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Abstract 
The purpose of this paper is to identify determinants of customer 

loyalty in Islamic banks in Pakistan. As product and service offered by 

banks are to a great extent homogenous, customer loyalty is for the 

most part connected with nature of certain tangible and intangible 

dimensions of services. Hence it is extremely important for banks to 

understand factors that lead to higher satisfaction and subsequent 

loyalty among customers. More than 372 respondents were surveyed to 

understand factors that lead to continuing a relationship with Islamic 

banks. Data for this study were collected by using a structured 

questionnaire containing two sections, where section one deals with 

demographic and social profile of respondents and section two 

contains questions related to empathy, compliance, reliability, 

satisfaction and loyalty for response measure Likert scale is used. Data 

is analyses by using The Statistical Program for Social Sciences (SPSS) 

followings tests were applied, reliability, normality, correlation and 

step wise regression. Findings of the study showed that Islamic banks’ 

customers are satisfied and gives more importance to compliance 

related factors such as determinedly obedience to Shariah law. The 

study focuses only on customers of Islamic banks excludes those who 

deals with both Islamic as well as conventional bank. In future 

researcher can consider both customers of Islamic as well as 

conventional banks. The results of this study hold important 

implications by showing the partial mediating effect of customer 

satisfaction, depicting that in order to achieve success managers 

should not directly focus on enhancing customer loyalty but also on 

customer satisfaction. This research investigates the individual impact 

of all three characteristics of service quality i.e. reliability, compliance 

and empathy. The framework used for the research has not been 

exactly studied before thus adding value to the growing body of 

knowledge.  

Key words: customer loyalty; customer satisfaction; service quality; 

reliability, compliance and empathy 

 

Introduction 

Pakistani banking has undergone a great change due to acceptance of 

economic liberalization in 1991. It was made more competitive by the 

entry of private players. There is a surplus service provider and 

customers are able to choose their banker from a number of banks 
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offering convenience and quality services. Banks are continuously 

launching and introducing new products and services in order to satisfied 

and retain the customers.  Due to increase in competition banks have 

come under tremendous pressure to handle rising demands and 

expectations of customers.  As compare to retain a customer, attracting a 

customer become more costly. Thus customer retention is more 

significant for banks now a day, there fore higher managements of banks 

are seeking out most influential determinants of customer satisfaction 

and customer loyalty.  

Marketing literature is stuffed with studies which have 

scrutinized drivers of customer loyalty and customer satisfaction.As 

indicated by Caruana et al., (2000) and Caruana(2002) practice with 

regards to astounding service quality brought about customer satisfaction 

which altogether prompts customer loyalty. In order to quantify the 

achievement of businesses, service quality has turned out to be a standout 

amongst the most critical determinants. Presently advertisers have a 

similar supposition that service quality has really demonstrated a 

fundamental impact on customers to separate doing combating 

affiliations and contribute viably and in like manner beneficially towards 

customer satisfaction (Parasuraman, Zeithaml, and Berry, 1985; Magest, 

2010; Avkiran, 1994).Marketers recognize that for the success of any 

business service quality has gradually more critical factor. Hence it is 

essential for marketers to ensure delivery of better service values to their 

customers, in particular for those organizations that are enthusiastic in 

banking sector (Parasuraman, Zeithaml, and Berry, 1985).In order to be 

successful in 21
st
 changing scenarios of banking, banks needed to have a 

basic personality to make accessible outstanding administrations and 

contend with others. Banks due to high competition, nowadays they have 

to be extraordinary standards as well as committed to excellence in 

customers‟ approval which ultimately lead to customer satisfaction,and 

to engage in recreation that is a noteworthy capacity in quickly 

developing and growing financial sectors (Balachandran, 2005)  

Globally quality services from banks have also accurately demanded 

by customers. With large number of choices available to them, they are 

not willing to accept anything less than best or excellent one. Now in 

order to exist, banks have identified needs that meet purchasers‟ 

ambitions.According Levesque and McDougall (1996) and Jamal and 

Naser (2002) customer evaluating tangible and intangible constituents of 

service quality within the organization. Compliance is extremely 

important because of which customers are willing to receive the services 

of Islamic banks. Cronin and Taylor (1992) and Oliver (1997) stated that 

compliance is extremely important for satisfaction of customer in Islamic 
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financial services that is bank; andits service quality creates positive 

impact on customer loyalty. It can be considered as back bone of the 

bank. According to Bitner (1990)in order to increase customer loyalty 

organization customer‟s necessitate management should actively 

improve service quality throughout empathy. Some studies shows that 

empathy and customer loyalty has positive relationship because of this 

customer feel special and like to retain services again and again 

(Munusamy et al., 2010).Therefore in order to drive bank up in high 

innovation stepladder, benefit quality is a basic spurring power. The 

motivation behind this examination is to investigate factors that prompt 

customer's loyalty in Islamic banks. Present research investigates the 

following questions with respect to Pakistan‟s Islamic banking sector. 

 Do all three service quality dimensions, i.e. reliability, empathy 

and compliance individually impact customer loyalty? 

 Does customer satisfaction mediate the relationship between 

each service reliability, service empathy and service compliance?

Literature Review: 

In this competitive environment, it‟s extremely important for 

service providing organization especiallybanks to design systems that 

recognize them from each other and give them an upper hand; so as to 

accomplish this association have to the conveyance high caliber of 

administration. As indicated by Caruana et al., 2000; Caruana, 2002 

routine with regards to great administration quality has been 

demonstrated that customer satisfaction will altogether prompt customer 

loyalty. The present research utilizes three dimensions of service quality 

that is reliability, compliance and empathy to measure customers‟ 

loyalty. 

Service Quality 

Services are intangible in nature, due to which it is extremely 

difficult to define and measure quality in services. Zeithmal (2000) says 

that nowadays, due to globalization and with increased in competition 

among organizations; service quality has been recognized as a key 

element to again competitive advantage and sustaining satisfying 

customer relationshipand it also become an admired area of academic 

research. 

Generally service quality has been characterized as customers' 

general assessment of administration (Eshghi et al., 2008), while 

different investigations, for example, Asubonteng et al., (1996), 

Wisniewski and Donnelly (1996) characterized it as a degree to which an 

administration assembles customer's desires and in addition its needs. 

