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Abstract  Due to the importance of Islamic finance to the Muslims world, recently Islamic Banking is formerly 
established in 2011 in Nigeria in order to join their counterpart in the Muslims world. Due to its new existence, there is very 
limited information on the customers’ perceptions towards the Islamic banks. Therefore, the objective of this study is to 
examines the direct effect of service quality dimensions on customer satisfaction and customer loyalty in Nigerian Islamic 
Bank. Primary data measuring service quality consisting of six dimensions: tangibility, reliability, responsiveness, assurance, 
empathy and compliance (24 items); customer satisfaction (4-items) and customer loyalty (4-items) were co llected from 209 
Nigerian students studying at Universit i Utara Malaysia. Data were analyzed  using Structural Equation Modeling (SEM) 
using AMOS 16. Convergent validation was performed  using Confirmatory Factor Analysis (CFA) and composite reliab ility. 
The finding of the study reveals that responsiveness is a significant predictor of customer staisfaction and assurance is 
significant predictor of customer loyalty. Th is implies that customers will be satisfied when the bank staff are responsive and 
provide fast banking service. Additionally, to maintain  loyal customers Islamic banks should give assurance in terms  of 
Islamic banking compliance.  

Keywords  Serv ice Quality, Customer Sat isfaction, Customer Loyalty, Islamic Banks, Nigeria 

 

1. Introduction 
The emergence of Islamic banking in  the Muslim world  

has remained  the most inspiring financial and economic 
phenomenon of the 20th century[1]. Hence, countries like 
Pakistan , Iran  and  Sudan adopted  the Islamic financial 
system as the mainstream for their banking and economic 
activ it ies[2]. Other countries embraced the dual banking 
system include among others; Malays ia, Bahrain, Saudi 
Arab ia, Egypt  and  A lgeria[3]. In  Nigeria, recent ly the 
Central Bank of Nigeria (CBN) enacted new provisions for 
the proper establishment and operation of Islamic banking 
through what it conceptualized as “Non-Interest Financial 
Institutions” (NIFI) under section 33(1) (b) of the CBN ACT 
2007 and section 4 (1) (c) of the Regulation on the scope of 
Banking act ivit ies and ancillary matters No .3 of 2010[4]. 
Therefore, Islamic banking in Nigeria has become a growing 
concept  due to  increased  economic empowerment  o f 
Mus lims , even  though  the bank s erve as  a means  o f 
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transaction for both Muslims and non- Muslims customers. 
Nevertheless, Muslims’ continuous to model their lives in 
accordance with the Shariah (Islamic Law), i.e . avoiding 
interest rates or engaging in any activities or business that is 
contrary to Islamic Jurisprudence. Islamic banking refers to  a 
system of banking or banking activity that is consistent with 
Islamic law ‘Shariah’ princip les and guided by Islamic 
economics[5] Due to its new existence in Nigeria, there is 
very limited information on the customers’ perceptions such 
as customer loyalty, customer satisfaction and service 
quality towards the Islamic banks. In view of the above, this 
study intends to examine the direct effect of service quality 
dimensions on customer satisfaction and customer loyalty in 
Nigerian Islamic Bank. 

Customer loyalty plays an important ro le in the 
development of various business organizations. For example 
[6] noted that under a good service relationship chain, 
profitability and growth of a company is a result from 
customer loyalty[7] explained that customer satisfaction 
entails the full meeting of customer expectation of the 
products and services. Service quality has been postulated to 
have a great impact on firm’s performance[8]. Similarly, it is 
widely accepted that service quality, customer value and 
satisfaction are the most important sources of gaining 
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competitive advantage for manufacturing and service 
organizations[9]. Therefore, due to countries cultural 
differences and different banks,[8] recommend future studies 
to examine service quality, customer satisfaction and loyalty 
in different banks of different countries.  

In view of this, this research intends to examine direct 
effect of service quality dimensions on customer satisfaction 
and customer loyalty in  Nigerian Islamic Bank. This paper 
proceeds to Section 2 which covers literature review, while 
section 3 contains the research framework, methods, 
measurement of variab les and the results of the study; the last 
section is concerned with the managerial implications of the 
study and the recommendations for future research. 

