PAGE  
1
Customer Satisfaction in Islamic Banks (Pinilih, Wibowo and Wulandari, 2017)

CUSTOMER SATISFACTION IN ISLAMIC BANKS;
IS IT THE PRODUCT’S ISLAMIC ATTRIBUTE OR THE SERVICE QUALITY?
Djoko Sudibyo Pinilih 
Ryan Satrio Wibowo
Nuri Wulandari (nuri.w.h@ibs.ac.id)
Indonesia Banking School






ABSTRACT

The development of Islamic banking is currently experiencing an unstable development that causes the banking industry to face a competitive business environment. By understanding the behavior of customers, banks can response the competition in the financial services industry with a proper understanding of their customers in order to gain loyalty. One way to improve competitiveness is to improve the quality of service. In addition, product attributes offered by the bank, especially Islamic attributes, are also considered as important factors to lead to satisfaction and loyalty.

The study objective is to investigate the influence of service quality and Islamic product attribute to satisfaction and loyalty. The survey managed to get 100 respondents with questionnaire survey. Objects in this study are islamic bank customers in  Jakarta, Indonesia. The result give interesting findings on the effect of service quality and Islamic product attribute respectively and give insights for future research.
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1. Introduction

Bank as a financial intermediary is  an institution that in its activities related to money issues . The business of the bank will always be associated with the issue of money which is a means of facilitating the occurrence of major trade. To avoid operating the bank with the interest system, Islam has introduced the principles of muamalah. Thus, islamic bank was born as one of the alternative solution to the problem of conflict between interest with usury.

In Indonesia, islamic banks were established around the 90s or exactly after the Law No.7 tahun1992, which was revised by Banking Act No.10 of 1998, in the form of a bank operating with profit-sharing system or islamic bank . The support for islamic banking is getting stronger with Law Number 21 of 2008 on Islamic Banking. One of the significant support from the Indonesian government is the implementation of Office Channeling policy, accelerated government support in the form of hajj account management that will be entrusted to islamic banking and the presence of new investors will encourage sharia business (Sutanto, 2013).

Although the support has been given and islamic banks in Indonesia have a good development, but there are still many obstacles encountered in the development of Islamic banking (Antonio, 2009).  First, the society have not a correct understanding of Islamic bank’s operational activities. Second banking regulations that have not fully accommodated the operations of islamic banks. Third, the network of islamic bank offices that are not yet widely available and lastly human resources with expertise in islamic banks are still limited. 

The development of islamic banking is currently experiencing an unstable development that causes the banking industry to face a competitive business environment. According to data from the Financial Service Authority (Otoritas Jasa Keuangan)  until October 2016, from Total Asset, the number of offices and the number of banks is very dynamic with the ups and downs of the banking industry, while the number of financing accounts and savings account also experienced the same thing.

The islamic banking industry from 2014 to 2016 has decreased in terms of total office network assets. Can be seen in one indicator in Islamic Bank namely ATM in 2014 to 2015 an increase in Islamic Commercial Bank and also in Sharia Business Unit, but in 2016 experienced a significant decrease. Furthermore, from the indicator in Bank Syariah that the number of offices accumulatively decreased. In terms of Third Party Funds same thing In an experienced a very dynamic turmoil. Thus, it can be concluded that the islamic banking industry is in an unstable process of course this will cause turmoil competition between islamic banks. 

Islamic banks must be aware of the factors that can win the competition in the industry. In terms of Quality of Service, Attributes of Islamic Products and Religious Commitment as well as the importance to make Customer Satisfaction and the creation of Customer Loyalty. By understanding customer behavior, banks can be more intense in the face of competition in the financial services industry that is getting stronger than ever as a service component in similar companies (Rose and Marquis, 2006 in Khan, 2008). 

Providing quality service to customers is a must in today's competitive banking industry environment. One way to improve competitiveness is to improve the quality of service, because with good service quality then customer satisfaction will be achieved. Quality of service is a process of customer's overall evaluation of perfection of service performance (Assauri, 2007). Good service will have a positive impact on each member or prospective member so as to attract members / potential members to use the products and services offered. In the banking industry, service quality is a very important factor because it is a profit strategy to lure more new customers, sustain existing customers, avoiding shifting customers and creating special advantages. For that the bank needs to conduct consumer research to evaluate the quality of service (Muhammad, Bank Syariah.Problem and Prospect Developments in Indonesia 2005).