Administration quality is a measure of the administration gave as against 

expected execution of administration as per Parasuraman et al. (1985).  
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Administration quality is additionally characterized as outcomes of 

purchaser‟s on whole evaluation of the dissimilarities between 

expectations about a service and actual performance of service (Othman 

& Owen, 2002).  Czepiel, (1990) says that service quality is defined as 

customer perception about service which means how well and effectively 

services congregates or goes beyond their expectations. Service 

practitioners Munusamy et al., (2010) definition of service quality, it is a 

disparity between what purchaser‟s expect from services encounter and 

acuities of service received. In service quality customer perceptions as 

well as expectation are two most important ingredients. According to 

Oliver (1993) customers judge quality if it doesn‟t meet up their 

expectation, as low because their perception are high than performance 

and quality as high when performance exceeds their expectation.  

In order to measure the success of industries, service quality has 

turned out to be a standout amongst huge determinants. Presently 

advertisers concur that service quality has really exhibited a noteworthy 

impact on customers to separate contending associations and contribute 

successfully and in addition effectively towards customer satisfaction 

(Parasuraman, Zeithaml, & Berry, 1985; Magest, 2010; Avkiran, 1994). 

Many firm and service giving associations are giving careful 

consideration to service quality since they trust that it is an obligatory 

factor for holding and enhancing their level of aggressiveness, in 

addition, consider it as a vital segment for their upper hand. Advertisers 

perceive that for the accomplishment of any business service quality has 

progressively turned into a basic factor. Henceforth it is basic for 

advertisers to guarantee conveyance of better service esteems than their 

customers, particularly for those organizations that are dynamic in saving 

money segment (Parasuraman, Zeithaml, & Berry 1985). 

In these days, service quality factor is greatly used by service 

provider companies for customer evaluation and unquestionably, banking 

sector for this situation isn't exempted from this appraisal. Hence, service 

quality is conceptualized as a multidimensional build comprising 

comprises of five dimensions: first one is tangibles which means 

appearance of physical offices, workers, hardware, and written materials, 

second one is assurance which include knowledge and employees way of 

dealing with customers, third one is responsiveness which means 

enthusiasm to help customers and provide on time service, last two are 

most important and are of greater interest in research according to Berry 

et al., (1988) Reliability in the eye of customer is considered as 

afundamental core of service quality which includes capability to execute 

promised service consistently and accurately, where as fifth dimension is 

empathy which means caring and individual attention provided by firm 
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to its customers. If a service is reliable, than all other dimensions will 

matter to customers, because those dimensions can never compensate for 

unreliable service delivery rather than reliability. In order to study the 

Islamic banking one more dimension i.e. compliance should be kept in 

mind as it refers to firmly obedience to Shariah law; which precludes 

Islamic banks from taking part in organizations that are unlawful under 

Islamic law, for example, obscenity, liquor offering et cetera (Cronin & 

Taylor, 1992). Significance of Shariah Compliance is accentuated as 

most essential driver of customer satisfaction in Islamic banks (Osman et 

al., 2009; Amin et al., 2013; Jabnoun & Khalifa., 2005) 

Service Quality Model 

Among the models for measuring service quality, SERVQUAL 

(service quality) model developed by Parasuraman et al., (1988), is one 

of the most acknowledged and applied model in diversity of industries. 

Five dimensional construct of service quality is proposed by 

Parasuraman et al., (1988) known as SERVQUAL model consists 

oftangibles, reliability, responsiveness, assurance and empathy as 

instruments for measuring service quality (Parasuramanet et al., 1991; 

Zeithamlet et al., 1996). Reliability depends upon how productively and 

successfully an association is taking care of customers' services issues; 

how intelligently performing services comfortable time, give services as 

per guaranteed or expressed time and keeping up a blunder free record. 

Moreover, they affirmed unwavering quality as one of critical as well as 

significant factor in developing nation‟s specifically in conventional 

service according to Parasuramanet et al,.(1985). Furthermore reliability 

is also consists of how effectively and accurate organization fulfill 

orders, accurate and efficiently maintenance of record, accurate quote, 

error free billing; computation of commissions accurately and finally 

keep services promise. He also states with intention of financial services, 

reliability is one of the most important factor in banking services (Yang 

et al., 2004). Responsiveness defined as how actively and willingness or 

employees of organization provide service to customers (Parasuraman et 

al., 1985). It includes suitability of services. Furthermore it is also 

involves convenient operating hours most commonly 24/7 as well as 

understanding needs and wants of customers, staff „s attention giving 

individual attention to customers, concentration to problems and 

customers‟ safety in their transaction (Kumar et al., 2009). Parasuraman 

et al. (1985) defined empathy as individual attention as well as caring 

that firm provides to its customers.It also involves benevolent individual 

attention of customers and employees who understand needs as well as 

wants of their customers and convenience business hours for its 

customers. Ananth etet al. (2011) alluded to sympathy in their 
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investigation on private division banks as giving individual 

consideration, advantageous working hours, giving individual regard for 

customers, best enthusiasm for heart and comprehends customer's 

particular needs. Parasuraman et al. (1985) characterized assurance as 

learning alongside graciousness of laborers and their capacity to motivate 

trust and also a certainty. As indicated by Sadek et al.(2010) in British 

bank assurance implies pleasant, modest and well-disposed staff, an 

arrangement of money related exhortation, inward solace, facilitates 

access to account data and learned and experienced administration group. 

Parasuraman et al. (1985) characterized tangibility appearance of 

physical offices, workers, hardware, and composed materials. Osman et 

al. (2009) alluded to tangibility in their investigation of private division 

banks as current looking gear, physical office, representatives are 

fashionable and materials are visually attractive.  

Ensuing research led in an assortment of settings, for example, 

dental school facility, a business college situation focus, a tire store, and 

an intense attention healing facility proposes that all five SERVQUAL 

measurements can not remain all-inclusive crossways all services, 

besides that it is most likely pointless to regulate desire things each time 

SERVQUAL is directed (Bitner, 1990; Carman, 1990; Parasuraman et 

al., 1991).  

