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The performance of Islamic banking in Indonesia continues to improve year
after year, but the market share of conventional banking that continues to
dominate demonstrates that the existence of Islamic banking in Indonesia's
dual banking system is still in the shadow of conventional banking. The goal
of this research is to look at how customer perceptions of Islamic service
quality affect customer satisfaction and loyalty to Islamic banks in Indonesia.
Structural Equation Modeling (SEM) with AMOS as an analysis tool is used
in data analysis procedures. According to the study's findings, the quality of
Islamic services has a positive and significant influence on customer
happiness and loyalty, and customer satisfaction has a positive and
significant influence on customer loyalty. These findings highlight the need
for evaluating service quality in the context of Islamic banks. If the
compliance dimension is thoroughly implemented in the operation of the
Islamic banking firm, Islamic banking can have a competitive advantage over
conventional banking.
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1. INTRODUCTION

Indonesia, the world's largest Muslim-populated country, should excel in Islamic finance. Yet,
according to Islamic Banking Snapshot (SPS) data, the market share of Islamic banks increased by just about
5% between 2017 and 2019. From December 2020 to September 2021, Islamic banks held a market share of
6.52%, while conventional banks held a market share of 93.48%. One particularly sad aspect is the market
dominance of conventional banks, which continue to dominate the Indonesian banking system. In addition,
from other aspects such as asset growth, disbursed financing (PYD) and third party funds (DPK) Islamic
banks are still volatile over the last five years from 2017-2021.
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Figure 1. Development of ASSETS, PYD and DPK Sharia Banking in Indonesia

Developing loyal consumers is at the heart of any business. Customer loyalty may be a contributing
factor to Islamic banking's minimal market share in Indonesia. Consumer loyalty describes the level of
satisfaction with a company's product or service [1]. Customer satisfaction is analogous to post-purchase
customer evaluation, in which comparing impressions of the performance of the selected product or service
might meet or surpass expectations prior to purchase. Customer satisfaction is created when the perception of
performance fulfills expectations [2]. Customer satisfaction and loyalty will grow if the products and services
provided by Islamic banking meet customer expectations [3], [4], [5].

The Islamic banking industry must provide higher quality services than competitors consistently and
differentiate services in order to create customer satisfaction [6], [4], [7]. The goal is to get loyal customers in
a situation of increasingly fierce interbank competition [8], [9], [10]. One strategy that can be applied as a
differentiation from conventional banks is to emphasize Islamic values in their service [7].

According to Islamic law, service quality is a sort of cognitive evaluation by customers of the
presentation of services by service businesses that rely on each of their activities being moral and in
accordance with the compliance that has been defined by Islamic law [11]. The quality of services provided
follows the provisions of Islamic sharia, especially with regard to the procedures for Islamic muamalat.
Services are provided in accordance with Islamic law and principles, no interest is taken or given on
financing products or savings, but profit-sharing provisions are used [12].

To assess the quality of services in Islamic banking, established the CARTER model this model
adds a dimension of compliance relating to consumers' attitudes regarding religious beliefs in influencing
their decision to acquire a product or service [11]. Compliance refers to the compliance of a business entity
or product with principles defined by religion, which is what makes Islamic banking different from
conventional banking. Islamic banking customers view the compliance dimension as the most substantial
factor. Because the compliance dimension can be used thoroughly in running an Islamic banking business,
Islamic banking can have a competitive edge that conventional banking does not have [7], [13], [6].

Islamic banking must be aware of the quality of service. Islamic bank products and services must be
accepted by consumers as high-quality products and services. Using quality services in Islamic banks is
important because of its clear relationship with costs, profits, consumer satisfaction, consumer memory, and
positive words from the consumer's mouth [11]. The quality of Islamic bank services must be improved to
maximize customer satisfaction and build customer loyalty [7], [14], [15].

Based on the explanation above, it can be stated that service quality is crucial in a business in order
to achieve client satisfaction, which motivates them to become loyal consumers. Therefore, in this study, we
want to find out whether the quality of Islamic services affects customer satisfaction and loyalty and whether
satisfaction affects the loyalty of Islamic bank customers in Indonesia.

2. RESEARCH METHOD

This study takes a quantitative approach. This study used a causal research strategy. The goal of
causal researchers is to prove that variable X causes variable [16].

Researchers employed a survey method to acquire research data for this study. Purposive sampling
was employed in this study, with the requirement that respondents were priority customers who had made at
least two transactions with Islamic banks in Indonesia [16]. Data collection is carried out by spreading online
questionnaires on the Google Forms application. The Likert scale is used to measure a scale of variables with
a range of values ranging from 1 “Strongly Disagree” to 5 “Strongly Agree”
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The Structural Equation Model (SEM) with AMOS software was used to analyze 252 questionnaires
that had been well filled out by respondents and were divided into several characteristics according to gender,
age, education, occupation, and the name of the bank where the respondent was a customer.

3. RESULTS AND ANALYSIS
3.1. Validity Test

Refer to the results of the values presented in table 1, for validity tests with the criteria of the
standard loading factor value > 0.5 [17]. So based on the test results, it shows that the overall indicators of
Islamic service quality, customer satisfaction, customer loyalty are valid.