2. Literature Review 
2.1. Customer Loyalty 

Customer loyalty improves the profitability of a company, 
for instance the result finding of[10] revealed that customer 
loyalty could lead to an increase in profit.[11] Describes 
customer loyalty as “a deeply held commitment to re-buy or 
re-patronize a preferred p roduct consistently in  the future 
situational influences and marketing efforts that might cause 
switching behavior. Therefore, loyal customer should be 
seen as a prosperous and valuable sale source that help the 
organization make better future plans. Hence, loyal 
customers typically create greater value to a company[6]. It 
is also found that effective relat ionship marketing strategy 
helps the organization to understand customers’ needs, so 
that organizations can serve their customers better than their 
competitors, which finally leads to cost reduction and 
customer loyalty[12]. 

2.2. Customer Satisfaction 

Satisfaction can be considered as a feeling of happiness 
when a person achieves his or her goals, wants or 
motivation[6]. Customer satisfaction has been regarded as a 
fundamental determinant of long-term consumer behavior 
[11]. In the Islamic banking industry, customers have put the 
criteria of customer satisfaction towards service quality 
provided by their banks[13]. Banks have provided innovative 
methods of satisfying customers, such as internet banking 
and online system, telephone and call center. According 
to[14], convenience and competitiveness of the bank are two 
important factors which are likely to influence the overall 
satisfaction levels of a customer. Thus, measuring customer 
satisfaction leads to an increase in the efficiency of the 
organization.  

2.3. Service Quality 

Service quality is defined as the outcomes of the 
customer’s overall evaluation of the differences between 
service expectations and the actual service performance[15]. 
Therefore, service quality is conceptualized as a multid imen
sional construct consisting of five dimensions,[15]. The five 

dimensions of service quality include: (1) tangibility (appea
rance of physical components); (2) reliability (dependability 
of service provider and accuracy of performance); (3) 
responsiveness (promptness and helpfulness); (4) assurance 
(knowledge and courtesy of employees and their ability to 
inspire trust and confidence); and (5) empathy (caring, 
individualized attention the firm gives its customers)[13]. 
Therefore,[16] used the SERVQUAL dimensions in 
examining service quality in Islamic banking. 

Compliance refers to the strict adherence to the sharia law 
stipulation which prohibits Islamic banks from engaging in 
businesses considered unlawful under Islamic law such as 
gambling, alcohol selling, pornography and so forth[17]. 
Compliance d imension, as argued by[13] must be added to 
the five dimensions of[15] for its the philosophical 
foundation of Islamic banking and is one of the dimension is 
the work of[16] which reveals that Islamic banking 
customers give special consideration to compliance in 
choosing bank. Therefore, this dimension adopted as one of 
the dimension of service quality in measuring Islamic bank 
in Nigeria. 

2.4. The Relationship between Service Quality 
Dimensions and Customer Loyalty 

Service quality is linked to customer loyalty[8]. Research 
has shown that service quality has strong influences on 
buying intentions of the customers[18]. Some other 
researchers also provided the strong empirical evidences 
supporting the fact that service quality increases the 
customer intentions to remain with any company. For 
example,[19] found out that service quality results in 
increased market share and repeated sales that ultimately 
leads to customer loyalty. Similarly,[8] found that service 
quality has effect  on the customer loyalty. Therefore, the 
following hypotheses are formulated: 

H1: Tangib ility has a significant effect on customer 
loyalty in Islamic bank in Nigeria 

H2: Reliability has a significant effect on customer loyalty 
in Islamic bank in Nigeria  

H3: Responsiveness has a significant effect on customer 
loyalty in Islamic bank in Nigeria  

H4: Assurance has a significant effect on customer loyalty 
in Islamic bank in Nigeria 

H5: Empathy has a significant effect on customer loyalty 
in Islamic bank in Nigeria  

H6: Compliance has a significant effect on customer 
loyalty in Islamic bank in Nigeria  

2.5. The Relationship between Service Quality 
Dimensions and Customer Satisfaction 

Banks ability to deliver good services influences the level 
of customer satisfaction. For instance,[16] suggested that 
there is a strong link between SERVQUAL and customer 
satisfaction. Also[18] emphasis the importance of service 
quality and customer satisfaction, likewise[14] found that the 
performance of the service provider on core and relational 
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dimensions of services was an important driver for customer 
satisfaction in retail banking. Similarly, the results of the 
recent studies by ([13];[8]) reveals significant result between 
service quality and customer satisfaction. 