Reliability 

Reliability as one of most important as well as significant factor 

in conventional service according to Parasuramanet et al.,(1985). It 

includes security, guarantee and privacy. Security includes freedom from 

risks like financial security that is why it is considered as one of the most 

important dimension of services of banks.  Customer is very careful 

about monetary transactions. Therefore reliability play vital role in 

customer loyalty and it has positive impact on customer loyalty 

(Horrison, 2003).  

Hence following hypothesis can be made: 

H1:Reliability has a positive impact on customer loyalty. 

Compliance 

In order to study Islamic banking one more dimension that 

compliance should be kept in mind as it refers to determinedly obedience 

to Shariah law; which restricts Islamic banks from participating in 

organizations that are unlawful under Islamic law, for example, explicit 

entertainment, liquor offering and so forth(Cronin and Taylor, 1992).  

Some investigations arrange religious proclivity as a critical determinant 

of managing Islamic banks, for example, Metawa and Almossawi (1998) 

and Naser et al., (1999), which others report, for example, Erol and Al-

Bdour, (1989) demonstrate a negative connection or no connection 



Advances in Managing Operations and Sustainability (AMOS 2017) 

Journal of Managerial Sciences  219  Volume XI Number 03  

between these two components Gerrard and Cunningham (1997). The 

significance of Shariah Compliance is underscored as a most critical 

driver of customer satisfaction in Islamic banks which make customers 

more loyal (Osman et al., 2009; Amimet al., 2013; Jabnoun and Khalifa., 

2005). According to Ananthet al. (2011) in appraising either customer 

trust in organization or customer view of an organization, tangible as 

well as intangible constituents of service quality. Compliance is 

extremely important because of which customers are willing to receive 

the services of Islamic banks. Cronin and Taylor (1992) and Oliver 

(1999) stated that compliance is extremely imperative for customer 

satisfaction in Islamic bank, and by service quality impacts customer 

loyalty. It can be considered as back bone of the bank. Hence following 

hypothesis can be made: 

H2: Compliance has a positive relationship on customer loyalty.  

Empathy 

Empathy is basically special attention towards customer by 

showing kindness, affection and looking them as close friends to make 

them feel extremely special. Empathy is all about helping customer in 

term of place, time and better communication. Majority of people are 

greatly influenced by this dimension of service quality and it has been 

proved by many of researches. In empathy employees give special 

attention as well as extra care to their customers so that can greatly 

increase customer loyalty (Oliver, 1993). According to Bitner (1990)in 

order to increase customer loyalty organization customer‟s necessitate 

management should actively improve service quality throughout 

empathy. Some studies shows that empathy and customer loyalty has 

positive relationship because of this customer feel special and like to 

retain services again and again (Munusamy et al., 2010). Based upon 

these discussions following hypothesis can be made: 

H3: Empathy has a positive relationship on customer loyalty. 

Customer Loyalty and Service Quality: 

It is understandable that awareness of service quality and 

commitment are closely related to loyalty (Sangeetha and Mahalingam, 

2011) but in a particular market, each ofabovementioned factors may 

have a different impact on customer loyalty. There are two main reasons, 

first one is natural cause‟s customer demand extinction and other one is 

artificial causeunsatisfactory product specifications and insufficient 

quality of service.In a request to build customer loyalty, it is justifiable 

that association must try to wipe out both common and counterfeit 

customer leave reasons. An effect on the advancement of customer 

loyalty idea has been made by service quality along these lines it can be 

seen as one of most generally dissected customer loyalty determinants. 
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Cronin and Taylor (1992) and Oliver (1989) expressed that service 

quality is critical for customer satisfaction, and by it service quality 

effects customer loyalty. It can be expressed, that confinement of service 

quality examinations is error in deciding connection between customer 

loyalty and service quality. A few examinations, for example Cronin and 

Taylor, 1992; Oliver (1989) have discovered that service quality chooses 

satisfaction of customer which incredibly influences customer loyalty. 

However different investigations, (for example, Bolton and James; 

1991), conversely have advocated effect of service quality on customer 

satisfaction.  

Service Quality and Customer Satisfaction: 

As per Jabnoun and Khalifa, (2005), satisfaction is closely 

related to service quality. In financial services industry it is significantly 

important as customer primarily buy promises that their funds and 

welfare will be looked after in a best possible way, and their perception 

about fulfillment of these promises leads to long term association 

between financial service provider and customer (Horrison, 2003).  

There exist numerous empirical works in order to support quality 

and satisfaction of customers in fundamental order. In an effort to be 

parsimonious, on the other hand, we limit our argument to two highly 

relevant and recent studies. Cronin and Taylor (1992) to start within an 

investigation said, among other things, casual relationship between 

service quality and customer satisfaction. In their article, Cronin and 

Taylor suggest that empirical justification is necessary to determine the 

true nature of this relationship along with this, note that marketing 

researchers are not only in agreement in terms of the causal order of 

these constructs. Authors report eventually that, according to their 

analyses, service quality what customer expect from service and what 

actually achieve leads to satisfaction of customer. If company‟s 

servicereliability is high this means that company fulfills its promises 

with regard to delivery of service, prices and solving the customer‟s 

problem this will lead to customer satisfaction. 

In further recent studies in addition dealing with relationship 

between satisfaction and service quality, a model developed by Oliver 

(1993) was tested by Spreng and Mackoy (1996). Oliver‟s model 

integrated two constructs, and suggests, among other things, that 

supposed service quality is a forerunner to satisfaction. Spreng and 

Mackoy‟s results show that, as predicted, service quality leads to 

satisfaction. Nature of customer satisfaction in the given insidious is a 

phenomena and generally recognized orientation as a behavioral 

response by literature and research directions of customer satisfaction 

mainly point us to accepted concept of service quality all the way 
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through which customer satisfaction can be better analyzed. For 

generating customer satisfaction and loyalty in banking sector, service 

quality is one of the most important aspect (Eskildsenet al., 2004). 

