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Abstract

The present study analyses the position of the customer complaints 
settlement in the Indian commercial banks and the effect of customer 
complaints settlement rate on bank performance along with studying 
the trend of complaints received and settled. On the basis of trend and 
growth analysis, the future values for the number of complaints to be 
received and settled for next five years has been forecasted. The study 
has been conducted on a sample of 28 commercial banks for a period of 
12 years. Bank performance has been measured with two accounting 
ratios ROA and ROCE. Customer complaints settlement rate has been 
used to measure customer complaints management in banks. Other 
variables that may have a significant effect on bank performance viz. 
the bank age, bank size, CRAR, GNPA ratio, etc. have been used as 
control variables in the study. The analysis concludes that the number 
of complaints received by the public sector banks in the next five years 
would increase at an alarming rate as compared to their private 
counterparts which would show only a minor increase in the 
complaints received each year. The study also concludes that there 
does not exist a significant difference between the settlement rates of 
public sector and private sector commercial banks in India. Moreover, 
panel data regression analysis conducted on the data reveals that the 
customer complaints settlement rate has a significant positive effect on 
the financial performance of Indian commercial banks.  
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Settlement, Indian Commercial Banks, Firm Performance.

 Introduction

Customer complaints are an inevitable part of a business concern. No 
matter how good the product or services is, a business concern can 
never fully satisfy all of its customers. The complaints managers of the 
organisations have to face a complex dilemma regarding the 
complaints management process, as it is well known and accepted that 
complaints management plays a strategic role in the success of a 
business, but the company practices are not in conjunction with the 
same. Complaints management attracts attention primarily because it 
is often used as a tool to retain customers. (Brown, Cowles, & Tuten, 
1996; Smith, Bolton, & Wagner, 1999; Stauss & Seidel, 2004) 
However, in majority of the organisations, the complaints management 
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department of the company is merely regarded as the 
operational units rather than strategic business units that 
have a say in the strategic planning of the organisation, 
(Stauss & Schoeler, 2004)

Studies conducted by the different consumer affairs 
departments worldwide, show that majority of the 
companies do not perceive customer compliant 
management as a business opportunity. (Fornell & 
Westbrook, 1984) The companies regard complaints as a 
negative information, which indicates poor performance. 
Therefore, rather than solving the complaints that they 
receive, the businesses try to decrease the total number of 
complaints received. (Fornell & Wernerfelt, 1987) Such an 
approach may solve the problems faced by the consumers 
at present but will not be effective in the long-run. 
However, the companies are now trying to understand the 
primary underlying motive of a customer making 
complains about the service or goods of the company. A 
dissatisfied customer, who does not want to purchase from 
the same company again in future would probably not opt 
for complaining to the company. Therefore, a customer 
who chooses to complain about the goods or services of the 
company probably wants to continue the relationship with 
the firm. (Hill, 2010)

The dissatisaction of customers does not have a singular 
effect, but has myriad of effects, one such effect being that 
the dissatisfied customer not only complaints to the 
company but also complaints about the product or service 
to other individuals, some of who may well have been the 
prospective customers of the company. Therefore, 
dissatisfaction of customers not only leads to reduction in 
the current profit and goodwill of the company, but also 
affects the future profit making capability of the 
organisation. This calls for a timely and efficient 
management of the complaints of the customers. With the 
advent of globalisation and social media, it has become 
easy for the consumers to provide positive or negative 
reviews about a product or service. Such reviews are also 
viewed by the future customers before making a purchase. 

Therefore, efficient complaints management is becoming 
progressively vital for the success of the business.

Majority of the studies done on customer complaints 
management have focused themselves on the link between 
customer complaints management and various aspects of 
customer relationship management viz. customer 
satisfaction, customer loyalty, customer retention, etc. 
There has been a dearth of studies which analyse the 
relationship between customer complaint management and 
financial performance of a company. Moreover, the 
majority of the studies have been conducted on the 
developed economies, with a lack of studies conducted on 
transitional and developing economies. 

The current study examines the position of customer 
complaints and their redressal in the banking companies in 
India, difference between the number of complaints 
received and redressal rates of the public sector and private 
sector banks. The study also analyses the effect of customer 
complaints management on the financial performance of 
the Indian public sector and private sector commercial 
banks along with forecasting the customer complaints that 
will be received and settled each year by the banks for the 
coming five financial years.

Position of Customer Complaints and Complaints 
Redressal in Indian Banks

Figure 1 depicts the number of customer complaints that 
were received during a year, redressed during the year, 
those that were pending at the end of the year and the 
average rate of compliant settlement each year. As can be 
seen from the data, the number of compliants received each 
year increased approximately 16 times during the 12 year 
period from 4,11,640 in FY 2006-07  to 64,26,003 in FY 
2017-18. The reason behind such a drastic increase in 
complaints can be the increasing awareness of the 
customers as well as the improvement in complaint 
receiving mechanism of the bank, making it easier for the 
customers to provide feedbacks. (RBI, 2017)
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Figure 1: Complaint redressal in 30 public sector and private sector commercial banks in India. 
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