity leads to higher profitability and vice
versa. However, the simultaneous changes in customer satisfaction and productivity, leads to a
significant negative association with profitability. It means to achieve profitability through
productivity in services oriented industries can leads to lower profitability as it effects the customer
satisfaction and reduces the sales and there by profits of a firm.

Table 2
Estimation of equation: 2

Dependent Variable Coefficient
p1 E.PROD; 0.16%*
B: C.S: 0.12%
p1 E.PROD*C.S; -1.08
F-statistics 6.799%*
R? 0.18
Conclusion

The findings of the study confirm that there exists a trade off between customer satisfaction
and productivity. It is also found that both of these measures are positively associated with the
profitability. However, there simultaneous affect relate negatively with the profitability. These results
help us understanding that for the services business, employees layoff to increase the productivity can
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badly affect the customer satisfaction that will ultimately leads to lower profitability. Therefore it is
not a wise approach to go for downsizing to improve the productivity and profitability of a firm.

Although previous studies have identified the positive association between customer
satisfaction and financial performance (Miguel et al., 2004; Hassan, Elnaby & Wier, 2003; Yeung &
Ennew, 2000; Ittner & Larcker, 1998; Anderson, Fornell & Lehmann's, 1994; Nelson at el., 1992). but
this study makes a unique contribution to the literature as it also analyzed the trade off between
customer satisfaction and productivity.

References

Anderson, E. W., & Fornell, C. (1994). A customer satisfaction research prospectus. Service quality:
New directions in theory and practice, /4(1), 239-266.

Anderson EW & Sullivan MW, 1993, The Antecedents and Consequences of Customer Satisfaction
for Firms, Marketing Science, 12(2), 125-143.

Anderson EW, Fornell C &Lehmannn DR, 1994, Customer Satisfaction, Market Share, and Profitability:
Findings from Sweden, Journal of Marketing, 58(1), 53-66.

Bloemer JIMM & Kasper HDP, 1994, The Impact of Satisfaction on Brand Loyalty: Urging on Classifying
Satisfaction and Brand Loyalty, Journal of Consumer Satisfaction, Dissatisfaction and
Complaining Behavior, 7(1), 152-160.

Blanchard, R.F. and Galloway, R.L. (1994), “Quality in retail banking”, International Journal of Service
Industry Management, 5(4), 5-23.

Christiana Geng, Q. C. (2009). Employee satisfaction, customer satisfaction and Financial performance:
An emperial examination. Internationl journal of Hospitality Management, 28(2), 245-253.

Eugene W.Anderson, c. f. (1997). Relation among customer satisfaction, profitability and goods.Mar-
keting Sciences, 16(1),129-145.

Fornier, S. (1994), A Consumer-based Relationship Framework for Strategic Brand Management,
published PhD dissertation, University of Florida.

Heskett, J.L., Jones, T.O., Loveman, G.W., Sasser, W.E. Jr and Schlesinger, L.A. (1994), “Putting the
service profit chain to work”, Harvard Business Review, March-April, pp. 105-11.

Howell RA &Soucy SR, 1990, Customer Profitability: As Critical as Product Profitability, Management
Accounting, October, 43-47

Mafini, C. (2013). the relationship between employee satisfaction and organizational performance.
South African jounal of industrial psychology, 39(1), 114-127.

Mathew Yeung, L. C. (2002, 7). Customer satisfaction and profitability: A reappraisal of nature of
nature of relationship. Targeting measurement and analysis of marketing, 11(1), 24-33.

Peterson RA & Wilson WR, 1992, Measuring Customer Satisfaction: Fact and Artifact, Journal of the
Academy of Marketing Science, 20(1), 61-71.

Roth, A. and van der Velde, M. (1991), “Customer perceived quality drives retail banking in the
1990s”, Bank Management, November, pp. 29-35.

242 PAKISTAN BUSINESS REVIEW



Research Volume 21 Issue 1, April, 2019

Roger Hallowell, (1996) "The relationships of customer satisfaction, customer loyalty, and profitability:
an empirical study", International Journal of Service Industry Management, 7(4), 27-42.

Rust, R.T. and Zahorik, A.J. (1991), “The value of customer satisfaction”, Working Paper, Vanderbilt
University. The impact of network service performance on customer satisfaction and loyalty:
High-speed internet service case in Korea Expert Systems with Applications, 32(3),
822-831.

Kwang-Jae Kim, In-Jun Jeong, Jeong-Cheol Park, Young-Jun Park, Chan-Gyu Kim, Tae-Ho Kim The
Impact of Customer Satisfaction on Share-of-Wallet in a Business-to-Business Environment
Journal of Service Research August 2003 6: 37-50,

Wiley, J.W. (1991), “Customer satisfaction and employee opinions: a supportive work environment
and its financial cost”, Human Resource Planning,14(2), 117-27.

Wiele, T. V. (2001, 5). Empirical evidence for the relationship between customer satisfaction and
business performance. ERIM report series Research in Management.

Yi, Y. (1990), “A critical review of consumer satisfaction”, in Zeithaml, V. (Ed.), Review of Mar-
keting, 1990, American Marketing Association, Chicago, IL, pp. 68-123.

Zahorik, A.J. and Rust, R.T. (1992), “Modeling the impact of service quality on profitability: a review”,
in Swartz, T.A., Bowen, D.E. and Brown, S.W., Advances in Services Marketing and
Management, Vol. 1. JAI Press, Greenwich, CT, pp. 247-76.

Zhang, C. (2009, December). The impacts of customers satisfaction on profitability. Service Science , 1.

PAKISTAN BUSINESS REVIEW 243