However, according to Bitner, (1990) and Parasuraman et al., (1985) it is 

still under debated whether customer satisfaction is an antecedent of 

services quality judgments and according to Anderson and Fornall 

(1994), Cronin and Taylor (1992),) service quality is aforerunner for 

customer satisfaction. In early 1980s with the writing of Lopez et al., 

(2007) concept of services quality began to receive significant 

attention.Literature on service quality represents five dimensions.  

Parasuraman et al. (1988, 1991) represent the SERQUAL scale which 

includes reliability, tangibility, responsiveness, empathy and assurance. 

In order to measure customer satisfaction in banking industry Naser et al. 

(1999) consider individual elements.  There are many studies that 

document positive relationship between satisfaction and loyalty such as 

studies by Hallowell, (1996); Lam and Burton, (2006); and Ball et al., 

(2006). However some of the studies such as Oliver, 1989states that 

there is no straightforward relationship between satisfaction and loyalty. 

Beside satisfaction there are many other factors that contribute in 

continuing or terminating a relationship with a particular organization. 

Causality between customer satisfaction, profitability and loyalty is 

studied by Hallowell (1996) by utilizing a huge specimen size of 12,000 

retail saving money customers in USA. Creator decide length of 

affiliation and profundity of service utilized by customers as dependent 

variable while different measurements of satisfaction is taken as 

dependent variable, and in addition this examination likewise explore the 

connection amongst gainfulness and loyalty (independent variable). This 

study shows the positive relationship between the three variables under 

consideration. However according to Mihelis et al. (2001) research in 

Greek bank, used multi criteria consisted of characteristics of bank 

personnel, services offered and range of product, image of  bank and 

service dimensions modeling are used to explore customer satisfaction 

individuals as well as institutions. Results designated a high level of 

satisfaction in customers based on characteristics of customer care by 

employees, they know how valuable customers are as well as analyze 

their need which is empathy, whereas other dimensions ranked lower as 

compare to above mentioned variables. In a conventional banking 

environment relational and core aspects are most important determinants 

of customer satisfaction (Levesque and McDougall, 1996; Jamal and 

Naser 2002; Jabnoun and Khalifa, 2005). Customer satisfaction in 

Malaysian Banking industry is greatly depend on efficiency of services 

and following of Shariah rules, responsiveness of staff, and 
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confidentially aspect (Amin & Isa, 2008). Al Eisa and Al Hemoud 

(2009) establish that tangible aspects like number and location of 

branches also generally don‟tcontribute towards customer satisfaction. In 

contrary, image does not influence customer satisfaction in conventional 

banks (Hamidzadeh et al., 2011). Thus it provides basis for the following 

hypothesis: 

H4: Reliability has a positive impact on customer satisfaction. 

H5: Compliance has a positive impact on customer satisfaction 

H6: Empathy has a positive impact on customer satisfaction. 

Customer Loyalty 

Customer Loyalty is a profoundly held commitment to re-

purchase or re-patronizes desired thing again and again in upcoming 

situational inspirations and advertising endeavors that might cause 

substituting behavior. Role of loyalty in brand equity progression and 

exclusively noted that brand loyalty escorts to certain advantages, such 

as reduced marketing expenses, more new customers and greater trade 

leverage (Asker, 1991). Customer loyalty is when a customer stays as a 

client of original supplier even if a competitor offers more beneficial 

conditions. According to Oliver (1997) customer loyalty positive impact 

the profitability of organization. Effective and efficient marketing 

strategies helps marketers to understand customer need as a result of this 

organization can serve their customers in a better way as compare to their 

competitors which ultimately leads to customer loyalty (Amin & Isa, 

2008). According to Yavas and Shemwell, (1996) innovations are 

frequently followed by similar charges which focus on less tangible and 

less easy to imitate determinants of customer loyalty such as customer 

evaluative judgments like customer satisfaction and service quality. 

Customer Satisfaction 

Literature found that satisfaction of a purchaser is a key in to 

long term business success (Zeithamiet al., 1996). To protect as well as 

to gain maximum market shares, Tsoukatos and Rang (2006) says that 

organizations need to outperform competitors by offering high quality 

product and service to make sure customers satisfaction. Gerrard and 

Cunnungham, (2001) says that banks need to recognize customers 

service requirements and how it impact on service delivery and 

customers attitudes. In early 1970‟s on consumer satisfaction some 

significant improvements in principle and research have been made by 

various investigations including Anderson, E.W. and, Fornell, C (1994). 

Adroitly, satisfaction is the result of customer's assessment of the 

advantages and cost which might be accepted as a result of procurement 

and use in gaining any services or items involvement in connection to the 

normal results. While, in operational terms, satisfaction is like the 
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disposition of the item and service though it can be assessed as gathered 

satisfaction encounters by customers with the diverse traits of the 

services and products (Cooper and Schindler, 2006). 

There are some researches, that investigated customer satisfaction using 

multiple behavior measures (such as Boulding et al., 1993; Joseph et al., 

2005; Dabholkar et al., 2000).. In addition, a variety of studies on 

customer satisfaction with fastidious reference to financial services also 

reflect that inherited insufficiency of literature about customer 

satisfaction in general services and made little attempt to define some 

specific measures of customer satisfaction investigation for their 

experiences of using financial services.  

Customer Satisfaction and Customer Loyalty: 

According to Delone and McLean (1992, 2003) IS success 

model, customer satisfaction may be supposed to be determinant of net 

assistance or individual impact such as customer loyalty According to 

Oliver (1993) consumer satisfaction mediate customer post purchase 

behavior, such as complaining, word of mouth and repurchase intention. 

A disappointed customer will probably scan for data on options and 

prone to yield towards contender suggestions than a fulfilled customer 

(Anderson and Fornell (1994). There are many studies that document 

positive relationship between satisfaction and loyalty such as studies by 

Hallowell, (1996); Lam and Burton, (2006); and Ball et al., (2006). 

Many banks have introduced innovative services and products to 

increase customer satisfaction which ultimately leads to customer loyalty 

(Meidan,1996). According to Zeithaml et al. (1996) if customer of 

organization is satisfied specially services of organization this will 

definitely resulted in customer loyalty to that association which is 

positive for organization for the reason that it could mean higher profits 

and growing customer foundation. Hence the above discussion is the 

basis for the following hypothesis: 

H7: Customer Satisfaction has positive impact on customer loyalty. 