H7: Tangib ility has a significant effect on customer 
satisfaction in Islamic bank in Nigeria 

H8: Reliability has a significant effect on customer 
satisfaction in Islamic bank in Nigeria 

H9: Responsiveness has a significant effect on customer 
satisfaction in Islamic bank in Nigeria 

H10: Assurance has a significant effect on customer 
satisfaction in Islamic bank in Nigeria 

H11: Empathy has a significant effect on customer 
satisfaction in Islamic bank in Nigeria 

H12: Compliance has a significant effect on customer 
satisfaction in Islamic bank in Nigeria 

2.6. The Relationship between Customer Satisfaction and 
Customer Loyalty 

Studies have widely highlighted the relationship between 
customer satisfactions and customer loyalty for example 
([20];[21];[22]) emphasized on the importance of customer 
satisfaction, as it is a significant pred ictor of customer 

loyalty. Likewise,[20] declared  that a contended customer 
exhibits greater retention and expressed significantly 
positive impact of customer satisfaction on customer loyalty. 
Similarly,[8] found positive relationship between customer 
satisfaction and customer loyalty. 

H13: There is positive relat ionship between customer 
satisfaction and customer loyalty in Islamic bank in Nigeria. 

2.7. Underpinning Theory Oliver Theory of Loyalty 

In this study, customer loyalty was measured by their 
behavioral intention in terms of repurchase intention, 
word-of-mouth and first-in-mind. These measures were 
proven to be useful in previous research[6]. Therefore, 
theory of planned behaviour would  be use to support the 
research framework for understanding the customer loyalty. 
The theory of planned behavior (TPB;[23]) postulates that 
intention could be the best determinant of an indiv idual 
behavior. Thus, individual who has a strong intention is 
likely to engage in  the behavior than the one low intention. In 
this context, the theory of p lanned behavior posits that the 
relationship between service quality and customer loyalty 
will be mediated by the customer satisfaction.  

Conceptual Framework 
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3. Methodology  
The data for this study were obtained through a survey 

questionnaire administered to the Nigerian students in 
University Utara Malaysia. Based on the population of 
Nigerian students in UUM of 440 students, the sample size 
was 205[24] and simple random for sampling technique. The 
data collection method was based on personally admin istered 
questionnaires to the students in which 240 questionnaires 
were admin istered and 209 were completed and returned. 
This represents 87% of the respond rate.[25] Opined that a 
minimum of 60% response rate is acceptable. 
Measurement of the Constructs  

The six service quality d imensions (tangibility reliability, 
responsiveness, assurance, empathy and compliance) were 
measured by four items each dimension totaling 24 items 
adopted from the study carried out by ([15];[16]). Customer 
satisfaction adopted from[13] and loyalty adopted from[8] 
was measured by four items respectively. Thus, these items 
were adapted in order to suit Islamic banking industry in 
Nigerian context.  Each of the adapted items was assessed 
on a 7-point scale ranging from strongly disagree (1) to 
strongly agree (7).  
Analysis Method 

Structural equation modeling through Analysis of 
Moment Structures (AMOS) 16.0 was used for model     
fit. Descriptive Statistics and composite reliab ility  
analysis. 

4. Result and Discussion 
4.1. Descriptive Statistic  

The descriptive statistic shows the direction of responses. 
Therefore, 97.1% of the respondents were male and the 
remain ing 2.9 % were female customers. Th is implies that 
the number of male customers out-weigh the female. 40.4 % 
of the respondents are at the age between  31-40 years old, 
30.3% 41-50, 28.8% 21- 30 and above 50 years is 0.5%.   
With regards to educational level of the respondents 18.8%, 
are Bachelor’s degree students, 77.4% of the respondents are 
Masters Degree students and 3.8% PhD students. Similarly, 
most of the students have account with the banks while some 
have friends whose operate with the bank in Nigeria. 