Furthermore, the level of product performance can be measured or viewed at the level of importance based on the key attributes that the consumer has identified (Mowen, 2006). Decisions about these attributes affect consumer reactions to a product (Kotler and Armstrong, 2008). So that consumers will feel satisfied if the key attributes or a particular product that is assessed in accordance with the wishes and expectations of consumers. Isgiyarta (2009) explains that the creation of products / services according to sharia is very useful in supporting the mechanism of devotion of beings to God. Thus, the existence of a islamic banking in maintaining sustainability is influenced by stakeholder support for islamic banks. In islamic banking, these product attributes are identified as Islamic attributes of Islamic products offered by the bank (El Junusi, 2009).


Consumer satisfaction is the ultimate concern of the company because it will impact on sales performance. Kotler and Armstrong (2008) state that satisfied customers will buy back and they will tell others about the good experience of the product. Customer satisfaction contributes to a number of crucial aspects, such as customer loyalty, increased corporate reputation, reduced price elasticity, reduced future transaction costs, and increased employee efficiency and productivity (Anderson et al., 2002; Edvardson, et al., 2000; Tjiptono , 2005)
Currently the main key to do the competition is to provide satisfaction services to customers . The company will be successful in obtaining customers in large numbers if judged to provide satisfaction for customers. The creation of customer satisfaction can provide benefits, such as the relationship between the company and customers become familiar, give a good impression to customers, form a recommendation from one customer to another customer who can benefit the company. Heskett et al (1997) states that the profit or profit of a company can occur if the creation of customer satisfaction resulting in customer loyalty (Kazi Omar Siddiqi, 2011).


Customers who are satisfied and loyal is an opportunity to get new customers. Maintaining all existing customers will generally be more profitable than customer turnover as the cost to attract new customers can be five times the cost of maintaining an existing customer. So keeping customers the same as maintaining the survival of the company, this is because by retaining customers, means to increase revenue or revenue of the company in product sales.
1.1 Scope and Objective 

Customer Satisfaction and Customer Loyalty is the key to success of a business in establishing long-term relationships between the company and its customers. 
Similarly, islamic banks are certainly trying to establish such cooperative relationships as well as possible with its customers. Therefore, the purpose of this study is to validate the relationship between Service Quality and Islamic Product Attribute to Satisfaction, and also to confirm the relationship between satisfaction and loyalty, in the context of Islamic Banks.
2. Hypotheses Development

The research will be referring to Junusi (2009) research which explains about the influence of Islamic product attribute, religious commitment, service quality and trust which influence to customer's satisfaction and customer loyalty. The current research add quality of service variable from to influence customer satisfaction. The quality service indicator uses the research that has been done by Maswadeh (2015) The study discusses the effect of service quality. With the literature in frame the research model is constructed as follows.






Figure 1. Research Model

Quality of service is the level of excellence expected and control over the level of excellence to meet customer desires (Tjiptono, 2004). Bank is a service company which provide a place for transaction services for customers and quality banking services. According to Parasuraman (1985) there are five dimensions in service quality including: Tangibles, Reliability, Responsiveness, Assurance, Empathy. Thus, the hypothesis proposed by the author to see the effect of Quality of Service to customer satisfaction.

H1: Quality of service has a positive effect on customer satisfaction in islamic bank.

Aritonang (2005) explains that if you want to measure specific satisfaction, it must first identify the product attributes related to satisfaction after consuming the product. In the research Iqbal (1997) product attributes that should exist in the products of Islamic banks such as, there is no element of usury, using the system for the results, no uncertainty elements, no gambling element, used for kosher investment. For that the hypothesis proposed by the author to see the effect of attributes of Islamic products on customer satisfaction.