Mediation: 

According to Cooper and Schindler (2006) satisfaction is related 

to direction and size of disaffirmation experiences, where disaffirmation 

experiences are related with the person‟s preliminary expectations. 

According to Muslim and Isa, (2005) for satisfying and retaining 

esteemed customers both product and services quality is commonly 

noted as a critical prerequisite. It is certainly true that delivery of high 

service quality to customers (Karatepe et al., 2005) offers firms to make 

a distinction themselves as well provide them an opportunity in 

competitive markets. Many firm and service providing organizations is 

paying special attention to service quality because they believe that it is 
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mandatory factor for retaining and improving their level of 

competitiveness moreover consider it as an important component for 

their competitive advantage. Marketers recognize that for the success of 

any business service quality has increasingly become a critical factor. 

Hence it is essential for marketers to ensure delivery of superior service 

values to their customers, especially for those companies that are active 

in banking sector (Parasuraman, Zeithaml, & Berry 1985). Satisfaction is 

similar to the attitude of the product and service whereas it can be 

evaluated as accumulated satisfaction experiences by customers with the 

different attributes of the services and products and when customers are 

highly satisfied with services its leads to customer loyalty (Churchill & 

Carol, 1982). Whereas some of the studies such as Hallowell, (1996); 

Lam and Burton, (2006); and Ball et al., (2006) show that when bank is 

running on Islamic principle by following Islamic law, employees of 

banks are extremely friendly and foremost its services are reliable than 

customers are more satisfied and it is resulted in customer satisfaction. 

Many banks have introduced innovative services and products to 

increase customer satisfaction which ultimately leads to customer loyalty 

(Meidan, 1996). According to Zeithaml et al. (2000) if customer of 

organization is satisfied specially services of organization this will 

definitely resulted in customer loyalty to that organization which is 

positive for the organization. Hence above discussion is the basis for the 

following hypothesis: 

H8: Customer satisfaction partially mediates the relationship between 

reliability and customer loyalty. 

H 9: Customer satisfaction partially mediates the relationship between 

compliance and customer loyalty. 

H10: Customer satisfaction partially mediates the relationship between 

empathy and customer loyalty. 

Theoretical Framework 

Based on discussion in literature, below framework diagram can 

be made which demonstrates that service reliability, compliance and 

empathy are independent variables, customer loyalty dependent where as 

customer satisfaction is treated as a mediator. 
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Methodology 

This study has been conducted in February and March 2016 by 

using questionnaire method and is restricted to different Islamic banks 

located in the surrounding area of Rawalpindi and Islamabad. The 

current research refers to causal study which is based upon hypothesis 

testing. Hypothesis testing has been carried out by using reliability, 

normality, correlations and regression tests in SPSS 20. Unit of analysis 

for this study are customers of Islamic banks in Pakistan. Population for 

this research includes the customers of Islamic banks. For current study 

one of the types of non probability sampling i.e. conveniently accessible 

sampling techniques is used. Sample size of 372 customers has been 

selected which include both males and females.  

The questionnaire consists of 6 sections that are demographics, service 

reliability, service compliance, service empathy, customer satisfaction 

and customer loyalty. All questionnaires were closed ended. Only 

demographics were measured on ordinal scale, whereas every other 

variable were measured on interval scale. 5 point liker scale has been 

utilized for measuring variables which go from 1-strongly agree to 5-

strongly disagree. 400 questionnaires were distributed but only 374 were 

returned with response rate of 98%. 

Figure1. Theoretical Framework 
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Data Analysis:  
For investigation of data Statistical program for social science 

(SPSS) is used. Following are the results obtained by running different 

tests. Specifically focus was on demographic analysis, reliability 

analysis, descriptive analysis, normality analysis. Along with this 

correlation, regression and mediation is given.  

Demographic Analysis: 

Reliability Analysis: 
Reliability is a statistic measure used to determine goodness 

measure that is stability and consistency of measure as in the present case 

is questionnaire. According to Sekaran (2003) reliability is a degree to 

which a questionnaire provide stable and consistent result over the time. 

Cronbach‟s alpha is one of statistical tools used for measuring the 

internal reliability of a scale.Normal value of reliability lie between 0.6-

1.Scales that produces unacceptable results is not useable. Only a reliable 

questionnaire can give reliable results. 

According to table 3estimations of cronbach's alpha of every one 

of the five variables are more noteworthy than 0.6 in this way 

information of each of the five variables are reliable. 



Advances in Managing Operations and Sustainability (AMOS 2017) 

Journal of Managerial Sciences  227  Volume XI Number 03  

 
Normality Analysis 

Descriptive Statistics help to determine the normality of data. Normality 

is further tested by two determinants that are parametric and non- 

parametric. For normal data parametric tests are applied and for data that 

is not normally distributed non parametric tests are applied.  Normality 

of data is determined through the value of skewness and kurtosis. 

Test of Normality: 

Normality Descriptive: 
Table 4a shows the values of skewness and kurtosis according to 

which satisfaction with bank has estimations of skewness and kurtosis as 
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- 0.492 and - 0.220 separately both of which lies between - 1 and +1, 

benefit quality dependability has estimations of skewness and kurtosis as 

- 0.683 and 0.416 individually, both of which lies between - 1 and +1, 

benefit quality consistence has estimations of skewness as - 0.764 and 

kurtosis is 0.876 which lies between - 1 and +1 separately, benefit quality 

sympathy has estimations of skewness and kurtosis as - 0.435 and 0.174 

individually which lies between - 1 and +1 and unwaveringness with 

bank has estimations of skewness and kurtosis as - 0.452 and - 0.163 

individually which lies between - 1 and +1. So overall values of 

Skewness and Kurtosis of all variables collectively lie between -3 and +3 

so collected data is normally distributed. 
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Correlation Analysis  

Pearson correlation is used for variables. Table 4 shows correlations of 

all variables with each other. Correlation of reliability and satisfaction 

with bank is 0.650, correlation of compliance and satisfaction with bank 

is 0.657,correlation of empathy and satisfaction with bank is 0.551, 

correlation of loyalty and satisfaction with bank is 0.371. Correlation of 

reliability and compliance is 0.741, correlation of reliability and empathy 

is 0.643, correlation of reliability and loyalty is 0.486. Correlation of 

complianceand empathy is 0.731,correlation of complianceand loyalty is 

0.448.Correlation of empathyand loyalty is 0.595. 