Table 1. Validity Tests

Variable Indicators Loading factor  Description
X1.1 0,795 Valid
X1.2 0,748 Valid
X1.3 0,775 Valid
X1.6 0,788 Valid
X1.7 0,793 Valid
X1.8 0,783 Valid
X1.9 0,796 Valid
X1.11 0,757 Valid
. . . X1.12 0,754 Valid
Islamic Service Quality X115 0.795 valid
X1.16 0,793 Valid
X1.17 0,790 Valid
X1.20 0,797 Valid
X1.21 0,757 Valid
X1.22 0,798 Valid
X1.24 0,765 Valid
X1.25 0,778 Valid
X1.26 0,761 Valid
X2.1 0,822 Valid
X2.2 0,822 Valid
Customer satisfaction X2.3 0,754 Valid
X2.4 0,831 Valid
X2.5 0,832 Valid
Y1 0,735 Valid
Y2 0,749 Valid
Y3 0,692 Valid
Customer loyalty Va4 0,791 Valid
Y5 0,805 Valid
Y6 0,848 Valid

Source: Primary data processed 2022

3.2. Reliability Test

Reliability Tests shows the consistency and stability of measurement scales. Reliability is an index
that indicates how trustworthy the measurement instrument is. The level of reliability can be determined by
calculating a CR (Construct Reliability) value greater than 0.7 and a VE (Variance Extract) value greater than
0.5 [17].

Based on the CR (Construct Reliability) value created > 0.7 and the VE (Variance Extract) value
generated > 0.5 in Table 2, all construct indicators of Islamic service quality, customer satisfaction, and
customer loyalty in this study can be considered reliable.

Table 2. Reliability Test

Variable CR AVE Description
Islamic service quality 0,956 0,607 Reliable
Customer satisfaction 0,907 0,661 Reliable

Customer loyalty 0,902 0,595 Reliable

Source: primary data processed 2022
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3.3. Hypothesis Test

Table 3 describes the relationship between Islamic service quality, customer satisfaction, and
customer loyalty. C.R. values and probability describe a positive and significant relationship between each
variable. The magnitude of the value is conventionally set at 5% (0.05). In addition, the level of significance
is also seen from the CR (critical ratio) value. If the CR value is > 1.96, then the variable is said to be
significant, and if the p-value is 0.05, then the indicator variable is said to be significant [17].

Table 3. Hypothesis Test Results
Regression Weights Est. S.E. CR p-value  Description
Islamic service quality and customer satisfaction 0,507 0,064 7,986 0,000 Significant
Islamic service quality and customer loyalty 0,104 0,048 2,185 0,029 Significant
Customer satisfaction and customer loyalty 0,459 0,068 6,764 0,000 Significant
Source: primary data processed 2022
Statistically, table 3 shows the results of hypothesis 1 testing the relationship between Islamic
service quality and customer satisfaction showing value (CR = 7.986 > 1.96), with a P-value of (0.000 <
0.05). These results show that the quality of Islamic services affects customer satisfaction. Hypothesis 1 is
accepted. Hypothesis Test 2 tests the relationship of Islamic service quality with customer loyalty (CR =
2.185 > 1.96), with a P value of (0.029 < 0.05). These results show that the quality of sharia services affects
customer loyalty. Hypothesis 2 is accepted. Hypothesis test 3 tested customer satisfaction with customer
loyalty showing value (CR = 6.764 > 1.96), with a P-value of (0.000 < 0.05). These results show that
customer satisfaction affects customer loyalty. Hypothesis 3 is accepted.

3.4. Discussion
3.4.1. The effect of Islamic service quality on customer satisfaction

According to the findings of the study, the quality of Islamic services has a good and considerable
impact on customer satisfaction. This study explains why the higher the quality of Islamic services offered by
Islamic banks, the more delighted their customers will be. This study's findings are consistent with those of
who discovered that the quality of Islamic banking services has a favorable and significant effect on customer
satisfaction [15], [7], [3].

3.4.2. The effect of Islamic service quality on customer loyalty

According to the findings of the study, the quality of Islamic services has a favourable and
significant impact on customer loyalty. This conclusion explains why, as the quality of Islamic services
improves, customers become more loyal to Islamic banks. This study's findings are consistent with those of
who discovered that the quality of Islamic banking services has a favourable and significant effect on
customer loyalty [3], [7], [5].

3.4.3. Effect of customer satisfaction on customer loyalty

According to the findings of the study, customer satisfaction has a positive and considerable impact
on customer loyalty. This research explains why the higher the level of customer happiness, the greater the
consumer loyalty to Islamic banks. The findings of this study are consistent with those of who discovered
that customer satisfaction has a positive and significant influence on customer loyalty [7], [14], [15].

4. CONCLUSION

According to the findings of this research, the quality of service in Islamic banking has a substantial
association with customer happiness and loyalty. There are several managerial implications that can be used
as an idea that can be practically applied by Islamic banks in Indonesia, namely by running and developing
types of contracts in transactions, developing quality human resources, and maintaining the consistency of
Islamic banks in holding Sharia principles (compliance) so that the course of Sharia business does not deviate
from the original purpose of forming a Sharia bank. Furthermore, the next researcher is expected to pay
attention to factors that can affect loyalty. And should expand the research by adding other variables so that
more complete information is obtained about the factors that may affect customer loyalty that have not been
studied in this study.
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