H2: Islamic product attributes have a positive effect on customer satisfaction in islamic banks.
According to Oliver (2010) it is difficult to develop loyalty without any satisfaction. Past research confirm the direct relationship between customer satisfaction and customer loyalty and revealed that there is a direct relationship between customer satisfaction and customer loyalty in the banking industry experience (Wulandari,2016). For that the hypothesis proposed by the author to see the effect of customer satisfaction and customer loyalty.

H3: Customer's ruling has a positive effect on customer loyalty on islamic banks.
3.Methodology

The object of research or unit of analysis investigated in this study is the people of DKI Jakarta who become and have not become customers of Bank Syariah, with the number of 100 respondents. Objects in this study are islamic bank customers in the area of ​​Jakarta and surrounding areas. This research is shown for customers who have or do not have an account and conduct transactions in syariah bank. Customers are from age 20 years to 50 years and above and have a minimum education elementary school until S3. 


This study is categorized as quantitative and cross-sectional study which means researched only one time in 2017. Based on explanation level or explanation level, this research is descriptive research type. Descriptive research is a research that attempts to describe research activities with the aim of explaining systematically to the parts and phenomena and its relation by using mathematical models, theories, and hypotheses related to research.

The result will be processed through Structural Equation Model (SEM) using Partial Least Square (PLS) method. PLS  requires 2 stages to assess Fit Model from a research model (Ghozali, 2006).The analysis conducted in this research through three stages of analysis: Measurement Model Analysis (outer model),  Analysis of Structural Models (inner model) and  Hypothesis Testing. 
4. Result

4.1 Profile of Respondents

This study managed to surveyed 100 respondents which located in Jakarta and Greater Jakarta area. Method of distributing questionnaires using survey media of spreading of online questionnaire. Respondent’s profile data can be compiled  as follows:

Table 1.
Respondent’s Profile

	Description
	% sample
	
	Description
	% sample

	
	
	
	
	

	Relationship
	
	
	
	

	<= 1 year
	30
	
	Gender
	

	2-4 years 
	52
	
	Male
	49

	> 4 years 
	18
	
	Female
	51

	
	
	
	
	

	Occupation
	
	
	Education
	

	State owned employee
	2
	
	Highschool
	14

	Private employee
	57
	
	Diploma
	4

	Student
	23
	
	Undergraduate
	74

	Entrepreneur
	6
	
	Master
	8

	Stayed home mother
	4
	
	
	

	Etc
	8
	
	Religion
	

	
	
	
	Islam
	99

	Age
	
	
	Other
	1

	< 20 years 
	4
	
	
	

	21-30 years 
	81
	
	
	

	31-40 years 
	10
	
	
	

	> 40 years 
	5
	
	
	

	 
	 
	 
	 
	 