Since information is regularly circulated so one of the trial of measure of 

association is utilized i.e. regression. There is one dependent variable as 

well as onemediator and three independent variables so regression will 

keep running as indicated by four stages for directing mediation 

analysis.Table 7 shows the mediation analysis by taking reliability as an 
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independent variable, satisfaction as mediator and loyalty as dependent 

variable. 

The analysis consists of four steps: 

In step 1, linear regression has been run by taking reliability as 

independent variable and mediator i.e. satisfaction as dependent variable. 

Results show that value of F is 58.79, which is significant at 0.000. 

Durbin- Watson has value of 1.894 which is less than 3 so there is no 

issue of auto correlation. Value of adjusted R square is 0.234 which 

means that 1 unit change in independent variable (Service reliability) will 

cause 23.4% change in dependent variable (satisfaction). P-value of a 

service reliability is 0.000, which is significant at all three levels (90%, 

95%, 99%), and the beta is 0.486 which means that service quality has 

48.6% impact on customer satisfaction. By looking at the p-value of 

service reliability it can be concluded that there is a significant and 

positive relationship between service reliability and customer 

satisfaction. So H4i.eService reliability has positive impact on customer 

satisfaction, is accepted. 

 

Step 2 shows that linear regression has been run by taking customer 

satisfaction as independent variable and customer loyalty as dependent 

variable. Results show that value of F is 58.873 , which is significant at 

0.000. Value of adjusted R square is 0.135 which means that 1 unit 

change in independent variable (Customer Satisfaction) will cause 13.5% 

change in dependent variable (loyalty). The p-value of customer 

satisfaction is 0.000, which is significant at all three levels  

(90%, 95%, 99%), and the beta is 0.371 which means that customer 

satisfaction has 37.1% impact on customer loyalty. The p-value and beta 

value of customer satisfaction it can be concluded that there is a 

significant and positive relationship between customer satisfaction and 
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customer loyalty. So H7i.e Customer satisfaction has positive impact on 

customer loyalty, is accepted. 

Step 3 shows that linear regression has been run by taking service 

reliability as independent variable and customer loyalty as dependent 

variable. Results revealed that the value of F is 114.6, which is 

significant at 0.000. Durbin- Watson has value of 1.894 which is less 

than 3 so there is no issue of auto correlation. Value of adjusted R square 

is 0.237 which means that 1 unit change in independent variable (Service 

Reliability) will cause 23.7% change in dependent variable (loyalty). The 

p-value of service reliability is 0.000, which is significant at all three 

levels (90%, 95%, 99%), and the beta is 0.486 which means that service 

reliability has 48.6 % impact on customer loyalty. The p-value and beta 

value of service reliability it can be concluded that there is a significant 

and positive relationship between service reliability and customer 

loyalty. So H1i.e  Service Reliability has positive impact on customer 

loyalty, is accepted. 

Since all three steps have shown significant relationships so multiple 

regression has been run, at step 4, taking service reliability and customer 

satisfaction as independent variable and customer loyalty as dependent 

variable. Results revealed that the value of F is 58.792, which is 

significant at 0.000. Durbin- Watson has value of 1.899 which is less 

than 3 so there is no issue of auto correlation. Value of adjusted R square 

is 0.238 which means that 1 unit change in independent variables will 

cause 23.8% change in dependent variable (loyalty). The p-value of 

service reliability is 0.000, which is significant at two levels (90%, 95%, 

99%), where as the p-value of customer satisfaction is 0.015,which is 

significant at all two levels (90%, 95%) and the beta value of service 

reliability is reduce from 0.486 in step 3 to 0.425 in step 4 due to 

presence of mediator. The p-value 0.000 shows that partial mediation is 

significant at all three levels. Hence H8 i.e. Customer satisfaction 

partially mediates the relationship between service reliability and 

customer loyalty, is accepted. 

Table 8 shows the mediation analysis by taking compliance as an 

independent variable, satisfaction as mediator and loyalty as dependent 

variable. 

The analysis consists of four steps: 

In step 1, linear regression has been run by taking reliability as 

independent variable and mediator i.e. satisfaction as dependent variable. 

Results show that value of F is 280.443, which is a significant at 0.003. 

Durbin- Watson has value of 2.038 which is less than 3 so there is no 

issue of auto correlation. Value of adjusted R square is 0.430 which 

means that 1 unit change in independent variable (Service reliability) will 
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cause 43.0% change in dependent variable (satisfaction). P-value of a 

service compliance is 0.000, which is a significant at all three levels  

(90%, 95%, 99%), and the beta is 0.657 which means that service 

compliance has 65.7% impact on customer satisfaction. By looking at the 

p-value of service compliance it can be concluded that there is a 

significant and positive relationship between service compliance and 

customer satisfaction. So H5i.eService compliance has positive impact 

on customer satisfaction, is accepted. The analysis of step 2 is same as in 

previous table. 

 

Step 3 shows that linear regression has been run by taking service 

compliance as independent variable and customer loyalty as dependent 

variable. Results revealed that the value of F is 92.918, which is 

significant at 0.000. Durbin- Watson has value of 2.038 which is less 

than 3 so there is no issue of auto correlation. Value of adjusted R square 

is 0.199 which means that 1 unit change in independent variable (Service 

compliance) will cause 19.9% change in dependent variable (loyalty). 

The p-value of service compliance is 0.000, which is significant at all 

three levels (90%, 95%, 99%), and the beta is 0.448 which means that 

service reliability has 48.6 % impact on customer loyalty. The p-value 

and beta value of service compliance it can be concluded that there is a 

significant and positive relationship between service compliance and 

customer loyalty. So H3i.eService compliance has positive impact on 

customer loyalty, is accepted. 