4.2. Data Screening 

Data was examined for outliers using Mahanolobis 
Distance (D2) method whereby two cases were found 
outliers and deleted. Further, the data were detected for 
normality through standardized z-score and those data  
found not normal were transformed using cdfnorm  
function.  
Composite reliability 

Composite reliab ility measures the reliab ility of a 
construct in the measurement model (AMOS Model). 
Composite reliability is calculated using normalized SPSS 
data (full hypothesized model estimates). Composite 

reliability enables the overall internal consistency of a 
construct or convergence validity. Therefore, composite 
reliability is interpreted like a Cronbach’s alpha for internal 
consistency reliability estimate. A  composite reliability of 
0.7 or greater is considered acceptable[26]. Therefore the 
composite reliability of the variables under studies is above 
0.7 therefore considered acceptable. 

4.3. Hypotheses Testing 

This study examined mediating effect of customer 
satisfaction on the relationship between service quality and 
customer loyalty in Nigerian Islamic Bank. Confirmatory 
Factor Analysis (CFA) is been performed to ascertain the fit 
of the measurement models. Init ially, the fit  indices of the 
hypothesized model (see Appendix 1) indicated that the data 
did not fit model adequately (X2 = 946.204; df = 436; p = 
0.000; a rat io of X2 to df = 2.170; GFI = 0.783; and RMSEA 
= 0.075. However, after delet ing some items using 
modification ind ices, the fit indices of the rev ised 
hypothesized model indicate an adequate fit with X2 = 
210.198; df = 124; p = 0.000; a ratio of X2 to df = 1.695; GFI 
= 0.905; and RMSEA =0.058. 

The interpretation of the hypotheses results is summarized 
in Table 1. The result indicates that responsiveness has a 
significant positive effect on customer satisfaction (ß=0. 
0747; CR= 1.965; P<0.05). This finding is consistent with 
the findings of[8]. Likewise assurance has significant 
positive effect on customer loyalty (ß= -1.047; CR= -2.367; 
P<0.05) this finding is consistent with the findings of[8]. 
Thus, H9 & H4 are supported. Therefore, other hypotheses 
are rejected because their p-value is greater than 0.05 
respectively.  

5. Managerial Implications, Limitations 
and Suggestion for Future Research 

This study highlights that customers of Islamic bank of 
Nigeria consumers are satisfied  with products and services 
provided by the bank. In  fact, responsiveness and assurance 
dimensions were the main important factors of service 
quality in Nigerian Islamic banks as equally found 
significant by[8] Therefore, Islamic banks are required to do 
more promotion and focus on strategic choice in  providing 
products and services which are more innovative in order to 
gain competit ive advantage. Islamic banking should provide 
financial counseling to attract Muslims and non- Muslims 
customers to use more Islamic banking products and services. 
One of the limitat ions of this study is the collection of data 
from University students and therefore, the findings of the 
study cannot be generalized. Second, the study was done on a 
cross-sectional basis. Therefore, to overcome some of these 
limitat ions, future studies should consider the possibility of 
increasing the sample size by including more customers of 
the banks in their studies. In addition, it is important future 
studies to carry out a longitudinal research in  order to assess 
the direct effects of the independent variables on the 
dependent variables respectively.  
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Appendix 
Table 1.  Direct Impact of Revised Hypothesized Model: Standardized Regression Weights 

 Estimate S.E. C.R. P Status 
 

Customer satisfaction  <---  Tangibility .703 .703 1.000 .317 Not significant 
 

Customer satisfaction  <---  Reliability -.629 .873 -.721 .471 
Not significant 

 

Customer satisfaction  <---  Responsiveness .747 .380 1.965 .049 
Significant 

 

Customer satisfaction  <---  Assurance .249 .316 .786 .432 Not significant 

Customer satisfaction  <---  Empathy -.014 .242 -.059 .953 Not significant 

Customer satisfaction  <---  Compliance .733 .955 .767 .443 Not significant 
Customer loyalty     <---  Customer satisfaction .239 .753 .317 .751 Not significant 

Customer loyalty     <---  Tangibi 1.160 1.433 .810 .418 Not significant 
Customer loyalty     <---   Reliability -.788 1.588 -.496 .620 Not significant 

Customer loyalty     <---  Responsiveness .323 .901 .359 .720 Not significant 
Customer loyalty     <---  Assurance -1.047 .442 -2.367 .018 ignificant 
Customer loyalty     <---  Empathy .209 .331 .630 .529 Not significant 

Customer loyalty     <---  Compliance .611 1.698 .360 719 Not significant 
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