More than half of respondents have been a customer of Islamic bank for 2-4 years (52%), followed by new customers of 1 year or less (30%). The occupation of respondents are mostly private employees (57%) and students (23%). The age is relatively in young segment of 21-30 years old (81%) with education mostly undergraduate (74%).The proportion of gender tends to be equal with male (49%) and female (51%). Except for one respondent, almost all of the customers are moslem (99%).
4.2 Outer Model Analysis
The outer model analysis is performed to ensure that the measurement used is feasible for measurement (valid and reliable). Outer Analysis This model specifies the relationship between latent variables and their indicators, or it can be said that the outer model defines how each indicator relates to its latent variable. In this analysis, the value of Cronbach Alpha, Composite Reliability(CR)  and Average Variance Extracted (AVE). 
The Cronbach Alpha result shows that many indicators have loading value exceed the criteria of  ≥ 0.8 which means that for the measurement of convergent validity. All indicators which is not within the criteria will be subject to deletion. The end result is comprise of 4 indicators measuring Islamic Product Attributes, 6 indicators measuring Service Quality, 8 indicators measuring Customer Satisfaction and 4 indicators measuring loyalty. Morover, the Composite Reliability result shows > 0.7 which can be regarded as sastisfactory. To test the convergent validity, the analysis continues Average Variance extracted which result in values > 0.5. These outer model’s result can be interpreted that the statement in questionnaire representing the indicators have internal consistency and can really measure the variables to be measured and qualify for further research.
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Figure 2. Outer and Inner Model Path Coefficient Value
4.3. Inner Model Analysis
Inner model analysis / structural analysis of the model is performed to ensure that structural models are built robust and accurate. Figure 2 describes the estimation value for path coefficients or also called path coefficients value which shows the strength of the relationship between constructs According to Hair, Hult, Ringle and Sartedt (2014), coefficients close to 1 indicate a positive and strong relationship. The coefficient closer to 0 indicates a weaker relationship. From the data processing known that the value of path coefficients variable Service Quality toward Customer Satisfaction variable is equal to 0.628 which can be interpreted that the relationship between service quality variable and Customer Satisfaction variable is relatively strong. From the data processing is also known that the value of path coefficients variable attribute of Islamic Products to Customer Satisfaction variable is 0.269 which can be interpreted that the relationship between Islamic Product Attributes variable to Customer Satisfaction variable is moderate.Furthermore, value of the path coefficients Customer Satisfaction variables toward Customer Loyalty variable is equal to 0.825 which can be interpreted that the relationship between Customer Satisfaction variable to Customer Loyalty variable is strong.
Inner model evaluation in this research can be seen from several indicators that include Coefficient of determination (R2) and Predictive Relevance (Q2). To know the closeness of the relationship between exogenous latent variable to endogenous latent variable value can be done by calculating the correlation coefficient (R). The determinant analysis of R² is used to test the extent to which exogenous latent variables are able to explain endogenous latent variables. R² calculation results are 0.680 and 0.659 for Loyaly and Satisfaction construct respectively. These result according to Hair et al (2014) is categorized as moderate.
The value of Q² is used to see the relative influence of structural models on the observation measurement for latent dependent variables (endogenous latent variables). To calculate Q2 we can use the formula. (Hair et al, 2014):

Q² = 1 - (1 – R12) (1 - R22) ... (1- Rn)

= 1- (1-0.680) * (1-0.659) = 0.891
The value of Q2> 0 shows evidence that the observed values ​​have been well reconstructed. While the value of Q2 <0 indicates no predictive relevance. Thus the model in this study is a good model and has a predictive relevance because the value of Q2 obtained is 0.891. From the test of R² and Q2 it is seen that the model formed is robust. 

4.4  Hypothesis Testing

The t-statistical value  (Figure 3) is obtained from the boot-strapping procedure, where this value is used to draw conclusions on the hypothesis test. Hypothesis testing is done by comparing the t-statistic value of each relationship between latent variables with t-table with the degree of confidence α = 5%, which is said significant if t-statistic relationship between latent variables ≥ 1.96. (Hair et al, 2014).


The relationship between Service Quality and Customer Satisfaction is significant with T-statistics of 9.883 (> 1,96). The original value of sample estimate / path coefficient is 0.628 indicating that the direction of relationship between Quality of Service with Customer Satisfaction is positive and strong. Thus the hypothesis H1 in this study which states that, "Quality of Service has a positive and significant impact on Customer Satisfaction is acceptable". It also proves that according to (Tjipto, 2004) Quality of service is the level of excellence expected and control over the level of excellence to meet customer desires or customer satisfaction is true and acceptable.

The relationship between Islamic Product Attributes and Customer Satisfaction is significant with T-statistics of 3.737 (> 1,96). The original sample estimate / path coefficient is 0.269 indicating that the direction of the relationship between Islamic Product Attribute and Customer Satisfaction is positive and strong. Thus the hypothesis H2 in this study which states that, "Attributes of Islamic Products have a positive and significant impact on Customer Satisfaction has acceptable". It also proves the theory according to (Aritonang, 2005) explains that if you want to measure specific satisfaction, it must first identify the product attributes related to satisfaction after consuming the product.

The relationship between Customer Satisfaction and Customer Loyalty is significant with T-statistics of 24.188 (> 1,96). The value of the original sample estimate / path coefficient is 0.825 indicating that the direction of the relationship between Customer Satisfaction with Customer Loyalty is positive and strong. Thus the hypothesis H4 in this study which states that, "Customer Satisfaction has a positive and significant impact on Customer Loyalty is acceptable". It also proves the theory according to (Lin et al.2009) revealed that there is a direct relationship between customer satisfaction and customer loyalty

Table 2.