Since all three steps have shown significant relationships so multiple 

regression has been run, at step 4,taking service compliance and 

customer satisfaction as independent variable and customer loyalty as 

dependent variable. Results revealed that the value of F is 49.329, which 

is significant at 0.000. Value of adjusted R square is 0.207 which means 

that 1 unit change in independent variables will cause 20.7% change in 

dependent variable (loyalty). The p-value of service compliance is 0.000, 

which is significant at two levels (90%, 95%, 99%), where asthe p-value 

of customer satisfaction is 0.012,which is significant at all two levels 

(90%, 95%) and the beta value of service compliance is reduce from 

0.448 in step 3 to 0.360 in step 4 due to presence of mediator. The p-

value 0.000 shows that partial mediation is significant at all three levels. 

Hence  H9i.e. Customer satisfaction partially mediates the relationship 

between service compliance and customer loyalty, is accepted. 
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Table 8 shows the mediation analysis by taking empathy as an 

independent variable, satisfaction as mediator and loyalty as dependent 

variable. 

The analysis consists of four steps: 

In step 1, linear regression has been run by taking empathy as 

independent variable and mediator i.e. satisfaction as dependent variable. 

Results show that the value of F is 161.036, which is significant at 0.000. 

Durbin- Watson has value of 1.888 which is less than 3 so there is no 

issue of auto correlation. Value of adjusted R square is 0.301 which 

means that 1 unit change in independent variable (Service empathy) will 

cause 30.1% change in dependent variable (satisfaction). The p-value of 

service empathy is 0.000, which is significant at all three levels (90%, 

95%, 99%), and the beta is 0.551 which means that service empathy has 

55.1% impact on customer satisfaction. By looking at the p-value of 

service empathy it can be concluded that there is a significant and 

positive relationship between service empathy and customer satisfaction. 

So H6i.eService empathy has positive impact on customer satisfaction, is 

accepted. The analysis of step 2 is same as in previous table. 

 

Step 3 shows that linear regression has been run by taking service 

empathy as independent variable and customer loyalty as dependent 

variable. Results revealed that the value of F is 202.582, which is 

significant at 0.000. Value of adjusted R square is 0.352 which means 

that 1 unit change in independent variable (Service empathy) will cause 
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35.2% change in dependent variable (loyalty). The p-value of service 

empathy is 0.000, which is significant at all three levels (90%, 95%, 

99%), and the beta is 0.595 which means that service empathy has 59.5 

% impact on customer loyalty. The p-value and beta value of service 

empathy it can be concluded that there is a significant and positive 

relationship between service empathy and customer loyalty. So H3i.e 

Service empathy has positive impact on customer loyalty, is accepted. 

Since all three steps have shown significant relationships so multiple 

regression has been run, at step 4,taking service empathy and customer 

satisfaction as independent variable and customer loyalty as dependent 

variable. Results revealed that the value of F is 102.191, which is 

significant at 0.000. Value of adjusted R square is 0.353 which means 

that 1 unit change in independent variables will cause 35.3% change in 

dependent variable (loyalty). The p-value of service empathy is 0.000, 

which is significant at all three levels (90%, 95%, 99%), where as the p-

value of customer satisfaction is 0.011,which is significant at all two 

levels (90%, 95%) and the beta value of service empathy is reduce from 

0.595 in step 3 to 0.561 in step 4 due to presence of mediator. The p-

value 0.000 shows that partial mediation is significant at all three levels. 

Hence H10 i.e. Customer satisfaction partially mediates the relationship 

betweenservice empathy and customer loyalty, is accepted. 

 
Discussion 

The focus of this study was to determine the impact of service 

quality i.e. reliability, compliance and empathy on customer loyalty. 

What's more, this exploration likewise discovered the mediating part of 
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customer satisfaction between service quality and customer loyalty. This 

present research increases the value of the developing learning 

concerning the effect of service quality on customer loyalty particularly 

from Pakistani perspective. 

Service qualities determinants are greatly differ from place to 

place and from culture to culture. So in order to increase the 

generalizability, this study investigates the impact of service quality on 

customer loyalty with mediating role of customer satisfaction in 

Pakistan‟s banking sector. This research shows the positive relationship 

between service reliability on customer loyalty. This result is aligned 

with many of the past researches showing positive impact of service 

reliability like Horrison (2003) in his study he suggested that customers 

are more loyalty with organization when their quires are entertain on 

time and their record are maintain efficiently. In the similar way the 

result of this research is contradict with the results of Naser et al., (1999), 

which show a negative relation  or no relationship between these two 

factors. However some studies show that service reliability leads to 

customer satisfaction. The reliability dimension stands how bank keeps 

its promises. According to findings of current study service reliability 

have positive impact on customer satisfaction which is similar to the 

findings of Parasuraman (1998), according to their findings reliability of 

the store can have an impact on the image of the store and service quality 

and resulted in satisfaction of customer 

In order to study Islamic banking one more dimension that 

compliance should be kept in mind as it refers to determinedly obedience 

to Shariah law. This research shows the positive relationship between 

service compliance on customer loyalty. This result is aligned with many 

of the past researches showing positive impact of service compliance. 

Importance of Shariah Compliance is emphasized as most important 

driver of customer satisfaction in Islamic banks which make customers 

more loyal (Osman et al. 2009; Amim et al., 2013; Jabnoun and Khalifa., 

2005). 

A few examinations group religious proclivity as a vital 

determinant of managing Islamic banks, for example, Metawa and 

Almossawi (1998) and Naser et al., (1999), which others archive, for 

example, Erol and Al-Bdour, (1989) demonstrate a negative connection 

or no connection between these two elements Gerrard and Cunningham 

(1997). Cronin and Taylor (1992) and Oliver (1989) expressed that 

compliance is critical for customer satisfaction in Islamic bank, and by it 

service quality impacts customer loyalty. It can be considered as spine of 

the bank. At the point when customers are fulfilled they turn out to be 
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more loyal. The currents study also show the similar result that is service 

compliance have positive impact on customer satisfaction. 

Financial services specially banks should be concerned in 

offering special attention to their customer due to customers will feel 

more satisfied and became loyal. Empathy is all about helping customer 

in term of place, time and better communication. Majority of people are 

greatly influenced by this dimension of service quality and it has been 

proved by many of researches. In this current research results show 

positive impact of service empathy on customer satisfaction. According 

to Bitner (1990)in order to increase customer loyalty organization 

customer‟s necessitate management should actively improve service 

quality throughout empathy. Some studies shows that empathy and 

customer loyalty has positive relationship because of this customer feel 

special and like to retain services again and again (Munusamy et al., 

2010).In the same way the result of current research is contradict with 

the results of Naser et al., (1999), which show that there is negative 

relationship between these two factors. However according Delone et al., 

(2009) service empathy lead to customer satisfaction but not resulted in 

customer loyalty. Up till customer satisfaction, current study findings 

match with their findings which shows that service empathy have 

positive impact on customer satisfaction. 

In order to increase customer loyalty, it is understandable that 

organization must seek to eliminate both natural and artificial customer 

exit reasons. An impact on the development of customer loyalty concept 

has been made by service quality therefore it can be regarded as one of 

the most usually examined customer loyalty determinants. Concurring 

Levesque and McDougall (1996) and Jamal and Naser (2002) in 

assessing either customer confide in an association or customer 

perspective of an association, unmistakable and elusive constituents of 

service quality were extremely important. According to the findings of 

current study customer satisfaction have positive impact on customer 

loyalty which are similar as Cronin and Taylor (1992) and Oliver (1989) 

studies which stated that service quality is extremely important for 

customer satisfaction, and by it service quality impacts customer loyalty. 

It can be stated, that restriction of service quality studies is discrepancy 

in determining link between customer loyalty and service quality. Some 

studies (such as Cronin and Taylor, 1992; Oliver (1989)have found that 

service quality through satisfaction decides customer satisfaction and 

affects customer loyalty. However other studies (such as Bolton and 

James; 1991), in contrast have justified the impact of customer 

satisfaction on service quality. According to Muslim and Isa, (2005) for 

satisfying and retaining esteemed customers both product and services 
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quality is commonly noted as a critical prerequisite. It is certainly true 

that delivery of high service quality to customers (Karatepe et al., 2005) 

offers firms to make a distinction themselves as well provide them an 

opportunity in competitive markets. Hence it is essential for marketers to 

ensure delivery of superior service values to their customers, especially 

for those companies that are active in banking sector (Parasuraman, 

Zeithaml, & Berry 1985). According to the findings of current study 

customer satisfaction partially mediates between services reliability and 

customer loyalty, service compliance and customer loyalty, service 

empathy and customer loyalty which are similar as the findings of Bolton 

and James (1991) and Cronin and Taylor (1992) and Oliver (1989) 

studies which stated that service quality is critical for customer 

satisfaction, and by it service quality impacts customer loyalty. While on 

the other hand some studies (such as Cronin and Taylor, 1992; Oliver 

(1989)have found that service quality through satisfaction decides 

customer satisfaction and affects customer loyalty. According to 

Zeithaml et al. (2000) if customer of organization is satisfied especially 

with services of organization this will definitely resulted in customer 

loyalty to that organization which is positive for the organization.  

Conclusion 

The focus of this study was to decide the impact of service 

quality determinants on customer loyalty. After testing hypothesis and 

supporting the results from previous studies it can be concluded that 

service quality is ensure effectively and carefully it will lead to the 

positive impact of service reliability, service compliance and service 

empathy on customer satisfaction and finally it will lead to customer 

loyalty. The most important fact revealed by this study is that customer 

satisfactions are greatly dependent on quality of services provided by 

Islamic bank. This study has been conducted under the banking sector of 

Pakistan however results may differ in other sectors. The reason why 

now a days all banks in Pakistan like Habib, Mazan, BOP, Itamaad, 

Emman etc are heavily focusing on service quality has been verified in 

this study. 

This research has proved that using service reliability, service 

compliance and service empathy to increase the customer satisfaction 

that lead to  customer loyalty is not only a focus of western countries but 

it is quite effective in Pakistan‟s banking sector as well. It shows that 

new trends in services are emerging in Pakistan as in west. So regardless 

of limitations the current research has successfully justified that service 

quality greatly impact the customer loyalty in Pakistan‟s Islamic banking 

sectors. 
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Managerial Implications: 

According to current study, customers of Islamic bank of 

Pakistan are satisfied with products and services provided by bank. 

Compliance factors of service quality in Pakistani banking sector was 

found equally significant for customer loyalty as by Zafar et al., (2012), 

Therefore in order to gain competitive advantage Islamic banks have to 

focus more on compliance factors and ensure that customer‟s are well 

aware of the factor through promotion as well as emphasis on strategic 

choice in providing products. Islamic banking should provide financial 

counseling as well as do advertisement to attract Muslims customers  

Recommendations: 

 Manager must try to maintain long term relationship with their 

customers by delivering what they promise and show them that 

they are not opportunistic but honest. 

 Manager should take feedback from their customer on regular 

basis and incorporate the changes according to feedback. 

 In order to improve employee customer relationship managers 

should arrange training programs for their employees. 

 Parking facilities for customers should be spacious so that they 

should be tension free regarding the parking of their vehicles. 

 Manager must ensure that customer complaints are entertained 

most effectively and timely. 

 They must ensure that all service quality facilities are equally 

available in all branches of bank. 

 Receptionists must be knowledgeable. 

 Managers should consider the effective researcher in their team, 

so that they analyze the future needs of customer on time.  

 In order to increase the trust of customer‟s manager should 

introduce all services in every branches of bank that they 

advertise. 

Limitations and Suggestion for Future Research: 

Data is collected from twin cities only is the limitation of current 

study. So in order to increase the generalizability data can be collected 

from different cities of Pakistan. Second is that the data is collected only 

from customer of Islamic bank i.e. they are having only Islamic bank 

account. Hence in future data can be collected from customers who are 

having accounts in both Islamic and Conventional banks. Furthermore 

this study was completed on cross sectional base. So in order to 

overwhelm this, in future longitudinal research can be carrying out in 

order to evaluate direct effects of independent variables on dependent 

variable respectively. 
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