Hyphotheses Test Result

	Hipoteses
	Path Coefficients
	T-Values

(≥ 1,96 )
	Conclusion*

	H1: Service Quality has positive and significant effect to Customer Satisfaction

	0.628
	9.883
	Supported

	H2: Islamic Product Attribute has positive and significant effect to Customer Satisfaction
	0.269
	3.737
	Supported

	H3: Customer Satisfaction has positive and significant effect to Loyalty
	0.825
	24.188

	Supported 


[image: image2.png]Satistaction

Service Qualty




Figure 3. Outer and Inner Model T-Values


The result of the research shows that Customer Quality has a positive influence on Customer Satisfaction. The Better Quality of Service that can be created by banking then can improve Customer Satisfaction. The highest rated Customer Quality indicator is KP 12 with a value of 0.892 which is a statement that reads, "Speed ​​in response to existing problems". The results show that Islamic Product Attributes have a positive influence on Customer Satisfaction. The Better Islamic Product Attributes that can be created by islamic banking can improve Customer Satisfaction. The indicator that has the highest value is the indicator AP 2 and AP 3 with the same value that is 0.871 with the statement that reads, AP 2 "The investment is divided by profit sharing (al mudaraba)" AP 3 "Avoiding gambling / gambling (maisir)" . For Customer Satisfaction variable, the indicator that has the highest value is KN4 indicator with the value of 0.922 is a statement that reads, "I feel satisfied with my decision to use this Bank" And the indicator that has the lowest value is the KN3 indicator with a value of 0.867 is a statement that reads, " The bank service I have chosen meets my expectations. "
As for Customer Loyalty variable, the indicator that has the highest value is the LN2 indicator with a value of 0.956 is the statement that reads, "Recommend Islamic Bank if anyone asks for advice to me" And the indicator that has the lowest value is the indicator LN3 with a value of 0.843 is a statement that reads , "The desire of the customer to say positive things to others".
5. Managerial Implication

After data processing and analysis, there are some facts that can be explained. In general, this research succeed in validating that Service Quality and Islamic Product Attribute effect Customer Satisfaction. Furthermore, it also confirm that Customer Satisfaction greatly affect the creation of Customer Loyalty. On the strength of the relationship, it can be inferred that Service Quality has moderate to strong effect to Satisfaction. While Islamic Product Attribute has weak to moderate effect to Satisfaction. Nevertheless both constructs are significant in their role affecting the Satisfaction.


Based on the research results there are at least two points that can be applied by the Islamic Bank in order to improve customer relationship and form satisfaction and the creation of customer loyalty. First, is to understand that quality of service is the utmost important to the satisfaction of Islamic bank customers. The service quality provided should level up to the expectation of customers especially in terms of speed of service and solving customer problems. Secondly it is suggested that  banks bring out  Islamic values ​​on every products, to attract and retain customers by ensuring they are selecting products in accordance with the values ​​of islam. The attributes of Islamic Products can be emphasized by focusing on the variety of Islamic banking products that have followed the innovation and considered the needs and desires of customers
In addition, Banks should monitor the satisfaction by conduct a satisfaction survey regularly, to measure and assess whether the services that have been given to customers are already up to expectation.


The past studies has investigated Quality of Service, Product Attributes, Customer Satisfaction and Loyalty , however, only few research by taking the object of customers of Islamic Bank. This research contributes to add literature in conducting studies on Customer Quality, Islamic Product Attributes, Religious Commitment, Customer Satisfaction and Customer Loyalty in Islamic bank context. Nevertheless, the study still have limitations and it is expected future research can complement and develop this research. It is expected that further research can investigate other variables such as price influence, and promotion on Customer Satisfaction and influence the creation of Customer Loyalty. Further research can can be more in-depth on specific target market or consumer profile and more visible influence of these aspects. In order to increase the reliability, future research can also add the number of respondents covering more areas.
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